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SUMMARY OF PROPOSED CREDIT AND PROGRAM

SOCIALIST REPUBLIC OF VIETNAM
FIRST HO CHI MINH CITY DEVELOPMENT POLICY OPERATION

Borrower The Socialist Republic of Vietnam
Implementing Ho Chi Minh City’s People’s Committee
Agency

Financing Data

Credit from IDA Transitional Support Window

Amount: USD 125 million

Terms: Commitment-linked credit, based on six-month LIBOR plus an additional
fixed spread.

(Credits from IDA Transitional Support Window are offered at IBRD flexible loan
terms)

Operation Type First Development Policy Operation in a programmatic series of two operations.
Single tranche.

Pillars of the The operation supports HCMC to strengthen institutional foundations for

Operation sustainable urban development. Specifically, the development objectives of the

And Program
Development
Objective

series are to contribute to (i) Integrated and transparent spatial information for
urban management; (ii) Strengthened management of public assets and
liabilities; and (iii) Enhanced delivery of priority municipal services.

Result Indicators

Integrated and transparent spatial information for urban management
Improved information sharing for Topography and cadastral maps (updated by
integrated and evidence-based DONRE), land zoning maps (updated by DPA),
urban planning and management. and transport map (updated by DOT) digitized
in interoperable formats and accessible by
authorized staff of at least the above-
mentioned agencies (by 2021).

Enhanced transparency of urban Number of mobile application users of the
zoning information provided to zoning plans disclosed on the website of the
citizens, making zoning more City (cumulative).

credible by allowing external (Baseline: 0 in 2017; Target: 250,000 in 2020)
scrutiny.

Number of mobile application sessions
performed on the zoning plans website of the
City (cumulative).

(Baseline: 0 in 2017; Target: 2,500,000 in
2020)

Strengthened management of public assets and liabilities

Improved financial sustainability for | Level of recovery for operation and

the provision of wastewater, maintenance costs for drainage system and
drainage and flood control services. | wastewater treatment services.

(Baseline: 45% in 2017; Target: 60% in 2021)

Consolidated and professionalized Rate of rental price increase per square meter

management of commercial of state commercial houses, compared to CPI
housing assets as the basis for rental component:
better revenue management. (Baseline: tbd in 2019; Target: tbd in 2021)




Better coordinated debt

management functions for both
domestic and external borrowings.

Online publication of an annual debt bulletin
covering all public debt, with basic cost-risk
indicators (by 2021).

Enhanced delivery of priority municipal services

More simplified and efficient

operate a business.

procedures to legally start and

Number of days taken to start and operate a
business.
(Baseline: 22 in 2017; Target: 15 in 2021)

Strengthened management

capacity towards more efficient use
of resources for and improved
services quality of public transport.

Interoperability of fare collection systems
across mass transit systems under
development achieved (by 2022).

Share of passengers satisfied with services
provided by bus drivers and staff.
(Baseline: tbd in 2019; Target: thd in 2021)

Climate and
disaster risks
(required for IDA
countries)

(i) Are there short and long-term climate and disaster risks relevant to the
operation (as identified as part of the SORT environmental and social risk

rating)?

If yes, (ii) summarize briefly these risks in the risk section and what resilience
measures may help address them?

Yes I:I No

Overall risk rating

Substantial

Operation ID

P160480

Vi




IDA PROGRAM DOCUMENT FOR A PROPOSED
FIRST HO CHI MINH CITY DEVELOPMENT POLICY OPERATION
TO THE SOCIALIST REPUBLIC OF VIETNAM

I. INTRODUCTION AND COUNTRY CONTEXT

1. This proposed First Ho Chi Minh City Development Policy Operation (DPO) initiates a new
programmatic series of two single-tranche operations, aimed at reinforcing institutional reform
priorities of HCMC. Firmly anchored in the development plan of Ho Chi Minh City (HCMC or City) for
2016-20, the operation is supporting the City in identifying, prioritizing, and implementing reform
measures to lay the institutional foundations for sustainable urban development. Specifically, the series
aims to contribute to (i) Integrated and transparent spatial information for urban management; (ii)
Strengthened management of public assets and liabilities; and (iii) Enhanced delivery of priority
municipal services. The proposed programmatic design with two consecutive operations provides for a
strategic, medium-term policy engagement with sequenced reform measures moving from policy
commitment and formulation to implementation. While supporting key institutional reforms, the first
operation provides financing in the amount of US$125 million to help meet some of HCMC's significant
development financing needs.

2. This DPO—the first subnational DPO in Vietham—is designed to address complex institutional
bottlenecks that require integrated, cross-sectoral solutions. Aligned with the Vietnam Country
Partnership Framework 18-22, the operation is the lynchpin of the World Bank’s evolving subnational
engagement with HCMC, which is shifting from sector-specific investments to supporting cross-cutting
policy and institutional reforms. It leverages the Bank’s knowledge and convening power to establish, for
the first time, a city-wide, integrated policy dialogue to facilitate coordination among various
departments of the City and contribute to timely decision making and implementation. As such, the
operation synergizes with and complements existing sectoral investments and advisory services in land
governance, public transport, water management, fiscal management and regulatory reforms.
Moreover, in developing, testing and demonstrating feasible and scalable institutional and policy
innovations, the impact of the DPO series is expected to radiate to other provinces. As such, the
operation is expected to contribute not only to improved urban governance in HCMC itself, but more
broadly to the urbanization and municipal governance agenda in Vietnam.

3. HCMC is the largest and most populous city in Vietham and a key growth pole driving economic
modernization. Today, about 10 million people reside within the City’s boundaries with inflows of about
half a million additional migrants per year. The City is Vietnam’s economic powerhouse accounting for
nearly one quarter of national GDP, 15 percent of the FDI stock and 18 percent to total export earnings
of Vietnam. Underpinned by a dynamic urban service economy, GDP growth in HCMC has consistently
exceeded 9 percent over the past five years, contributing significantly the national growth. As a
systemically important city with strong spill-over effects and linkages to the rest of the economy, HCMC's
ability to sustain rapid growth and development will impact not only the quality of life for its residents
and the urban environment but have a bearing on Vietnam’s overall economic competitiveness and
hence progress in reducing poverty and boosting shared prosperity.



4, While HCMC holds significant promise to become a leading and globally competitive city, it
also faces significant pressures to manage rapid urban growth and deliver vital urban infrastructure
and services within a fiscally constrained environment. Without effective and integrated urban planning
and adequate investment in urban infrastructure and service delivery, HCMC could see many of the
positive impacts of urbanization reverse course. Indeed, while urbanization initially achieved high levels
of density, HCMC is showing signs of unprecedented (and in some cases uncoordinated) land expansion,
which threatens to erode agglomeration benefits. Because of its rapid growth, HCMC is also experiencing
increasing traffic congestion and pressure on other core municipal services. Importantly, these demands
will have to be met within a constrained fiscal environment, reinforcing the need for efficient resource
mobilization, planning and implementation of investment and spending programs within a medium-term
framework that ensure long term fiscal sustainability.

5. This DPO is designed to reinforce critical institutional reforms addressing the most pressing
urban governance challenges in HCMC. The policy program is prioritizing institutional strengthening in
areas that are crucial for HCMC’s urban development, including land use planning, fiscal governance,
waste water management, public transport and economic competitiveness. Under pillar 1, the program
supports enhancing operational integration of key spatial information systems, which will underpin more
integrated and evidence-based urban planning and management—a key condition for ensuring an
efficient spatial footprint of the city. Under pillar 2, the program supports more effective management
of the City’s fiscal assets and liabilities, which is expected to enhance returns on municipal assets while
ensuring prudent management of rising public debt and contingent liabilities. Under pillar 3, the program
supports reforms to support more efficient delivery of priority public services in public transport and
business registration which is a critical enabler for enhanced competitiveness.

6. The operation is ambitious and subject to several risks. While HCMC leadership has adopted a
comprehensive reform program, implementation of the identified institutional changes is complex and
may be hampered by resistance, administrative inertia and rigidities in the national legal framework
which may stifle local innovation and reforms. These risks are mitigated by focusing the series on reform
actions where ownership is relatively strong and progress is feasible without changes to national
legislation. In addition, several prior actions are complemented by technical assistance to strengthen
institutional capacity and reinforce the impact of the DPO. The second risk arises from the tight level of
control of the central government over the organizational structure and staffing of subnational
governments. The risk is mitigated by focusing less on the form of the supported institutions, and more
on their functions. In several cases in the DPO, the new institutions and functions are created in an
employment-neutral way without affecting the total staffing level of the City.

Il.  MACROECONOMIC POLICY FRAMEWORK

2.1. RECENT ECONOMIC DEVELOPMENTS IN VIETNAM

7. Vietnam’s economy continues to show fundamental strength, supported by robust domestic
demand and export-oriented manufacturing. Following 6.8 percent growth in 2017, preliminary data
indicate that Viethnam’s GDP growth accelerated to 7.1 percent in 2018, underpinned by a broad-based
pickup in economic activity. The agriculture, forestry, and fishery sector recorded growth of 3.8 percent,
a significant acceleration from 2.9 percent in 2017. The industrial and construction sectors expanded by
8.9 percent, driven by robust growth of 13 percent in manufacturing which benefitted from healthy



external demand. The services sector posted 7 percent growth, supported by sustained strength of
domestic consumption and tourism activities.

8. Inflationary pressures remain moderate. After accelerating in the first three quarters of 2018
on the back of hikes in administered prices (for electricity and health services), headline CPI moderated
significantly in the last quarter of 2018 due to softer food and fuel prices. For the year as a whole, the
headline CPl came in at 3.6 percent well below the State Bank of Vietnam’s inflation target of 4 percent.
Annual average core inflation remained subdued — rising slightly from 1.4 percent in 2017 to 1.5 percent
in 2018.

Figure 1: A broad-based acceleration of GDP growth Figure 2: Accompanied by moderate inflation
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Figure 3: Credit growth is declining in 2018 9. Against the backdrop of moderate
inflationary pressures, monetary policy
20 150 continues to balance SBV’s dual focus on
maintaining stability while supporting
15 120 economic growth. While the monetary policy
90 stance remains broadly accommodative, the
10 State Bank of Vietnam (SBV) tightened macro-
60 prudential norms in 2018, setting credit
5 30 growth limits for commercial banks and
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0 0 estate, securities, and consumer lending).
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Amidst tighter financing conditions, credit
Source: GSO and SBV growth moderated to about 14 percent (year-

on-year) in 2018 (down from 18 percent in
2017). Nevertheless, corporate and household balance sheets are increasingly leveraged with Vietnam’s
credit-to-GDP ratio standing at 135 percent. This leaves the economy more vulnerable to shocks and
potential financial market stress, especially against a backdrop of legacy NPLs and relatively thin capital
buffers in some banks.



10. The resolution of nonperforming loans (NPLs) continued, however, at a slow pace despite the
efforts of Vietnam Asset Management Company (VAMC). The officially reported NPL ratio in the banking
system fell to 2.1 percent in June 2018, down from 2.5 percent at the beginning of 2017. Using a broader
measure which includes VAMC assets and other problem loans, NPLs were estimated by the government
at about 6.5 percent of all outstanding loans in mid-2018, down from 10 percent in December 2016,
reflecting both the improved macroeconomic environment as well as stepped up efforts in NPL resolution
through debt collection and the sale of collateral.

11. Vietnam external balances continued to improve in 2018 despite uncertain global trade
developments. Vietham’s total exports are estimated to have expanded by 13.2 percent in 2018 which
is slower than 21.8 percent recorded in 2017 but significantly outperforming global trade growth.
Meanwhile import growth also slowed to 11.1 percent in 2018 compared to 21.9 percent in 2018,
reflecting a slowdown in imports of investment and intermediate goods. With export growth outpacing
import growth, Vietnam’s trade balance posted a record surplus of about US$7.2 billion in 2018. Vibrant
trade activity has positioned Vietnam as one of the most open economies in the world, with trade to GDP
ratio reaching about 200 percent for the year. Strong exports also helped Vietnam to sustain a current
account surplus for 8 consecutive years. Meanwhile, Vietnam’s capital account surplus also remains
sizeable owing to consistent FDI inflows. These developments eased foreign exchange pressures and
helped the SBV build up international reserves, which went from 2.1 months of import cover at the end
of 2015 to about 2.8 months by the end of 2018.

Figure 4: External position has strengthened
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Figure 5: Fiscal consolidation in progress 12. Vietnam’s fiscal stance has improved in
2018 thanks to consolidation efforts. The overall

a0 Fiscal balances (% of GDP) fiscal deficit is estimated to have narrowed to an
estimated 4 percent of GDP in 2018 from 4.3
30 — percent in 2017 and 4.8 percent in 2015 (IMF GFS
definition). Preliminary figures show that total
20 revenues remained at 23.6 percent of GDP in 2018

— at about the level reported in 2015 and 2016,

10 supported by a cyclical recovery in major tax
o revenues, including Value-added tax (VAT),

Corporate Income Tax (CIT) and Personal Income

10 74 63 55 4.8 -4.3 -4.0 Tax (PIT) which recovered on the back of strong
2013 2014 2015 2016  2017e  2018f consumption and income growth. Over the same

period, total expenditures have gradually declined
to 27.6 percent of GDP from 28.5 percent in 2016
and 27.8 percent in 2017, reflecting to a large
Source: World Bank Staff based on official data extent lower capital expenditure and

rationalization of other discretionary spending
items. These measures, while effective in the short term, could hamper needed investments for
infrastructure and human capital development. The Government’s commitment to strengthen budgetary
discipline, therefore needs to be balanced with reforms that create fiscal space to maintain critical
investments in infrastructure and spending on essential public services. The quality of the adjustment,
including a balanced combination of revenue and expenditure measures and a strong focus on spending
efficiency gains—as opposed to across-the-board curtailment of discretionary spending and investment—
remains therefore important.
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e TOtal expenditures

13. After a decade of steady increases in the public-debt-to-GDP ratio, 2017-18 saw a welcome
reversal in the public debt trajectory. The lower fiscal deficit in 2017 together with a reduction in
government guarantees and significant privatization proceeds helped contain further increases in public
and publicly guaranteed debt. Overall, public and publicly guaranteed debt (government definition)
declined to 61.4 percent in 2018 from the peak of 63.7 percent in 2016, remaining below the statutory
limit of 65 percent of GDP. During the same time, government’s debt fell slightly from 52.8 percent to
51.7 percent of GDP and remains above the 50 percent statutory limit for direct public debt. Meanwhile,
the government refrained from issuing new guarantees which resulted in decline in the stock of public
guaranteed debt from 10.2 percent in 2016 to 8.8 percent in 2018. In the IMF GFS definition, overall public
and publicly guaranteed debt declined to an estimated 57.8 percent of GDP in 2018, down from a recent
peak of 59.7 percent in 2016.

2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

14. Vietnam’s medium-term outlook remains positive. Vietnam’s economic fundamentals continue
to remain solid, reflecting positive momentum especially of export-oriented manufacturing and
agriculture. Growth is expected to moderate slightly with real GDP projected to expand 6.6 percent in
2019 and 6.5 percent in 2020. The slowdown in the outer years reflects the envisaged cyclical moderation
of the global economy which is expected to dampen external demand as well as tighter monetary and
fiscal policies in Vietnam.



15. Inflation is expected to remain moderate. We expect inflation to remain around the 4 percent
government target. This is predicated on sufficient tightening of the monetary stance to counter price
pressures that may reemerge over the medium term because of domestic input price pressures and/or
rising global commodity prices.

Table 1: Vietnam Key Economic Indicators

2016e 2017e 2018f 2019f 2020f 2021f

Real economy
Real GDP (% change) 6.2 6.8 7.1 6.6 6.5 6.5
Agriculture 1.4 29 3.8 3.0 2.8 2.8
Industry and construction 7.6 8.0 8.9 8.4 8.3 8.3
Services 7.0 7.4 7.0 6.6 6.5 6.3
Prices
Consumer price index (% change, annual average) 2.7 3.5 4.0 4.0 4.0 4.0
GDP deflator (%, change) 1.1 4.1 3.3 3.8 4.0 4.1
Fiscal balance (% GDP)
Total revenue and grants 23.7 23.5 23.6 23.4 23.3 23.3
Total expenditure (including off-budget items) 28.5 27.8 27.6 27.4 27.2 27.1
Fiscal balance -4.8 -4.3 -4.0 -4.0 -3.9 -3.8
Public and publicly guaranteed debt (by MOF) 63.7 61.4 61.4 61.3 61.2 61.0
External Balance
Exports of goods (fob, % GDP) 87.7 97.6  101.3 1048 1089 1133
Exports of goods (% change) 9.0 21.8 13.2 13.0 13.5 13.7
Imports of goods, (cif, % GDP) 86.8 96.6 98.4 102.7 107.9 113.6
Imports of goods (% change) 5.1 21.9 11.1 12.5 13.8 14.5
Foreign direct investment (Inflows, US billion) 11.6 14.6 16.3 17.6 18.3 19.2
Current account balance (% GDP) 2.9 3.0 3.0 2.7 2.5 2.2
Reserves, including gold (SUS billion) 35.8 49.4 55.4 67.0 78.3 90.0
Reserves (in months of imports) 2.5 2.8 2.8 3.0 3.0 3.0
Financial Markets
Credit to the economy (% change, period-end) 18.8 18.2 14.0 14.0 14.0 14.0
Short-term interest rate (3-M deposits, period-end) 4.9 5.0
Memo:
GDP (nominal, trillion dong) 4,503 5,006 5,535 6,126 6,788 7,521

Source: Bank staff, based on official data.
Note: cif = cost, insurance, and freight; fob = free on board, GFS=Government Financial Statistics

16. On the external front, we expect the current account balance to remain in surplus but start
narrowing from 2019 reflecting widening deficits on the income and services accounts. While the
merchandise trade surplus will continue to be supported by rising exports of the foreign-investment-
driven manufacturing sector, imports of capital and intermediate goods will also continue to grow
rapidly, as Vietnam’s export sectors rely on imported capital goods, components and raw materials.



Table 2: Balance of Payments Financing Requirements and Sources (USS, billions)
2016 2017e 2018e 2019f 2020f 2021f

Financing requirements 24.9 25.9 28.6 28.8 29.4 29.1
Current account deficit -5.8 -6.5 -7.1 -7.0 -7.0 -6.8
Long-term debt amortization 5.2 5.5 9.3 10.3 11.3 11.1
Short-term debt amortization 17.4 15.6 135 124 10.6 9.5
Other capital outflows (incl. deposits) 8.1 11.3 12.9 13.1 14.5 15.2

Financing sources 24.9 259 28.6 28.8 29.4 29.1
FDI and portfolio investment (net) 11.8 16.6 18.6 20.0 20.8 22.7
Long-term debt disbursement 8.7 13.5 14.4 15.1 14.1 13.5
Short-term debt disbursement 23.5 23.6 14.8 9.0 9.0 6.3
Other capital inflows (incl. deposits) -4.0 -5.7 -5.2 -3.8 -3.2 -1.7
Change in the reserves -7.2 -13.7 -6.0 -11.6 -11.3 -11.7
Errors and Omissions -7.9 -8.5 -8.1 0.0 0.0 0.0

Source: World Bank staff estimates, based on official data

17. Fiscal consolidation is expected to contain fiscal deficits and public debt over the projection
period. The fiscal deficit is projected to remain at 4.0 percent of GDP in 2019, before narrowing in 2020
to 3.9 percent, reflecting continued implementation of the Government’s fiscal consolidation plans.
Fiscal consolidation will be implemented against the backdrop of robust nominal GDP and consumption
growth which is expected to bolster revenue performance while expenditure growth will be contained
by the government’s commitment to rein in inefficiencies.

Table 3: Key Fiscal Indicators (% of GDP)

2016  2017e  2018e 2019f 2020f 2021f

Total revenue and grants 23.7 23.5 23.6 23.4 233 233
Revenue (excluding grants) 23.5 23.4 23.5 23.4 23.2 23.3
Tax revenue 17.9 18.8 19.0 19.1 19.0 19.2

Oil revenues 0.8 0.9 0.7 0.7 0.6 0.5
Non-oil tax revenues 17.1 17.9 18.4 18.4 18.4 18.7
Corporate income tax 4.5 4.5 4.6 4.7 4.8 4.9
Trade taxes 2.0 2.0 2.1 2.2 2.1 2.1
VAT 6.5 6.9 7.0 7.2 7.3 7.3
Non-tax and capital revenues 5.6 4.7 4.4 4.3 4.2 4.0
Grants 0.2 0.1 0.1 0.1 0.1 0.1

Total expenditure 28.5 27.8 27.6 27.4 27.2 27.1

Current 21.1 20.7 20.4 20.3 20.2 20.2
Administrative 2.6 2.5 2.4 2.4 2.2 2.1
Economic 2.0 1.8 1.8 1.7 1.8 1.9
Social 9.3 9.1 9.0 9.0 9.0 9.0

Education and training 43 4.2 4.2 4.2 4.2 4.3
Health and population 1.7 1.6 1.6 1.7 1.8 1.8
Pension and Social protection 2.7 2.5 2.5 2.5 2.5 2.6
Interest payment 1.9 2.0 2.0 2.0 2.0 1.9

Development investment 7.4 7.1 7.2 7.1 7.0 6.9

Overall fiscal balance -4.8 -4.3 -4.0 -4.0 -3.9 -3.8

Primary deficit -2.9 -2.3 -2.0 -2.0 -2.0 -1.9

Disinvestment proceeds/1 0.7 0.2 0.5 0.5 0.5

Source: Bank staff estimates based official data
Note: 1/ Proceeds from SOE equitization, state sector disinvestment and sale of state assets
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18. Public debt sustainability hinges on continued implementation of the envisaged fiscal
consolidation program and remains subject to risks. In the baseline scenario, which is based on the
overall macroeconomic framework and predicated on implementation of a gradual fiscal adjustment,
including some use of (non-debt creating) privatization proceeds for deficit financing, public debt is
projected to decline to 57 percent of GDP in 2020, but start rising gradually from then onwards as fiscal
deficits remerge. This baseline assessment is subject to considerable risk, including in particular delays
in fiscal consolidation and persistent primary deficits exceeding the debt stabilizing level, shortfall in
privatization proceeds as well as growth and exchange rate shocks.

Figure 6: Debt Sustainability Analysis
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19. Despite improved short term prospects, risks remain significant. Despite improved short-term

prospects, there are significant downside risks. Domestically, a slowdown in the restructuring of the
state-owned enterprise (SOE) and banking sectors could adversely impact the macro-financial situation,
undermine growth prospects, and create public sector liabilities. Further fiscal consolidation through the
continued contraction of public investment could undermine long-term development objectives.
Vietnam’s economy also remains susceptible to further volatile developments in the global economy,
given its high trade openness and relatively limited fiscal and monetary policy buffers. External risks
include escalating trade protectionism, heightened global and regional geopolitical uncertainty, and
continued tightening of global financing conditions that could lead to disorderly financial market
movements.

20. The macroeconomic policy framework is deemed adequate for this operation. Economic
growth has been resilient and macroeconomic stability has been broadly maintained. While relatively
high public debt, rapid credit growth and balance sheet weaknesses in the banking and SOE sector remain
key macroeconomic vulnerabilities, the Government has started to address these. Increased exchange
rate flexibility introduced in early 2016 and gradual foreign exchange reserve accumulation have



bolstered resilience against external shocks, especially in the context of anticipated strengthening of the
US dollar. While credit growth remains elevated, the recent moderation signals a shift towards a more
stability-oriented monetary stance. With regard to fiscal policy, the government has started to
implement a gradual fiscal consolidation. Sustaining the resolution of balance sheet weaknesses in the
SOE and banking sector would also be important to contain medium-term macroeconomic risks.

2.3. THE SUBNATIONAL CONTEXT

21. Ho Chi Minh City is a dynamic business hub and an important growth pole for Vietnam. Its
average GDP growth rate of 9.1 percent during 2011-2018 has consistently outpaced the national
average of 6.2 percent. Today, the City accounts for about 21 percent of Vietham’s GDP and its per capita
GDP—estimated at nearly 5,890 USD in 2018 (at current exchange rate)—is about 2.3 times higher than
Vietnam’s average. HCMC’s economy is concentrated in the service and industrial sectors, which
accounted for 55 percent and 29 percent of GDP in 2018, respectively. The City’s economy is increasingly
driven by a dynamic private sector which accounts for over 80 percent of the economy (compared to less
than 70 percent for the country as a whole). HCMC is also a leading destination for FDI, accounting for
about 13 percent of Vietnam’s FDI stock and strong exporter contributing almost 16 percent to the total
export earnings of Vietnam in 2018. Attracted by this dynamic economy, HCMC’s population has
continued to expand at average rate of around 2 percent annually over the past decade.

Figure 7: GDP growth: HCMC vs. Vietnam Population level and growth
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22. HCMC'’s revenue performance is robust. HCMC revenue base comprises shared taxes, central
government transfers and own source revenue. Shared taxes (trade tax, Corporate Income Tax (CIT) and
Value Added Tax (VAT)) account for about 80 percent of the City’s total revenue. Own-source revenue
from various land-related sources! as well as user fees and charges are relatively constrained (due to
limited revenue autonomy in Vietnam’s intergovernmental framework, discussed in more detail in the
subsequent section) and accounts for less than 15 percent of total revenue. Finally, central government
transfers account for a relatively small share—about 3 percent—of total revenues in 2018. Overall
revenue performance has been relatively steady in recent years.

1 These include Land and Housing Tax; Natural Resource Tax (except petroleum); Tax on Transfer of Land-Use-Rights;
Registration Fees; Licensing Fees; Rental of Land and Water; Transfer of Land Use Rights; Sale of State Property.
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Table 4: HCMC Fiscal Aggregates (% RGDP)

2015 2016 2017 2018e  2019f 2020f 2021f 2022f  2023f

Local Receipts 7.7 8.5 7.7 6.6 6.5 6.4 6.4 6.3 6.3
Decentralized revenue 6.3 7.2 6.9 6.3 5.1 5.0 5.0 4.9 4.8
Central targeted transfers 0.6 0.3 0.8 0.2 0.3 0.3 0.3 0.3 0.3
Others 0.8 1.0 0.1 0.1 1.0 11 11 1.2 1.2

Total Local Expenditure 7.4 6.8 6.2 5.0 5.0 5.2 5.4 5.4 5.5
Capital expenditure 3.7 3.3 2.5 2.1 2.3 2.5 2.7 2.7 2.8
Recurrent expenditure 3.6 3.5 3.6 29 2.7 2.7 2.7 2.7 2.7

Fiscal Balance 0.4 1.7 1.5 1.6 1.5 1.2 1.0 0.9 0.8

Augmented fiscal balance 1/ 0.3 -0.2 0.0 0.0 -0.3 -0.7 -0.3 -0.3 -0.2

Note: 1/ estimated from change in public debt stock
Source: HCMC Authorities and WB estimates

23. At the same time, HCMC faces significant social and infrastructure spending needs to meet the
demands of a rapidly growing urban population and dynamic economy. Overall spending capacity in
HCMC is high, with per capita spending in HCMC at almost double the national average and the highest
in Vietnam. However, because of constrained fiscal space and rapid population growth, per capita
budgetary spending in HCMC has been growing at a slower pace than that in other provinces. In terms
of spending composition, human capital spending (education and health expenditure) absorbs about 33
percent of total spending—higher than the national average (27 percent). Despite a slight downward
trend in recent years, capital spending—in particular in public transport, waste water and flood
management—accounts for more than 45 percent of local spending, also well above the national average
(29 percent) and among the highest across provinces.

24, Aside of budgetary outlays, there are several extra-budgetary activities. These off-budget
activities include spending financed from lottery receipts, ODA (including significant investment in the
metro system, financed by on-grant ODA)?2, extra-budgetary funds (EBFs), and fully state-owned
municipal SOEs. HCMC operates 16 EBFs (table 5) for a variety of purposes—infrastructure development
investment (3 funds), social protection (8), social security (2), science-technology-environment (3), and
business support (1). Specific purposes include development investment, credit guarantees, land
development, housing, farmer support, cooperative development support, and others. Of these the
HCMC Financial Investment Corporation (HFIC) is by far the largest, accounting for nearly 75 percent of
the total subscribed capital. It undertakes infrastructure development projects on behalf of the City.

2 per the SBL (2015), spending financed by lottery receipts and ODA/concessional lending has been brought on-budget since 2017.
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Table 5: Extra-Budgetary Funds in Ho Chi Minh City

Name Capital (billion dong) % of RGDP
1  HCMC Financial Investment Corporation (HFIC) 7,177 0.67
2 Housing Development Fund 921 0.09
3 National Fund for Employment 360 0.03
4 Job Training Fund for Land-lost People 313 0.03
5 Poverty Reduction and Hunger Eradication Fund 298 0.03
6 Land Development Fund 200 0.02
7 Road Maintenance Fund 160 0.01
8  Farmer Assistance Fund 108 0.01
9 Others 220 0.02

Total 9,757 0.91

Source: HCMC Authorities

25. HCMC has maintained fiscal discipline and municipal debt remains low. HCMC has maintained
an average budget deficit (augmented fiscal balance) of roughly 0.1 percent of RGDP between 2009 and
2018. This has helped to keep borrowing at relatively low levels. Nevertheless, HCMC is the most active
local governments in Vietnam in terms of local borrowing. Overall, budgetary debt was estimated to
stand at just about 25 percent of decentralized revenue in 2018, much below the 70 percent statutory
limit for HCMC stipulated in the budget code. HCMC financing needs were met by domestic bond
issuances—about 76.3 percent of total outstanding municipal debt, 2018) and on-lent official project
financing—about 23.7 percent of total outstanding municipal debt, 2018 (figure 8). Given HCMC's low
debt stock, debt service payments are relatively contained amounting to around 5.2 percent of revenue.

Figure 8: Public Debt Composition by Sources Figure 9: Broad Municipal Exposure
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26. In addition, there is off-budget borrowing through various municipal SOEs. While these

liabilities are not explicitly guaranteed by the PPC they may pose implicit contingent liabilities, including
HFIC project financing and borrowing by municipal SOEs. Together the stock of these implicit contingent
liabilities accounts for about 38 percent of decentralized revenue in 2018. This debt is serviced by the
borrowing entities and not subject to explicit guarantees by the HCMC government. However, since
HCMC is the ultimate owner of the borrowing entities, these liabilities pose some of risk to the City’s
overall fiscal sustainability.
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27. HCMC'’s public debt is assessed as sustainable. Given the City’s large financing needs, public
debt is expected to expand gradually over the coming few years. The City’s financing plan envisages the
needs to be met by external debt (both project financing and quick disbursing budget support, including
from this operation) and domestic bond issuances. As a result, the public-debt-to-revenue ratio is
projected to rise but to remain below 50 percent (figure 10) by 2023 under the baseline scenario, as the
statutory limits on subnational borrowing in the budget code and on-lending decree will restraint HCMC's
overall debt exposure. To assess the impact of potential fiscal risks, the baseline scenario was exposed
to several shocks: (i) 10 percent decline in revenue; (ii) 10 percent devaluation of Vietnam Dong; and (iii)
default of 20 percent of the city’s contingent liabilities including implicit liabilities and SOE debt. The
combined shocks could raise the debt level by about 12.7 percentage points from 48.8 percent (baseline
scenario) to 61.5 percent of RGDP in 2023. The debt trajectory is particularly sensitive to revenue shocks
that would affect the repayment capacity of the City.

Figure 10: HCMC Debt Projections
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28. This DPO will contribute to the significant development financing needs of the city. The
financing provided by the DPO will fully be on-lent to HCMC at the original terms, e.g. HCMC fully assumes
repayment obligations for the credit. Expected disbursement from this operation amounts to US$125
million. This the equivalent to about 5 percent of HCMC decentralized revenue. The disbursement is
programmed as part of the City’s 2019 budget financing and can be accommodated within the existing
overall debt limit of the city (see box 1). Since the on-lending terms are equivalent to the original lending
terms, the DPO financing will help extend the maturity of the HCMC debt portfolio, while HCMC will have
to manage the foreign exchange and interest rate risks associated with the original lending terms.
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Box 1. Statutory Limits on HCMC Public Debt

While the 2015 budget code has provided for more autonomy in terms of subnational borrowing, borrowing
space is subject to statutory limits. These limits are calibrated to the varying fiscal capacity of subnational
governments. In addition, the decree on on-lending sets out statutory limits for debt service payments. For HCMC
City the following fiscal rules apply:

=  Debt stock limit: The State Budget Law of 2015 (which came into effect on January 1, 2017) stipulates
that total outstanding debt must not exceed 70 percent of the decentralized revenue that a PPC may
retain (Art. 7.6)3. Government Decree No. 48 (dated April 2017) raises the debt threshold to 70 percent
of decentralized revenue (Art. 5.4). National Assembly Resolution No. 343 (January 2017) stipulates that,
within the national and subnational debt stock thresholds, the National Assembly, as part of the annual
budget process, decides on the level of fiscal deficit hence net financing for each (city) province.

= Golden rule: The State Budget Law of 2015 also restricts use of borrowing to financing of capital
spending.

29. Overall, the City’s fiscal framework is assessed as adequate for this operation. Under the
baseline scenario, the City’s medium-term fiscal framework will continue to mobilize enough resources
to meet spending needs, including substantial capital investment needed to meet the needs of HCMC's
growing population and economy. Debt is expected to rise moderately but stay within the prudent limits,
established in the legislative framework, even under various shock scenarios. In addition, the DPO policy
program will help strengthen the debt management capacity of HCMC which will help mitigate risks
associated with the city’s growing and more diversified debt portfolio.

30. There are however several risks that could impair long term fiscal sustainability of HCMC.
HCMC's spending needs are expected to grow rapidly. The City is experiencing significant investment in
infrastructure assets, including the metro system which will require future operations and maintenance
spending. In addition, HCMC’s population is also projected to expand, resulting in increased pressure on
social services and associated public spending. Reforms measures supported by this DPO program, will
help enhance asset management practices and contribute to improved financing and management of
core services, including public transport and flood management, thereby mitigating some of these risks.
Finally, the City’s revenue autonomy is limited and retention rates for shared taxes beyond 2020 are
uncertain, posing risks to achieving commensurate revenue mobilization to balance spending needs and
financing capacity. Planned steps to introduce recurrent property taxation and broader revenue
autonomy would mitigate these risks, but uncertainty about the specific design and timing of these policy
changes, which are dependent on legal changes from the central level, remains high.

2.4. INTERGOVERNMENTAL RELATIONS

31. Functional devolution: Over the past three decades, Vietnam’s move from a highly centralized
hierarchical state designed for central planning toward a nimbler set of arrangements suited for
markets has included the decentralization of responsibilities and powers to lower levels of
government. The first decade after Doi Moi, from the late 1980s, was the era of devolution of economic
power, from central planners to farmers and enterprises. The second decade saw significant devolution
of powers and responsibilities to the provinces, and stronger accountability for communes. More
recently, functional devolution to service delivery units has improved results even while raising new
challenges in aligning accountability with incentives.

3 PPCs that have overdue on-lending debt of more than 180 days are automatically disqualified from applying for a foreign
funded sub-loan.
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32. The extent of devolution from the national government to the provinces in Vietnam has been
substantial, both geographically and functionally. With new authority, the provinces are, more so than
in the past, able to align their mix of services with local priorities. This has been quite evident as
nowadays, SNGs are responsible for the prime delivery of key public services including business
promotion, education, health, and local infrastructure development and operation.

33. Vietnam’s devolution has shown many positive results in service delivery, local governance,
and oversight. Also, competition among the provinces is driving them to improve their business
environments. Eased entry for non-state providers of services and greater autonomy for the
management of state facilities are supporting innovation and increasing the variety of services. However,
as Vietnam endeavors to develop into a modern middle-income country, people are becoming more
demanding—the pressure for better services, and more voice and participation is getting stronger. It
cannot be expected that the same institutional approach will continue to serve the country well as
Vietnam becomes a full middle-income country.

34, Responsibilities have also been devolved along functional lines to units providing services. The
tension between autonomous service provision and the desire for uniform standards of quality for
services that are accessible to the whole population, set by national and subnational governments,
presents a challenge for which there is no magic formula. Experimenting with the mechanisms for
balancing autonomy and accountability has been a feature of Vietnam’s development for some time.

35. As the central government granted additional powers and responsibilities to provincial and
lower levels of government, they strengthened the manner and degree of potential oversight. New
systems of accountability are being put in place, although often with a lag and not always of the best
form. In any case, information plays a central role in any system of accountability. The shifting landscape
of devolution and accountability is neither linear nor predetermined. Indeed, the Vietnamese approach
to reform, searching step-by-step for solutions to society’s problems, is one of experimentation. Some
initiatives are more successful that others, but the spirit of experimentation and the willingness to push
the boundaries are the common features.

36. Fiscal decentralization: Accompanying the substantial economic, functional, and geographical
devolution, there has been significant fiscal decentralization in Vietham over the past twenty years,
both in terms of spending assignments and autonomy over resource allocation decisions. The State
Budget Law establishes the key principles for spending assignments, revenue arrangements, and
intergovernmental fiscal transfers. It also grants provincial authorities a fair degree of autonomy to
determine fiscal relationships with districts and communes within their jurisdiction. The current system
allows a reasonable level of differential treatment across provinces to take account of their specific
circumstances.

37. As a result, subnational governments (SNGs) are now responsible for over 55 percent of
general government spending, which is high by international standards. Subnational spending also
accounts for over 70 percent of total public investment, 60 percent of transport expenditure, 90 percent
of education expenditure and 80 percent of health sector expenditure. Decentralization within provinces,
down to district authorities has also increased — in half of the 63 provinces, district spending represents
more than 45 percent of total subnational spending. With decentralized revenue and unconditional
balancing transfers covering more than 75 percent of core spending on average across all provinces,
subnational authorities have had a high level of discretionary resources at their disposal.
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38. Viethamese SNGs have seen increased levels of local revenue to match spending
decentralization, but continue to have little to no autonomy over revenue policy and administration.
Two main sources of revenue for SNGs outside of transfers from upper tiers of government include (a)
revenue retained 100 percent by SNGs, which is the closest to “own source revenue” (this includes
revenue related to land and houses and charges of selected local services such as business registration
or stamp); and (b) revenue that is shared with upper tiers of government, which are pooled and
redistributed across the country (this includes the major sources of revenue such as value-added tax
(VAT), corporate income tax (CIT), personal income tax (PIT), excise tax and environment tax). Tax-sharing
ratios are transparently defined for each “Stability Period”* (that for HCMC for 2017-20 is 18 percent).

39. Another concern is the high dependence of SNGs on revenue related to sale, leasing and
renting of land and houses, which averaged 10 percent of total revenue in the past decade®. In a
number of urban cities, this source of revenue accounted from about 15 percent (e.g. in Da Nang City) to
20 percent (e.g. in HCMC) of total subnational revenue. However, the finite supply of land and houses
coupled with the volatility in the real estate markets pose significant challenges on fiscal sustainability at
subnational level.

40. Intergovernmental fiscal transfers are mostly rule-based and equalizing both from the center
down to provinces, but also from provinces down to local levels (districts/wards). Strong empirical
evidence shows that fiscal decentralization policies have helped to channel more spending to the poorest
parts of the country where development needs and costs of service delivery are higher. This has helped
to close large imbalances across provinces and across districts, promoting equity and social inclusion.
This in turn has contributed significantly to development particularly in the poorer provinces.

41. Both State Budget Law (SBL) and Public Debt Management Law (PDML) stipulate the “golden
rule” that provincial governments can only borrow to meet capital investment expenditures. The SBL
2002 required local authorities to maintain balanced budgets, but at the same time allowed SNGs to
temporarily borrow to meet below 30 percent of annual capital budgets (except for HCMC and Hanoi for
whom the ceiling is 100 percent of annual capital budget), which meant that subnational borrowing was
treated off the balance sheet. Subnational borrowing has remained very low (less than 3 percent of GDP).
The five largest cities account for just over 40 percent of total local debt. SNGs have several sources of
debt financing including domestic development banks (about 38 percent), local bonds (22 percent),
central government on-lending (10 percent), and short-term borrowing from state treasury (30 percent).
Aside from direct debt liabilities, SNGs also have indirect and contingent liabilities, potential sources of
which include: financial funds; local SOEs; and banking sector stress from payment arrears to contractors.

42, Since 2017, the Budget Law for the first time allows SNGs to run fiscal deficit and requires
prudent monitoring of subnational debt stock against decentralized revenue. The debt thresholds vary
by different groups of provinces, depending on their fiscal capacity, with the highest level of 60 percent
of decentralized revenue applied to HCMC and Hanoi. The fiscal landscape and debt profile at both
central and local levels are evolving, with central government facilitating appropriate “enabling
environment” to ensure smooth supply of loanable funds for the frontier provinces, while promoting
ODA on-lending in net budget recipient provinces. The increasingly vibrant subnational borrowing will
require timely enhancement to subnational debt management capacity and reporting.

4In Vietnam, intergovernmental fiscal principles are defined in State Budget Law, while the actual standards/ norms defining
core spending needs of a province and the ratios for revenue sharing to SNGs are identified for each “Stability Period” which
usually vary from three to five years.

5 Vietnam practices considers proceeds from sale of land (or so-called transfer of land-use rights) or of public houses, together
with land leases and house rents, as above-the-line revenue rather than as a below-the-line financing item.
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43, Going forward, to make subnational finance more sustainable, it will be important to address
the lack of taxation autonomy and the heavy reliance on the sale of public assets. Evidence shows that
the current revenue arrangements do not have a discernable negative impact on revenue collections. Yet
providing local authorities better access to some revenue handles at the margin will strengthen fiscal
responsibility and accountability, as it promotes linkages between the financing of local spending
decisions and those that benefit from these expenditures.

44, Some gradual steps have therefore been recommended for Vietnam to consider phasing in
some independence for SNGs on revenue policy decisions, including more autonomy over fee setting
(to better balance the revenue from fees against the cost of fee collection and service provision) and
introduction of a system of surtaxes (e.g. on personal income and excise taxes). The central government
is considering the full introduction of modern property taxation, which would be beneficial to SNGs in
both terms of increased revenue mobilization and better incentives for more efficient use of property
resources. However, given the complexities of a modern property tax system, including the lack of up-
to-date cadastral information system, this may take a while to introduce.

45, Finally, it will be important for SNGs to find ways to sustain assets-based revenues to finance
infrastructure. To meet capital investment requirements, some municipalities charge betterment levies
or land value capture taxes which are directly levied owners of property whose value has improved
because of the government’s investment in nearby public infrastructure, such as roads or metro or bus
rapid transit. However, more time will be needed for central government, National Assembly included,
to discuss and agree on possible options going forward.

46. Human resources management: Despite broad delegation of functional and financial
responsibility to SNGs, the central government still retains the overall management of human
resources functions in the administration. This involves from setting the organizational structure
uniformly to all SNGs, the staffing quotas for individual SNGs, as well as salary schemes and payment for
public sector employees. There are few exceptions for HCMC and Hanoi, including the unique
establishment of the Department responsible for urban planning and architecture and ad-hoc provisions
on staffing quotas per the cities’ requests.

47. Overall: Inter-governmental arrangements are assessed as adequate for this operation to
proceed. Significant functional, financial and human resources management responsibilities at the
subnational level provide for adequate scope for SNGs to enhance policy implementation and strengthen
service delivery. While there are areas for improvement in terms of the fiscal framework, there is a
predictable and relatively equitable system of intergovernmental transfers and shared taxes which
principally ensures adequate resources to meet the functional mandates assigned to subnational
government. SNGs are allowed to borrow but tight fiscal rules contain risks of subnational over-
indebtedness.

2.5. IMF RELATIONS

48. While there is currently no active IMF program, the IMF maintains regular macroeconomic
surveillance and policy dialogue in the context of its Article IV consultations. The previous IMF Poverty
Reduction and Growth Facility ended in April 2004. Since then, the engagement with the IMF has focused
on regular macroeconomic surveillance, policy dialogue and technical assistance support, including in
fiscal policy, debt management, banking sector supervision, macroeconomic modeling and monetary
policy. The World Bank and the IMF team are collaborating and regularly exchanging views on pertinent
fiscal and macroeconomic policy issues.
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lll. HO CHI MINH CITY’S PROGRAM

49, As HCMC emerges into an Asian “megacity”, it is confronting a host of challenges common to
large urban areas across the developing world. It is fundamental to transform the economy and improve
its competitiveness, which will require cultivation of new drivers for growth, substitution of labor-
intensive manufacturing for higher value-added knowledge and technology intensive activities. At
present the City’s infrastructure is stretched to the breaking point; efficient, well-planned interventions
are urgently needed if the traffic-choked fates that have befallen other Southeast Asian cities are to be
avoided. As a low-lying metropolis located in the Mekong Delta, HCMC faces significant and growing
flood risk. According to recent studies, up to 60 percent of HCMC's built-up area will be exposed to a
100-cm sea level rise in the next 20 years.®

50. HMC’s policy priorities and programs directly respond to these challenges. In late 2016, the City
adopted seven “breakthrough programs” for the 2016-20 period, aiming to (i) enhance quality of growth
and economic competitiveness; (ii) improve quality of human resources; (iii) reform public administration
systems; (iv) urban regeneration and development; (v) reduce traffic congestion and accidents; (vi)
mitigate urban flooding; and (vii) lower environment pollution (figure 11). With slowing budget revenue
growth and little revenue autonomy, the City is also keen to unlock the value of public assets as a core
urban strategy, consider other sources of revenue mobilization and/or borrowing while ensuring prudent
liabilities management.

Figure 11. HCMC seven breakthrough programs
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51. The program on quality of growth and economic competitiveness—operationalized through
CPC Decision 5880 (2016)—is expected to deliver sustained, high quality growth for the City. To do so,
it aims to diversify the economy into higher productivity and knowledge-intensive activities, attract
innovative start-ups, and at the same time improve environmental and social protection for its citizens.
More concretely, the program sets out to achieve by 2020: an 8-8.5 percent annual GRDP growth rate;
annual growth in labor productivity of at least 6.5 percent; 500,000 enterprises operating formally, of

6 World Bank. 2013. 4 degrees, Turn Down the Heat, Climate extremes, regional impacts and the case for Resilience. Washington
DC: World Bank Group.
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which, 30-35 percent would engage in innovation; and a yearly reduction in poverty rates of 1 percent
on average. The program envisions both cross-cutting investment climate, service delivery reforms and
sector-specific solutions to achieve these goals. To create a favorable business environment, the program
focuses on administrative reforms to ease the burdens for business entry and operations. Through
process simplification and ICT applications, it aims to reduce the time spent on business registration,
stamp and bank account registration by 50 percent, the approval time for investment licensing by 30
percent, and the time to receive and review customs dossiers by 50 percent.

52. In close complementarity with the City’s economic competitiveness agenda, the public
administrative reform program—based on CPC Decision 6119 (2016)—aims to simplify and improve
transparency of administrative processes, and ultimately increase efficiency of public service delivery.
The program focuses on organizational restructuring, reforms of administrative procedures, upskilling
the public agencies’ workforce, pubic finance reform, and process modernization through ICT
applications. To improve the implementation quality of administrative procedures, the program
proposes ambitious measures to increase transparency through information disclosure, the use of user
feedback to monitor reform progress, and changes to performance evaluation of public agencies towards
output-based indicators that are tied to budget allocation decisions. In concrete terms, the program aims
to achieve, by 2020: satisfaction of businesses and citizens at 80 percent; on-time processing of
administrative procedures at 90 percent; 30 percent of business registration and 10 percent of
investment licensing processed online; and putting the city’s administrative reform index (PAR Index)
among top 5 of the country.

53. In the program on flood mitigation— adopted through CPC Decision 6261 (2016) — HCMC has
identified several core areas of interventions including improvements and upgrading of storm water
drainage, canal embankment, water supply and wastewater network in all districts. In the past, the
city has invested significantly to meet the demands in the wastewater and flood protection sectors. These
interventions have contributed to the reduction of flood hot spots in the inner districts of the city from
over 100 to 7 by 2015. However, with increased urbanization in outer districts, there is a need to sustain
the high level of investment, which is expectedly to be financed by various sources including city budget,
private sector participation and concessional financing. The city is focusing on improving coordination
across various departments through enhanced information sharing for emergency planning and response
and also coordinate planning of urban development in high-risk areas.

54, In the program on traffic congestion (PPC Decision 6204/2016), HCMC puts high priority on the
development of public transport systems, including both new mass transit systems and improvement
of the regular bus services. Delivering on high-quality integrated public transport services is critical to
alleviating traffic congestion caused by rapid increase in car ownership and dominance of motorbikes as
the mode of choice. In the city of more than 10 million inhabitants, there are about 7 million registered
motorbikes and about 574,000 passenger cars, the latter of which is growing rapidly at a rate of 15% per
annum.” In contrast, the public transport network is under-developed and dominated by bus services on
routes that have not evolved to meet the current trip patterns; public transport carries only about 6-7%
of the total motorized trips made in the city. In fact, HCMC is among the few cities of such size in the
region that lack high-capacity mass transit systems that operate on trunk routes, such as metros and bus
rapid transit (BRT). This has resulted in burgeoning traffic congestion in the city center, causing significant
costs in form of time loss, air and noise pollution, fuel costs, and fatalities and injuries.

7 Ho Chi Minh City Department of Transport (2016), “Report on HCMC Transport Situation in the Period of 2011-2015 and
directions for the period of 2016-2020".
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55. HCMC is looking to leverage ICT technologies to help deliver on its seven breakthrough
programs.® The City has issued Decision 6179 (2017) adopting a Smart City Initiative (SCI) aiming to make
city governance leveraging digital technologies for better information sharing, evidence-based policy
making and data-driven urban management of the city, and improved e-services to businesses and
citizens. The SCl implementation roadmap is phased in three periods. The first phase (2017-2018) aims
to lay the foundation for smart city by establishing shared data and technology platforms. The second
phase (2019-2020) aims to implement smart city solutions in meeting the pressing needs of the City
based on the common technology platform of the City. The last phase (2020-2025) will continue to
expand the application of ICT solutions and invest in the data infrastructure to other areas of the city
urban development. The SCI will be implemented by the Department of Information and Communication
(DIC), as a standing agency, and all concerned departments in the City, with the guidance of an Executive
Board headed by the Chairman of the People’s Committee and represented by key departments.

56. Effective policy and institutional reforms are considered foundational and essential
prerequisite for delivering these programs. Further success would require concerted actions in the areas
of urban planning, municipal finance, quality of basic and advanced services, infrastructure development
and poverty and social development. Indeed, these areas will exert a determinative impact on HCMC's
future competitiveness and its capacity to remain a zone of opportunity for Vietnamese people.

IV. THE PROPOSED OPERATION

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

57. Aligned to HCMC's targets and measures, the DPO is structured around three main pillars: (i)
Integrated and transparent spatial information for urban management; (ii) Strengthened management
of public assets and liabilities; and (iii) Enhanced delivery of priority municipal services. The prior actions
under these three pillars reinforce institutional reforms anchored in six out of seven breakthrough
programs of HCMC (except the human resources development one) and cross-cutting reforms, laying the
foundations for more effective urban governance and service delivery (figure 12).

58. Strong linkages and synergies between the policy actions are expected to enhance program
impacts. Improving information sharing to underpin integrated and evidence-based urban planning
(supported in pillar 1) also strengthens investment planning in public transport infrastructure especially
around key corridors driving the footprint of the City (supported in pillar 3), and in wastewater drainage
and treatment systems (supported in pillar 2). These will all enable more efficient distribution of
economic and social activities. Expanding the wastewater drainage in a fiscally affordable manner to
strengthen city resilience to climate change impacts (supported in pillar 2) and reducing transaction costs
in business entry and access to key land zoning information (supported in pillars 3 and 1) will contribute
the City’s competitiveness and economic growth. Underpinning efforts to strengthen efficiency in the
management of public assets including land and houses, and transport and wastewater infrastructure
(supported in pillars 2 and 3) integrate well with actions to manage debt and emerging fiscal risks more
prudently (supported in pillar 2).

8 HCMC has been a pioneer in digital transformation in Vietnam. This is against the backdrop of Vietnam today being ranked
among the top 5 countries with fastest growing ICT industry in the world. Vietnam is ranked #21 out of 193 countries by
number of broadband internet subscriptions with high-speed connection, higher than in the Philippines, India and Indonesia.
Vietnam is the third fastest growing smartphone market in the world. A third of its population (about 30 million) are 3G
subscribers, a 29.6 percent year-on-year increase. Active mobile social-media accounts rose 41 percent, faster than China, India
or Brazil. Vietnam has the 4th highest ICT Development Index in Southeast Asia and ranks 12th out of 27 Asia-Pacific countries.
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Figure 12. Synergized actions supporting HCMC reform agendas
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59. Recognizing that institutional fragmentation is a fundamental obstacle to the issuance of good

policies and their effective implementation in HCMC, the DPO proposes to address the fragmentation
in a number of areas. This is undertaken essentially either through inducing effective coordination of
functions or phasing in the critical functions that do not exist at the current moment. The constraints to
implementation is not only capacity but also about generating commitment and coordination. While a
TA instrument is to assist in capacity building, the DPO aims to prioritize and reinforce commitment and
coordination. Therefore, one of the selection criteria for prioritizing actions has been the focus on the
areas where high potential impact is expected but implementation requires high-level commitment and
cross-departmental coordination.

60.

(a)

(b)

The DPO series aims to support policy and institutional reforms in HCMC in three primary ways:

assisting HCMC to address key “complex bottlenecks” through supporting integrated actions
across core policy areas. To increase policy feasibility and effectiveness, the DPO supports
institutional functions to enable commitment, enhance coordination, and induce cooperation
(3Cs) among relevant players. Examples of these include increased coordination among urban
planning, land zoning/administration, and infrastructure/transport planning and investment,
which involves at least four departments under the leadership of the Department of Information
and Communication, who will perform a function of a Chief Information Officer (ClO); or the
timely establishment of the Public Transport Agency (PTA) which is authorized and capable to plan
and oversee the operation of all modes of public transport in HCMC in an integrated manner.

assisting HCMC to prioritize and yield some “quick wins” from selected reform measures that
would also illustrate the benefits of the more complex measures discussed in (a). These include
the on-line disclosure of land-use zoning plans to inform thousands of commercial and residential
construction permit applicants every year, as a demonstration for practical effect of “smart city”
initiative; or the improvement in the management of bus network and operation to deliver better
services to users and enhance financial viability, as a demonstration of PTA functionality; or the
improved management of public housing assets, as a demonstration for the benefits of unlocking
the value of pubic assets as a core urban strategy, starting with pooling and professionalization of
management of all public assets including land and built infrastructure.
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(c) assisting HCMC to balance its focus on improving “back-office” governance functions and “front-
office” administration-citizens interface. The latter has been recognized as a longstanding
weakness in Vietnam. The DPO series proposes to support the latter through enhancing e-services
and completing the “feedback loop” in a number of areas. These include: easier access to and
verification mechanism on land zoning information by construction permit applicants;
consolidated entry procedures and reinforced feedback mechanism for business registers; and
strengthened complaint collection and handling systems on bus services.

61. The program design takes into account feasibility and implementation capacity within the
authorized mandates of SNGs. The program is explicitly focused on actions that are both technically
desirable and politically feasible, as suggested by relevant analytical underpinnings. Both program and
individual actions were designed to align with government priorities and ensure sound implementation.
For example, given the unitary nature of the government, broader tax policy and autonomy reforms,
including the introduction of property tax, will need to be addressed at the central-government level
first. To prepare for future introduction of property tax, the DPO supports the establishment of the
foundational cadastral information system, which is essential for well-functioning administration of the
tax. Careful considerations were given to land related policy actions and triggers, such as improving land
use right transfers through auctions or capturing better land values with transparent land pricing, which
would have potentials for generating more revenues for the city. However, given the lack of technical
readiness and in the absence of credible commitments from key concerned agencies, these policy actions
were not included in the program. Individual prior actions were also calibrated to the specific context.
For example, the chosen strategy for the establishment of the debt management office (DMO) explicitly
recognizes the need to manage a transition of responsibilities from provincial departments of finance.
Overall, this resulted in a pragmatic but substantive set of prior actions that could be effectively
implemented and sustained through the operation.

62. The DPO is also helping to tackle implementation gaps in reform initiatives introduced by
central government. Specifically, this DPO series supports: (a) the disclosure of land-use zoning plans,
which was mandated in the Land Law (2013) but had been poorly implemented at local levels; (b) the
introduction of new tariff structure for selected public services (wastewater drainage and treatment),
mandated in Government Decree 80 (2014), but technically very challenging particularly in urban cities;
(c) the improvement in public asset management, as required in the Public Asset Management Law
(2017); and (d) the improvement in subnational public debt management, as mandated in the Public
Debt Management Law (2017). The operation supports a demonstration effect, which will expectedly
have significant positive externalities across other SNGs. Experience from pioneering provinces will also
provide feedback to central government for possible improvements to national policies and design, and
then share the knowledge more broadly across the nation. Relevant central ministries (including
ministries of finance, planning and investment, environment protection and natural resources, and
industry and trade) have shown appreciation over the Bank’s support to SNGs on the implementation of
these important reform initiatives.

63. The DPO builds on extensive experience and reviews of previous DPO series at the national
level in Vietnam and at subnational level in selected countries (e.g. China, India, Nigeria, and Brazil as
presented in box 2) and lessons from DPO Retrospectives. The Poverty Reduction Support Credit (PRSC)
Implementation Completion Review noted that the series provided a strong basis for policy dialogue,
enabled better alignment of donor programs to government priorities and, as a result, leveraged more
resources for the country. However, some of the challenges in the latter part of the series included:
maintaining momentum and commitment across the entire breadth of the program. While the more
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recent Economic Management and Competitiveness Credit (EMCC) series was more focused, compared
to the PRSC, it was still relatively broad covering banking sector, SOE, fiscal management and regulatory
reforms. This DPO is more focused on key, interrelated reforms covering a shorter series of just two
operations. As such, it supports follow-through implementation of new policy and institutional reforms
with a strategic focus on key reform priorities where the DPO instrument could add most values.

4.2. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

64. The policy program is underpinned by a comprehensive and deep policy engagement,
analytical work and technical assistance. Notably, the Integrated Strategy Report (ISR) 2014, the flagship
Vietnam Urbanization Review (VUR) 2010, the HCMC Debt Management Performance Assessment
(DeMPA) 2014, the joint Public Expenditure Review (PER) 2016 with HCMC, the flagship Vietnam 2035
“Towards Prosperity, Creativity, Equity, and Democracy” (Vietnam 2035) 2016, and the ongoing Land ASA
provide a broad perspective on the host of challenges that City is facing as well as offer a number of
practical measures to address them. The World Development Report (WDR) 2017 “Governance and the
Law” also provided a useful strategic engagement framework around commitment, coordination, and
cooperation for shaping up the prior actions during the policy discussions under the program. In addition,
the program is complemented by a series of technical assistance programs focusing on public financial
management (PFM AAA program), debt management (GDRM program), and public transport (through
the Green Transport Development Project).

Table 8: Prior Actions and Analytical Underpinnings

Analytical underpinnings
Proposed prior actions
Title Key findings informing the program’s design
Pillar 1: Integrated and transparent spatial information for urban management
1. HCMC's People’s Committee Vietnam 2035 The Vietnam 2035 and the ISR 2014 reports
has issued Decision No. “Towards highlighted issues of fragmentation in information
6179/QD-UBND, dated Prosperity, sharing and policy making horizontally among
November 23, 2017, adopting a | Creativity, Equity, | agencies. The issues are applicable to central-level
plan for the development of and Democracy” ministries and provincial level-departments. The
HCMC as a smart city, and 2016, Integrated reports recommended that effective information
adopted Plan No. 1008/KH- Strategy Report sharing across agencies will be critical for improving
UBND, dated March 14, 2018, (ISR) 2014, Smart | coordination and evidence-based policy making.
for the establishment of a Nations Program,
shared data warehouse and E-Government
development of an open data Reform ASA 2019.
ecosystem.
2.HCMC's Department of Anticorruption According to the ACD 2013, land was among the top
Planning and Architecture has Diagnostics (ACD) | five sectors prone to corruption and lack of
disclosed vector-based zoning 2013, Land transparency was one of the factors contributing to
plans of the Central Business Transparency corruption. The LTS 2014 showed poor disclosure of
Districts and Thu Duc District Survey (LTS) 2014, | land related information including land zonings in
on-line. Land Governance | HCMC. Where zoning information was made available,
ASA 2017-2019. the quality of disclosure was very poor, i.e. land use
maps were disclosed in pdf format which did not allow
for further referencing.
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Proposed prior actions

Analytical underpinnings

Title

Key findings informing the program’s design

The Land Governance ASA (2017-2019) laid out key
options and recommendations on credible
planning/zoning, enhanced lease revenues/value
capture, improving commercial and residential titling
and construction permits services, advancing a
nascent dialogue on local property taxation,
improvements in the foreign and domestic investment
prospects in HCMC, as well as citizens’ perceptions of
land market governance.

Pillar 2: Stre

ngthened management of public assets and liabilities

.HCMC's People’s Committee
has instructed HCMC Steering
Center of Urban Flood Control
Program (SCFC) to take the lead
in the development of a tariff
schedule for wastewater and
drainage services using the cost
recovery approach set forth in
Decree 80 (2014), as evidenced
by its Decision No. 6261/QD-
UBND, dated November 30,
2016.

Integrated Strategy
Report (ISR) 2014,
Urban Wastewater
Review (UWR)
2015, Vietnam
Water Utilities
Reform 2015,
HCMC
Environmental
Sanitation Project
ICR 2012.

The ISR 2014 underscored the issues of climate change
and flood risk including from the perspective of
preservation of urban infrastructure. The latter
reviews highlighted the urgent need to expand the
coverage of networked wastewater drainage and
treatment, to improve quality of life of HCMC citizens
and contribute to mitigate flood risk. At the same
time, they underscored the need to reduce the
currently significant operational and maintenance
deficits which may in turn affect asset maintenance
and ultimate service cost and quality. The studies
benchmarked tariffs for wastewater in HCMC to
countries with similar level of development and
recommended cost-recovery approach as appropriate
for networked wastewater services.

.HCMC'’s People’s Committee
has issued Decision No.
3555/QD-UBND, dated July 7,
2017, assigning the
management of state-owned
commercial housing assets to
the House Management and
Construction Supervision
Center.

Fiscal
Decentralization
Review (FDR) 2015,
HCMC Public
Expenditure
Review (PER) 2016.

The FDR 2015 highlighted the need to address the
heavy reliance of SNGs on the sale of public assets
while finding ways to sustain assets-based revenues to
finance infrastructure. The PER 2016 underscored the
importance of enhancing returns on municipal assets
especially given the limited revenue autonomy while
ensuring prudent management of rising public debt
and contingent liabilities will contain a key source of
fiscal risk to the City. It also took stock of the various
types of public assets owned by the City and suggested
professionalization of the management of commercial
house assets as a first step, providing demonstration
for other types of public assets of the City (including
land and transport waste treatment infrastructure).

.HCMC's People’s Committee
has issued Decision No.
2885/QD-UBND, dated June 5,
2017, establishing a task force
for subnational debt
management; and HCMC's
Department of Finance has

HCMC Debt
Management
Performance
Assessment
(DeMPA) 2014,
HCMC PER 2016,
Public Debt

The DeMPA 2014 noted that while subnational
authorities in Vietnam were entitled to borrow
domestically and externally (via on-lending
mechanism), subnational debt management was still
at a very nascent stage. In particular, back office
functions are incomplete, as no proper recording of
domestic and on-lent loan agreements is undertaken,
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Proposed prior actions

Analytical underpinnings

Title

Key findings informing the program’s design

issued Decision No. 1689/QD-
STC, dated March 21, 2019,
adopting the operational
regulations for the IT, Statistics,
and Subnational Debt
Management Division.

Management Law
(PDML) review
2017.

thereby require an immediate improvement. The PER
2016 reinforced these points and urged a creation of a
formal coordination mechanism between DOF, DPI
and State Treasury with regard to subnational debt
management activities. The PER process facilitated
agreement by relevant entities towards a greater
coordination of HCMC borrowing activities. Another
immediate priority agreed was to establish
consolidated debt database including both domestic
and external on-lent debt at DOF. The PDML review
2017 also highlighted the need to strengthen
subnational debt management capacity and reporting.

Pillar 3:

Enhanced delivery of priority municipal services

.HCMC'’s Department of
Planning and Investment (DPI)
has issued Plan No. 8308/KH-
SKHDT, dated September 5,

Provincial
Competitiveness
Index (PCl) 2017,
Doing Business

Both PCl 2017 and DB 2018 recorded a recent
deterioration in HCMC's results in national and
international business environment indexes.
Nationally, PCl reported that 16 percent of firms in

assigning the management of
the integrated operation of all
modes of public transport to
HCMC’s Management Center of
Public Transport (MCPT); and
HCMC's Department of
Transport has issued Decision
2294/QD-SGTVT, dated May 11,
2018, regulating the
organization and operation of
MCPT.

Advisory report
on the
establishment of
HCMC public
transport
authority (TA
project) 2017.

2017, consolidating (DB) 2018. HCMC had to wait for more than one month to
procedures, and Decision No. complete all steps necessary to start operations,
15/QD-SKHDT, dated January 9, compared to 13 percent in the median province.
2018, enhancing on-line Internationally, the Doing Business 2018 results
processing, to shorten time to highlighted Vietnam’s inefficiencies as reflected by
start a business. HCMC in several indicators, including “starting a
business”, which ranked 123 out of 190 economies.
Both prior action 6 and trigger 6 specifically address
these shortcomings — the prior action (online
registration) aims to reduce the scope for face
interactions and corruption opportunities; and the
trigger aims to improve implementation and increase
transparency to enhance business confidence.
.HCMC'’s People’s Committee Integrated The ISN 2014 proposed to develop an approach for
has issued Decision No. 79/QD- | Strategy Report cost benefit analysis of integrated modal interventions
UBND, dated January 9, 2018, (ISR) 2014, to enable the efficient spatial development of HCMC.

This would link up several of the elements in urban
transport as well as land use planning. It
recommended HCMC to factor future climate impact
into the prioritization of its future investment
including in public transport network. Both reports
strongly support the need to establish a PTA based on
international experiences and the current status of
development of public transport in HCMC, and warned
of the negative consequences of inaction. The advisory
report also proposed a few alternative organizational
models that can feasibly be implemented in HCMC,
considering their respective advantages and
disadvantages.
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Pillar 1 | Integrated and transparent spatial information for urban management
Improved information sharing for integrated and evidence-based urban planning and management

65. Rationale: HCMC leadership recognizes that better information sharing and enhanced
collaboration across the City’s government will be critical to achieving its breakthrough programs.
Fragmentation of data is particularly evident in the case of key urban spatial data for planning, zoning,
and infrastructure investment prioritization. Spatial data such as the master plan, transport sector plan,
zoning and land use plans, or cadastral information are not being integrated across agencies or levels of
government (down to and across 24 districts). The official city-wide cadaster map has not been formally
and fully updated since 2005, therefore failing to capture rapidly changing land use patterns and sub-
divisions in HCMC and making it a challenge to compare the urban master plan for 2011-2020 to actual
developments. Equally, the transport master plan did not factor in projected urban zoning parameters.
Lack of digital data maintenance, sharing and integration impedes decision-making for urban planning,
investment, and regulation, and reduces the quality of information available to the public. Priority will
need to be given to updating these databases in digital formats and creating a platform for integrating
and sharing these databases among city departments for informed day-to-day decision making on urban
governance.

66. Prior action #1: DPO-1 supports the adoption a plan for the development of HCMC as a smart
city and a plan for the establishment of a shared data warehouse and development of an open data
ecosystem. The City’s Decision No. 6179, issued in November 2017, puts in place an overall architecture
and development plan for a “smart city”, which aims to strengthen the generation, integration, and
disclosure of priority information for informed decision making in urban planning, citizen feedback, and
the provision of e-services. It endorses a two-pronged strategy to improve the condition of key geospatial
data to meet the demand of urban management: developing and enforcing open data standards across
agencies and districts, and strengthening on-line disclosure of especially zoning data to allow for better
comparisons across the city and among different layers of information. Further to Decision No. 6179, in
March 2018, the City issued Decision No. 1008 with a plan to integrate and ensure interoperability of
sectoral platforms, prioritizing sharing, using, and gaining value from data asset. These decisions require
departments to change their operational practices and behaviors, not only in updating and sharing data
in a regular manner, but also in paying more attention on ensuring data quality (more updated and
consistent) under cross-verification, while maximizing the use of the common data asset.

67. Indicative trigger #1: DPO-2 will support the adoption of a regulation for the integration of
data in and operation of a shared data warehouse with corresponding technical guidelines. The trigger
will yield the implementation of a Spatial Data Architecture & Infrastructure (SDA-I) to bring together
these layers for smart urban planning decisions. The shared data warehouse and open data ecosystem,
when put in place, will enable agencies to coordinate, utilize and cross-reference city’s common data
assets for effective urban governance. Also, this integration will enable key departments to collaborate
in a common platform more effectively in order to serve the public better. The indicative trigger will
mesh well with the timing of the 2020-2030 master planning process, and allow the HCMC authorities to
review and consolidate key decision-making information in the finalization of the plan.

68. Expected results: It is expected that the topography and cadastral maps, land zoning maps, and
transport map will be digitized and updated in interoperable formats and accessible by authorized staff
of key agencies. Integration of these maps in common standards would enable interactive and integrated
planning and infrastructure investment, including between land-use and transport development, which
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is critical to sustainable urban development and longer-term management of traffic congestion. This
important first step in the four foundational areas that will expectedly have critical demonstration effect
for further scale-up to other information areas (for example wastewater drainage system).

Enhanced transparency to inform commercial and residential construction permit applicants and make
zoning more credible by allowing external scrutiny

69. Rationale: Zoning is one of HCMC’s most important instruments to effectively manage spatial
development. The planning and zoning processes set key parameters for land use and infrastructure
development, as well as for issuance of both commercial and residential construction permits. Zoning
plans are prepared at the district level, but must be reviewed and approved at the city level by the
Department of Planning and Architecture (DPA). Public disclosure, as required by the 2013 Land Law, has
been limited with districts providing zoning maps only with delays and in disparate paper-based and
digital formats, making them cumbersome to validate and difficult to overlay to basic spatial reference
layers (as supported under prior action #1 and trigger #1). As a result, citizens, firms, and even city
administrative agencies (e.g., Department of Construction or Transport) are not always able to access
consistent and up-to-date zoning information. This has several consequences. Due to the lack of
information on the zoning plans, citizens and firms would inevitably apply for construction parameters
that are inconsistent with prevailing zoning plans. As the zoning plans are opaque, it may also give local
officials more discretion to alter the zoning parameters without being detected and held accountable for
in a timely manner. Public disclosure of zoning plan information would not only help reduce transaction
costs in granting construction permits, it would also enable non-state actors to monitor non-compliance
with zoning parameters and provide timely feedback to local authorities, thus contributing to make
zoning more credible.

70. Prior action #2: DPO-1 supports the City to disclose vector-based zoning plans of the Central
Business Districts and Thu Duc District on-line. The disclosed zoning information provides transparently
key dimensional parameters allowed, such as maximum building height or land-use coefficients including
maximum lot coverage and setbacks, in a visually and user-friendly manner. The disclosure is
accompanied by well-defined technical standards and update mechanism. The required vector-based,
standardized formats of the disclosed zoning plans enable the interoperability of the information with
other urban management information layers. During the pilot disclosure in the subject districts, the DPA
is also developing more formal guidelines and workflows, which will eventually provide a mechanism for
other districts to prepare, get approved by the City’s authorities, and share valid zoning information to
the public.

71. Indicative trigger #2: DPO-2 will support further on-line disclosure of zoning plans of additional
districts toward citywide coverage. It will also support the issuance of the guidelines for disclosing zoning
plans online in inter-operable formats. This would reduce significantly transaction costs for firms and
citizens and processing time for local officials. The trigger will also enable stakeholders to monitor the
compliance of urban zoning plans, close the feedback loop and lead to more credibility and quality of
urban planning. In line with implementation of the smart city initiative, the City is also providing mobile
application to facilitate user access to the zoning information.

72. Expected results: It is envisaged that the cumulative number of users of the mobile application
to access the disclosed zoning plans will surge to 250,000 in 2020. Moreover, as many of them will
expectedly access the information for multiple times, DPA also targets that the number of mobile
application sessions performed will reach 2,500,000 in 2020 (i.e. on average, each user access the zoning
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information 10 times in three years). This would demonstrate the usefulness and quality of the disclosed
zoning information.

Pillar 2 | Strengthened management of public assets and liabilities
Improved financial sustainability for the provision of wastewater, drainage and flood control services.

73. Rationale: Currently, HCMC collects a general environmental protection charge of 10 percent
of water tariff (excluding tax), irrespective of the actual costs of wastewater services, in accordance
with Decree 25 (2013) of the central Government. As a result, the collected fee can only cover partially
the cost of wastewater management and treatment. The environmental fee is collected from users,
regardless of whether they are connected to networked wastewater services. In addition, the HCMC
Steering Center of Urban Flood Control Program (SCFC) receives funding from HCMC to cover part of the
debt service for wastewater and flood management expenditures. Given the low service coverage, SCFC
has so far been able to cover the operating costs for wastewater services. However, the City has an
ambitious plan to increase networked wastewater coverage. This will significantly increase the total
operational costs for the system and without increased revenue this would lead to significant operational
and maintenance deficits, which may in turn affect asset maintenance and ultimate service cost and
quality. The existing tariffs for wastewater in HCMC are low compared to countries with similar level of
development. In 2014, the central Government issued Decree No. 80 on drainage, sewerage and
wastewater treatment, requiring that the wastewater tariff be determined based on the principle of
recovery of actual operation and maintenance costs for drainage and sewerage systems. The wastewater
tariff per Decree 80 (2014) is more appropriate to be applied for centralized networked sewerage and
drainage collection and treatment systems which have high capital investment expenditures (CAPEX) and
operation expenditures (OPEX), as compared to the invariably much lower general environmental
protection fee. As a result, there is a potential to gradually increase the tariff to meet the growing
operational costs for the expanding networked wastewater system in HCMC.

74. Prior action #3: DPO-1 supports the City in instructing the SCFC to take the lead in the
development of a tariff schedule for wastewater and drainage services using the cost recovery
approach set forth in Decree 80 (2014). This was evidenced by the City’s Decision No. 6261 dated
November 30, 2016. Such a tariff schedule is expected to phase-in full cost recovery for the centralized
networked sewerage and drainage system. It is intended that this tariff schedule (and associated
implementation roadmap), once enacted, will be gradually introduced into areas/locations in tandem
with the expansion of centralized networked sewerage and drainage systems, supplanting the current
environmental charges in these areas/locations. This should help address and eventually reverse the
deteriorating financial sustainability of providing wastewater and drainage services to the growing
number of users. As a follow-up to the City’s assignment (in November 2016) on the development of the
schedule, SCFC was provided with funding to engage with a consultant to help develop a draft proposal
in 2017. During February-May 2018, SCFC undertook preliminary consultation with relevant city agencies
and central line ministry on a draft new tariff schedule and associated phases in increasing the tariff
levels. Finalization of the draft will require further study of international experience, requirements for
compliance with national framework, assessment of required operation and maintenance costs,
assessment of potential impact on the poor and disadvantaged households, and public consultation.
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75. Indicative trigger #3: DPO-2 proposes to support the adoption of an increased tariff schedule
for wastewater and water drainage services 2019-2021°, as a next step to prior action #3. Affordability
will be an important factor to be considered. As such, it is likely that the tariff increase will be gradual as
centralized networked sewerage and drainage expands into an area/location. For the remaining areas
not yet reached by the costlier direct services, a reasonable approach would be adopted i.e. to continue
with the application of the environmental protection fee. Consideration will also be given with reference
to peer experience in several other provinces (including Binh Duong and Nha Trang) which have made
similar efforts in the past few years.

76. Expected results: Level of recovery for operation and maintenance costs for drainage system and
wastewater treatment services: Baseline: 45 percent of operation and maintenance costs (2017). Target:
60 percent (2021).

Consolidated management of commercial housing assets as the basis for better revenue management

77. Rationale: HCMC holds significant public assets that could potentially yield higher returns.
HCMC reported public assets of about USS$4 billion in 2015, of which 78 percent are lands and 18 percent
are houses. Public assets are reported at book value, valued at historic costs, rather than at market value.
While HCMC's reported asset value is already three times larger than its direct liabilities, the current
valuation is likely understating the true value of at least some of these assets. Better management of
these assets will not only generate more resources for capital investment, easing the borrowing pressure,
but also reduce risk of resources leakage and corruption, especially during the rapid course of ownership
conversion of the assets. Enhancing public asset ownership governance could also be an important factor
to accelerate the process of restructuring the economy toward more market orientation and boost
confidence of the public in the State. Part of the City’s assets are about 19,000 public houses, about 1,800
of which are for commercial purposes. They are currently managed by 24 State-owned enterprises (SOEs)
at the district level, without a common management framework. Consequently, sale of houses (and
associated land) in many cases are not undertaken through auctions. Rent prices of houses are usually
assigned by the SOEs at the allowed minimum level and often significantly below market reference.
Unclear distinction between ownership and management functions of public assets in these SOEs risks
potential loss of state assets as the SOEs are being equitized.

78. Prior action #4: DPO-1 supports the City’s decision assigning the management of state-owned
commercial housing assets to the House Management and Construction Supervision Center. The
center, operating under direct guidance of the Department of Construction and the Department of
Finance, will (a) help distinguish clearly the ownership and management of public assets, preventing
revenue leakage during the SOE equitization process; (b) pool the management of the majority share of
HCMC'’s houses portfolio, under a consistent management framework which enables commercial assets
of the public sector to be managed under the same legal and institutional framework as for assets of
other sectors in the market, as needed by market economy; (c) reduce the operating costs needed for
house management in the City (it is expected that the house management staffing will be reduced in
half); and (d) professionalize the management of commercial houses.

9 It is noted that such adoption of the new tariff schedule will expectedly require prior concurrence of the City’s People’s
Council.
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79. Indicative trigger #4: DPO-2 proposes to support the undertaking of competitive bidding
process for new lease of selected state-owned commercial housing assets, with an aim to increase
recurrent rent revenue for the City. As a next step to prior action #3 (pooling of commercial assets), the
House Management and Construction Supervision Center (HMCSC) will conduct competitive bidding
would foster increase in rent revenue of state houses by aligning it closer to market levels, moving away
from the current assigned level of the City.

80. Expected results: Consolidated and professionalized management of commercial housing assets
will serve as the basis for better revenue (and to a lesser extent expenditure) management. This could
be monitored against the intermediate indicator of rental revenue per square meter of commercial
property, which is expected to increase in real terms over the years®. These actions will also offer
demonstration effect to the benefits of professionalized management of public assets. As such, similar
consolidation, market-orientation, and transparency principles could later on be applied to other types
of public assets including land and infrastructure.

Better coordinated debt management functions for both domestic and external borrowings

81. Rationale: With increased subnational authority to borrow, effective public debt management
is becoming more critical for sustainable public finances. Effective public debt management requires a
sound governance framework and capacity to underpin debt management strategies, increase efficiency,
reduce operational risk, and access a broader range of financial instruments to reduce cost and improve
risk management. HCMC has been active in borrowing through local bond issuances, State Treasury
advances, loans from Vietnam Development Bank, and ODA on-lent by the central government and other
sources. However, as evidenced by the Debt Management Performance Assessment (DeMPA) carried
out by the World Bank in 2014, HCMC lacks adequate capacity to effectively manage its public debt.
There is no dedicated unit to manage public debt, several entities are involved in subnational debt
management activities, and formal coordination processes are missing. Basic back-office functions, such
as maintaining up-to-date and reliable records of outstanding debt and associated cash flows, are
incomplete and require an immediate improvement. In addition, there is no strategy defining the cost-
risk profile that the government wants to bear and debt operations tend to be defined on an ad-hoc
basis, exposing the government to potentially suboptimal debt portfolio choices. The absence of a
planning function for public debt management, as well as a consolidated database of outstanding debt,
is reflected in poor debt reporting. Given the importance of public debt as government liability and its
impact on current and future generations, all these functions should be strengthened.

82. Prior action #5: DPO-1 supports the establishment of a task force for subnational debt
management and the adoption of the operational regulations for the dedicated IT, Statistics, and
Subnational Debt Management division under the Department of Finance. The high-level task force is
led by the Vice Chairman in charge of planning and finance of the City’s People’s Committee, and consists
of directorial members from various departments which are involved in domestic and external borrowing
activities. The task force will oversee the development of the annual borrowing plan, make decision on
borrowing activities, monitor the implementation of related projects and disbursement progress and
advise the City’s leadership on related matters. To support this high-level task force, the Department of
Finance, has dedicated debt management functions to and strengthened the manpower of a focal

10 |t has been agreed that the House Management and Construction Supervision Center and the Department of Finance of
HCMC will compile data on baseline (2019) rental prices of existing commercial houses after transfers of these assets to the
Center which is planned to take place in mid-2019, and then set the target for 2021.
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division which is expected to ultimately perform front, middle and back-office functions in the
management of the City’s debt.

83. Indicative trigger #5: DPO-2 proposes to support the establishment of collaboration regulation
between the IT, Statistics, and Subnational Debt Management division and relevant agencies, and
processes for consolidating debt information, and standardizing reporting formats for all public debt
and selected contingent liabilities. The trigger will support the strengthening of the basic back-office
function of having a reliable, complete, and up-to-date database of debt records. A sound database is
the foundation for debt management, providing the government with accurate information on overall
debt levels and associated debt service payments. The trigger will also support enhancing transparency
and risk management of public debt management through the development and publishing of a debt
management bulletin. The bulletin shall cover the total public debt portfolio, bring basic cost-risk
indicators, and refer to a medium-term debt management strategy which will be developed through
complementary technical assistance!. In addition, DPO-2 will also support the City’s efforts to start
monitoring subnational fiscal risk in a more comprehensive manner, including both direct debt as well as
contingent liabilities including those that may arise from local SOEs and selected subnational government
financing platforms such as Public-Private-Partnership (PPPs).

84. Expected results: The DPO series aims to support strengthening reliability, timeliness, and
transparency in recording and reporting of outstanding debt and debt servicing obligations. Intermediate
indicator to monitor the expected result is the online publication of an annual debt bulletin covering all
public debt, with basic cost-risk indicators, starting in 2020. Ultimately, the supported actions should
help HCMC to reduce its borrowing costs and strengthen fiscal sustainability through stronger debt
management institutions and risk management capacity.

Pillar 3 | Enhanced delivery of priority municipal services
More simplified and efficient business and investment licensing procedures

85. Rationale: To meet its ambition of becoming a regional destination for investments and
business start-ups, HCMC needs to improve its business environment to match international peers.*?
However, HCMC enterprises today face increasing barriers in doing business, compared to not only
international peers but other top performing provinces in Vietnam. Internationally, the Doing Business
2018 results for Vietnam—which is heavily driven by HCMC's performance—highlighted large efficiencies
in “starting a business”, ranking at 123™ out of 190 economies. Nationally, HCMC’s Provincial
Competitiveness Index (PCl) ranking has dropped in the last two years out of the top five, to eighth in
2016 and 2017, out of 63 provinces and cities. In 2017, 16 percent of firms in HCMC had to wait for more
than one month to complete all steps necessary to start operations, compared to 13 percent in the
median province. These perception surveys suggested that rent seeking is popular in the discretionary
handling of administrative procedures and that policies at city level, even well-formulated, are not

11 The TA will support creating the basic middle-office function of developing a strategy to manage debt in the medium-term,
based on sound cost-risk analysis, the macroeconomic environment and the degree of development of the market for
government securities.

12 According to HCMC People’s Committee Decision No. 5880 (2016) on the City’s enhanced growth quality and competitiveness,
the City has set challenging targets to have at least 500,000 enterprises in formal operation as well as 65 percent of GDP and 64
percent of total investment capital contributed by the private sector by 2020.
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implemented well at the district level or by different departments.’®> More comprehensive measures to
remove business constraints and address implementation gaps must gain traction if HCMC is to realize
its potential. Besides introducing more e-services to businesses, HCMC has attempted to provide
assistance and engage in dialogue with businesses through face to face meeting between the city
government and representatives of the business community, support hotlines, and online feedback
channels!. However, these efforts remain ad-hoc in the absence of an evidence-based mechanism to
continuously gauge reform performance and identify problems.

86. Prior action #6: DPO-1 supports the consolidation of procedures and enhancement of on-line
processing to shorten time to start a business. To achieve this, the City issued Decision No. 5880 dated
November 9, 2016 and the Department of Planning and Investment (DPI) issued Plan No. 8308, dated
September 5, 2018, consolidating procedures for seal making and publication of enterprise seal sample
and registration of a business in one step. An enterprise will receive the business registration certificate,
enterprise’s seal at the same time of publication of its seal sample in the national business registration
portal. Coupled with promotion of online business registration, as specified in Decision No. 15/QD-
SKHDT, dated January 9, 2018, all these initiatives helped more than halve the time needed to complete
these three procedures, from nine to four working days. In addition, this reform helps improve the
transparency and consistency in business registration, reduce direct interaction between businesses and
government officials, thereby eliminates opportunities for corruption.

87. Indicative trigger #6: DPO-2 supports the establishment of a mechanism to continuously assess
the implementation quality of business entry procedures based on user feedback and internal review
process. Once developed, such a mechanism could be employed for regular quality assessments of other
government-to-business (G2B) services in HCMC in the future. As such, it addresses one of the major
shortcomings of regulatory agencies in HCMC, that is, their limited ability to collect relevant data on the
quality and predictability of services it provides to the private sector. It will develop objective indicators
based on user feedback, internal review processes, and other administrative data, to monitor bottlenecks
and identify underlying causes of delays or other problems along the service delivery chain. This
evidence will permit the City to efficiently allocate resources to resolve the implementation challenges
outlined above and improve service delivery. Institutionalization of this mechanism to apply to other G2B
services will help generate regular information on reform progress, improve transparency, and
confidence in the business environment.

88. Expected results: The DPO series aims to strengthen the business environment in HCMC through
specific support for business entry procedures and overall support for a mechanism to measure
implementation quality of G2B services. The prior action will help reduce time to open a business in
HCMC while the trigger will help reduce gaps between business entry reforms and their implementation.
Tangible progress will translate and be monitored through a reduction in days taken to legally start and

13 According to the 2017 PCI, almost 64 percent of firms agreed or strongly agreed that rent-seeking is popular in handling
administrative procedures for businesses. It also found that more than 59 percent of firms considered preferential treatment to
big companies an obstacle to their business operations. 83 percent and 72 percent of firms in HCMC agreed or strongly agreed
that good initiatives exist at the city level but not well implemented at the department and district level.

1 These include initiatives adopted in Decision No. 3293 (2016) to improve the City’s investment climate and PCl ranking, Decision
No. 3907 (2016) and Decision No. 6119 (2016) to implement Central Government’s Resolution No. 35 on enterprise support and
administration reform.

15 A TA will be provided for this activity to identify, collect, and analyze relevant data. Likely data sources include administrative
data at the regulatory agencies and business feedback collected through multiple channels such as voice-based mobile surveys,
SMS, online platforms, etc.
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operate a business (from 22 in 2017 to 15 in 2021), expectedly resulting in savings of about 84 thousand
working days for the private sector.

Strengthened management capacity towards more efficient use of resources for and improved services
quality of public transport

89. Rationale: The ongoing programs towards tackling traffic congestion face various challenges.
The current institutional arrangements are fragmented largely by transport mode, with the Management
and Operation Center for Public Transport (MOCPT) under the Department of Transport (DOT)
responsible for bus-based systems and the Management Authority of Urban Rails (MAUR) for rail-based
modes. Making it more complicated, several mass transit projects that are under implementation,
including two metro lines and one BRT line, are financed by different funding sources, employing
somewhat variant technical specifications and operating plans that are being developed separately. In
addition to the challenges of integrating modes, this fragmented institutional structure tends to focus
attention on supply of capacity rather than on meeting the mobility needs of male and female city
residents. Experience in other cities internationally suggests that physical and operational integration
across modes of public transport, through which they complement rather than compete with each other,
is a necessary condition for success. The city needs to build both the institutional foundation and
technical capacity in the next few years, so that by the time that construction of metro and BRT projects
reaches completion (expected in 2020-2021), route networks, service patterns, ticketing and passenger
information can be delivered in an integrated way.

90. Until the full implementation of mass transit systems, regular bus services will continue to be
the primary mode of public transport. Moreover, even when these mass transit services are in
operation, bus will continue to have an essential role in serving large parts of the metropolitan area and
as feeder services to the new modes. The current bus system is rapidly losing passengers: the number
declined by around 3-5 percent in 2016 and this decline is likely to continue due to increasing congestion,
deteriorating service quality, including poor vehicle conditions and unreliability of scheduling, and public
concerns about personal security, particularly for female riders of public buses!®. The existing bus
operating contracts compensate operators based on vehicle-kilometers operated, regardless of the
number of passengers carried, so as bus services lose customers, the subsidies provided by the City
increase. The annual subsidy in 2017 reached VND 1.2 trillion (about US$60 million). Such misalignment
of incentives has created a vicious cycle of poorer service quality leading to lower passenger numbers,
then to lower revenues, and then to lack of resources to invest in service improvement. Moreover, the
current fare box revenue and subsidy are insufficient to invest in quality maintenance facilities, which is
likely to result in reduced reliability and shorter useful life for the bus fleet. Additionally, there is little to
no competition among existing operators, and when the city attempted competitive tendering for some
routes, they received bids only from the existing operators of those routes.

16 Recent studies—UN Women (2018), Baseline Report for HCMC Safe City Program 2017-2021; UN Women (2017), Scoping Study
for HCMC Safe Cities and Safe Public Spaces Global Initiative; and Action Aid and CGFED (2014), For Women and Girls: Can Dreams
Come True? Policy Brief—have provided statistical and anecdotal evidence for public concern about unsafe public transport for
women. A baseline survey conducted by HCMC Department of Labor, War Invalids and Social Affairs and UN Women in 2017
found that transport-related areas, including buses, bus stops and bus interchange, are among the top three unsafe public spaces
for women and girls in terms of risks and prevalence of sexual harassment.
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91. Prior action #7: DPO-1 supports the decision to assign the management of the integrated
operation of all modes of public transport to HCMC’s Management Center of Public Transport, and the
regulation on the organization and operation the Center. The Breakthrough Program on Traffic
Congestion already recognizes the need for integrated management of all modes of public transport. The
detailed proposal defines all functions to be performed by a public transport agency and a roadmap for
phased implementation during the period of 2018-2022. The proposal has been adopted in the Decision
No. 79/QD-UBND by the People’s Committee, dated January 9, 2018, in which a clear mandate and
sufficient authority to perform the critical tasks for full integration of public transport systems is assigned
to HCMC’s Management Center of Public Transport (MCPT), reformed from MOCPT with expanded
responsibilities. Those tasks include devise route plans (in case of bus services), plan and integrate service
plans (both for bus and metro services), enter into and manage contracts with operators and
maintenance companies, monitor and enforce performance standards, require project implementing
units to ensure physical integration among systems and require developers/operators to provide
interoperability of ticketing, fare collection, and passenger information systems. Further specifics on the
organization and operation of MCPT are defined in the Decision 2294/QD-SGTVT by the City’s
Department of Transport, dated May 11, 2018.

92. Indicative trigger #7: DPO-2 will support the definition of allocation of responsibilities and the
establishment of a coordination mechanism between MCPT and public transport operators to facilitate
the integrated operation of all modes of public transport by MCPT. Public transport operators include
metro company, bus operators and operators of other public transport modes.

93. Expected result #7: A proxy indicator was chosen to demonstrate an immediate and visible result
of the integrated management of all modes of public transport, which is the interoperability of fare
collection systems across mass transit systems under development has been achieved due to active
intervention by the PTA (by 2020). MCPT, assigned to perform as a public transport agency will ensure
service plans for various mass transit systems are well coordinated for better integration, in a timely
manner before launching these systems. In the longer-term, it will be further strengthened to perform
route planning, tendering and contract management with operators, and service quality monitoring, to
support integrated public transport system that nimbly responds to changing user demands.

94, Indicative trigger #8: DPO-2 will also support the undertaking of competitive tendering for
selected bus routes on which multi-year contracts will be applied with provisions on strengthened
service quality standards and monitoring and enforcement mechanisms. To improve the bus services,
DOT and MCPT will perform a network review to identify new routes that have potential to increase
patronage, on which competitive tendering will be piloted. The MCPT will prepare a tender package,
which will feature two elements: the service quality standards, both as criteria for procurement and
contractual requirements, and multi-year contracts. By clearly specifying the service quality standards
both during procurement and contract duration and devising a clear mechanism for enforcement, MCPT
will strive to be more effective in ensuring high quality services to be delivered by operators. The service
quality standards will be established with regards to vehicle conditions, reliability/safety of operation,
customer services, including awareness on and response mechanism to address sexual harassment and
other incidences that threat personal security/safety of bus users. Operators will be contractually
required to take necessary measures, including development of an adequate vehicle maintenance regime
and a safety management system, handling of customer relations, and adequate training of operators
and conductors. Competitive tendering and multi-year contracts will provide incentives to bus operator
to improve cost-efficiency and service quality.
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95. Expected result #8: Improved regulation of bus services will give adequate incentives to
operators to provide more cost-efficient and competitive services. This would result in greater ridership
and modal share of public transport, compared to the case when various public transport modes are not
well integrated. By granting multi-year contracts and rewarding them for good performance, these
regulations should break the “vicious cycle” of poor service quality, decreasing passenger numbers, and
deteriorating fare-box revenues. Mandatory training of drivers and conductors would result in reduced
risk of sexual harassment for girls and women and eventually their increased autonomous mobility in the
city using public bus services. Intermediate results could be measured through the improvement of the
service quality of competitively tendered routes, with respect to service reliability, vehicle condition, and
satisfaction of both female and male users. Lastly, these actions will contribute to improving the quality
and efficiency of public transport services in a fiscally sustainable manner, which should also be reflected
in the increased share of passengers satisfied with services provided by bus drivers and staff'’.

4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY

96. The proposed DPO is closely aligned with the Country Partnership Framework (CPF) 2018-22.
The operation underpins a core strategic thrust of CPF to engage comprehensively and strategically with
key subnational governments across Vietnam and to provide integrated, cross-sectoral support. As such,
the operation supports several CPF objectives. It directly contributes to enhanced urban governance,
better, more integrated urban planning, more efficient resource use, including of urban land and
improved service delivery in HCMC and through potential demonstration effects across the country (CPF
objective 4). The operation also contributes to strengthened fiscal management and competitiveness at
the city level (CPF objective 1 and 2).

97. The proposed DPO series builds on a long history of partnership between the Bank and HCMC.
Since the 1990s, the Bank has engaged through a series of investment lending and technical assistance
operations focusing on urban upgrading, water supply and sanitation, bus rapid transit, and
infrastructure financing. The operations, totaling more than USS 1 billion, several of which considered
highly performing, have benefited millions of citizens (figure 12).

98. By providing a platform for policy dialogue on institutional reforms, the operation synergizes
with national investments and advisory services, helping to strengthen their effectiveness and
sustainability, and leverage the Bank’s partnership for greater and more sustainable development
impact. These include investment lending operations, on urban management, public transport and land
administration. Specifically, it complements the (a) national fiscal governance DPO series including on
public debt management, and public asset management; (b) HCMC green transport development IPF
project; and (c) other national reform initiatives, e.g. land administration reform (supported via Land
administration IPF and ASA), business climate improvement (supported via ASA on strengthening country
competitiveness), selected tax policy initiatives (including the set-up of the foundational cadastral
information system to prepare for future introduction of property tax).

17 It has been agreed that the baseline survey will be undertaken in 2019 by the City with support from the World Bank.

18 5pecifically, HCMC has benefited from eight World Bank-supported projects, to a total of about US$ 1.156 billion, including:
HCMC Environment Sanitation (US$248 mil., closed); Vietnam Urban Upgrading Project (US$257 mil, closed); Urban Water
Supply Development (US$27 mil., closed); HCMC Investment Fund for Urban Development (US$50 mil., closed); Second HCMC
Environmental Sanitation Project (US$450 mil., on-going); and HCMC Green Transport (US$124 mil., on-going).
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4.4. CONSULTATIONS, COLLABORATION WITH DEVELOPMENT PARTNERS

99. Broad consultations and partnerships helped build the policy program. Extensive consultations
were held both during design and implementation of the program, including with concerned line
departments. Moreover, individual policy measures supported are undergoing extensive consultations
with a wide range of stakeholders. Draft regulations are circulated within government agencies but also
published on the City’s or department websites for public comments. The City’s People’s Committee,
relevant departments, and the World Bank have also held dedicated seminars and workshops with
relevant stakeholders on key prior actions. The consultations have brought about practical comments on
the technical and political feasibility of the proposed policy options, as well as the critical elements
needed to ensure successful implementation. For example, the consultation workshop on the disclosure
of zoning plans provided inputs on the types and forms of information that would benefit commercial
and residential construction permit applicants. The consultation process with DOF, DPI and State
Treasury and development partners induced agreement among relevant government agencies on the
need to create a formal coordination mechanism with regards to subnational debt management
activities, but also on related challenges. The consultation workshop the public transport agency received
substantial comments on the alternative organizational models that can feasibly be implemented in
HCMC, considering their respective advantages and disadvantages, particularly within the organizational
constraints set by national government.

100. The operation supports institutional changes that help strengthen the effectiveness and
sustainability of investment projects supported by other development partners, in particular the metro
development ones financed by KfW, ADB and JICA. Regular consultations have been held with relevant
partners, including IMF, ADB, JICA, SECO and the EU. This has helped align policy messages, build
consensus on and reinforced support for reforms among the country’s main development partners
around a core set of reform measures.

V. OTHER DESIGN AND APPRAISAL ISSUES

5.1. POVERTY AND SOCIAL IMPACT

101.  Poverty: Most of the proposed actions are distribution neutral, but there are two areas where
more information is required, and distributional effects are to be determined, namely zoning and public
transportation.

102. A number of proposed prior actions and triggers are distribution neutral, some with potential for
positive welfare spillovers. Prior Action 1 and Prior Action 5 and related triggers (#1, 5, and 6) are both
distribution neutral. Their implementation improves efficiency and transparency in the planning and
fiscal management of the city. Their benefits to the population are symmetrical. Prior Action 6 is also
distribution neutral, but with potential for significant positive welfare effects as simplification of business
licensing procedures should level the playing field for the private sector thereby encouraging private
investment and stimulating job creation.

103. However, some of the prior actions have winners and losers, but with varying degrees of welfare
impact. Implementation of Prior action 4 and trigger 4, would likely lead to an increase in rentals for
businesses operating from city owned commercial housing. This will increase their operating costs,
though not by a high enough margin to threaten viability of the enterprises. How the additional revenues
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are distributed will determine the overall welfare effect of the prior action. To the extent that the
additional revenue is used to improve service provision for the poor, the policy would consequently have
a positive welfare distribution favoring the poor. It becomes a redistributive tool from implicit rent
subsidies to commercial enterprises to more benefits for poor households. However, no significant
impact on household welfare would be expected if the additional revenues just add to the fiscal system
without altering the structure of the budget.

104. The first order effects of Prior action 2 and trigger 2 are positive, but they have asymmetric and
negative second order distribution effects, so the overall impact is yet to be determined. The on-line
disclosure of land-use and construction zoning plans, following well-defined technical standards has clear
benefits to household building new homes. The transparency this brings reduces rent-seeking
opportunities for public officials dealing with permits, thus reducing informal payments and reducing
permit processing time for households. However, this transparency makes it easier to identify houses
that are in violation of zoning rules and regulations. Households in this category will incur loses either
from resultant penalties levied by the city to violators or reduced valuation of their properties. The net
welfare effect with thus depend on the number of households deemed to be in violation, the penalties
to be levied and anticipated impact on the valuation of the properties. These will be analyzed in due
course based on estimates of affected households. Appropriate mitigation measures will be proposed if
the negative welfare impact is projected. Currently, no displacement of households is expected since no
significant reclassification of zones is expected, limiting the impact to only those households whose
structures are in violation of technical specifications for their zones.

105.  With adequate mitigation measures, Prior Action 7 and related triggers (#7, 8) is expected to
have a net positive welfare effect. The proposed policy measures will improve the quality of public
transportation services provided, and also reduce congestion in the city. Service provision will be
delinked from tariff setting. The city will continue to set the tariffs independently of the contractual terms
of new bus routes. Contracts resulting from competitive tendering will be on the gross-cost basis, thus
the operators will be paid on the basis of their operating inputs (vehicle-km) and service outputs (service
quality delivered, including reliability, safety, etc.), while the fare box revenues will be captured by the
city, from which it will pay the operator together with subsidies if the revenues are insufficient. The
upcoming introduction of electronic ticketing system will allow the city to better target their subsidies,
by directly supporting lower-income users, rather than subsidizing the operators. That will mitigate
against any impact of potential fare increases on the welfare of the poor. Additionally, route re-
organization will be based on an accessibility analysis, with an aim to improve access to
jobs/markets/services for as many people as possible, and thus, the re-arrangement will improve
accessibility for the vast majority of the users. It is possible that some people will get worse off due to
the re-arrangement, but these are likely to be in low density areas were bus ridership is low, while service
provision in high density areas where the poor live will likely expand. This prior action is thus expected
to result in greater benefits for the poor.

106. Gender: A baseline survey conducted in 2017 in HCMC found that transport-related areas,
including buses, bus stops and bus interchange, are among the top three unsafe public spaces for women
and girls in terms of risks and prevalence of sexual harassment.'® Another scoping study in 2017 showed

19 UN Women, 2018. The baseline study was conducted by HCMC’s Department of Labor, War Invalids and Social Affairs with
technical support by UN Women, for HCMC Safe and Friendly City and Public Space Program.
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that public transportation can be unsafe for women.?® Female respondents reported that they
experienced verbal and physical forms of sexual harassment while riding a bus, while bus drivers found
sexual harassment very prevalent in buses.?! A 2014 street survey shows that 9 in 10 women in Ho Chi
Minh City have experienced sexual harassment in the public space, broadly defined as including public
buses.?? Under the DPO’s Trigger #8, the City’s DoT will include staff training on sexual harassment and
personal safety issues in the key performance indicators (KPl) and contractual conditions for bus
operation. Mandatory training of drivers and conductors would result in reduced risk of sexual
harassment for girls and women and eventually their increased ridership and autonomous mobility in
the City.?

5.2. ENVIRONMENTAL ASPECTS

107. As per the environmental screening exercise, the DPO-1 is unlikely to cause significant negative
or positive effects on HCMC’s environment, forests and other natural resources, therefore no further
analysis was required. Overall, the prior actions will likely lead to positive environmental outcomes, and
so the net effect of the DPO reforms is expected to be positive. Implementation of these prior actions
would lead to better management of land use and zoning (Prior Actions 1, 2, 4 and 7), which is crucial to
avoid environmentally- and economically-costly urban sprawl; environmental saving from avoiding
packing, transport, material production and reduction of physical space (Prior Actions 1 and 2); reduction
of water/air pollution, health risks and impacts of flooding, due to an increase of treated wastewater and
improved water drainage services (Prior Action 3); and reduction of air pollutants, level of noise and
acoustic contamination from vehicle sources (Prior Action 7). All these potential positive environmental
effects are not likely to be significant.

108. Some anticipated environmental adverse effects are related to the operation, maintenance and
disposal of ICT equipment (Prior Action 1); poor households not be able to afford increased tariff
schedule and related services, increased pressure on water resources and limited access to improved
sanitation (Prior Action 3); and potential environmental issues due to speeding up of business start-up
times and licensing procedures (Prior Action 6). Although the outcome of the screening exercise that
these effects are not likely to be significant, the analysis also provides some recommended actions to
avoid or reduce such effects. For example, i) encouraging environmental enhancements in designing the
activities related to Prior Action 1 (electronic applications and information sharing). This includes ICT
equipment that is sustainable produced, lasts longer, wastes less energy, used in an efficient way, and
encourages reuse and recycling; ii) increasing tariff schedule in combination with enforcing wastewater
treatment and not to raise costs so much that poor households cannot afford the services (Prior Action
3). Implementing social protection programs should be considered; and iii) shortening processing time
to start a business (Prior Action 6) should not be done at the expense of proper environmental standards
and due diligence. Overall, managing any potential environmental effects will depend on the legal and
institutional capacity to enforce environmental laws and regulations and to the extent to which DONRE

20 Syrvey data in Vietnam does not include information on the share of men experiencing sexual harassment in public transport.
Meanwhile, there is clear recognition globally and nationally for the need to reduce women’s experience of GBV in public
transportation services; that GBV in public places negatively influence women’s economic empowerment opportunities and;
reduce use of public transportation not only by women, but also children and elderly. Women are at greater risk of violence
than men from strangers on public transportation and walking to and from transportation. E.g. World Bank: VAWG Resource
Guide for Transport; Un Women, 2017. Scoping Study — Ho Chi Minh City Safe Cities and Safe Public Spaces Global Initiative

21 Un Women, 2017. Scoping Study — Ho Chi Minh City Safe Cities and Safe Public Spaces Global Initiative, p. 31.
22 Action Aid and CDFED, 2014. Safe Cities For Women and Girls Policy Brief.

23 UN Women, 2011. Safe Cities Free of Violence for Women and Girls Program Document, p. 16.
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and other relevant environmental authorities have resources available for proper environmental
management. In addition, these measures should be in line with the HCMC program adopted to reduce
environmental pollution, which was mentioned in section Ill of this Program Document.

5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS

109. The analytical work assessing the PFM system of HCMC particularly and Vietham country
generally?* show the significant improvements in the country PFM system in the recent years, in which
HCMC is considered the best sub-national government in implementing and enforcing the recent reform
in PFM policies. Budget formulation and budget execution reports are detailed by each activity and each
implementing agency. Budget approval is made within December of the previous year. Yearly budget
execution report is approved by PPC and audited by supreme auditor within 12 months after financial
year end, compared to 18 months required by Budget Law.

110. The key remaining areas to improve are: i) budget links to priorities in the medium term
development plan; ii) debt and contingent liability management; iii) capability to prepare national
government and sub-national government financial statements in accordance with international public
sector financial reporting standards; iv) capability of supreme audit institution and its regional office to
form the audit opinion on the government financial statements; and v) capability of to analyze reported
figures for budget control purposes of the oversight bodies. The first two areas will be addressed
particularly for HCMC through triggers of this DPO. The remaining is being addressed by an ongoing Bank
managed donors trust fund and other analytical work of the Bank provided to the Government, to set
standards of the public financial reporting and auditing for the whole country.

111.  The risk to proper use, control and reporting of funds that are managed through HCMC PFM
system is assessed at Moderate, lower to the country PFM/fiduciary risk of Substantial.

112.  Fund flow through Dedicated Foreign Currency Bank Account (DA). The Recipient, through MOF
will open and maintain a DA at SBV in US dollars for the Recipient’s use once the Credit is approved by
the Board. The DA will form part of the country's official foreign reserves.

113.  Upon each deposit of an amount of the Credit into the DA, MOF will transfer the amount to
HCMC foreign currency account at state treasury. HCMC may use the proceeds to make eligible budgeted
payments.

114.  As the City uses the credit proceeds, they become a part of the City’s budget resources. Upon
receipt of the Credit, the City promptly accounts for the receipt of the Credit in the country’s budget
management system, in an account used to finance budgeted expenditures using the country’s regular
or established procedures for such accounting.

115.  If after deposit in the DA, the proceeds of the Credit or any part thereof are used for ineligible
purposes, as defined in the Financing Agreement, the Bank will request the Recipient to refund the
amount directly to the Bank. Amounts refunded shall be cancelled.

% Including the HCMC Public Expenditure Review (PER) 2017, the HCMC Subnational Debt Management
Performance Assessment (DeMPA) 2014, Vietnam CPIA 2015, Vietnam Fiscal Decentralization Review (FDR) 2015,
Vietnam Fiscal Transparency Review (FTR) 2013, and Vietnam Public Expenditure and Financial Accountability
(PEFA) assessment 2013.
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116.  Through MOF, the Recipient will report the exact sum received into the DA, ensure that all
withdrawals are for “eligible” expenditures, indicate to the Bank details of HCMC'’s Treasury account to
which the Credit proceeds will be credited, confirm that the Credit proceeds were received into an
account of the government that is part of the country’s foreign exchange reserves and submit a report
on receipts and disbursements for the DA. The Government will, if considered necessary by the Bank,
allow an independent external audit of the dedicated foreign currency DA.

117. The proposed operation will follow IDA disbursement procedures for DPOs, and the Credit
proceeds will be disbursed in compliance with the stipulated release conditions. Disbursement will not
be linked to any specific purchases and no procurement requirements will have to be satisfied.

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY

118. Monitoring and evaluation of the program is expected to be undertaken as part of regular
progress reviews tied into the programmatic framework. Through the preparation of the series, in
consultation with the authorities, an initial set of indicators were identified together with baselines and
targets to assess the impact of the policy program. These include indicators that have been drawn directly
from the HCMC’s own strategies, progress reports, and independent sources and surveys. Jointly with
the HCMC Department of Finance and concerned line departments and agencies, regular progress
reviews will be undertaken as part of the preparation cycle, focusing on both completion and follow up
of prior actions as well as progress toward the agreed result indicators. The operation builds on the
existing monitoring and evaluation systems of the City, to ensure that program performance is monitored
at no additional burden to the institutions. At the same time, as the agreed indicators will be
mainstreamed into the City’s own monitoring systems thereby contributing to its improvement. After
completion of this operation, the entire series will also be subject to the implementation completion and
results review.

119. Grievance Redress. Communities and individuals who believe that they are adversely affected
by specific country policies supported as prior actions or tranche release conditions under a World Bank
Development Policy Operation may submit complaints to the responsible country authorities,
appropriate local/national grievance redress mechanisms, or the WB'’s Grievance Redress Service (GRS).
The GRS ensures that complaints received are promptly reviewed in order to address pertinent concerns.
Affected communities and individuals may submit their complaint to the WB’s independent Inspection
Panel which determines whether harm occurred, or could occur, as a result of WB non-compliance with
its policies and procedures. Complaints may be submitted at any time after concerns have been brought
directly to the World Bank's attention, and Bank Management has been given an opportunity to respond.
For information on how to submit complaints to the World Bank’s corporate Grievance Redress Service
(GRS), please visit http://www.worldbank.org/GRS. For information on how to submit complaints to the
World Bank Inspection Panel, please visit www.inspectionpanel.org”.

VI. SUMMARY OF RISKS AND MITIGATION

120. The overall risk to PDO achievement is assessed as substantial, reflecting high implementation
risks. The key risks are highlighted below:

121. Institutional capacity for implementation and sustainability risks are high. Despite broad
commitment to the principal reform agenda, supported by this operation, impact of the series could be
undermined by piecemeal reform implementation. While the PPC has adopted a comprehensive reform
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program, implementation of the identified institutional changes is complex and may be hampered by
resistance, administrative inertia and rigidities in the national legal framework which may stifle local
innovation and reforms. While the program is explicitly focused on supporting implementation-oriented
measures, the impact of these measures will depend on the quality of implementation, sustained support
beyond the life of the operation and complementary capacity building measures. These risks are
mitigated by focusing the series on reform actions where ownership is strong and progress is feasible
without changes to national legislation. In addition, several prior actions are complemented by technical
assistance to strengthen institutional capacity and reinforce the impact of the DPO. The second risk arises
from the tight level of control of the central government over the organizational structure and staffing
of SNGs. The risk is mitigated by focusing less on the form of the supported institutions, but also on their
functions. In several cases in the DPO, the new institutions and functions are created in an employment-
neutral way without affecting the total staffing level of the City.

122.  Fiduciary risks are moderate. As outlined in detail in section 5.3 there are several weaknesses in
the current financial arrangement including lack of consolidated government financial statements and
external audit. The financial management arrangement underpinning this operation mitigate these risks
through a dedicated Foreign Currency Bank Account for the proceeds; government submitting reports
on receipts and disbursements for the Dedicated Accounts to the Bank; and Supreme Audit Institution
moving forward INTOSAI implementation with supports from the Bank and other development partners.

Table 9: Risk ratings

Risk Categories Rating

1. Political and governance Moderate
2. Macroeconomic Moderate
3. Sector strategies and policies Moderate
4. Technical design of project or program Moderate
5. Institutional capacity for implementation and sustainability High

6. Fiduciary Moderate
7. Environment and social Moderate
8. Stakeholders Moderate
Overall Substantial
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ANNEX 1: POLICY AND RESULTS MATRIX

DPO-1 Prior Actions

DPO-2 Triggers

Results

Pillar 1: Integrated and transparent spatial information for urban management

1. HCMC's People’s Committee has issued
Decision No. 6179/QD-UBND, dated
November 23, 2017, adopting a plan for the
development of HCMC as a smart city, and
adopted Plan No. 1008/KH-UBND, dated
March 14, 2018, for the establishment of a
shared data warehouse and development
of an open data ecosystem.

1. Adopt a regulation for the integration of
data in and operation of a shared data
warehouse and corresponding technical
guidelines.

Improved information sharing for integrated and
evidence-based urban planning and management.

Results indicator 1: Topography and cadastral
maps (updated by DONRE), land zoning maps
(updated by DPA), and transport map (updated by
DOT) digitized in interoperable formats and
accessible by authorized staff of at least the
above-mentioned agencies (by 2021).

2. HCMC's Department of Planning and
Architecture has disclosed vector-based
zoning plans of the Central Business
Districts and Thu Duc District on-line.

2. Disclose vector-based zoning plans of
additional districts toward citywide
coverage on-line.

Enhanced transparency of urban zoning
information provided to citizens, making zoning
more credible by allowing external scrutiny.

Results indicator 2 (cumulative): Number of
mobile application users of the zoning plans
disclosed on the website of the City.
Baseline: 0 (2017)

Target: 250,000 (2020)

Result indicator 3 (cumulative): Number of mobile
application sessions performed on the zoning
plans website of the City.

Baseline: 0 (2017)

Target: 2,500,000 (2020)
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DPO-1 Prior Actions

DPO-2 Triggers

Results

Pillar 2: Strengthened management of public assets and liabilities

HCMC’s People’s Committee has instructed | 3. Adopt an increased tariff schedule for Improved financial sustainability for the provision
the Steering Center of Urban Flood Control wastewater and water drainage services of wastewater, drainage and flood control
Program (SCFC) to take the lead in the 2019-2021. services.
development of a tariff schedule for
wastewater and drainage services using the Results indicator 4: Level of recovery for
cost recovery approach set forth in Decree operation and maintenance costs for drainage
80 (2014), as evidenced by its Decision No. system and wastewater treatment services.
6261/QD-UBND, dated November 30, 2016. Baseline: 45% (2017)
Target: 60% (2021)
HCMC’s People’s Committee has issued 4. Undertake competitive bidding process for | Consolidated and professionalized management
Decision No. 3555/QD-UBND, dated July 7, new lease of selected state-owned of commercial housing assets as the basis for
2017, assigning the management of state- commercial housing assets. better revenue management.
owned commercial housing assets to the
House Management and Construction Results indicator 5: Rate of rental price increase
Supervision Center. per square meter of state commercial houses,
compared to CPI rental component.
Baseline: tbd (2019)%
Target: tbd (2021)
HCMC’s People’s Committee has issued 5. Establish collaboration regulation between | Better coordinated debt management functions

Decision No. 2885/QD-UBND, dated June 5,
2017, establishing a task force for
subnational debt management; and HCMC's
Department of Finance has issued Decision
No. 1689/QD-STC, dated March 21, 2019,
adopting the operational regulations for the
IT, Statistics, and Subnational Debt
Management Division.

the IT, Statistics, and Subnational Debt
Management Division and relevant
agencies, and processes for consolidating
debt information, and standardizing
reporting formats for all public debt and
selected contingent liabilities.

for both domestic and external borrowings.

Results indicator 6: Online publication of an
annual debt bulletin covering all public debt, with
basic cost-risk indicators (by 2021).

% It has been agreed that the House Management and Construction Supervision Center and the Department of Finance of
HCMC will compile data on baseline rental prices of existing commercial houses after transfers of these assets to the

Center which is planned to take place in mid-2019.
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DPO-1 Prior Actions

DPO-2 Triggers

Results

Pillar 3: Enhanced delivery of priority municipal services

6. HCMC's Department of Planning and 6. Establish a mechanism to continuously More simplified and efficient procedures to
Investment (DPI) has issued Plan No. assess the implementation quality of legally start operating a business.
8308/KH-SKHDT, dated September 5, 2017, business entry procedures based on user
consolidating procedures, and Decision No. feedback and internal review process. Results indicator 7: Number of days taken to start
15/QD-SKHDT, dated January 9, 2018, operating a business.
enhancing on-line processing, to shorten Baseline: 22 (2017)
time to start a business. Target: 15 (2021)%

7. HCMC's People’s Committee has issued 7. Define the allocation of responsibilities Strengthened management capacity towards
Decision No. 79/QD-UBND, dated January 9, and establish a coordination mechanism more efficient use of resources for and improved
2018, assigning the management of the between MCPT and public transport services quality of public transport.
integrated operation of all modes of public operators in line with Decision 79/QD-
transport to HCMC’s Management Center UBND, dated January 9, 2018, to facilitate Results indicator 8: Interoperability of fare
of Public Transport (MCPT); and HCMC's the integrated operation of all modes of collection systems across mass transit systems
Department of Transport has issued public transport by MCPT. under development achieved (by 2022).
Decision 2294/QD-SGTVT, dated May 11,

2018, regulating the organization and
operation of MCPT.

8. Undertake competitive tendering for Results indicator 9: Share of passengers satisfied
selected bus routes on which multi-year with services provided by bus drivers and staff.
contracts will be applied with provisions Baseline: tbd (2019)¥
on strengthened quality standards and Target: tbd (2021)
monitoring and enforcement mechanisms.

%6 As indicated Doing Business (2018) and Doing Business (2022) Reports respectively.

27 It has been agreed that the baseline survey will be undertaken in 2019 with support from the World Bank.
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ANNEX 2: FUND RELATIONS ANNEX

Vietnam—Assessment Letter for the World Bank
April 1, 2019
|. BACKGROUND AND RECENT DEVELOPMENTS

On June 8, 2018, the IMF’s Executive Board concluded the Article IV Consultation with
Vietnam and endorsed the staff appraisal without a meeting. In recent years Vietnam has
demonstrated its commitment to macroeconomic stability and private sector-led growth. Inflation
has declined to low single digits as credit and monetary policies were tightened and growth has
reached a decade high of about 7 percent. The new government which took office in 2016
implemented measures to curb the budget deficit and public debt. Modernization of the monetary
framework is in its early stages. Privatization of blocks of government-owned shares of companies in
non-strategic sectors continues. The authorities intend to adopt Basel Il standards by 2020 and to
recapitalize State Owned Commercial Banks (SOCBs). They are also continuing to address governance.
But important risks and implementation challenges remain.

Vietnam remains resilient thus far to global trade tensions and elevated financial volatility.
Its economy grew by 7.1 percent in 2018. The broad-based expansion was fueled by growth in incomes
and consumption and by strong trade, tourism and remittances. Manufacturing surged, the trade
surplus widened, and direct investment inflows remained strong. Despite the resilience to date, rising
trade tensions and higher volatility in emerging economies in 2018 were felt in Vietnam, including
through a stock market correction from previously overvalued levels. Headline inflation averaged 3.5
percent and core inflation 2 percent in 2018.

Vietnam’s external position in 2018 remained substantially stronger than warranted by
fundamentals and desirable policies. Vietnam’s Current Account (CA) gap in 2018 reached 7 percent
of GDP and exchange rate undervaluation 9 percent. International reserves amount to 76 percent of
the IMF’s reserve adequacy metric at end-2018. The CA gap reflects domestic policy distortions that
discourage domestic investment. The gap should be addressed through more ambitious reforms to
strengthen private investment and improve the efficiency of public investment. Greater two-way
exchange rate flexibility would reduce the need to build buffers.

Il. OUTLOOK AND RISKS

A soft landing of growth is expected in 2019, to 6.5 percent, as credit growth tightens, and
trading partner growth decelerates. Potential growth of 6.5 percent is also expected over the medium
term, supported by improvements in the quality of the capital stock from strong FDI inflows; higher
productivity from the ongoing shift of labor out of agriculture; and a better business climate.
Implementation of free trade and investment agreements could usher in gains in medium-term
growth. Headline inflation for 2019 is projected at 3.1 percent, and core inflation at 2.7 percent, rising
to 3.5-4 percent over the medium term. The CA surplus is expected to decline over the medium as
structural reforms boost investment and real exchange rate appreciation resumes its secular trend.
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Downside risks have risen. The U.S. and China are important trade and investment partners.
Global trade tensions and elevated trade policy uncertainty will likely weigh on Vietnam’s highly open
economy through trade, financial and confidence channels. The threat of cyber security attacks is
elevated. Domestically, banking sector fragilities continue to pose risks; lack of adequate financial
buffers and a still rigid exchange rate framework limit the flexibility of policy responses. Investment
could also be impacted by bottlenecks related to the anti-corruption campaign.

lll. MACROECONOMIC POLICIES

The government which took office in 2016 implemented significant fiscal consolidation
during 2016-2018. The state budget deficit (Government Finance Statistics Manual basis for central
and provincial government but excluding extrabudgetary funds (EBFs)) has stabilized at 4.7 percent of
GDP in 2017-18, close to target. When the surplus of Vietnam’s pay-go Social Security System (VSS)
and other EBFs is included, the general government deficit is about 3 percent of GDP in 2017—- 18. A
strong economy and better tax administration helped buoy 2018 revenues, while tight disbursement
of public investment helped contain spending. The deficit is projected to decline to 4 percent in 2020
(2.6 percent with EBFs). Gross public and publicly guaranteed (PPG) debt declined to 56.5 percent of
GDP at end-2018; it is expected to fall below 55 percent of GDP by end-2024. The government is not
granting any new sovereign guarantees. The IMF’s recently completed Fiscal Space Assessment for
Vietnam signals that Vietnam currently has some fiscal space.

Monetary, exchange rate and credit policies are aimed at cementing macroeconomic
stability in the face of heightened external volatility. The SBV guided the Dong lower in 2018,
maintaining orderly market conditions and ample liquidity amidst heightened volatility in emerging
markets; it also continued to accumulate reserves as conditions permitted. All in all, the Dong
depreciated by 2.5 percent vis-a-vis the U.S. dollar in 2018, although it appreciated by 3.6 percent in
REER terms, reflecting depreciation of the Renminbi.

Modernization of Vietnam’s monetary framework and greater exchange rate flexibility will
be useful in achieving price stability and absorbing external shocks. In the near term, it would be
useful to allow greater exchange rate flexibility within the existing band. The SBV should also consider
re-centering the band if the currency faces persistent large shocks and widen the band if currency
volatility rises permanently. Gradual reserve accumulation should continue. Over the medium term,
the exchange rate band should be widened until the shift to inflation targeting (IT), with market-based
exchange rates. Fund technical assistance is expected to play a key role in building SBV capacity in
modernizing Vietnam’s monetary framework.

Credit growth has come down but legacies of loose financial conditions in the past are still
being worked out. In recent years, the authorities have gradually lowered credit growth, to 17.4
percent in 2017 and less than 15 percent in 2018. The SBV plans to remove credit ceilings for banks
that meet Basel Il standards. Tighter credit growth targets and the intention to replace administrative
credit allocation with market-based mechanisms as Basel Il comes into effect are both welcome.

Bank performance has improved significantly in recent years and bank recapitalization is on
the agenda. Bank earnings have risen in response to a shift to retail lending and consumer finance.
Banks have also stepped up the resolution of legacy loans, aided by the strong economy and rising real
estate prices. NPL ratios have been declining and banks have aggressively resolved NPLs with the
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Vietnam Asset Management Corporation (VAMC). Strengthening bank capital is an urgent priority. As
the January 1, 2020, deadline for implementing Basel Il rules, approaches, the authorities formulated
a bank-by-bank strategy for recapitalizing large SOCBs, using private money where possible and
making available equitization proceeds as needed. The progress in NPL resolution notwithstanding,
however, NPL ratios remain high and there is a risk that it could be interrupted by a downturn in real
estate prices. Bank balance sheets are still vulnerable to shocks and could be a risk to macroeconomic
stability. SOCB recapitalization must not be delayed.

IV. ASSESSMENT

In recent years Vietham has made impressive strides in maintaining macroeconomic
stability and private sector-led growth. But the window to address long-term challenges—including
rapid prospective population aging, climate change and digitalization—is narrow. Fiscal consolidation
must become of higher quality; macroeconomic institutions modernized; and governance
strengthened.

The reduction in the budget deficit is welcome but the quality of fiscal consolidation should
improve. Strong domestic revenue mobilization (state budget: 24 percent of GDP; including EBFs; 31
percent) must be preserved in light of declining official development assistance and lower oil and trade
revenues. Fundamental tax reform to broaden tax bases and reduce informality incentives will be
crucial. The public sector wage bill must be rationalized and investment efficiency raised.

Vietnam must also prepare for longer term fiscal challenges. Demographics have been
favorable to date. But pension and health spending will begin rising in the next decade. Under current
policies, VSS outlays will overtake revenues by 2030. Pension reforms are needed to address unfunded
pension liabilities, by improving the coverage, adequacy, sustainability and intra- and
intergenerational fairness of the pension system. EBFs should be consolidated into the government’s
fiscal reports and included in Vietnam’s macro-fiscal framework.

Boosting infrastructure and health spending will be important to meeting Sustainable
Development Goals (SDGs). Vietnam’s growth has been inclusive to date. But social spending has
declined somewhat and the SDG costing exercise points to gaps of 6.5 percent of GDP in health and
infrastructure spending. The focus on primary and secondary schools is appropriate; access to tertiary
education should be maintained; tertiary institutions should work with government and industry to
reduce skills mismatches.

Vietnam needs to strengthen its governance. Since 2016, the government has started tackling
grand corruption. The 2018 anti-corruption law strengthened the system for the declaration of income
and wealth, but further improvements could be made. Additional efforts should prioritize: control of
corruption; stronger fiscal transparency and public investment management; stronger AML/CFT
framework and execution.
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Table 1. Vietnam: Selected Economic Indicators, 2014-20 1/

Est Prajections
2014 2015 2016 2017 2018 2019 2020
Output

Real GDP (percent change)

6.0 6.7 6.2 6.8 7.1 6.5 6.5
Prices (percent change)

CPI (period average) 4.1 06 27 35 35 31 33

CP!I (end of period) 1.8 0.6 4.7 2.6 3.0 32 34

Core inflation (end of period) 2.7 1.7 1.9 1.3 1.7 1.6 1.9

Saving and investment (in percent of GDP)

Gross national saving 359 325 360 363 363 354 349

Gross investment 31.0 326 33.0 333 333 33.0 329
Private 18.6 20.2 20.7 214 21.7 21.2 211
Public 124 124 124 11.9 11.6 11.8 11.8

General government finances (in percent of GDP) 2/

Revenue and grants 22.2 23.8 24.0 23.5 23.5 23.5 23.5
Of which: Qil revenue 2.5 1.6 0.9 0.9 1.0 0.9 0.8

Expenditure 28.5 30.2 27.8 284 28.2 28.0 27.6
Expense 204 21.4 204 20.7 20.8 204 20.1
Net acquisition of nonfinancial assets 8.1 8.8 74 77 7.4 75 7.5

Net lending (+)/borrowing(-) 3/ -6.3 -6.4 -39 -4.8 -4.7 -4.5 -4.1

Net lending /borrowing including EBFs -3.2 -2.9 2.7 -2.6

Public and publicly guaranteed debt (end of period) 54.7 57.1 59.7 58.2 56.5 56.3 55.8

Money and credit (percent change, end of period)
Broad money (M2) 17.7 16.2 184 15.0 126 12.5 126
Credit to the economy 13.8 18.8 18.8 17.4 14.4 14.0 139
Interest rates (in percent, end of period)
Nominal three-month deposit rate (households) 4/ 5.0 48 49 5.9 5.9
Nominal short-term lending rate (less than one year) 4/ 8.5 7.2 7.2 8.7 8.7
Balance of payments (in percent of GDP, unless otherwise indicated)

Current account balance (including official transfers) 49 0.1 29 3.0 3.0 23 20
Exports f.0.b. 80.9 84.7 87.7 971 101.2 105.7 110.0
Imports f.o.b. 743 80.8 82.2 91.9 93.8 989 1035

Capital and financial account 5/ 3.0 0.5 4.6 8.1 -0.6 0.4 0.6

Gross international reserves (in billions of U.S. dollars) 6/ 345 28.5 36.8 49.4 55.2 62.2 69.3
In months of prospective GNFS imports 24 19 2.0 24 24 24 23

Total external debt (end of period) 38.3 42.0 45.0 491 48.2 49.6 50.3

Nominal exchange rate (dong/U.S. dollar, end of period) 21,200 21951 22,372 22,709 23,175

Nominal effective exchange rate (end of period) 93.9 97.6 97.7 91.2 93.1

Real effective exchange rate (end of period) 1247  129.8 1340 126.2 131.0

Memorandum items:

GDP (in trillions of dong at current market prices) 3,938 4,193 4503 5,006 5535 6,040 6,613

GDP (in billions of U.S. dollars) 185.8 191.3 2013 2204 2413 2593 2809

Per capita GDP (in U.S. dollars) 2,047 2,086 2,172 2,353 2,551 2,715 2,914

Sources: Vietnamese authorities; and IMF staff estimates and projections.

1/ The national accounts has been re-based to 2010 from 1994 by the authorities.

2/ Follows the format of the Government Finance Statistics Manual 2001.

3/ Excludes net lending of Vietnam Development Bank and revenue and expenditure of Vietnam Social Security.

4/ Latest available for 2018.

5/ Incorporates a projection for negative errors and omissions going forward (i.e. unrecorded imports and short-term capital outl

6/ Excludes government deposits.
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ANNEX 3: LETTER OF DEVELOPMENT POLICY

FAN NHAN DAN CONG HOA XA HOI CHU NGHIA VIET NAM
SO HO CHI MINH Die lip - Ty do - Hanh phiic

//
S48y hinh Ton, Qula | Thanh phé Hé Chi Minh, ngay A8 thing 4 ndm 2019

N 5

FBX: (84-28) 38295675 - .’8"96‘)88

Kinh giri: Ong David R. Malpass
Chu tich Ngén hang Thé gici
Washington DC, 20433, Hoa Ky

Thay mat Uy ban nhin dan thanh phd H& Chi Minh, t5i xin gui loi
cam on chan thanh dén Ngan hang Thé giéi va Ong vi mbi quan hé déi tac
chiit ché, hidu qua véi Vigt Nam néi chung va thanh phé néi riéng. Chiing i
danh gid cao nhimg déng gop trén nhidu mit cta Ngan hing Thé gidi cho
cdng cudce phét trién cia Viét Nam. Ngan hang Thé gi6i khong chi huy déng céc
ngudn lye cin thiét cho dau tu, phat trién kinh té - xa hoi ma con c6
nhiing hd trg tich cuc vé phan tich chinh séch, chia sé kinh nghiém phat trién va
kién thire toan cdu, gitip ching t3i dinh hinh nhimg wu tién cai cach, xdy dung
va thyc thi chinh sich hi€u qua. Chuong trinh cho vay hd trg chinh sach
phét trién (DPO) cho ngin sdch thanh phé H& Chi Minh la céng cu thiét thye dé
chiing tdi trién khai nhimg bién phép cai cich chinh sach va thé ché quan trong
ldm co s& cho céc chuong trinh dot phd hudng téi phét trién dé thj bén viing,

Nhu Ong da biét, ting truémg kinh té cao két hgp véi cdc chinh sich
an sinh x3 hdi di tao dieu kién cho Viét Nam dat duoc nhing tién trién vé
giam nghéo va chia sé thinh vuong. D6 thi hoa 1a dong luc quan trong trong
qué trinh chuyén déi clia Viét Nam, nhét la khi da tro thanh nén kinh té thu nhip
trung binh. Tai Viét N'nm, chinh quyén d;a phu'ong, dic biét 1a cac trung tdm
do thi 16n ¢d vai tro hét sirc quan trong vé cung cap ha ting va dich vu cong do
nén kinh 1é& va dan sb da thi dang tang truéng nhanh chéng,

Thanh phé HS Chi Minh 1a dé thi dac biét, mgt trung tam lon vé kinh té,
van hoa, gido duc - dao tao, khoa hgc - céng nghé, diu méi giao Iuwu va hoi nhap
quée 1&, c6 sirc thu hat va sic lan téa 16n cha Ving kinh té wong diém
phia Nam. Trong nhiéu nam qua thanh phé H6 Chi Minh luén gitt vai tro
quan trong trong phat trién kinh té - xa hdi cta ca nude va thucmg duge xem la
diu tau trong déi moi kmh té va giai quyét tdt cc van dé an sinh xa hoi.
Dén nay, trén 10% dan sé cla Vlet Nam dang sinh séng trong pham vi ranh gidi
cta thanh pho voi mét do din sd rit cao; trong d6 83% cu dan la din sb da thi,
dai dién cho 32% dan s dé thij cla Viét Nam hién nay va dy kién s& 1én dén
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40% Vao nam 2020. Thanh phd dong gép dén gin 23% GDP clia qubc gia,
15% vén dau tu truc txep nudc ngoai (FDI), 20% doanh sé cua khu vuc
ngén hang va 18% téng thu tir xuit khau cua Viét Nam. Mic du thanh pho dang
c6 toe do tanc7 truong cao hon ca nudc, xu huong ndy dang chiing dan trong
nhunv nam gan day. Trong bbi canh thanh pho dang do thi héa nhanh chéng va
sip trd thanh mot siéu do thi, viéc thanh phd dat duoc téc do tano truong cao
trong ngan han va trung han khong chi tac doéng dén chét luong séng cta cu dan
va moi truong do thi trén dia ban ma con anh huéng dén nang lch canh tranh

kinh t& va trién vong chung cta ca nude théng qua cac két ndi va hiéu ung
lan tda.

Dénh gid cao vai trd clia thanh phd, Chinh phu V1et Nam da dat ra
tam nhin tham vong cho tuong lai cta thanh phd. Nghj quyet 56 16-NQ/TW cia
B Chinh trj da x4c dinh muc tiéu “xdy dung thanh phé Ho Chi Minh van minh, ,
hién dai héa, déng gép ngay cang lén v6i khu viee va ca nudce; timg bude
tro thanh trung tam Iém vé kinh té, tai chinh, thuwong mai, khoa hoc — céng nghé
cua dat mrée va khu viee Déng Nam A; gép phan tich cuc dua nuée ta co ban
tro thanh nude céng nghzep theo hucdng hlen dai vao ndm 2020”. Nghi quyét
dong thoi khing dinh vé chét lugng va co ciu ting trudng, phét trién ha tang va
d6i méi sdng tao, két qua dat dugc cia thanh phé “chua twong xing voi vi thé,
vai tré va tiém ndng cua thanh phé.”

Véi muc tiéu tang truéng cua thanh phd gap 1,5 lan muc binh quan cua
ca nu6e dang ddt ra dp luc 16n cho lanh dao thanh phd. Thanh phé cé nhidu
tiém nano tr¢ thanh mot thanh phé tién phong va cé nang luc canh tranh
toan cau, nhung dong thoi cing pha1 d6i mat véi nhung ap luc 16n vé quan Iy
d6 thi, cung cip céc dich vu va ha tang d6 thi thiét yéu trong béi canh han ché vé
tai khéa. Viéc giai quyét nhing théach thtc lién quan dén nang luc canh tranh
kinh t, tc d6 db thi héa cao, nguy co bién déi khi hau 1a hét stc quan trong daé
duy tri ting trudng bén vung dua vio nang suat va cai thién chat luong séng.
Dai hoi Pang bd thanh pho lan the X da thong qua 07 chuong trinh dot pha
giai doan 2016 — 2020 nham: (i) ning cao chét lucng tang trudng, nang luc
canh tranh cla kmh té thanh phd dap tmg yéu cau hoi nhép; (ii) ning cao
chit luo*ng nguén nhén luc; (111) cai cach hanh chinh; (iv) chinh trang va
phét trién dé thi; (v) giam Un tic giao thong, giam tai nan giao théng; (vi) giam
ngép nude; va (vii) giam 6 nhiém mai truong.

Dé dat dugc muc tiéu va yéu cau phét trién nhu trén, thanh phé dang rat
can cac co ché, chinh sach mang tinh dot pha, nhung y tudng mdi va céc
hoat ddng cai cach hé thong va dong bo, gbp phan hoan thién thé ché,
tdng cuong hiéu luc va hiéu quéa quan 1y nha nudc.

(89
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Chuong trinh DPO la mét trong nhimg myc tiéu va linh vue hop tic duge
ghi nhan trong Bién ban ghi nhé gitra Uy ban nhan dén thanh phé H6 Chi Minh
va Ngén hang Thé gidi vé quan hé déi tac toan dién thanh phé H& Chi Minh —
Ngan hang Thé gidi cho lién két chién luge 2018 - 2021.

Théng qua viée tao nén tang dé dbi thoai chinh sach v& cai cach thé ché,
Chuong trinh DPQ cip dia phuong cé sy cong huorng vai cac chuong trinh cho
vay phét mén chinh sach, cho vay tai trgr dir an dau tur va hd trg phén tich va
tw van cap quoc gia, gilp ting cucmg hig¢u qua va bén vimg ¢ho cac chuong trinh
nay déng thoi phat huy quan he dbi tac gilra thanh phé va Ngan hang Thé gidi
nhim dem lai tac dong phat trién 1én hom va bén v tmg hon.

Sau théi gian nghién ctu, thao ludn va tham vén vé chuong trinh trong
ndm vira qua, céc chuyén gia Ngan hang Thé gidi cing ching t6i di xdc dinh
dwoe khung hanh dong chinh sach cho Chuong trinh DPO, tép trung vio cic
chinh sach va thé ché nhim quan Iy do thi tich hgp va minh bach hcm, quéan tn
diéu hanh tai khéa hiéu qua hon, dong thoi ning cao chét lugng cung cap mjt sb
dich vu cong uu tién cho ngudi dén va doanh nghiép. Cac hanh déng cu thé ciia
Chlrorng trinh DPO xoay quanh ba tru cgt: (i) Tich hop va minh bach thong tin
vé khéng gian phuc vu céng téc quan ly do thi; (i) Cai thién cdng tac quan ly
ta: san cong va ng chinh quyén dia phuong; va (iii) Tang cuétmg thuc h1¢n mot
s6 dich vy cong dl.rO‘c. uu tién. Céc try ¢t nay sé hd tro thanh pho tao nén tang
thé ché dé cung cap dich vy va quan Iy dé thi hidu qua hon, cy thé nhu sau:

- Tai Try c6t 1, ching t6i da théng qua P& dn xdy dyng thanh phd Ho Chi
Minh tr¢ thanh dé thi thong minh véa ban hanh ké hoach xay dung kho dir ligu
ding chung va phat trién hé sinh thai dir liéu mé. Day la nhitng hanh dong
quan trong nham cai thign chia sé théng tin lam co s& dé thyc hién quy hoach va
quan 1y dd thj dwa trén bing chimg va ting cub’ng cong khai giam sat wr
bén ngoé: Trong hanh djng nay, chung t6i tién hanh sé héa va cap nhat
hé théng théng tin khéng glan chit chét nhu ban db dia hinh, dja chinh,
quy hoach sir dung dat chi tiét va ban db giao thong theo céc dinh dang cho phép
tuong tac lién thong dé cac co quan c6 thé truy edp thuan lqn Déng thoi,
ching t6i dd céng khai tryc tuyen cdc bdﬂ quy hoach chi tiét coa céc quan
trung tdm va quan Tho Dic dé cung ¢ép théng tin cho ngudi dan khi xin
gidy phép xdy dung nha & va kinh doanh, nang cao tinh minh bach va dé lm cdy
cua quy hoach. Trong giai doan tiép theo, ching tai s& theo dai chat ché sé lu'qt
truy cdp céc ban quy hoach duge céng khai trén trang dién tir clia thanh phd va
téng cudng ca ché thu thap ¥ kién phan hdi ctia doanh nghiép va ngudi din vé
chit lugng va mie dd tuan thi cic ban quy hoach duge ¢ong khai.
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- Tai Tru ¢t 2, chung t6i da tién hanh c4c hanh dong tang cuong quan Iy
hiéu qua tai san va no chinh quyén dia phuong cua thanh pho nham g6p phan
cai thién quan ly tai khéa. Cu thé, chung toi dd ban hanh Quyét dinh xay dung
biéu phi cac dich vu nuéc tha1 va thoat nudc theo phuong an bu dap chi phi
dLroc quy dinh tai Nghj dinh s6 80/2014/ND-CP. Viéc ban hanh Quyét dinh nay
14 can thiét dé cai thién bén vimg tai chinh tr ong cung cap cac dich vu nude thai,
tho4t nudc va kiém soat ngdp. Qua do6, ching t6i du kién pham vi xu ly nudc
thai va kha néng trang trai cho chi phi van hanh va bao tri c4c hé thong thoat
nuoe va dich vu xr Iy nude thai s& tang 1én trong nhiing nam téi. Ngoai ra,
ching t6i da giao Trung tdm Quan Iy nha va Giam dinh xay dung quan ly céac
tai sn nha thude s¢ hitu nha nudéc s dung cho muc dich kinh doanh. Day 1a mo6t
phédn nd luc cta chung t6i nhim hop nhét va chuyén nghiep hda cong tac quan ly
tai san nha phuc vu muc dich kinh doanh lam co s& dé quan ly thu tét hon.
\Tanc cao loi tuc tai san d6 thi | a giai phap quan trong dé khai théc, quan ly tot
ngudn thu trong bdi canh ngudn thu ching t6i duoc huéng theo phan cip
con han che Bén canh d6, chung t6i da thanh lap T6 coéng tac quan ly ng
chinh quyén dia phuong, bd sung cic chic nang vé quan ly ng chinh quyén
dia phuong cho S¢ Tai chinh; giao cho S& Tai chinh thanh 1ap bd phan
chuyén trach quan ly ng chinh quyén dia phuong tai S& cung véi quy ché
lam viéc cu thé, chuc ning, nhiém vu rd rang theo thong 1é tdt quéc té va
phi hop véi diéu kién cta thanh phd. Vide tap trung dau méi quan Iy no
chinh quyén dia phuong tai S& Tai chinh gitp ching t6i quéan ly chit chg,
chu dong céc khoan no ctia thanh phd (gdm ca no trong nude, ng nudc ngoai va
céc nghia vu ng du phong) c6 nguy co géy rui ro tai khoéa cho thanh phé.

- Tai Tru cft 3, ching t6i d tién hanh nhitng hanh dong hudng t6i
nang cao higu suét cung cip cac dich vu coéng uu tién vé dang ky thanh lap
doanh nghiép va giao théng cong cong. Cu thé, ching toi da hop nhat thi tuc va
ddy manh xtr ly truc tuyén dé rat ngén thoi gian thanh 1ap doanh nghiép,
gép phan don gian héa va ning cao hiéu sudt cho céac thi tuc cap phép
kinh doanh va dau tu. Qua do, chung 10i du kién s6 ngay dé& thanh lap
doanh nghiép s& duoc rit noan tlr trung binh 22 ngay nam 2017 xubng con 15
ngay vao nam 2021. Dong thoi, ching t6i dd giao Trung tdm Quan ly
Giao thong Coéng cong (MCPT) quan ly van hanh tich hop toan b céc
phuong thuc glao thong cong cong. Trén co so do, ching t6i da ban hanh
quy dinh vé co clu té chtc va hoat ddng cia Trung tdm, gdm cac nhiém vu
quy hoach, tich hop va xdy dung ké hoach dich vu cho cac dich vu tau dién
ngdm (metro) va xe buyt, quan 1y hop ddng véi cac don vi van hanh vén tai va
céc cong ty bao tri, theo doi va thuc thi hidu luc cac tiéu chuan vé két qua
thuc hién cong viée, dam bao tich hop gitta cac hé théng, yéu cdu cac nha
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diu tr/don vi khai thac vén tai dadm bao twong tdc lién théng trong céc hé théng
ban vé, thu vé va thong tin hanh khich. Viée thanh ldp MCPT s€ tang cudmg
nang lye quan Iy, huéng t6i ndng cao hidu sudt sir dung ngudn lic va cai thién
chat lugng dich vy giao théng cong céng.

Béng thu ndy, ching toi dé nghj Ngén hang Thé giéi hd trg khoan vay
Chuong trinh DPO-1 cho thianh phé dé cung cdp nguén tai chinh dai han
dép {mg céc nhu cau vén cla ngan sach va thue hién cic cai cach vé co ché,
chinh sach.

Cubi clng, mot lin nita t5i gl 16 cam on sdu sic dén Ngédn hang
Thé gidi vi su hd trg v& tai chinh va chinh sach danh cho Viét Nam. Chung 16
danh gi4 cao quan hé ddi tdc chit ché cia chung 18 vi tin twéng s& tiép tuc
nhén du'qc swr hd trg cia Ong va Ngan hang Thé gidi trong thoi glan 161, Tai
chiic Ong siic khoe, hanh phic va thanh cong. Chic Ngan hang Thé gidi dat
dugc nhiing thanh nm quan trong trong st ménh giam nghéo va chia sé
thinh vugng.

Trén trong./,

{b////

Lé Thanh Liém
Phé Chu tich Thmmg tryue
UBND thanh phé H6 Chi Minh

Ban sao gui:
- TTUB: CT, PCT/DA;

- Ngin hang Thé gii i VN;
- Mg\’, KHBT, GTVT;
- VPUB: CVP:

- Phong DA, KT, TH;
- Luu VT (DA/LBH). I

i
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LETTER OF DEVELOPMENT POLICY (UNOFFICIAL TRANSLATION)

Mr. David R. Malpass
President, The World Bank
Washington DC, 20433, USA

On behalf of the People’s Committee of Ho Chi Minh City (HCMC), | would like to express my
sincere gratitude to the World Bank and to you personally for the very effective and strong partnership
with the City. We greatly value the World Bank’s manifold contributions to Vietnam’s development
and to our efforts to reduce poverty and achieve shared prosperity. The World Bank is not only
mobilizing critical resources for social and economic investments, but providing valuable policy
analysis, global knowledge and development experience that is helping us shape our reform priorities
and design and implement effective policies. This new Development Policy Operation has become an
effective tool for us to anchor key institutional and policy reform measures to underpin our reform
breakthrough programs towards sustainable urban development.

As you may already know, rapid economic growth together with socially oriented policies
enabled Vietnam to achieve remarkable progress in poverty reduction and shared prosperity.
Urbanization is an important driver of Vietnam’s economic transformation, especially as an emerging
middle-income economy. In Vietnam, subnational governments, especially in large urban centers, play
a crucial role in delivering infrastructure and public services to the growing urban population and
economy.

HCMC is a uniquely important metropolitan area and center of economic, cultural, education,
and science and technology activities, a focal center for international integration, with significant spill-
over effects in the key growth pole in the south of the country. In many years, HCMC has played a
critical role in the socio-economic development of the country, and often been considered as the
trailblazer in reform. Today, more than one in ten Vietnamese citizens are estimated to reside within
the City’s boundaries. It is a very densely populated city. 83 percent of the its population are classified
as urban, representing 32 percent of Vietnam’s urban population today and expectedly 40 percent in
2020. The City accounts for nearly 23 percent of national GDP, 15 percent of FDI stock, 20 percent of
banking sector revenue, and 18 percent to total export earnings of Vietnam. While HCMC has been
growing much faster than the whole country, the trend has slowed in recent years. As the City is rapidly
urbanizing and becoming a mega-city, how the City harnesses this rapid growth in the short and
medium-term will impact not only the quality of life for its residents and the urban environment, but
affect Vietnam’s overall economic competitiveness and prospects through spill-over effects and
linkages.

Cognizant of HCMC's importance, the Government of Vietnam (GOV) has set out an ambitious
vision for its future. The high bar the Government has set for the City is captured in the Politburo’s
Resolution 16-NQ/TW. The resolution calls on the City to “build a civilized, modern Ho Chi Minh City,
making ever greater contributions to the region and the country; incrementally becoming a large
economic, financial, commercial, science and technology center for the country and East and
Southeast Asia; positively contribute to our country becoming a modern industrial country by 2020.”
The Resolution, meanwhile, asserts that in areas including the quality and composition of growth,
infrastructure development, and innovation, HCMC's performance is “not yet commensurate with its
position, role, and potential.”
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The target for HCMC to grow at 1.5 times more than the national average is putting significant
pressure on HCMC's leadership. HCMC holds significant promise to become a leading and globally
competitive city, but also faces significant pressures to manage rapid urban growth and deliver vital
urban infrastructure and services within a constrained fiscal environment. Addressing challenges
relating to economic competitiveness, rapid urbanization, and climate change vulnerability will be
crucial to sustaining productivity-led growth and improving quality of life. The City’s 10" Party
Congress adopted seven breakthrough programs for the 2016-20 period, aiming to (i) enhance quality
of growth and economic competitiveness; (ii) improve quality of human resources; (iii) reform public
administration systems; (iv) urban regeneration and development; (v) reduce traffic congestion and
accidents; (vi) mitigate urban flooding; and (vii) lower environment pollution.

To achieve the set objectives, the City needs to implement policy and institutional reform
breakthroughs, in a holistic and systemic manner, in order to strengthen the effectiveness of state
governance institutions.

The proposed DPO is an integral part of the partnership between HCMC People’s Committee
and the World Bank, as recognized in the Memorandum of Understanding on our Strategic Partnership
in the 2018-2021 period.

By establishing a platform for policy dialogue on institutional reforms, this subnational DPO
operation synergizes with the national DPO, sectoral investments and advisory services, reinforcing
the impact and sustainability of these programs, and of the partnership between the City and the
Bank.

After a process of research, discussion and consultation on this program over the past year,
we have worked with experts from the World Bank to set out prior actions for the DPO program of our
city. The Program is supporting these efforts and provided us a platform for policy dialogue with
development partners while leveraging financial and technical support to bolster reform momentum.
The prior actions under the DPO are designed to respond to the challenges around three main pillars:
i) Integrated and transparent spatial information for urban management; (ii) Strengthened
management of public assets and liabilities; and (iii) Enhanced delivery of priority municipal services.
These will support HCMC to lay the institutional foundations for more effective urban management
and service delivery. More specifically:

Under pillar 1, we have adopted an initiative for the development of HCMC as a smart city,
accompanied by a plan to establish a shared data warehouse and an open data ecosystem. These are
critical actions in improving information sharing to underpin more integrated and evidence-based
urban planning and management. The issuance of the decision will be accompanied by our own
investment in updating and digitalizing a number of key spatial information systems such as
topography, cadastral, land zoning, and transport maps in interoperable formats and make them
accessible by relevant agencies. At the same time, we have disclosed on-line the zoning plans of the
central business districts and Thu Duc district. This is a key step in enhancing transparency to inform
commercial and residential construction permit applicants and make zoning more credible by allowing
external scrutiny. As a related next step, we will monitor closely the number of visits to the zoning
plans disclosed on the website of the City, and strengthen the mechanism to get feedback on
businesses and citizens on the quality of and compliance to the disclosed plans.
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Under pillar 2, we have taken actions to strengthen effective management of the City’s fiscal
assets and liabilities, which is expected to contribute to better fiscal management. As such, we have
made a decision to develop a tariff schedule for wastewater and drainage services using the cost-
recovery approach set forth in Decree 80 (2014). This is a critical step to improve financial
sustainability for the provision of wastewater, drainage and flood control services. As a result, we
expect that the coverage for wastewater treatment and the level of recovery for operation and
maintenance costs for drainage system and wastewater treatment services will increase in the coming
years. In addition, we have assigned the management of state-owned commercial housing assets to
the HCMC House Management and Construction Supervision Center. This is part of our efforts to
consolidate and professionalize the management of commercial housing assets as the basis for better
revenue management. Enhancing returns on municipal assets is crucial especially given the limited
revenue autonomy. At the same time, we have established a task force for subnational debt
management, added subnational debt management functions to the department of finance, and
adopted operational regulations and strengthened the manpower for the dedicated debt
management unit under the department. This is a critical first step in ensuring prudent management
of rising public debt, both domestic and external, and contingent liabilities which will contain a key
source of fiscal risk to the City.

Under pillar 3, we have taken actions towards more efficient delivery of priority public services
in business registration and public transport. As such, we have consolidated procedures and enhanced
on-line processing to shorten time to start a business. This will contribute to more simplified and
efficient business and investment licensing procedures. As a result, we expect that the number of days
taken to start a business will reduce from an average of 22 in 2017 to 15 days in 2021. In parallel, we
have assigned the management of the integrated operation of all modes of public transport to the
Management Center of Public Transport (MCPT). Subsequently, we have issued a regulation on the
organization and operation of the Center around its mandates to, among other things, plan, integrate,
and devise service plans for bus and metro services, manage contracts with operators and
maintenance companies, monitor and enforce performance standards, ensure physical integration
among systems, and require developers/operators to provide interoperability of ticketing, fare
collection, and passenger information systems. The establishment of the MCPT will expectedly
strengthen our management capacity significantly towards more efficient use of resources for and
improved services quality of public transport.

With this letter, we request the World Bank’s assistance through this First Ho Chi Minh City
DPO to support our key policy and institutional reforms and provide long term affordable financing to
help us meet our overall fiscal financing needs.

Let me close by reiterating my deep appreciation for the financial and policy support extended
by the World Bank to Vietham. We greatly value our strong partnership and trust on continued support
from you and the World Bank. We wish the Bank all the best in your course for poverty reduction and
shared prosperity.

Sincerely,
(Signature)
Lé Thanh Liém
First Vice Chairman of the People’s Committee of Ho Chi Minh City
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ANNEX 4: ENVIRONMENT AND POVERTY/SOCIAL ANALYSIS TABLE

Prior actions

Significant positive or negative
environment effects

Significant poverty, social or
distributional effects positive
or negative

1. HCMC's People’s
Committee has issued
Decision No. 6179/QD-
UBND, dated
November 23, 2017,
adopting a plan for the
development of HCMC
as a smart city, and
adopted Plan No.
1008/KH-UBND, dated
March 14, 2018, for the
establishment of a
shared data warehouse
and development of an
open data ecosystem.

Positive — Overall, it would result in
positive environmental effects by
supporting better management of land
use and zoning, which is crucial to
avoid environmentally- and
economically-costly urban sprawl.
Changing physical processes to virtual
ones will also involve environmental
savings from avoiding packing,
transport, material production and
reduction of physical space. Such
effects are not likely to be significant.

Some anticipated adverse effects are
related to the operation, maintenance
and disposal of ICT equipment,
including increased energy and power
consumption, increased resources,
pollution from e-waste material. Due to
the nature of this prior action, these
effects are likely to be low to
moderate. Recommended mitigating
actions for these effects are described
in the detailed environmental
screening report.

None — improves efficiency
and transparency in city
planning with across the
board benefits.

2. HCMC's Department of
Planning and
Architecture has
disclosed vector-based
zoning plans of the
Central Business
Districts and Thu Duc
District on-line.

Positive — Like prior action 1, it would
result in positive environmental effects
by supporting better management of
land use and zoning, which is crucial to
avoid environmentally- and
economically-costly urban sprawl. In
addition, better information and
smoother communication would not
only enhance transparency and
credibility in the permits and urban
planning process but also would
improve efficiency by reducing
processing time for both public officials
and citizens/firms to ensure
compliance with the zoning plan. These
positive effects are not likely to be
significant.

To be determined — there are
offsetting effects, with gains
from reduced rent seeking by
officials in charge of permits
but losses for households
whose properties are in
violation of technical
specifications for their zones.
At present, no household
displacement is expected, but
these will be verified within
two years of implementation
of the prior action, to monitor
actual losses for households
whose properties are in
violation of technical
specifications.
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Prior actions

Significant positive or negative
environment effects

Significant poverty, social or
distributional effects positive
or negative

3. HCMC's People’s
Committee has
instructed the Steering
Center of Urban Flood
Control Program (SCFC)
to take the lead in the
development of a tariff
schedule for
wastewater and
drainage services using
the cost recovery
approach set forth in
Decree 80 (2014), as
evidenced by its
Decision No. 6261/QD-
UBND, dated
November 30, 2016.

Positive — The action is expected to
generate positive environmental
effects by supporting the increase of
treated wastewater (currently it
reaches only about 1/10 total amount
of daily wastewater) and improved
water drainage services. The reduction
of water and air pollution will lead to
reduction of health risks. In addition,
improved water drainage services
would contribute to flood control in the
city.

The action might also result in some
indirect adverse effects such as poor
households not be able to afford these
services, increased pressure on water
resources and limited access to
improved sanitation (Recommended
actions to avoid and reduce potential
adverse effects are described in the
detailed environmental screening
document).

Due to the nature of the prior action,
the level of significance of these effects
is difficult to predict at this stage of the
process. However, the above
recommendations can contribute to
mitigate the adverse effects.

To be determined — the
welfare impact will depend on
the proposed tariff structure,
with possibilities of having a
cost recovery tariff structure
that places a smaller burden
on the poor than the non-
poor. A distributional impact
analysis will be done when
options for the tariff structure
under the revised schedule
are presented, to select a
tariff structure that meets
revenue mobilization targets
while minimizing the impact
on the poor before the end of
20109.

4. HCMC's People’s
Committee has issued a
Decision No. 3555/QD-
UBND, dated July 7,
2017, assigning the
management of state-
owned commercial
housing assets to the
House Management
and Construction
Supervision Center.

Positive — Considering that part of the
city’s assets are about 19,000 public
houses (2,000 of which are for
commercial purposes), the prior action
would result in positive environmental
effects. Supporting a better
management of houses (and associated
land) would contribute to avoid
environmentally- and economically-
costly urban sprawl. Due to the nature
of the prior action (supporting of the
establishing of the HCMC Construction
Service and Information center), the
potential effects are not likely to be
significant.

None — the action may
ultimately result in some rents
increase, but only applicable
to the commercial building
and housing assets which
would be leased to
businesses, not likely
household businesses and
certainly not the poor
households. Consolidated
management of these public
assets would serve as a basis
for better revenue generation,
which could later on be used
by the City to enhance social
support to the poor.
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Prior actions

Significant positive or negative
environment effects

Significant poverty, social or
distributional effects positive
or negative

5. HCMC's People’s
Committee has issued
Decision No. 2885/QD-
UBND, dated June 5,
2017, establishing a
task force for
subnational debt
management; and
HCMC’s Department of
Finance has issued
Decision No. 1689/QD-
STC, dated March 21,
2019, adopting the
operational regulations
for the IT, Statistics,
and Subnational Debt
Management Division.

None — Due to the type and nature of
this prior action (establishing a debt
management task force and technical
division to improve public debt
management), potential environmental
effects are not likely to occur.

None — efficiency in debt
management, but no
significant direct welfare
impact.

6. HCMC's Department of
Planning and
Investment (DPI) has
issued Plan No.
8308/KH-SKHDT, dated
September 5, 2017,
consolidating
procedures, and
Decision No. 15/QD-
SKHDT, dated January
9, 2018, enhancing on-
line processing, to
shorten time to start a
business.

Potentially adverse — The potential
environmental effects of this prior
action are likely to be adverse and level
of significance, uncertain at this stage
of the process. There have been
problems in the past with the speeding
up of business start-up times and
licensing procedures. Where the
primary investment sectors and/or
operations are likely to have major
environmental impacts (because of the
size, type of business, etc.), it is not
appropriate to require these to be
done hastily. This applies especially to
areas such as mining and forestry,
which is not applicable in this DPO.
Proper procedures in these sectors
normally take time so shortening
processing times in such cases would
not be suitable.

The recommendation for addressing
these potential issues would be to
ensure that this is not done at the
expense of proper environmental
standards and due diligence.

Positive — but distribution
neutral benefits from
increased private investment
and job creation.
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Prior actions

Significant positive or negative
environment effects

Significant poverty, social or
distributional effects positive
or negative

7. HCMC's People’s
Committee has issued
Decision No. 79/QD-
UBND, dated January 9,
2018, assigning the
management of the
integrated operation of
all modes of public
transport to HCMC's
Management Center of
Public Transport
(MCPT); and HCMC's
Department of
Transport has issued
Decision 2294/QD-
SGTVT, dated May 11,
2018, regulating the
organization and
operation of MCPT.

Positive — It would result in positive
environmental effects by contributing
in delivering the much-needed high-
quality integrated public transport
services that would alleviate traffic
congestion caused by rapid increase in
car ownership and dominance of
motorbikes. It would result in reduced
congestion and enhanced urban
mobility, leading to a reduction in GHG
emissions and local pollutants from
vehicle sources; reduced level of noise
and acoustic contamination is also
expected. These effects are not likely
to be significant.

The possible adverse environmental
effects of this action would be low, if
any, and would be mitigated by
ensuring that all related activities and
projects incorporate environmental
criteria at design stage and develop
environmental management plans in
accordance with national
environmental regulations and
standard environmental practices.

Positive — with likely more
benefits for the poor who are
likely to see an increase in
service due to route re-
organization. Traffic increases
to be offset by targeted
subsidies for the poor.
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