                                                                                  The employment and social consequences

                                               of Vietnam´s international economic integration

                                                              Paper presented at UNIDO/UNDP/CIEM conference, 31 March 1999.

By

Adam McCarty

 1. W
                                                                  HAT ARE WE TALKING ABOUT

? ................................ ................................ ................................ 2

 2. K
                                                               EEPING A NATIONAL WELFARE PERSPECTIVE ON RESTRUCTUR ING

................................ ............ 3

 3. R
                                                              ESTRUCTUR ING AS A ZERO

-
SUM EMPLOYMENT GAME

? ................................ ............................. 6

 4. W
                                                                  HY

                                                                                     ^
                                                                                           CHOOSE

~
TO RESTRUCTURE

? ................................ ................................ ............................ 7

 5. L
                                                              ABOUR ISSUES IN RESTRUCTUR ING

V
IETNAM

´
S STATE SECTOR

................................ ................. 9

Multiple objectives in a schisophrenic economy ................................ ................................ ... 9

Time to shake up paradise? ................................ ................................ ................................ .. 10

                  5.1   The Labour Code: ensuring stability by removing change ................................ .............. 11

                                                                                                          Emplo yment Regulations ................................ ................................ ................................ .......... 11

Labour Contracts ................................ ................................ ................................ ................. 12

Unions ................................ ................................ ................................ ................................ . 13

                  5.2   Policies for foreign invested enterprises ................................ ................................ .......... 14

Control of Recruitment and Placement ................................ ................................ ................ 14

Use of Expatriate Labour ................................ ................................ ................................ ..... 14

Minimum Wage P olicy ................................ ................................ ................................ ........ 16

                  5.3   Incomes Policy ................................ ................................ ................................ ................. 17

Table 7: Salary Table for Enterprise Managers ................................ ................................ ... 17

 6.    T
                                                                        HE

                                                                                          S
                                                                                                 OCIAL

P
ROTECTION

S
YSTEM

................................ ................................ ......................... 20

                  The Social Insurance System ................................ ................................ ................................ ... 20

Financial Viability: ................................ ................................ ................................ .............. 21

Effects on Labour Mobility and Employment Opportunities ................................ ............... 23

Policy Implications: ................................ ................................ ................................ ............. 23

 7.   O
                                                                      PTIONS FOR

S
TATE

E
NTERPR ISE

R
EFORM

................................ ................................ ............. 24

                  7.1  Restructuring Employment Within State Owned Enterprises ................................ ............ 24

Subsidies for Retrenching and Retraining Workers ................................ ............................. 25

P ension Costs ................................ ................................ ................................ ...................... 26

                  7.2   Pilot Projects ................................ ................................ ................................ ................... 27

Improved Enterprise Governance ................................ ................................ ........................ 28

                  7.3   A Revitalised Equitisation Program ................................ ................................ ................ 28

Divesting P arts of State Owned Enterprises ................................ ................................ ........ 29

 8.   T
                                                                     OWARDS

                                                                                                                        M
ORE

E
FFIC IENT

L
AB OUR

M
AR KETS

................................ ................................ ..... 30

                  Labour Mobility ................................ ................................ ................................ ....................... 30

Getting a Job ................................ ................................ ................................ ........................ 31

Leaving a Job ................................ ................................ ................................ ....................... 32

Facilitating Job Search ................................ ................................ ................................ ......... 32

 9. C
                                                              ONCLUSION

................................ ................................ ................................ ............................. 33

 R
                                                EFERENCES

                                                                                                                  ................................ ................................ ................................ ................................ . 34

                                       1. Whatarewetalkingabout?

The social consequences of restructuring can largel y be understood in terms of the net
employment impact and the impact on government expenditures and revenues. When
restructuring ent ails unemployment, government expenditure can mitigate the financial
costs faced b y those losing jobs at the opportunit y cost of overall welfare (other
opportunities for government welfare spending). Government can also initiate job-
creating reforms and t arget expenditures to help job search, retraining and business start-
up activities.

Restructuring, however, does not create unemploym ent per se . Restructuring involves
changes to the ^rules of the game~ (or new rules) by whi ch economic activity is
conducted. Restructuring describes institutional change and the consequences of such
changes. B y implication these changes are substantial. The y can be firm-speci fic

( privatisation), or universal changes to government laws and regul ations. These changes
can create or lessen unemployment in the short-run, and the longer-run net emplo ym ent
impact may be the same or different.

In the context of a discussion about Vietnam, ^restructuring~ is generall y understood to
mean a reduction in the scope and scal e of state sector commercial activit y through
equitisation
                                                                              1

                                                                                    and similar reforms. It is a dialogue focused on formal mechanisms for
restructuring (e.g. regul ator y changes) that i gnores informal mechanisms (such as

^spontaneous privatisation~). This is an acceptable approach, although a full
understanding of the nature and extent of informal processes is necessar y to evaluate the
impact of formal changes to the ^rules of the game~, and to desi gn the steps to make
change happen (e.g. equitisation). Often, of course, formal changes are m erel y making
official what has happened alread y informall y.

An important distinction must be made between restructuring and m arket-based shocks to
the econom y. Vietnam is presentl y grappling with the consequences of the Asian
financial crisis ˘ a collapse in forei gn direct investment, stagnant levels of trade, slow

GDP and slow government revenue growth. These problems are largel y due to dram atic
changes in international relative pri ces. A contagion of more skeptical countr y-risk
assessments and universal down-gradings of growth and consumption forecasts are
making the road to recover y a long one. The market-based shock of the Asian financial
crisis is the first substantial test of the Vietnamese econom y´s abilit y to change ˘ to
restructure - since the collapse of CMEA trade in the lat e 1980s. The results, thus far, are
not very impressive. Vietnam has a long wa y to go before it has an internationall y
competitive and ^change friendl y~ econom y.

A final distinction is that market-based shocks cannot be avoided (unless you avoid
having markets themselves, such as Vietnam´s dubious virtue in not having a capital

                                       1

                                             ^ Equitisatio n~ is the politically palatable Vietnamese ter m for describing sale o f a specified share
of enterprise shares to the non-state sector, typically 49 percent. Given this, we may understand

^ privatisatio n~ to mean 100 percent sale of a state enterprise to non-state organisatio ns and individuals.

market and hence ^avoiding~ portfolio capital outflows during the Asian financial crisis),

while restructuring is generall y chosen. Of course this can be a matter of causal

semantics: restructuring polic y changes can be induced b y informal structural change or

market-based shocks. The plummeting foreign direct investment data, for example, has

stimulated a flurr y of administrative and polic y changes. Nevertheless, formal

restructuring is unique in that at one point in time the government decides to ^do it~.

                                       2. Keepinganationalwelfareperspectiveonrestructuring

In the ^rush~ to equitise and restructure there is a tendenc y amongst some commentators

to forget that Vietnam is a ver y poor developing countr y. The focus on restructuring the

formal sector, most of which is state-run, also draws attention awa y from the fact that

most Vietnamese are excluded from this privileged group of workers. The resources

available to lessen the negative social consequences of formal sector restructuring are

limited. Further, and more importantly, the funds devoted to a formal state sector

restructuring package should be weighed against the opportunity cost of increased

national welfare from greater health and education spending on the vast majorit y of

Vietnam´s population outside the state sector.

Vietnam remains an econom y with much of its GDP coming from agriculture, and, as

Tables 1 and 2 show, most of its labour force employed in agriculture. The state sector

employs onl y nine percent of Vietnam´s workforce, but that percentage varies

considerabl y across economic sectors. About one-quarter of industry sector workers have

been emplo yed b y the state throughout 1991-97. In commercial service areas, however,

the share of state emplo yment has halved from 26 percent in 1991 to 13 percent in 1997.

It has also fallen, but less quickl y, in other sectors.

Table 1:  Employed population by sectors and employer, 1991 to 1997

                (thousands of persons and percent)

1991 1992 1993 1994 1995 1996 1997 est.

Total 30,974 31,815 32,718 33,664 34,590 35,792 36,994

          Percent state sector employees 10.1 9.4 9.0 8.7 8.8 8.8 8.9

Agriculture, forestry & fisheries 23,122 23,160 23,425 23,565 24,106 24,776 25,444

          Percent state sector employees 1.7 1.5 1.4 1.3 1.2 1.0 1.0

Industry 3,736 3,847 4,140 4,326 4,493 4,629 4,634

          Percent state sector employees 27 25 24 23 23 23 25

Trade, transport, hotels, services 2,485 2,833 3,033 3,363 3,493 3,773 4,291

          Percent state sector employees 26 21 18 16 15 15 13

Health and education 1,010 1,094 1,143 1,218 1,259 1,287 1,295

          Percent state sector employees 85 75 73 68 69 71 72

Others 623 881 975 1,191 1,238 1,327 1,334

          Percent state sector employees 41 30 27 23 25 24 27

Sources: MOLISA, (1997) .,  Statistical Yearbook of Labour-Invalids and Social Affairs, 1996 . Statistical

Publishing House, Hanoi [for data to 1994].

                                                  GSO (1998) ., Vietnam Statistical Yearbook . Statistical Publishing Ho use, Hanoi [1995-97 data].

Despite the slowly falling share of total employment, the number of persons in the state
sector has risen during 1991-97. The workforce increased b y 6 million persons during

1991-97, of whom the state sector absorbed 155,000 (3 percent), and the non-state sector
the remaining 5,865,000 ˘ mostly in agriculture (2 million), but also in industry

(898,000), trade (1.38 million), and across most other sectors.

Table 2 :  Employed population by sectors and employer. 1991 and 1997

                (thousands of persons

)

Total employment State sector employment

1991 1997 est. 1991 1997 (est.)

Total 30,974 36,994 3,136 3,291

Agriculture and forestry 22,841 24,814 371 243

Fishery 281 630 12 9

Industry 3,736 4,634 999 1,160

Of which:

Mining 325 211 89 99

Manufacturing 2,727 3,293 560 672

Electricity, gas and water supply 104 153 48 61

Construction 579 977 302 328

Wholesale and retail trade, repairing. 1,292 2,672 278 209

Hotels and restaurants 519 519 44 45

Transport, storage and communication 533 856 191 208

Finance, credit 73 126 74 52

Science and technology 45 41 45 33

Property business and consulting services 23 77 14 31

State management, defense and social
security*

295 411 144 252

Training and Education 770 999 674 768

Health and social work 240 296 186 170

Culture and sporting activities 56 96 28 33

Activities of party, mass organisations 82 100 57 59

Activities of personal and public service 135 595 24 19

Others** 55 132 0 0

Sources: same as T able 1.

* T he total emplo yment data for "State Management, Defense, and Social Security" differs between
sources. MOLISA (1997, p.35) data is reported to 1995, and GSO (1998) thereafter. T hese two sources
overlap in reporting 1995 data for this sector. MOLISA reports 307,200 persons, while GSO report 392,500
persons. Similar changes in the data for "Activities of Party and Mass Organisations" account for the
difference, so it wo uld seem that so me emplo yment group s under the latter heading are no w co unted as
state emplo yees.

** W hat MOLISA (1997) decribes as "others" [data to 1994] is explained as mostly as "Private households
with emp lo yed persons" by the GSO (1998).

In terms of emplo yment, therefore, the state sector has been stagnating. This is despite

priority still being given to state sector development, and a reported marginal rising state

sector share of GDP in recent years (Table 3). The state sector and its enterprises, even

with protection and access to state funds, foreign investment, land, and bank credit has

failed to produce jobs.

Table 3: GDP by ownership (US$ and percentages)

US$millions* Percentage shares

1995 1996 1997 est. 1995 1997 est.

                                                               Total 20,076 22,488 22,855 100 100

State 7,535 8,574 8,887 37.5 38.1

Household 7,547 8,280 8,309 37.6 36.8

Collective 2,168 2,301 2,217 10.8 10.2

Private 615 751 791 3.1 3.3

Mixed 888 948 983 4.4 4.2

Foreign invested sector 1,321 1,634 1,709 6.6 7.3

    (dong per US$) (11,100) (11,500) (12,938)

Sources: GSO (1998) ., Vietnam Statistical Yearbook . Statistical Publishing House, Hanoi

                                                   World Bank (1998) ., Vietnam: Rising to the challenge. Hanoi. [ exchange rate data].

* Current GDP data divided by average exchange rate.

Table 4 places Vietnam´s development in regional context. It shows that Vietnam

remains far behind ASEAN neighbours despite a period of rapid growth rates in the

1990s. While there has been much praise, for example, at the rapid growth of Vietnam´s

volume of international trade in recent years, the volume of trade per capita still remains

about half of Indonesia´s and less than ten percent of Thailand´s. Comparison of per

capita data about cement and electricity production present a similar picture: the path to

^catching up~ is long indeed, and a period of relative stagnation ˘ say, of GDP growth

less than 5 percent each year ˘ could add decades to the task.

Table 4: Vietnam compared to some ASEAN economies (1995 data unless specified)

Vietnam Indonesia Thailand Malaysia

% of labour force in agriculture (1994) 68 51 57 45

% of GDP in:

          Agriculture 28 16 11 14

          Manufacturing 16 24 32 33

US$ trade per capita 172 441 2,148 6,053

Per capita production of:

          rice (kg) 338 255 346 52

          cement (kg) 73 114 563 509

          electricity ( kwh - 1993) 147 247 1,093 2,055

Source:

                                              GSO (1998) ., Vietnam Statistical Yearbook . Statistical Publishing House, Hanoi

Vietnam is a poor rice-based econom y with a small and largel y state-owned industrial
sector. It has few resources to fund state sector restructuring, although the scale of
restructuring required is not as daunting as in other transitional economies, including

China. Nevertheless, state enterprise reform will create unemployment and social
tensions that cannot be ignored. State enterprise workers, man y of whom are Communist

Party members, are an influencial interest group that, amongst others, appears to have the
potential to stall the whole equitisation process. Yet the y cannot all be ^winners~ from an
equitisation process unless vast once-off government expenditures are involved. From a
national welfare perspective, however, such levels of expenditure cannot be justified. A
balance must be struck where a justifiable level of expenditure  is used efficientl y to allow
meaningful restructuring to proceed while minimising the social and political costs of the
process.

                                       3. Restructuringasazero-sumemploymentgame?

As the experience in agriculture shows, restructuring (or ^institutional change~), when
taken as once-off changes to the ^rules of the game~ for one or more economic units, can
be income and employment creating.

How then to approach restructuring of the state industry sector?  It is certainly possible
that restructuring could be designed such that changes causing unemplo yment ma y be
partly or wholly compensated for b y changes that create emplo yment. This, in fact, is
what happened in Vietnam during 1988-1991, when workers being shed b y state
enterprises were largel y absorbed into the fast growing private household sector (Table

5).

Table 5: Employment trends by sectors, 1989-91

               (thousands of persons)

1986 1989 1990 1991

Total employed labour force 27,398 28,941 30,294 30,974

     State sector 4,027 3,801 3,421 3,144

     Co-operatives 19,730 19,750 20,414 18,071

     Private 3,641 5,390 6,459 9,759

State enterprises 2,658 2,506 2,180 1,916

     Central 1,278 1,188 1,091 1,018

     Local 1,380 1,318 1,089 898

Share of total employment (%)

     State sector 14.7 13.1 11.3 10.2

     State enterprises 9.7 8.7 7.2 6.2

Source: World Bank (1995) ., Vietnam: Poverty Assessment and Strategy . Washington, DC.

The 1989-91 shedding of workers was mostly due to the collapse of CMEA trade (a

market-based shock), and because of a tightening of state enterprise budget constraints

during the 1989 stabilisation period (restructuring). At about the same time, however,

removal of internal trade barriers and official Decrees supporting the development of the

private sector created incentives and opportunities for Vietnam´s household businesses.

This process a coordinated reform allowed state enterprise employment to fall from 8.7

percent of total employment in 1989 to 6.2 percent in 1991, but without a huge rise in

unemployment as the private sector created jobs for 4,369,000 workers.

The capacit y for the private sector to absorb more emplo yment is, however, ver y limited

without further institutional change. Value-added and profit margins in private household

activities are ver y low. Household economic activities are also ver y competitive, so the

scope for once-off household-based employment generation through institutional reforms

is limited. The only open avenue is up: the promotion of private small-and-medium

enterprises ˘ or what may be better described as the private corporate sector.

A set of polic y reforms that enable the private corporate sector to develop and to openly

compete with state enterprises would precipitate a bout of emplo yment-creating

restructuring. So would policies that enable state enterprises and state Corporations to

compete more against each other. Such a package would have the potential to increase

overall emplo yment, even if state enterprise restructuring was activel y pursued.

Therefore, if we are concerned about the aggregate level of unemplo yment, the best and

sustainable solution is to develop the private corporate sector as quickl y as possible.

Government expenditure to compensate those leaving state enterprises is generally not

sustainable, although it is targeted and is probabl y necessar y to compensate those

workers with poor prospects for finding new emplo yment (e.g. those near retirement).

                                       4. Whŷ choosẽto  restructure?

There is a vast conceptual divide between the arguments of Vietnam´s policy makers and

those of us who provide comments from the outside. The whole vision of development is

different, and this, in part, explains differences in the priorit y attached to restructuring

state enterprises. The Vietnamese vision, which can be traced back to the economics of

Marx and Lenin, is one of stead y accumulation: step-by-step, more of ever ything. This is

in contrast to more contemporar y arguments based on an understanding of scarcit y,

opportunity cost, and the pace of technological change. The crucial ingredient to success

for a modern econom y is its ability to change ˘ to open new businesses, and to close old

ones.

A major criticism of commercial state enterprises, therefore, is that the y are slow to

change and innovate. The y get protection in man y forms because of close links to those

who give protection ˘ the government. Protection can be from international competition

(foreign trade and investors), and from internal competition (other state enterprises or the

private sector). Without competition, change is slow. Change is dela yed and avoided at

ever y turn: another loan is given, taxes written off, trade barriers and monopol y controls

Time to shake up paradise?

                                                                                         Policies aimed at stimulating industrialisation have had little impact on
employment levels and wages
3

. Further, there remains excess labour and low productivity
in many state owned enterprises.  Available data does not allow a precise answer
concerning ongoing surplus labour in state enterprises. A surve y in 1994, reported surplus
labour in 22 of 67 Hanoi state enterprises, and in only five of 81 Ho Chi Minh cit y state
enterprises
                                                                        4

                                                                              .

                                                                                         The enterprise surve ys on excess labour generall y do not account for the
less demanding working conditions in most state enterprises relative to joint venture
enterprises or the private sector.  The comments of Ngu yen Thi Hang are t ypical of those
to be found in the media:

                                                                                         "To earn US$100 per month, which is relativel y higher than what is offered

                                                  by a State run enterprise, requires hard work. We work 8 hours ever yda y,

                                                  sometimes even more. I’m alwa ys tense, which hardl y happens in a Vietnamese

                                                  compan y ... Employees in JVs with foreigners must fulfil their assigned job,

                                                  otherwise the y will get sacked." (Vietnam Economic News, No. 13, 1997. p. 30)

                                       Tran Dinh Hoan, Minister of Labour, Invalids and Social Affairs, has observed that

"emplo yees in foreign enterprise have to work harder under labour requirements similar
to those of enterprises abroad" (Vietnam Economic Times, March 1996. p.15).

                                                                                         If labour in SOEs worked at a similar intensity as observed in the joint
ventures, it is arguable that some 30-40% of the labour force in these enterprises could be
released without a net loss in output.

                                       3

                                             Including foreign direct investment which created, b y 1996, 146,000 jobs fro m US$5.3 billion of
disbursed foreign partner capital (US$36,000 per job).

                                       4

                                             OECD, Labour Market Aspects of State Enterprise Refor m in Viet Nam, T echnical Paper No. 117,

1996, Paris, p. 25.

                                       5.1   The Labour Code: ensuring stability by removing change

                                       The revised 1992 Constitution of the Socialist Republic of Vietnam laid the

foundation for the formulation of a new Labour Code, which came into effect on 1

January, 1995. The Labour Code is designed to provide a framework b y which:

                                                  ·
                                                           ^The State carries out the unified management of human resources, and

                                                                           administration of labour through legislation, and formulates policies to

                                                                           develop, allocate human resources, and to develop various forms of labour

                                                                           utilisation and employment services.

                                                  ·
                                                           The State provides guidance for workers and emplo yers to establish

                                                                           harmonious and stable labour relations and mutual co-operation for the

                                                                           development of undertakings~

5
.

                                       The labour code and a long list of implementing decrees and regulations amount to

a ver y comprehensive regulator y framework for the state management of the labour

market.

                                        While the regulator y framework is comprehensive on paper , only parts of the

system can be supervised or enforced in practice .  The following assessment therefore

includes not only an evaluation of the underl ying logic of the labour market regulator y

framework but also of its actual impact given the ver y limited scope for enforcement.

          Employment Regulations

                                                                                         At present the capacity for implementing this framework is ver y limited and

focused mainl y on the state enterprises, their joint ventures with foreign firms and the

ver y limited number of private sector firms that employ more than 10 workers and that

have registered under various compan y laws

6
.  Some of the most important regulator y

issues concern labour contracts and control of contract termination processes, the use of

placement services, and the control of expatriate labour.

                                       5
                                             Ministr y of Labour, Invalids and Social Affairs, Labour Code of the Socialist Rep ublic of

Vietnam, T he Bioi Publishers, 1995, Article 10.

                                       6
                                             It is not the case that the Labour Code applies to only fir ms with 10 or more workers.  Only so me

articles of the code are restricted this way, mainly those requiring such fir ms to participate in the collectio n

and management of the social insurance fund, to keep labour records, wage records and social security

records.

          Labour Contracts

                                                                                         All workers are to be employed on contracts that clearl y specif y the terms
and conditions of employm ent. Contracts can be for an indefinite term, from one to three
years, or less than one year for seasonal employm ent activities. The law prohibits the use
of short-term contracts to fill jobs that are "of a permanent charact er lasting more than
one year" (Article 27)
7

. Other terms of the contract include: hours of work, place of work,
working conditions, social insurance provisions, and duration of contract.

                                                                                         A 1994 surve y of state enterprises found that 42 percent of their staff were
still considered lifetime employees, although onl y 33 percent were on indefinite
contracts, 16 percent on fixed-term contracts, and the remainder on short -term contracts.

Table 6 presents some more recent data from another surve y of 2,682 state enterprises in

1996. Onl y 79 percent of workers covered b y the surve y were on l abour contracts,
although 92 percent of workers in joint-ventures were contracted. Indefinite time period
contracts were si gned with 49 percent of all workers (57 percent of central state
enterprise workers), an apparent increase on the 1994 surve y finding.

Table 6: Labour in surveyed state enterprises and joint-venture enterprises, 1996.

                                                                                                             No. of

                                                                                                                  state

                                                                                               enterprises

No. of labour in 1

October 96

Signed labour contracts
total Of which:

female

Unlimited From 1 to

3 years

Under 1
year

No
contracts

Central 693 319,863 131,828 181,170 63,643 16,320 58,730

Local 1,859 324,162 146,805 139,332 75,574 29,774 79,482

J oint venture 130 14,493 6,068 3,072 6,818 3,427 1,176

Totals 2,682 658,518 284,701 323,574 146,035 49,521 139,388

Source: MOLISA, (1997) ., Statistical Yearbook of Labour -Invalids and Social Affair s, 1996.

Statistical Publishing House, Hanoi.

                                       7

                                             Decree 198/CP (31/12/94) states that "full-time state enterprise wor kers will sign labour contracts
with indefinite ter ms". T his is the only aspect of the Labour Code which provides discrimination b y for m of
enterprise o wnership. It should be remo ved.

Unions

                                                                                         The Labour Code has also formalised and greatl y strengthened the role of

labour unions in Vietnam. It not onl y protects the right of workers to form unions, but it

requires unions to be formed within six months in all enterprises (Article 153).  Further

provisions include:

·
         Workers can onl y be retrenched "after consultation and agreement with the Executive

                         Committee of the trade union of the undertaking" (Article 17).

·
         Disputes incur a protracted process of conciliation and arbitration (Article 38) which

                         can ultimately entail a strike.

·
         Enterprises must provide a "loss of emplo yment allowance" of one month’s salar y for

                         each year of emplo yment to retrenched workers (Article 17).

·
         Termination of contracts for disciplinar y or poor performance reasons still requires

                         agreement from the trade union (Article 38).

·
         Penalties are prescribed for illegal termination of contracts by employers (Articles 41

                         and 42).

·
         "The employer shall not impose penalties b y wa y of deductions from workers wages"

                         (Article 60).

·
         "If stoppage is due to the fault of the emplo yer, the worker shall be paid wages in

                         full" (Article 62).

·
         "In the event of the employer’s bankruptc y, ... labour contracts shall be treated as a

                         privileged debt and must be settled as first priority." (Article 66).

·
         "When proceeding with disciplinar y action, the employer must bring proof of the

                         fault of the worker" (Article 87).

·
         "Workers are exempted from court expenses ...." (Article 166).

                                                                                         The prescribed role of unions, and the requirement to pa y social security

contributions, explain much of the reluctance towards adopting the Labour Code

throughout Vietnam. B y 1995, most state enterprises were unionised, compared to onl y

1,200 of 18,000 large and medium sized non-state enterprises

8

. Recently, however, it was

announced that 150,000 non-state workers had labour contracts, up from 75,000 in 1997

(these would mostly be in foreign-invested enterprises). In 1996, MOLISA announced

that half of all joint-venture enterprises had established trade unions

9

,  although a more

recent report stated that onl y 25 percent of Hanoi joint-venture enterprises had

unionised

                                                                 10

                                                                            .

                                                                                         The rights of workers and labour users to enter contracts and the rights of

workers to form unions needs to be respected. However, detailed regulations forcing such

rigid contracts are counterproductive. Such contracts reduce the flexibility of firms to

deal with changing labour market conditions, raise costs to firms of formalised labour

                                       8
                                             EIU (1995) ., Countr y Report: Vietnam, 1st Quarter 1995. T he Econo mist I ntelligence Unit,

London.

                                       9
                                             VN Econo mic News, No. 32, 1996. p.23

                                       10
                                                 VN Econo mic News, No. 13. 1996, p.31.

relations and discourage enterprise formation and growth.  In particular, such regulations
increase the costs to the expansion of emplo yment to levels where firms become subject
to such regulations.  While the contract and labour union regulations are not specificall y
restricted to medium or large sized firms, it is impractical to enforce these decrees for
small firms.   These contract and labour union regulations are disincentives to enterprise
formation and growth.  Even if such regulations benefit some workers in established
firms, they tend to limit the opportunities of much larger numbers of workers in the
informal sector of the econom y.

                                       5.2   Policies for foreign invested enterprises

Control of Recruitment and Placement

                                        Article 18 of the Labour Code allows the Ministr y of Labour, Invalids and Social

Welfare to ^exercise unified State management of the job-seeking service organisations
throughout the countr y~.  Article 132 requires all firms operating under the law on
foreign investment to use the emplo yment service s ystem set up b y Article 18.  This often
results in attempts to influence the enterprise with respect to the source and number of
workers used (often so as to give preference to workers from the joint venture partner or
other state organisations with excess labour).  The labour code does state that ;

                                                                                         ^If the employment service introduces or recruits labourers who do not meet

                                                  their requirements, these businesses, or organisations are entitled to directl y

                                                  recruit their labourers but the y must notif y the labour office at the provincial level

                                                  or another authorised office~.  (Article 132)

                                       In practice, emplo yment options for foreign-invested enterprises (and state
enterprises) remain highly restricted.  This can be a serious burden on their ability to
operate competitively.  There is no need to restrict an y emplo yer in their search for the
best person for a particular job.  To do so can turn an emplo yment service into just
another obstacle for investors.

          Use of Expatriate Labour

                                        Given the shortage of management and technical skills in the Vietnamese econom y,
the control of access to ex patriate workers is an important issue. Both firms with direct
foreign investment and local firms have the right to hire foreign workers and overseas

Vietnamese.  However, this right is limited in time and tightly regulated.  The maximum
period of emplo yment for an individual worker is limited to three years.

                                                                                         Firms with direct foreign investment have to set out their requirements for
foreign labour in their initial investment plan or feasibility stud y.  The plan must be
approved b y the Ministr y of Planning and Investment.  Foreigners can be hired for a
given period of time in line with these approved plans, but these firms must also have an

approved plan or program of training so that a Vietnamese ma y soon carr y out this job

and replace the foreigner.  The threat of `forced localisation´ of skilled labour positions

imposes further uncertainties and costs on investors and is in many cases impractical.

                                        Access to foreign expertise is also a serious problem for state enterprises and other

domestic firms.  The labour code allows all domestic firms to emplo y foreign workers as

long as the y are properl y licensed.  The implementing decree

11

 sets out the procedures

and conditions for obtaining the license, and the subsequent labour permit.  The

procedures are however unnecessarily complex and restrictive.  State owned enterprises

also have salar y controls, and controls on their overall wage fund, which impose further

constraints on their ability to recruit foreign expertise.

                                        The regulator y constraints and costs on the use of foreign labour are a ver y

inefficient method of encouraging firms to develop and use local skills.  The lower cost

of Vietnamese labour provides a better incentive if it is not distorted by tax disincentives

operating against the use of local highl y skilled staff.  Unfortunatel y, there are significant

tax disincentives operating against greater use of high skilled (and therefore high wage)

Vietnamese. The disincentives to using high skilled Vietnamese results from the higher

tax rates applied to incomes earned b y Vietnamese relative to the rates applied to incomes

earned b y non-resident foreigners.  This results because;

                                                  ·
                                                           the threshold for taxable income is lower for Vietnamese than for foreigners

                                                                           (2 million dong per month versus 5 million);

                                                  ·
                                                           the tax rate rises progressively to a higher rate for locals at a lower income

                                                                           level (60 percent bracket for incomes over 10 million dong per month for

                                                                           Vietnamese compared to a rate that increases to a highest bracket of 50

                                                                           percent at incomes of 70 million dong per month for foreigners);

                                                  ·
                                                           a surcharge tax is imposed on high income Vietnamese at a 30% rate for

                                                                           incomes over 8 million dong per month.

                                       The effect of the surcharge on high incomes of locals is that the effective marginal

tax rate becomes 72 percent at a monthly income of 12 million dong (the marginal rate

for the foreigner at this level of income is just 20 percent).

                                        The implications of the income tax system for the firm can be illustrated with an

example.  If a firm were to provide a 24 million dong per month after tax income to a

high skilled employee, it would cost the firm 26.6 million dong if the employee was a

non resident foreigner, and 70 million dong if he was a Vietnamese resident.

                                        It would be better to avoid restrictive regulation of  the use of ex patriate workers,

remove the tax disincentives to using local versus foreign labour and rel y on normal

market forces and competition to encourage firms to search for lower cost workers in the

local econom y.

                                       11
                                                 Decree 58/CP, October 3, 1996.

Minimu m Wage Policy

The government sets a minimum wage rate intended for ^the labourer doing the simplest
work in normal working conditions~.  The minimum wage rate is intended to allow the
labourer to both meet basic needs and to permit savings to finance some accumulation of
human or ph ysical capital.
12

  The minimum wage is supposed to be periodically adjusted
for changes in the cost of living.

Minimum wage rates are justifiable on social and political grounds, although the y can
have negative net welfare effects on the econom y. The minimum wage rate might raise
the wages of workers effectivel y covered b y the legislation but, by discouraging
employment, create or worsen an unemployment problem. In Vietnam, the minimum
wage of 144,000 dong is ver y low, but it is used to calculate the complex matrix of state
enterprise (and foreign invested enterprise) wages for skilled workers. The negative
employment impact ma y, therefore, be substantial.

The minimum wage is different for joint venture and 100 percent foreign-owned
enterprises based on some perception of what Vietnam can reasonabl y charge given wage
rates in countries competing for foreign investment. This wage rate is considerabl y higher
than the minimum wage for domestic labour users.  It is at present set at US$45 per
month in Hanoi and Ho Chi Minh City; US$40 in other specified cities; and US$35 in the
rest of the countr y in comparison to the domestic minimum wage of VND144 ,000 (about

$10 per month at current exchange rates).

The minimum wage for foreign-invested enterprises is defined as ^the wage paid to the
doer of the simplest jobs (untrained labour) in normal labour conditions and
environment~
                                                                                            13

                                                                                                       .  Firms with foreign investment, ^are allowed to work out and apply their
own wage scales and wage brackets~ to determine wages for more skilled work or in
more difficult conditions or environments, but these wages cannot be lower than would
be given b y the wage guidelines (wage matrices) that are applicable to domestic
enterprises.  While the wage guidelines for domestic firms have been relaxed to allow
more flexibility in setting incomes in domestic firms (discussed below), this means that
there is not only a minimum wage rate for untrained labour but also a higher minimum
wage rate for all higher skilled workers.  The onl y exception to this is ^for newl y founded
enterprises which still meet with difficulties in production and business activities and
which cannot appl y immediatel y the s ystem of wage scales and brackets prescribed b y
the State~
                                                                 14

                                                                             .

                                       12

                                                 T his is interpreted to be the meaning of article 55 in the Labour Code which states that the
minimum wage must be sufficient to allo w the worker ^to recuperate his simp le labour and also to
accumulate for the reproduction of expanded labour~.

                                       13

                                                  MOLISA, Circular No. 11/LD T BXH-TT , May 3, 1995 on ^Guiding the implementation of
decree No. 197/CP of the Gover nment concer ning the wages of Vietnamese labour in foreign-invested
enterprises, and foreign or internatio nal agencies and organisations in Vietnam~.

                                       14

                                                 MOLISA, Circular No. 11/LD T BXH-TT , May 3, 1995, ibid .

                                       5.3   Incomes Policy

                                        Under the centra ll y planned econom y, the wage levels in the state enterprises were

centrall y controlled to capture profits for the state budget.  Even with central planning,

workers were able to find wa ys to share in the profits of the successful enterprises

15
.

With reform, these state enterprises were given more autonom y and hence there was a

further erosion of control over SOE resources, including pa yments to workers.

                                                                                         Enterprises can avoid profits tax by increasing apparent or even actual

expenditures. Most do it legally, some illegally. In man y cases, the regulations are

unclear or not detailed enough to decide if an action is strictly illegal. In 1993, the

government passed two resolutions aimed at putting "the pa yroll and wage fund under

strict state management"

16
.   These resolutions specified the exact "basic wages" to be

paid to all state sector emplo yees calculated based on a multiple of the minimum wage

rate. At the same time, all monetar y non-wage income has been abolished, including

compensation for higher electricity prices , education and training cost pa yments,

transport costs, and annual holida y pa yments.  Performance-related bonus pa yments were

allowed of up to six months (50 percent) of the annual basic wage.

                                                                                         The ^basic wages~ used to be calculated using 72 different wages tables,

each of which presented a matrix of different salaries based on skill levels and grades

(typically reflecting years of experience and skills).  Salaries were calculated as a

multiple of the minimum wage, set at 144,000 dong per month.  Of the 72 wages tables,

21 were for the "direct production sector" and 24 were for the "trade and service sector".

One table applied to "enterprise management", and this is presented as an example in

table 7.

Table 7: Salary Table for Enterprise Managers

Categories of enterprises:

^Special~ Type 1 Type 2 Type 3 Type 4

Director:  coefficient 6.72-7.06 5.72-6.03 4.98-5.26 4.32-4.6 3.66-3.94

Salary (`000 dong) 806-847 686-724 598-631 518-552 439-473

Vice-Director, or

Chief Accountant:

coefficient

6.03-6.34 4.98-5.26 4.32-4.6 3.66-3.94 3.04-3.28

Salary (`000 dong) 724-761 598-631 518-552 439-473 365-394

Source: MOLISA, 1997.

Note: T he coefficient is the multiple of the minimum wage, which was 120,000 dong per month until

Januar y 1997.

                                       15
                                                 See Fforde & de Vylder, From Plan to Market: Vietnam in T ransition ,1996. p.262.

                                       16

                                                    Resolutions 25/CP and 26/CP [23/5/93].

adjustment in the minimum wage rate implies an general increase in all incomes and
payments linked to the minimum wage.  The commitment to adjust the minimum wage
rate for inflation ma y require a substantial expenditure to adjust all of the state incomes
and other pa yments linked to the minimum wage.  This ma y  imply tax increases or
budget reallocations that will slow the development process and imply burdens on much
larger and lower income groups elsewhere in the econom y
23

.

                                       6.TheSocialProtectionSystem

                                                                                         Health care, retirement, housing, child-care, education and other benefits
have traditionall y been linked to state enterprises.  This linkage is of concern for several
reasons ;

                                                  ·

                                                           there is a need to address the needs of workers in these other sectors as well;

                                                  ·

                                                           such linkages make it more difficult to restructure SOE´s when this would

                                                                           imply the need to reduce excess labour;

                                                  ·

                                                           such linkages interfere with the ability of workers to take advantage of

                                                                           alternative emplo yment opportunities and with the general development of

                                                                           flexible labour markets.

                                       This section looks at wa ys in which these different social programs might be
adjusted to include other sectors of the econom y, to facilitate SOE restructuring and to
increase the efficienc y of the labour market.

                                        The Social Insurance System

                                        The social insurance s ystem is funded b y obligatory pa yment of social insurance
premiums by the employer (15% of the wage fund) and the employee (5% of the wage) in
all enterprises with 10 or more emplo yees.  For all other arrangements involving hired
labour, the social insurance allowances shall be included in the salar y paid by the labour
user so that the worker can join a social insurance scheme of his choice or look after his
own insurance.

                                        The social insurance fund provides pensio ns for workers as well as benefits for
childbirth, sickness, disabilities related to work-related accidents or occupational
diseases.  We focus on the pension benefits and return to the other benefits financed b y
the pension fund and emplo yers below.  Workers become eligible for pensions at the age

                                       23

                                                 T he VND2 ,500 billion earmar ked to account for the impact of the adjustment of the minimum
wage fro m VND120,000 to VND144,000 per month reportedly was 30% higher than the total anticipated
increase in revenues in 1997, even tho ugh this adjustment made up only t wo thirds of the fall in real wages.

See Vietnam Investment Review, ^B udget Strained b y Salary Crisis~, Ministr y of Planning and Investment,

April 11, 1996.

of 60 for men and 55 for women if the y have paid social insurance premiums for at least

15 years.  The benefit is equal to 45% of the salar y earned in the past 5 years with an

additional 2% pa yable for ever y additional year worked (up to 30 years).  The maximum

pension is therefore 75% of the salar y in the past five years.  More favourable pension

benefits are available to the disabled and to those in especiall y heav y or noxious jobs

24
.

                                                                                         Workers not qualified for pensions but who have had contributions to the

system are entitled to a onetime pa yment set b y Government, currently one month of

salar y for each year of contributions.

25
  Some 146,000 of the 236,000 retirees receiving

benefits in 1996 were handled with lump sum pa yments.  This might be because the y

were retrenched without rights to a normal pension.  Reportedl y, man y workers preferred

to obtain the one time payoff, even in cases where there were rights to a pension.  This

might be expected when discount rates are high or when there are risks attached to claims

for future pa yments.

                                                                                         The coverage of the social insurance s ystem is limited by the unwillingness

of many employers and employees to make the required pa yments.  Such payments can

be legall y avoided if the employment is in enterprises or operations with less than 10

employees, a categor y that accounts for the vast majorit y of enterprises in agriculture,

fisheries and private sector operations in all other sectors of the econom y.  It is estimated

that the vast majority of workers - 30 million out of a workforce of 37 million - fail to

pay insurance.

                                                                                                26
                                                                                                             In 1995, the turnover on Social Insurance premiums was US$315 million

27
           .

                                        There are important issues that need to be addressed with respect to the soc ial

insurance s ystem.  The two that we focus on here involve ;

                                                  ·
                                                           the level of benefits and financial viability of  the social insurance fund;

                                                  ·
                                                           effects on labour mobility and the growth in employment opportunities,

                                                                           particularl y through the expansion and growth of small private sector firms.

 Financial Viability:

                                        A sound social securit y system should be financiall y sustainable over the long run

without becoming a drain on budgetar y resources.  In man y countries, the savings

generated b y the pension funds make a significant contribution to aggregate domestic

saving.

                                       24
                                                 Workers with 61% disability (in heavy or no xious jobs) can get pension benefits 10 years earlier

(at any age) if they have had 20 year s of contributions.

                                       25
                                                 T he monthly salar y is calculated as the average of the past five years of emplo yment

                                       26
                                                 Vietnam Investment Review, Issue 277, March 2, 1997.

                                       27
                                                 NQH & Associates, (1997) ., Preliminar y Report on Health and Personal Line Insurance Mar ket

Survey in Vietnam. Unpublished, April, p.137.

                                                                                         Even though the Governm ent is covering the costs of the benefits provided
to state workers with qualif ying years of employment prior to the start of contributions,
the long-term financi al viabilit y of the existing social securit y s ystem needs further
examination for several reasons:

                                                  ·

                                                           The levels of benefits relative to contributions are cl aimed to be generous b y

                                                                           Asian standards, more comparable to developed countries such as Canada and

                                                                           the United States
28

.

                                                  ·

                                                           The system is vulnerable when the average wage over the past five years is

                                                                           well above the average wages during which pa yments into the syst em were

                                                                           collected (or would have been collected given the coverage being provided to

                                                                           workers based on years worked prior to the introduction of the syst em).

                                                  ·

                                                           The system is vulnerable when pa yments can be claimed in circumstances that

                                                                           may be difficult or costl y to control (as, for example, with sickness allowances

                                                                           to be paid by the social insurance fund on the basis of a doctor´s certification).

                                                  ·

                                                           The surplus funds now being accumulated are deposited with state banks at a

                                                                           ver y low interest rate of 0.3% per month
29

.

                                                                                         There has alread y had to be ad hoc adjustments to the syst em to take
account of unanticipated problems with the design of the s ystem.  For instance, the use of
the average wage over the past five years criteri a has been set aside for workers in joint
ventures between the SOE´s and forei gn investors where wages are much higher than
those previousl y earned.  Instead, the wage is taken as the average wage over the entire
life of emplo ym ent.  Because of inflation, wages in the earlier years are calculated using
the present minimum wage times the matrices that are supposed to be used to calculate
basic wages
                                                                                30

                                                                                           .

                                                                                         It would seem that workers in non-state ent erprise which has just joined the
social insurance s ystem will never get a pension if the y have less than 15 years before
they retire. The benefit from joining would therefore seem questionable for such
enterprises and their workers (except the youngest workers - who would not be the
decision makers). This ma y be another explanation for the slow adoption of the Labour

Code outside the state sector.

                                       28

                                                 OECD (1996) ., Labour market aspects of State E nterprise refor m in Viet Nam. T echnical Paper

No. 117, Paris, p. 34.

                                       29

                                                 Molisa inter view.

                                       30

                                                 See the sectio n above on incomes polices.

Effects on Labour Mobility and Employment Opportunities

                                                                                         Without nation-wide coverage, the social security s ystem can become a

substantial barrier to labour mobility. And as with an y factor of production, allowing

workers to move from less productive to more productive employment is an important

ingredient in making markets efficient and the econom y strong. Workers, however, are

unlikely to move to another enterprise of the y are unable to transfer pension rights and

other benefits. In practice this problem is sometimes circumvented b y "leasing" workers.

For example, man y Vietnamese full-time emplo yees in foreign companies remain

officiall y emplo yed b y their former state enterprises. These workers still get their official

state sector salar y and other benefits, and in return the foreign compan y pa ys a "tax" to

the state enterprise. This is a cumbersome and inefficient mechanism for resolving labour

mobility problems, and is only viable with regard to highl y skilled workers. More

generall y, labour mobility between the state and non-state sectors is considerably

constrained b y the lack of a universal social insurance s ystem.

                                                                                         A related concern is the continued enterprise-specific provision of land or

housing as long-term employment benefits. The extent to which this continues remains

unclear. It is possible that most of the available land has been distributed. The ongoing

frequenc y of house construction for workers is also unclear, but is likely to be much less

as it was closel y linked to land distribution. The government has also been discouraging

the practice, which has often been illegal. It ma y, therefore, be a problem which is

solving itself. Nevertheless, it should be something which is surve yed and studied in

detail. Such pa yments, or even expectations of possible pa yments, hinder labour mobility.

Policy Implications:

                                        Many of the problems with the social insurance s ystem would be greatly

moderated ;

                                                  ·
                                                           if the system was based more directly on past contributions; and

                                                  ·
                                                           if the rights to these pension funds were full y vested with the worker.

This would solve both the financial viability and constraint on labour mobility problem.

                                                                                         Social insurance accounts could be set up based on these contributions.  If

the individual moved out of a job covered b y the social insurance s ystem, the worker

would still retain a claim on the funds accumulated in this account at the time of his

retirement.  Contributions up to 20% percent of wages could still be invested in the fund

if the worker were employed in a firm with less than ten workers.  This would eliminate

the disincentive to leave jobs in covered sectors of the econom y for fear of loosing all

benefits (if the worker left prior to having been covered for 15 years) or having to take a

lump sum payment rather than a pension if the worker left prior to reaching retirement

age.

                                                                                         This would also eliminate some of  incentive of new workers unlikel y to
reach the prescribed 15 eligibility requirement and their prospective emplo yees from
entering the s ystem, b y evasion of the regulations or by remaining a small enterprise with
less than 10 employees.

                                        If progress can be made in developing a sound financial system, much of the
benefits from pensions would arise due to positive returns to saving in the pension
accounts.  This would also give ordinar y Vietnamese a strong self interest in the
development of  such a system.

                                       7.OptionsforStateEnterpriseReform

To date, the main elements of the enterprise restructuring program have included;

                                                  ·

                                                           re-registration of onl y profitable or potentially profitable SOE´s;

                                                  ·

                                                           increased managerial autonom y;

                                                  ·

                                                           an attempt to establish ^hard~ budget constraints; and

                                                  ·

                                                           establishing a Labour Code  defining the rights of workers and obligations of

                                                                           firms.

                                       Under this system, the management and unions in the SOE´s were expected to
jointly resolve issues of excess employment or low productivity.  In particular, firms
were expected to set aside funds to enable them to meet their obligations as excess
workers are retrenched.

                                                                                         It appears that SOE´s have not been able to adjust either the level or
structure of their labour force in line with the requirements for economic efficienc y.

There is limited financial resources for compensating retrenched workers and because of
limited incentive for firms to make these adjustments when the y continue to have access
to support through loans from state banks and limited incentives for government to
encourage such restructuring given concerns about unemplo yment and the political
importance of unions. Without support for such structural change, man y skilled workers -
a valuable resource - will remain under-utilised and underemplo yed in state enterprises.

                                       7.1  Restructuring Employment Within State Owned Enterprises

                                                                                         The options for a new round of enterprise reform ma y remain constrained
by the continuing commitment to a leading role for SOE´s.  Even if this is so, there ma y
be some scope for addressing the issue of continued excessive emplo yment and low
productivity within state enterprises.

Subsidies for Retrenching and Retraining Workers

                                                                                         One option is to develop programs to mitigate adjustment costs and gain

popular support for restructuring.  This could be done b y providing subsidies to cover

part of the costs of  retrenchment or retraining programs for workers willing to give up

their jobs.

                                                                                         Between 1989 and 1993, state enterprises shed 970,000 workers involving

severance pa yments totalling around US$60 million. The state enterprise sector now

employs about 1.7 million workers. How man y of these are surplus?  As discussed above,

state enterprises are a more heterogeneous group now, and those with the classic problem

of over-employment are fewer. Surplus emplo yment is likely to still be a problem,

particularl y if the gap in labour productivity within the SOE´s and the joint venture

enterprises could be reduced.  As also noted above, such surplus emplo yment might be as

high as 40 percent of the labour force.  However, more work needs to be done on

clarif ying the existing situation.  Enterprises with surplus labour need to be defined, as do

the numbers, age, and retraining needs and desires of these people.

                                                                                         To give some perspective on the possible costs of an y initiative aimed at

reducing surplus emplo yment in SOE´s, let us assume that the worst 20 percent of state

enterprises employ about 350,000 persons of which 40 percent, on average, are surplus.

That means 160,000 surplus workers to be paid one month’s salar y per year of

employment upon retrenchment (Labour Code, Article 17). With an average monthly

salar y of 350,000 dong (US$29.7), and an average emplo yment histor y of, sa y, 15 years,

that would cost US$445 per worker, or US$71.2 million for all 160,000.

                                                                                         As in the earlier period, state enterprise retrenchments would probably be

largel y absorbed into low-productivity private sector emplo yment. A challenge, therefore,

is to support restructuring which moves workers into relatively high productivity

employment. This is particularly important for young and highl y educated workers who,

with some additional investment in human capital (training), support during a job-search

period, and possibly access to loan financing, could move to high-productivity

employment rather than earn a meagre income in some unskilled household-based

activity.

                                                                                         All non-pensioned surplus workers could be provided with the opportunity

to undertake retraining at a subsidised rate. Part of the retrenchment pa yments could be

converted to retraining vouchers at a favourable rate.  Even if 2000 dong of retraining

vouchers were offered for ever y thousand dong reduction in retrenchment benefits, man y

or most would probably choose the higher cash pay out reflecting their perceptions that

retraining might have a limited return or that the y have opportunities elsewhere for using

their present skills or developing new ones on their own.  Options for such training

schemes through a s ystem of VOTECH scholarships have been discussed above.

Retrenched workers should be given a wide range of training courses and institutions to

choose from.

Pension Costs

                                                                                         What about older workers?  Many of these would be unwilling or unable to
be retrained. Even then, investments in retraining can only bring modest returns as the y
have few years of active emplo yment left.  Further, the cost of retrenching such persons
is higher (more years of emplo yment).  This is just one example where the regulations set
out in the Labour Code could well interfere with efficient restructuring in the SOE´s.

Efficienc y ma y require that older workers are retrenched but this might not be profitable
because of the required higher compensation pa yments for such workers.  This is why it
would be preferable if separation packages were worked out at the enterprise level.

                                                                                         Surplus workers, once identified (in agreement with the trade union), should
be presented with choices, and the pension provisions of the Labour Code set the
parameters for establishing these choices (Article 145).  While we have recommended
that substantial changes in the regulator y framework to allow for freedom of workers and
employers to negotiate mutually acceptable terms of emplo yment in section 2 above, it
will be difficult to carr y out explicit retrenchment programs in the immediate future on
terms for workers that are less favourable than those set out in the existing regulator y
framework.

                                                                                         Under the existing labour code, workers need at least 15 years of social
insurance contributions to be entitled to a pension, so surplus workers with 15 or more
years emplo yment can be retired earl y. It should be noted that these people have not
alread y volunteered for earl y retirement, despite being surplus. A degree of compulsion
will be required to implement a restructuring package at reasonable cost. Some surplus
workers will lose more than others , but all will be comfortably compensated compared to
the average worker in Vietnam. It is a matter of privileged workers settling for slightly
less.

                                                                                         Surplus workers with 6 to 14 years of emplo yment would generall y wish to
remain in order to collect pensions. The once-off retrenchment pa yment is poor
compensation for loss of pension rights. Here the ability to transfer pension rights from
one enterprise to another becomes important. It is unlikel y, however, that man y of these
people will find new jobs in other state enterprises, or in non-state enterprises with social
insurance schemes, even at lower salaries. In man y countries, workers can be refunded
their nominal contributions to pensions schemes, or have the whole amount (including
employer contributions) transferred into a private pension scheme which requires
continued pa yments b y the worker. Without these or similar options, the loss of pension
rights becomes an obstacle to labour retrenchment in particular, and labour mobility in
general.

                                                                                         One option would be to refund the worker´s share of  pension contributions,
i.e. 5 percent of the annual average salary multiplied by years of service. In our example
involving 160,000 surplus workers, ma ybe 30,000 could take earl y retirement. The
remaining 130,000 ma y average 9 years of emplo yment, which would add US $160 per

worker, and US$20.8 million overall. The average retrenched worker would now receive

US$605, equivalent to 20 month’s salar y, but much better than pa ying them for doing

nothing for man y more years.  Alternativel y, workers could be offered the opportunit y to

maintain their rights to a pension at normal retirement age with the pension set at 3% of

the relevant pension wage

31

 for each year of employment.  If those taking this option had

an average of 9 years of emplo yment, on average there would be an entitlement to a

pension equal to 27% of the wage.

                                        A ll non-pensioned surplus workers should be provided with the opportunity to

undertake retraining at a subsidised rate.  Part of the retrenchment benefits could be

converted to retraining vouchers at a favourable rate.  Even if 2,000 dong of vouchers

were offered for ever y 1,000 dong reduction in retrenchment benefits, man y or most

would probabl y choose the cash option.  This reflects perceptions that retraining might

have a limited return, or that the y have opportunities elsewhere for using their present

skills or developing new ones on their own.  Retrenched workers should be able to use

retraining vouchers in a wide range of training courses and institutions.  They should not

be used to subsidise the public sector provision of such training in a wa y that discourages

the development of private sector alternatives.

                                       7.2   Pilot Projects

                                                                                         In terms of pilot projects, the government could begin b y implementing a

labour restructuring package as outlined above for a selection of Hanoi state enterprises

(where alternative employment options are greater).  The first task is to determine the

nature of the problem. "Surplus" workers should be identified. Are the y concentrated in a

few hundred enterprises?  What is the demographic profile of these workers (which will

shape the approach and costs involved)?

                                                                                         A Hanoi Pilot Scheme could feature:

                                                  ·
                                                           Earl y retirement at reduced rates or lump-sum refunds of worker social

                                                                           insurance pa yments (5% of base salar y multiplied by years of service). Choice

                                                                           compulsory.

                                                  ·
                                                           Lump-sum retrenchment pa yment (one month of salar y multiplied by years of

                                                                           service).

                                                  ·
                                                           Opportunity to access small and medium (SME) business development

                                                                           technical assistance and loan funds.

                                                  ·
                                                           Payment of fees for up to one year of vocational and technical training, and a

                                                                           "scholarship" equal to the minimum salary for that period.

                                       31
                                                 T he relevant pensio n wage wo uld be calculated b y the prevailing system used for those who are

eligible for retirement.

                                        8.TowardsMoreEfficientLabourMarkets

                                        The nature of Government labour market policies and the design of the
restructuring program also has important implications for the development of the private
sector and the efficienc y of the labour market. An efficient market economy is
characterised b y its ability to move resources and factors of production quickly from
economic activities generating low returns to those generating higher returns. Undistorted
price signals, accompanied b y a "movement friendl y" polic y environment, are ke y
ingredients for achieving sustained increases in productivity growth.

                                                                                         Vietnam also faces an aggregate emplo yment problem. That is, simply
providing enough jobs for the fast increasing number of unskilled workers. Unemplo yed
or under-employed workers are a wasted resource. Unemplo yment is also a degrading
condition for people eager and willing to work. This adds a social dimension to economic
concerns.

                                       Labour Mobility

                                                                                         Vietnam’s economic histor y features the stead y migration of people from
the crowded R ed River Delta down towards the less densel y populated Mekong Delta.

Under central planning, man y state interventions have worked to control movements that
would respond to economic incentives in favour of centrall y dictated allocations
32

.  For
instance, controls on housing and residence have tended to restrict movements towards
areas with increasing income and emplo yment opportunities.

                                                                                         Central planning tended to segment the labour market and discourage labour
mobility. State emplo yment was lifetime employment, and generall y in the same
organisation or enterprise. Doi moi , and associated structural change, has begun to erode
labour market segmentation. Rural-urban migration - much of it informal and seasonal -
has increased markedl y, as development increased the income gap between cities and
villages. Further, with increased opportunities in the private sector and in joint ventures,
there has been increased flows between the state and non-state sectors. Nevertheless,
there still are significant barriers to developing an efficient labour market in Vietnam.

                                       32

                                                 For example, gover nment sponsored migration schemes have moved people fro m the norther n
delta area into sparsely populated uplands regions.  During the first Five Year Plan, 1976-1980, 706,000
people were mo ved in for mal migration schemes with a further 420,000 during the Second Five Year Plan,

1981-1985.

Getting a Job

                                                                                         Under central planning, a job in the state sector meant a job for life, and in

such a distorted polic y environment, education and skills were secondar y qualities to

personal contacts and family background. The mechanisms for recruitment were non-

transparent.  The non-state sector offered few jobs outside of household enterprises. Most

people sta yed in their villages, and the populations of urban areas remained stable.

                                                                                         With the doi moi  reforms, opportunities for "informal" non-state sector

employment in urban areas have increased considerabl y, including shop assistants,

domestic helpers, motorbike taxis ( xe om ), and construction workers. State sector

employment, after an initial sharp fall in numbers, is rising slowl y again. Foreign

investment is creating some jobs.

The approach to getting a job in 1999 can therefore range from the traditional (state

sector connections) to the international (joint-ventures), as a recent article outlined:

                                                                                         "Presentl y, graduates can also find jobs b y taking advantage of famil y

                                                  relations or friends, or b y taking part in examinations. And a little briber y doesn’t

                                                  go astra y in either case. Students who have relatives working in ministries or

                                                  other state bodies are often given priorit y posts after graduation. Students from

                                                  wealth y or influential families also find advantage through spending sometimes

                                                  millions of VND to procure a job in a successful compan y�However, man y

                                                  businesses, especially foreign invested companies, use their own entrance

                                                  examinations in selecting staff.  This wa y, students compete for jobs fairl y, and

                                                  successful ones are encouraged to improve themselves b y further stud y and

                                                  training, so that the y can work well in different positions in the company."

33

                                                                                         It seems that the process of entr y to the public service has changed little

during doi moi . Moves to establish a more professional public service, including

encouraging mobility between ministries and organisations, are needed. The process of

getting jobs in state enterprises is a mix of the old and the new. Some have retained old

habits, such as employing the sons and daughters of retiring workers, because incentive

structures discourage change. Others have introduced examinations and interviews, and

cut back on the arbitrar y power of their Personnel Departments in an effort to choose the

best persons for new jobs.

                                                                                         More emphasis needs to be given to increase the scope for competition in

the search for jobs.  For example, all public service job vacancies should be advertised in

a single bi-weekl y government gazette. The job terms of reference and its conditions

would be specified. All public servants would be able to appl y for the job, from which the

personnel department of the relevant organisation would select a short-list of candidates.

A panel of officials would interview the short-listed candidates and choose one. A similar

transparent and public s ystem is required for selecting persons to enter the public service.

                                       33
                                                 Vietnam Econo mic News, Oct. 17, 1997. p.47.

Leaving a Job

                                                                                         Labour mobilit y can be encouraged b y removing constraints to leaving jobs,
helping peopl e to find and move to new jobs, and b y ensuring that long-term benefits

(notabl y pension claims) are transferable from one job to another. Much of the discussion
in this report focuses on achieving these objectives. For example, the recommendations to
cease long-term pa yments of l and and buildings to workers and to allow workers to
maintain their rights to pensions even if the y leave sectors covered b y the Social

Insurance s ystem are intended to eliminate constraints on labour mobilit y.

                                                                                         "Permission to leave" is apparentl y still required in some state
organisations. Such restrictions should be abolished. Similarl y, restrictions on taking up
new jobs must be minimised. For example, it is reportedl y ver y difficult to change
residenc y from one cit y to another, and this is required before a house can be purchased.

Vietnamese citizens should be able to purchase buildings throughout Vietnam,
irrespective of their official place of residence.

Facilitating Job Search

                                                                                         The government is beginning to be active in assisting the job search efforts
of individuals. Employment offices assist young graduat es in their search for first jobs. It
is difficult , however, to develop this service in an employm ent environment still
dominated by personal cont acts in both the state and the household sectors. It appears that
onl y forei gn companies and joint-ventures openl y advertise for positions. Private "head-
hunting" services are offered b y onl y a few forei gn firms. As the commercial
environment becomes more competitive, these employm ent services will expand and
improve. There seems little point in directing more government resources into this area,
which the private sector should be able to provide in line with growing demand.

                                       9. Conclusion

Vietnam´s labour policies remain focused on control of state enterprises: who the y

employ, how man y, and what the y pa y them. The Labour Code of 1995 saw a move to

extend state worker priviledges throughout the econom y. This is a futile exercise to

establish a welfare state in a countr y with minimal resources to support one. What it does

do, however, is stifle competition and mobility in the labour market wherever it is

implemented.

State enterprise restructuring must include a fundamental shift in labour policies to be

effective. State enterprise restructuring will create unemployment, but the numbers will

be small in relation to Vietnam´s total workforce. Further, restructuring aimed at

stimulating development of the private corporate sector would create jobs in excess of the

numbers lost from Vietnam´s modest state enterprise sector.

Without ^change friendl y~ labour and other policies, Vietnam will remain trapped with

an allocation of resources which grows less relevant b y the da y.

References

Fforde, A. & de V ylder, S. (1996) ., From Plan to Market: The Economic Transition in

Vietnam. Westview Press.

Freeland, J. & Grannall, R. (1996) ., Vocational and Technical Education in Vietnam: A

Framework and Options for Renovation. project report, Hanoi.

General Statistics Office [GSO] (1998) ., Statistical Yearbook, 1997. Statistical

Publishing House, Hanoi.

Government Gazette (various issues), Government of Vietnam

International Labour Office ( ILO) (1:1994) ., Viet Nam: Labour and social issues in a
transition economy. ILO Regional Office, Bangkok.

International Labour Office, (2:1994) ., Viet Nam: Report to the Government on social
protection and reform. ILO/TAP/Viet Nam/R.19, Geneva.

Kunzi, P., Bowland, D. & Iseli, P. (1993) ., Strengthening of Vocational Training Centres
in Ho Chi Minh City, Vietnam. Report of Swiss Development Cooperation mission.

Ministry of Education and Training (MOET) (1995) ., Vietnam Education and Training

Director y, Education Publishing House. Hanoi.

Norlund, I. (1995), "Labour laws and the new labour regimes: A Comparison of Vietnam
and China", paper for Vietnam: Reform and Transformation conference, Stockholm.

NQH & Associates, (1997) ., Preliminar y Report on Health and Personal Line Insurance

Market Surve y in Vietnam. Unpublished, April.

OECD (1996) ., Labour market aspects of State Enterprise reform in Viet Nam. Technical

Paper No. 117, Paris.

Ronnas, P. & Sjoberg, O. (1994) ., Economic reform, emplo yment and labour market
policy in Viet Nam. ILO Labour Market Paper No.9.

The Saigon Times, (1995-97) ., various issues.

Viet Nam News, (1996-97) ., various issues.