TO REDUCE QUANTITY AND INCREASE QUALITY OF PUBLIC INVESTMENT IN VIETNAM 

EXECUTIVE SUMMARY

Public investment is widely understood as investments made from State’s capital of all kind, including development investment from State budget, governmental bonds, state credit, development investment made by State owned enterprises (SOEs) and other capital sources of the State. The roles of public investment are highly linked to concepts of the state’s leading role in the economy generally and the state’s hand as a midwife for industrialization, modernization, sustainable development, and social security of the nation, particularly. Over the last decade, public investment in Vietnam has been seen as the most important force for the national cause of economic development, as well as a crucial part of total social demand, promoting total supply and economic capacity, particularly in terms of forming and developing national socio-economic infrastructure. Public investment has also play the role as a “kick” creating growth momentum whilel generating jobs. As a matter of fact, the State has been playing as an overwhelming investor, guiding the market, and strongly affecting the market. 

However, apart from successes and positive contribution to national development process, it’s difficult to deny a fact that there remain some certain shortcomings regarding public investment in Vietnam. Of which, the most noticeable matter includes: big investment volumes but low investment efficiency. This is considered a major reason for persist macro-economic instability over recent time, threatening rapid and sustainable development of the nation. Therefore, “to reduce quantity and increase quality of public investment” has been attracting significant concerns. In 2008, some programs on cutting down public investment were deployed, but resirable results were not reached. Given high inflation and unstable macro-economic conditions during early months in 2011, the Government, once again, issues measures to cut down public investment and to fulfill such target decisively. This is an important part of Resolution No.11/NQ-CP dated February 24, 2011 of the Government on major measures to curb inflation, stabilize macroeconomic, and ensure social security. 

How and what to do to cut down quantity and to enhance quality of public investment are challenging issues. This working paper will review current status of public invesstment in Vietnam, analyze effectiveness of public investment, thereby providing policies and measures to reduce volume and to enhance efficiency of public invesment in the time to come. 

1. OVERVIEW OF PUBLIC INVESTMENT IN VIETNAM OVER THE LAST TIME 

1.1. Importance and effects of public investment in socio-economic terms   

Over the last time, public investment in Vietnam has made up a dramatically part in total social investment. Some people even define public investment as the most important momentum for economic development. This is reflected in major points, as followed:

- First, public investment plays a crucial role in national infrastructure development.

- Second, during difficult times of the economy, public investment helps improve unemployment, prevent rapid decline on domestic disposable demand, and lead as well as spur growth in other economic sectors.

- Third, public investment consists of a significant form of investment which is investment made by the government in SOEs.

- Forth, state sector’s investment capital is also very meaningful to the shifts of industrial economy and regional economy; hunger and poverty elimination, resulting to spill-over effects to isolated and remote areas’ development; and acting as “baiting” capital to lure investment capital from other economic sectors. 

1.2. Quantity and quality of public investment  

Although playing an important role in national economic development, such role is said not equivalent to investment quantity. This is partly due to low efficiency of public investment, which is demonstrated with following issues.

- Dissatisfied contribution from state economic sector to GDP given actual investment amounts.

- High ICOR, particularly in state economic sector.

- Large investment volume – low investment efficiency partly creates and maintains horizontal growth model.

- Corruptions regarding public investment is a burning issue currently. 
2. CURRENT STATUS OF PUBLIC INVESTMENT

This section will analyze basing on investment category and investment subjects. In term of investment category, issues to be reviewed include: infrastructure development investment; production investment;  investments made in trade and services; financial – monetary investment; outbound investment; investment in education and training , and science and technology; healthcare and social security investment. 
2.2. To examine investment subjects 

Due to decentralization process, public investment in Vietnam is mostly implemented by three groups: (1) central ministries and industries; (2) localities; and (3) state economic groups and corporations. Decentralization and empowerment have helped to reduce bureaucratic administrative and subsidized management. State capital disbursements basing on “asking – giving” mechanism have been eliminated gradually, making this area become more transparent. However, it is also stemming from decentralization and empowerment to localities and local economic agencies recently have also led to ignorance attitude to public investment capital usage.
In summary, by reviewing public investment in Vietnam over the last time basing on investment forms and investment subjects, many concerning problems are disclosed. Of which, the most burning matters include: volume of public investment is big but investment structure and efficiency are irrational and low. This fact has been resulting to many marcroeconomic imbalances and serious problems (such as: noticeable state budget and current account deficits, widening gaps between domestic saving and investment; increasing public and foreign debts, etc.), challenging macroeconomic instability, negative impacts to business environment, insufficiency and ineffectiveness mobilization of social capital resources for national long term development targets, determining both short term and long term country competitiveness. In addition, uncontrolled corruptions regarding public investment have created social unrest and persistence. 
3. POLICIES AND MEASURES TO REDUCE QUANTITY AND INCREASE QUALITY OF PUBLIC INVESTMENT 
Given presented analysis on public investment in Vietnam, many major policies and measures are provided with a view to reducing quantity and increasing quality of public investment.
As a matter of fact, reducing quantity and increasing quality of public investment are seen as main measures to fight inflation in the time to come. Particularly, this task is required to be implemented in combination with overall measure package proposed by the government, deployed policies need to be interconnected and inter-supplement. Many people proposed that it is necessary to adjust some major economic targets in 2011 to implement inflation curbing policies actively, assuring macroeconomic stability and social security. In term of public investment cutting down, by April 2011, industries, ministries, and localities have made commitments on reducing public investment by VND 97,000 billion, however, it is still necessary to reduce more and to implement provided policies on a decisive basis to gain desirable achievements. These movements may make Vietnam fail to gain growth targets set for 2011, however, they will help to create a good premise for growth in 2012 and in medium and long term. 
Provided policies are rather clear, nevertheless, the matter is the government, ministries, industries, localities, and enterprises are required to be decisive and to do their utmost to implement provided measures for reduce quantity and increase quality of public investment basing on a reasonable schedule. 
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