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THE ROADMAP FOR ODA
MOBILIZATION AND UTILIZATION

IN VIETNAM

Le Quoc Hoi

Abstract
Since the reconnection with international financing institutions in 1993, Viet-

nam has attracted a large amount of ODA and ODA has significantly contributed to
infrastructure construction, poverty reduction, institutional reform, economic growth
and socio-economic development. However, improving the efficiency of ODA use is
attracting attention not only from beneficiaries and management institutions, but
also from donors and policy makers. This paper examines the situation of ODA mo-
bilization and utilization in the period of 1993-2007 and provides roadmap and
policy measures to enhance the effectiveness of ODA in Vietnam.

1. Current situation of ODA mobilization and utiliza-
tion

Vietnam has become an attractive destination for ODA on social and eco-
nomic as well as political and strategic grounds since 1993. Figure 1 indicates
that the flow of ODA is trending upward, but it is not always growing. The de-
cline in commitments in 1997 and 1998 was a reflection of the Asian financial cri-
sis. During 1993-2007, Vietnam achieved significant results in ODA mobilization
and utilization. A total of 37 billion USD was pledged to Vietnam by international
donors, accounting for around 2% of global ODA. Of these pledges, 22.6 billion
USD was translated into formal agreements. On average, Vietnam has attracted
2.5 billion USD per year.
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Figure 1. Commitments and Disbursements of ODA 1993-2007
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As illustrated in figure 1, ODA disbursements increased more than four
times between 1993 and 2007. Most of the long-term increase in disbursements
is accounted for by loans rather than grants. Almost half (49%) of the loans af-
fected by international treaties have interest rates lower than 1% per annum and
a maturity of at least 30 years, of which 10 years is a grace period. Another third
of the loans have a rate of interest between 1% and 2.5% per annum (MPI, 2007).
Moreover, the large share of loans in ODA should be considered in the context
of Vietnam’s limited external indebtedness. The country’s total convertible cur-
rency debt was 37% of GDP in 2007 (MPI, 2007), so it would appear that there
is no imminent danger of a debt crisis in Vietnam.

With the upward trend in the amount of ODA, Vietnam has undertaken
multiple relations with international donors. Up to now, 28 bilateral donors and
12 multilateral donors have provided ODA to Vietnam. Besides, more than 350
NGOs operating in Vietnam also provided an average grant of 100 million USD
per year. Among the donors, 3 largest donors are Japan, WB and ADB, account-
ing for more than 70% of ODA commitments from 1996 to 2006, of which Japan
accounted for more than 40%.

Source: MPI
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Table 1. ODA Commitments of top 10 donors from 1993 to 2006

Figure 2. ODA Disbursement by Type – 2005

Donor
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ODA has been dominated by capital investment projects (41%), but with a
substantial volume of technical assistance (23%) and free-standing assistance
(20%). Only 13% of disbursements in 2005 were for programme aid and balance
of payment support (see Figure 2).
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ODA funds have mostly been allocated in accordance with the priority that
the government places on economic sectors. The predominance of project ODA
is commensurate with the sectoral focus shown in Figure 3. Transportation,
telecommunication, energy and industries, with their scope for large infrastruc-
ture projects, are the largest sectors (42%), followed by agriculture, natural re-
sources and rural development (21%), and with much less ODA allocated to
education, training, health care, environment and technology (12%). All the
other sectors received about 18% of disbursed ODA.

In terms of regional structure of ODA, the North Central region, the South
Central Coast and the main economic region of the Central account for the
largest share in total ODA (31.22%), followed by the South East region and the
main economic region of the South (30.86%). ODA in the Central Highlands
and the Mekong Delta account for small proportion of total ODA, with 3.7% and
7.44% respectively. The North Central region and the South Central Coast had
the highest ODA per capita (52.46 USD), followed by the North Mountain re-
gion (33.98 USD), the South East region (25.4 USD), and the Central Highlands
(21.89 USD). Two regions with the lowest ODA per capita are the Mekong Delta
(11.19 USD) and the Red River Delta (18.42 USD).
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Figure 3. Sectoral Composition of ODA Disbursements, 2001-2005
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ODA has provided a significant investment source for social-economic de-
velopment. In the 2001-2005 period, ODA accounted for about 11.2% of total in-
vestments and 17% of total government budgets. Thanks to ODA funds,
development has been made in many aspects of the economy. Infrastructure of
Vietnam has been improved in terms of quantity and quality, creating favorable

Source: MPI
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Source: Author calculates using data from MPI and GSO

Figure 4. ODA commitments by region, 2001-2005
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Table 2. ODA disbursement in total invetsment

GDP

Total investment

ODA disbursement

ODA disbursement /
total investment (%)

ODA disbursement /
GDP (%)

1996

24654

7920

900

11.3

3.65

1997

26791

9257

1000

10.8

3.73

1998

27186

8820

1242

14.1

4.56

1999

28674

9404

1350

14.3

4.58

2000

31132

10657

1650

15.4

4.55

2001

32473

11503

1500

13.0

4.61

2002

35028

13085

1528

11.6

4.36

2003

39530

15417

1422

9.2

3.59

2004

45436

18479

1650

8.9

3.63

2005

52893

21627

1752

8.1

3.31

2006

60877

24937

1785

7.2

3.0

Unit: million USD

conditions for improving the effectiveness of domestic investment and FDI at-
traction. Moreover, ODA has also contributed to poverty reduction, human re-
sources development, transfer of technical, managerial and institutional
experiences, and institutional capacity.

One question that needs to be answered is: why has Vietnam attracted so
much ODA in recent years? There are several main answers to this question.
First, Vietnam has had stable political conditions and comprehensive social and
economic reform which led Vietnam to become one of the aid community’s fa-
vorite countries. Second, Vietnam has benefited from its impressive track record
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of rapid growth and poverty reduction at a time when aid doctrines focus more
explicitly on poverty reduction and there is more willingness to concentrate aid
on those countries that seem to use it well. Third, the active integration into the
global and regional economy, the dynamism of the economic and administrative
reform process, and the Vietnamese government’s willingness to engage with
donors have reinforced donor enthusiasm.

From recipient perspectives, ODA is considered as a real resource if it is ef-
fectively combined with other domestic resources in order to achieve national
targets in certain periods. From donor perspectives, ODA becomes a real aid if
it is transferred to recipients to create directly or indirectly conditions for devel-
opment. From both perspectives on ODA and its impacts, it can be stated that
ODA in Vietnam has been a real aid in the renovation (Đoi moi) process. How-
ever, besides the success in ODA mobilization and utilization, there are still many
issues that Vietnam has to solve in order to use this important resource more ef-
fectively in the future.

2. Current issues of ODA
The efficiency of ODA use

Improving the efficiency of ODA use is one of the most important issues
that Vietnam has to address. One of the main reasons of the inefficiency of ODA
is that awareness and understanding about the nature of ODA have not always
been accurate and complete in the process of mobilization and utilization. Per-
ceptions are made that ODA grant is free and the burden for repayment of ODA
loans is with the government. This incorrect perception has led to inefficiency in
the implementation of ODA projects and programs. In fact, although most ODA
is in the form of concessional foreign loans with low interest rates, long payment
periods and grace periods, ODA is not free and therefore using ODA is a trade-
off. If ODA is not used effectively, the burden for ODA repayment will be in-
creased. On the other hand, the combination of ODA funds and other
investments is still weak, which therefore reduces the efficiency of ODA utiliza-
tion.

Slow disbursement

The rate of ODA disbursement is still slow. From 1993 to 2006, ODA dis-
bursement is 15.9 billions USD, accounting for only 42.9% of total ODA agree-
ments (37 billion USD). As shown in Figure 1, on average the ODA
disbursement rate has been about 50% in recent years. The low disbursement
rate has been combined with the slow speech of disbursement, and has meet
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The roadmap for DOA mobilization and utilization in Vietnam

-157-

about 70-80% of the requirement of planed ODA disbursement. There has been
a difference in ODA disbursement among donors and the type of project. ODA
projects related technical assistance often had high disbursement rate. Slow dis-
bursement is mainly in construction projects due to the time consuming for
preparation activities such as land compensation, emigration or resettlement.

The average rate of ODA disbursement in Vietnam is also lower than the
disbursement rate of other ASEAN countries (see Table 3). ODA as a proportion
of GDP in Vietnam ranges from 3.5% to 4.5%, lower than some countries with
the same economic development1. Vietnam needs to exert more effort to push up
the disbursement rate because in comparison with the increasing total commit-
ments each year, the result is far from the expectation. As forecasted by some
ADB experts, if Vietnam improved its ODA disbursement rate, the country’s
growth rate of GDP would be raised from the current 8-8.4% to close to 9% and
the country might achieve middle-income status by 2009, earlier than its target
of 2010.

There are several reasons to explain why ODA program and project
implementation was delayed. First, very often it took a long time for ODA
projects and programs to get off the ground. About 50% of ODA sources in
Vietnam go to infrastructure projects, which need more time to be implemented
and even take three or five years longer to finish than projects in other sectors,
thus also leading to slow disbursement. Other developing countries, for example
those in Africa, used only one-third of ODA for infrastructure projects and had
higher disbursement rate. Second, the ability of Vietnamese personnel to manage

1 See Vietnam Economic Times (2006)
2 ASEAN countries in this table include Thailand, Malaysia, Indonesia and Philippine.

Table 3. The rate of ODA disbursement in Vietnam and other
ASEAN countries2 2001-2005

Donors

WB

ADB

Japan ( JBIC)

The average rate of ODA
disbursement in other

ASEAN countries

18 % per year

20 % per year

15 % per year

The average rate of
ODA disbursement in

Vietnam

15 % per year

18 % per year

9.3 % per year

Source: MPI
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ODA projects and programs, particularly when it came to local government in-
volvement, was disappointing. Third, existing investment and construction, bid-
ding, management and ODA utilization laws are inconsistent and are
inconsistently interpreted. Furthermore, the difference in manner between Viet-
namese personnel and international donor implementation of projects was of-
tentimes great and this hindered project implementation. At a recent Vietnam
Donors' Consultative Group Meeting (2007), Vietnam’s donors said that ODA
disbursement would improve markedly if there was some harmony in the way
the Vietnamese government and international donors chose to function.

ODA management, monitoring and evaluation

ODA management has been undertaken by a supervising mechanism from
both the Vietnamese side and donor side. However, due to the non-transparency
and conditions, management organizations did not have full making decision. In
fact, management organizations mainly focus on how to attract as much as ODA
with easy conditions, but the implementation, management and evaluation of
project efficiency are confided to investors with project management committee
on behalf. Besides, investors and project management committee lack experience
and evaluation capacity in ODA implementation. Therefore, ODA monitoring is
mainly on report of progress and disbursement situation to serve leaders and
donors.

Institutional arrangements and human capacity

Institutional arrangements and human capacity for the management and im-
plementation of ODA are still weak and have not yet met the requirements for
improved ODA effectiveness. The recent leakage and corruption in PMU 18 and
in big projects of Petrolimex are examples of the weak ODA management and
monitoring. According to a survey by CIEM and JICA (2003), most participants
in the ODA delivery process expressed the view that internal Vietnamese proce-
dures for project appraisal and approval of new projects were complicated and
generally not harmonized with donors’ practices. A government decree aimed at
redressing this problem was seen by many as having so far been insufficiently im-
plemented. A remaining challenge is to ensure transparency and accountability
of aid management on the Vietnamese side.

Decentralization

Decentralized organizational structures for the management and utilization
of ODA have been implemented and have achieved significant improvements,
such as the expansion of ODA beneficiaries and the respect of leadership and
ownership of local governments. However, the decentralization of ODA has not
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met the requirements of the reform in public resources management. Decentral-
ized policy in ODA management and utilization is not consistent between the
central and local governments. Limited capacity of the local government staff in
project management and language skills is a factor hindering the ODA decen-
tralization and the effectiveness of many ODA projects. Poor coordination be-
tween the central government and the local government, between the
government and donors leads to delays in various steps of project design and im-
plementation. This is the kind of situation that can easily lead to waste and inef-
ficiencies. In order to improve ODA effectiveness, a greater investment in
capacity building in local administration and management will be necessary.

Repayment

Repayment prospect of ODA is an issue that Vietnam needs to be concerned
with from now on. In Vietnam, the focus of ODA mobilization has been mainly
on attracting as much ODA with easy conditions as possible, but the aspect of re-
payment resources and capacity has not been paid much attention. According
to data from MPI, the total debt of Vietnam is currently around 22 billions USD
and accounts for 37% of GDP. With the safe level of 40% of GDP advised by
IMF, the remaining loan capacity of Vietnam is not much. Therefore, Vietnam
needs to consider the source of repayment, and the effective use of ODA be-
comes more important for ODA repayment.
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Table 4. Total convertible debt of Vietnam

Total debt (billion
USD)
As % GDP

2000

11.8

39

2001

11.9

37.4

2002

11.8

34

2003

13.3

34

2004

16.7

36.8

2005

18.9

35.8

2006

22.2

36.6

Source: MPI

The use of ODA with the regional, sectoral and national development
approach

The use of ODA is still not fully consistent with the regional development
approach with large infrastructure as core. Since infrastructure development was
one of the top priorities in the Vietnamese development plan, the largest amount
of ODA has been allocated in this area. However, many of the approved ODA are
behind schedule and have not been completed yet due to various causes. Given
the fact that domestic private participation in the infrastructure sector has been
negligible, ODA should not only focus more extensively on infrastructure, but
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should also be based on long term economic strategy, especially regional and na-
tional development strategy.

3. The roadmap for future ODA mobilization and uti-
lization

In the 2008-2010 period, the direction for ODA is to continue utilizing
funds with attention made to ODA effectiveness and payment capacity. The
focus of this period is to accelerate the disbursement of signed ODA projects and
programs in order to put their outputs into operation and enhance ODA effec-
tiveness. In order to ensure aid effectiveness, ODA projects and programs should
be utilized based on the national, local and sector socio-development plans. Ben-
eficiaries should also mainstream ODA projects and programs in their socio-eco-
nomic plans. The following priorities in ODA utilization should be given for
ODA projects and programs in this period: agriculture and rural development;
economic infrastructure development toward a standardized and modern ap-
proach; social infrastructure development; environment and natural resources
protection; institutional capacity and human resources development; and tech-
nology transfer, research and development capacity building. In addition, Viet-
nam will need to prepare effective and high quality projects that continue after
2010.

In the coming years, the demand for infrastructure development will still be
large to support the continuous increase in expected industry production. In ad-
dition, the internal rates of return from road, bridge and power generating proj-
ects have been so high that further allocation of funds into this area is justified.
The Vietnamese government has the objective of having the industry sector ab-
sorb a larger portion of the labour force and of decreasing the ratio of population
in the agricultural sector significantly. According to this economic structural
change, a strategic approach to ODA is necessary. On the one hand, the infra-
structure development, especially transportation, telecommunication and elec-
tric power sectors, is assigned one of the top priorities. Therefore, Vietnam
should continue to use and attract ODA to these sectors. On the other hand,
ODA should be allocated to prioritized areas, especially poor and difficult areas.
The priority use of ODA in infrastructure and prioritized areas is necessary to
maintain sustainable economic growth and to reduce poverty.

-160-

See Vietnam Economic Times (2006)
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Vietnam is moving to commercial loans after 2010. According to interna-
tional practices, a developing country classified as having middle-income status
(GDP per capita of over 1,000 USD) receives less preferential ODA funding
sources. By 2010, GDP per capita of Vietnam is planned to reach 1,050 USD.
When that time arrives, donors will likely wish to raise the ODA amount they
would wish to loan to Vietnam. In the meantime, Vietnam needs to make better
use of the ODA loan capital it is now receiving. On the other hand, as Vietnam
becomes a country in which more people are living with medium level incomes,
new problems arise. In fact, in some countries such as the Philippines or Sri Lanka
no improvements were seen after medium income levels were attained. There-
fore, Vietnam should not follow in their footsteps. Instead, Vietnam needs to fol-
low through with its own strategic framework, particularly regarding mobilization
and utilization reforms. Capacity building for future needs is also of paramount
importance, particularly institutional and human capacity.

When Vietnam becomes a middle-income economy, the proportion of con-
cessional ODA will be reduced, and ODA with conditions closer to commercial
loans will become more common. Therefore, it is necessary to build an active
plan for reducing ODA loans after 2010. In addition, the experience of using
commercial loans needs to be examined in order to prepare for effective mobiliza-
tion and utilization of these sources of funds after 2010. To utilize those sources
of funds, appropriate directions for using ODA are necessary. In particular, while
ODA loans with concessional conditions should primarily be used for construc-
tion of national socio-economic infrastructure, ODA loans with less favorable
conditions should be utilized for sectors and areas with high financial returns
and sustainable debt capacity.

As the structure of ODA will be changed and ODA can be delivered through
a variety of modalities, the use of a particular modality should be based on the
specific requirements of the development challenge to ensure aid effectiveness.
Moreover, Vietnam will need to promote the application of new aid modalities
such as approaches based on program, sector and budget support. These new
modalities will strengthen government ownership, reduce transaction costs, en-
hance harmonization between government and donors, and accelerate disburse-
ment of ODA projects.

4. Policy measures
The rationale for a continuation of ODA to Vietnam remains strong. In

order to use this important resource more effectively in the future, Vietnam
should implement the following policy measures.
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First, enhance the awareness and understanding on the nature of ODA. ODA
should be considered as a catalyst, rather than a substitute for domestic resources
for development at all levels of beneficiaries. It is also important to improve own-
ership in the mobilization and utilization of ODA to serve social-economic de-
velopment of the nation, sectors and localities and to encourage effective use of
ODA.

Second, use ODA selectively. It is important that ODA is used selectively and
in appropriate combination with other investment resources. In fact, the major
policy debates are no longer on whether or not to allow ODA, but how to maxi-
mize the benefits of ODA for the country. Therefore, the quality of ODA mobi-
lization is more important than the quantity of ODA. This means that using ODA
needs to take into consideration socio-economic factors and carefully assess ben-
efits from transfer of capital resources, knowledge, technology, management
skills and international experience.

Third, speed up ODA disbursement. The demand to increase the speed of
ODA implementation is the responsibility of both the Vietnamese government
and donor community. From the Vietnamese side, the government should sim-
plify ODA rules and procedures. From the donor side, harmonization and sim-
plification of aid procedures with the Vietnamese government are also needed to
ensure effective implementation progress. As said by WB country director Ajay
Chhibber at the Vietnam Consultative Group Meeting (2007) “It is also com-
mon for the donor community to look at Vietnamese system and not always insist
on using their own system for project implementation”.

Fourth, maximize the effectiveness and widespread impacts of ODA. The mo-
bilization and utilization of ODA must be based on benefit-cost analysis of proj-
ects and programs to ensure that these projects and programs have high
effectiveness and maximum widespread impacts which contribute to economic
development. It is important that ODA should not be to spread too thinly, result-
ing in an unsustainable foreign debt burden for the country. The effectiveness
of ODA must be put in relation with economic growth and sustainable develop-
ment. Moreover, national, sector and regional social-economic development
strategies and master plans must be taken into account in order to enhance the
effectiveness of ODA.

Fifth, extend the beneficiaries of ODA to private sectors for projects and pro-
grams that serve public interests. The broad participation of beneficiaries is an im-
portant way to ensure that the right interventions are selected, that ODA funds
are used in an accountable, transparent and effective manner, and that the waste,
leakages and corruption are prevented.
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Sixth, build an appropriate plan for ODA decentralization. The decentraliza-
tion in ODA management and utilization is an inevitable and common trend in
the world and in Vietnam as well. The point is that Vietnam should consider
which level of ODA decentralization is suitable and which ODA projects are de-
centralized. From this perspective, experiences of ODA decentralization, which
has been carried out, need to be examined. A criteria system for ODA decentral-
ization which includes the duration and costs of projects, the capacity of ODA
management and the effectiveness of projects, also needs to be developed.

Seventh, strengthen the monitoring and management of ODA. This includes:
(i) ensuring the consistency, clarity, simplicity and transparency of the legal sys-
tem on ODA management and utilization, (ii) reinforcing the government’s anti-
corruption efforts, (iii) accelerating administrative reforms and the effectiveness
of state administration, (iv) enhancing professional training and retraining for
project management officers, (v) improving financial policies for ODA which
include implementing foreign debt management strategy and ensuring clear and
transparent tax policies for ODA projects and programs; (vi) strengthening the
management of ODA according to the Law on state budgets.

Eighth, build plans to reduce ODA loans with short payment period and strict
conditions. Experiences from some Asian countries such as ASEAN and China
show that the quantity of ODA mobilization necessary in a certain period de-
pends on the level of economic development in that period. ODA is likely to de-
crease in ASEAN in both quantity and in per capita terms. Vietnam should begin
to study plans and strategies to reduce ODA gradually, especially ODA with con-
ditions, while attracting other foreign investments such as FDI. In doing so, Viet-
nam not only maintains an increase in total investments, but also improves the
efficiency of all types of investments, including ODA.
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