ATTRACTING AND USING ODA, FDI AND FII EFFECTIVELY
I. GUIDELINE, OPINION OF THE STATE AND THE PARTY OF VIETNAM ON THE RELATION BETWEEN INTERNAL AND EXTERNAL FORCES 

Promoting high-level internal force and striving to enlist external force is a main guideline of the Party in the progress of industrialization and modernization.  While promoting internal force is considered the determining factor for the development, taking advantage of external force by seriously mobilizing external resources, through integration and international cooperation, is considered an importance factor. The combination of two types of resources has enormous significance for the rapid and sustainable development of the country, on the basis of maintaining national independence and socialist orientation.

II. SITUATION OF ATTRACTING AND USING ODA IN THE RECENT YEARS

1. Role and impacts of ODA on the socio-economic development

ODA is an additional fund to help poor and developing countries: (i) ensure investment capital for development and reduce the burden on the State budget; (ii) develop human resources and protect environment and natural resources; (iii) reduce poverty and strengthen institutional capacity through programs and projects supporting legal reform, administrative reform and construction of policies for economic management consistent with international practice. However, ODA also has potential adverse consequences for the recipient country if it is not used efficiently.
2. Situation of ODA mobilization in Vietnam over the past years 

ODA capital began to pour into Vietnam since 1993, and up to now there have been 51 donors, including 28 bilateral and 23 multilateral which are implementing regular ODA programs in Vietnam. By the end of 2010, the total ODA commitment has been over USD 64,322.88 billion and ODA commitment has been made with annual increasing level. It is due to continuous efforts of the agencies of Vietnam and donors to improve and harmonize processes and procedures, and strengthen institutional capacity at all stages.

In the period 2006 - 2010, although in a long time the donor countries had to face with difficulties due to the financial crisis and global recession, the amount of ODA commitments for Vietnam was still strong, especially reached the record in the last two years (2009: USD 8,063 billion and in 2010: USD 7,905.51 billion). Also, the amount of ODA signed and disbursed increased significantly.

Scope of the projects according to agreements on ODA signing increased over the period. The amount of ODA loans increased while grants decreased over the period. The decentralization in ODA mobilization and usage has been implemented strongly that localities increasingly involved in the receipt, management and implementation of ODA.  
3. Situation of ODA usage in Vietnam over the past years 

ODA usage over the past years has contributed significantly to the socio-economic development. ODA has been present in almost areas of socio-economic infrastructure development, including agriculture, energy power, transportation, education, health care, urban development and institutional development. The ODA-funded projects have contributed to economic growth and improve people's living standards.  

In terms of the efficiency of ODA usage, Vietnam continues to be the best use of ODA; all the completed projects with 6 Banks are successful. 

The contribution of ODA to GDP growth tends to increase gradually over the years and generally increased during the periods which face with economic difficulties and challenges. 

From 1993 to present Vietnam always pay external debts including both principal and interest on schedule. However, pressure on external debt will increase due to the decline of ODA preferential loans and increase of commercial loans because Vietnam has emerged from the group of poor countries according to ODA grant standard. In addition, Vietnam is facing with the trend of appreciation of some strong currencies recently such as Japanese yen and USD that puts more pressure on external debt payment of Vietnam. 

4. Overall review

The reasons for the above success are: (i) the stable political regime and the overall socio-economic innovation of Vietnam; (ii) the impressive results about economic growth and poverty reduction right at the time that donors are more focused on poverty alleviation and ready to provide funds for countries which well use those funds; and (iii) the deep and initiative integration into the world and regional economy, the dynamics of the economy, the administrative reform, etc. 

However, Vietnam has been still facing with many issues relating ODA mobilization and usage, especially ODA disbursement. Although the implementation and disbursement of ODA has made certain progress, schedules outlined in the signed agreements have not been satisfactory, there are still many programs and projects must be renewed. The main reasons are as the following: (i) Although the legal documents on management and use of ODA capital have been constantly improved, there are still conflicts with other legislation, particularly in terms of investment and construction; (ii) Designs of some projects are too complex with the participation of several ministries, branches and localities while the capacity of coordination, management and implementation is limited; (iii) Changes in local planning, especially planning on land use and urban planning, have led to changes in designs and adjustments of projects; (ii) Quality of survey and design is not adequate that leads to many arising problems during the implementation process; (iii) Time of preparation for implementation of investment projects using ODA capital often lasts from 2 to 3 years that projects are often adjusted their designs and the total investment due to changes in price and cost of clearance; (iv) the coordination mechanism between the project management boards at central level and at local one has not been close; (v) Capacity of organization and management of ODA at the local level is still limited. 

5. Policy directions and solutions to improve efficiency of ODA mobilization and usage in the coming time

5.1. Policy directions

In the coming time, the direction of ODA mobilization and usage is supporting the successful implementation of the 5-year Socio-Economic Development Plan 2011 – 2015 and addressing the bottlenecks of the development of socio-economic and technical infrastructure, legal and institutional framework, and high quality human resources, while avoiding the middle – income trap. To translate the ODA-related direction and policies into action, the ODA financing is given priority to some sectors as follows: (i) Supporting the development of large-scale, comprehensive and modern economic and technical infrastructure; (ii) supporting the implementation of projects in the fields of culture and society in which focusing on supporting the implementation of national target programs (poverty reduction, social security, HIV / AIDS, agriculture, rural areas and farmers); (iii) Supporting the implementation of projects in the field of environmental protection, dealing with climate change, supporting development and application environmentally friendly technology and building green growth model; (iv) Supporting to develop and perfect the legal framework to meet the requirements of the new phase of development; strengthening capacity of staff working in science and technology, state management and improving quality of social service provision, etc.

5.2. Solutions

To effectively mobilization and usage of ODA, it is necessary to: (i) raise awareness and correct understanding of the nature of ODA; (ii) use ODA selectively in consistent and harmonious combination with other investments; (iii) speed up ODA disbursement; (iv) maximize efficiency and spillover effects of ODA; (v) expand ODA beneficiary to the private sector to implement programs and projects serving the public interest; (vi) reasonably plan to decentralize management and use of ODA; and (vii) strengthen monitoring and management of ODA, etc. 

III. SITUATION OF FDI ATTRACTION AND USAGE IN THE RECENT YEARS
1. Concepts and roles of FDI
Foreign direct investment is a form of investment by foreign investors fund in cash or assets to any other country to obtain ownership or management control over an economic entity in that country, aiming at maximizing its benefits. 

2. Situation of FDI attraction and usage in Vietnam
2.1. Some achievements
According to the Ministry of Planning and Investment, during the period 2005 - 2010, Vietnam attracted USD 155 billion of registered FDI capital, with the implemented capital reached USD 47 billion, accounting for 30.9% of registered capital.  

In Vietnam, FDI area has made up a higher proportion in total social investment and an increasing continuous contribution to GDP. Currently, FDI area accounts for nearly 20% of total social investment and contributes about 30% to GDP growth annually. In addition, FDI area always leads the growth rate of added value in comparison with other economic areas and is the most dynamic area.

FDI has contributed to improving the capacity of industrial production and export: The majority of FDI has flown into the industrial sector, accounting for two thirds of the total FDI capital in Vietnam that creates some new industries and improves production capacity such as oil and gas, telecommunications, chemicals, automobiles, motorcycles, steel, electrical and electronic appliances, textiles, footwear, food processing, etc. In addition, FDI also play an important role in helping Vietnam to access international markets, expand bilateral and multilateral relationship, create a favorable international environment for the development of the country, improve Vietnam's position in the international markets, thereby enhancing export capacity.

FDI has contributed to job creation and human resource development. Up to now, FDI enterprises have attracted about 1.7 million of direct labors. On average, income and productivity of labors in FDI area are higher than state owned enterprise area. Moreover, FDI area has created jobs indirectly in service sector and supporting industries. Contribution of FDI to the state budget revenue has been increasing. 

Performance of the FDI enterprises has had a positive impact on the major balances of the economy such as contributing to the increase of the capital account surplus, minimizing the trade deficit by boosting export, and contributing to the improvement of balance of payments in general. In addition, FDI enterprises have provided a large amount of goods and service to the market, meeting the demand of domestic consumption, contributing to inflation control and macro-economic stability.
2.2. Some limitations

- Efficiency of FDI usage is low, technology transfer is slow that has not created a spillover effect to other economic areas as expected.
-  The price transfer of FDI enterprises has become increasingly popular.
- FDI structure in terms of regions, sectors, forms of investment, etc. is still inadequate.

- Some FDI projects have negative impacts on environment. Specifically, many localities have built massive industrial zones and export processing zones to attract FDI without considering the effects on society and environment which FDI projects may cause.

-  The situation of delay of the project and capital withdrawal increases.
- The decentralization of investment is still inadequate.
3. Policy recommendations and solutions to promote the positive side and overcome the negative side as well as improve efficiency of FDI attraction and usage 
- It should have strong innovation of awareness and state management for FDI. 

- Policies on attracting FDI should strongly focus on the development goals, particularly in the new and modern sectors which are consistent with the demand of the international markets, and have high competitiveness and capacity of connection with international business networks. It should focus on selected areas, not widespread, and resolutely reject projects that may cause permanent damage to the economy regarding exploitation of human capital, natural resources and environment. 

- Attracting and using FDI must be consistent with and support the new development planning of economic regions.
- Attracting and using FDI must be harmonious and support the strategy on enterprise development in order to maximize the positive spillover effects of FDI, especially in technology transfer, creation of links with the Vietnam business, forming clusters, etc.
- Solving well the "bottlenecks" in attracting and using FDI, including: improving the quality of human resources, developing infrastructure and boosting the institutional reform. 
IV. SITUATION OF FII ATTRACTION AND USAGE IN THE RECENT YEARS
1. Concepts and basic nature of FII
2. Impacts of FII on socio-economic development
3. Situation of attracting and using FII in Vietnam
3.1. Situation of attracting FII in Vietnam
- Period 1988-1997: In this period, Vietnam’ economy was opened for foreign investment. However, the legal framework for FII in Vietnam during this period was not finalized; the stock market was not established. Vietnam had seven investment funds with total capital of USD 400 million. 
In addition, the equitization of Vietnam’s enterprises was very limited. In the period 1992-1998, only 38 private enterprises were established, 128 enterprises were equitized. Therefore, FII flows into Vietnam did not have a favorable environment for development.

- Period 1998-2002: Vietnam suffered from much impacts of the Asian financial crisis and global recession, thereby there was no new funds established in Vietnam. In contrast, almost hedge funds tended to withdraw capital from Vietnam. Among the 7 funds established, 5 funds withdrew from Vietnam, 1 fund reduced its scale, and only Vietnam Enterprise Investment Fund (Veil), the smallest one with USD 35 million investment capitals - still remained its operation.

- Period 2003-2007: This is the recovery and boom period of FII in Vietnam. During this period, a series of policies and legal documents were issued that creates a clear and transparent legal framework for FII inflows. As of June 2006, there were 19 foreign investment funds with total capital of USD 1.9 billion operating in Vietnam. 
- Period 2008-2010: This is the period that FII inflows into Vietnam have tended to slow down due to the negative impacts of financial crisis and global recession 2008. As for 2009, the amount of FII withdrawn from Vietnam was about USD 600 million, equivalent to that level in 2008. The year 2009 is considered a difficult year in attracting FII with the total attracted FII capital of only about USD 5 billion. In the first six months of 2010, FII began to recover mildly with the surplus of about USD 1.8 billion. 

3.2. Situation of performance of investment funds and fund management companies in Vietnam
3.3. Evaluation of the attraction and use of FII in Vietnam
3.3.1. Positive impacts
- FII is a significant channel of capital mobilization in Vietnam in recent years, mainly through the stock market.

- FII has contributed to the transparency of financial market of Vietnam. 

- FII has contributed increasingly to the economic growth of Vietnam. 

- FII has heated up Vietnam's capital markets by promoting the development of the stock market and bond market, especially in 2006.

- FII help stabilize the macro economy. In the context of capital shortage of the economy, increasing FII funds has contributed partially to offset the trade deficit, balance of payments, thereby contributed to the macroeconomic stability, promoted the economic development.
3.3.2. Negative impacts
- Causing the situation of speculation: Despite a large amount of FII inflows into Vietnam, only a small portion is put into production and business expansion, the remaining tends to be moved into the real estate market, creating the "bubble" in this market. 
- Causing difficulties for the Government to formulate and implement policies for macroeconomic stability: In recent years, FII inflows into Vietnam has set a difficult problem for the Government in the implementation of monetary policy and exchange rates. The large amount of foreign capital pouring into Vietnam has increased the total means of payment at the level which is out of control of the State Bank of Vietnam. FII inflows into Vietnam are put under the provision of foreign exchange management mechanism, i.e. foreign investors must exchange foreign currencies into VND to invest in the stock market. Due to this provision, the supply of foreign currencies increases that creates depreciation pressures for the VND.
- Causing pressure on prices and inflation: With a large amount of foreign currency pouring into the economy, the State Bank of Vietnam had to buy foreign currency in order to increase reserves, and put more VND into circulation. This is one important reason for inflation in the economy of Vietnam recently.
3.4. The barriers to the FII attraction and usage in Vietnam
- The State has not had policies for attracting and managing FII effectively. Policy makers are still afraid of the FII inflows, manifested by the discrimination, and provisions on limiting the industries, and share holding ratio of foreign investors in Vietnam’s enterprises. 

- The financial market is not transparent due to the low corporate governance capability, some inconsistent evaluation indicators in comparison with international standards, the inadequate audit system, the weak information system, and unhonest financial reports of Vietnam’ enterprises. 
- The equitization progress is slow and the size of Vietnam’ enterprises is still small. 

- Foreign investors have a lack of information and knowledge about Vietnam. 

- The size and quality of the products of Vietnam's financial market is limited.
- Banking and financial system of Vietnam is not really strong. Capital management and quality of market research, services, job, and human resources, etc. are still limited.

- Many Vietnam’s enterprises have not diversified their products and been less competitive.

4. Solutions to improve efficiency of FII attraction and usage in the coming time

4.1. Strengthening supervision and management mechanism for FII inflows

- Focusing on the development of financial market, improving liquidity, increasing the size of the stock market, diversifying financial products, improving transparency, encouraging long-term capital flows from linked investment funds, insurance and pension funds, developing professional investment institutions. 

- Quickly building statistical systems to provide full and accuracy information about the amount and percentage of securities held by foreign investors in the total securities issued, basing on that analyzing and forecasting the trends and possible impacts from buying or selling securities of foreign investors. 

- Seriously and fully reporting the situation of buying and selling securities of foreign investors. 

- Quickly building a strategy on attracting FII within the overall strategy on attracting and using investment capital of the country and integrating closely into the socio-economic development strategy of the country. 

- Strengthening the close cooperation among the banking – financial - securities agencies in terms of the management of FII inflows to ensure the safe, solid and healthy financial system. 

​- Gradually loosening regulations on share holding ratio of foreign investors in line with the development level of the economy and financial institutions. 

- Accelerating the process of international integration of Vietnam's stock market. 

- Using strong measures of controlling and regulating FII capital once it has abnormal phenomenon such as disabling intervention, control of investment policy, exchange rate policy, fiscal policy, etc. 

4.2. Solutions for enterprises

- Business performance of enterprises should be transparent and public as well as audited according to international standards.

- Enterprises also should speeding up the process of equitization and listing on the stock market, especially for SOEs, in accordance with the formation of capital markets, capital mobilization channels (in which stock market is the core). 

- Enterprises should train highly qualified human resources to create a breakthrough. 

- Developing a specific and efficient business strategy and plan to attract investors, while providing a reasonable dividend policy to encourage foreign investors. 
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