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1 Vietnam Case Study
In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Vietnam.

By both Asian and global standards, Vietnam is a highly decentralized country. On the revenue side, over 40% of the domestic income is retained at subnational level. On the expenditure side, when both earmarked and non-earmarked central transfers are factored in, subnational spending accounts for 70% of public expenditures. Between 40% and 50% of development spending is actually programmed at subnational level.

Vietnam decentralization reforms are rooted in national Đổi mới (economic innovation) reforms of the 1980s, which initiated the country’s transition to a socialist, market-driven economy and led to a development success story. Since Đổi mới began, the country has experienced significant economic gains, attaining lower middle-income status in 2010. The poverty rate has dropped to 11.3%, down from 58% in 1993.  Vietnam’s development vision for 2011-2020 is outlined in its Socio-Economic Development Strategy (SEDS). It focuses on three “breakthrough areas” the government identified as essential to meet its ambitious goal of becoming a fully modernized country by 2020: (I) promoting human resources and skill development, especially for modern industry and innovation; (ii) improving market institutions; and (iii) infrastructure development. 

Nevertheless, despite Vietnam’s considerable progress, many factors may still hinder its ability to reach the ambitious goals outlined in the SEDS. Among those are politics-driven decentralization choices, which may be cause for confusion and inefficiencies rather than promotion of local development and poverty reduction. 

1.1 Underlying political economy context/drivers of decentralization

Local administrations in Vietnam are not set up by Constitution or Law as genuine logic governments, but as hierarchical articulations of the Central State (see below). Yet they have seen since the mid-80’s a considerable expansion of their relative autonomy, one which is normally associated with some form of political (not just administrative) decentralization and which is not entirely supported by the legal framework within which they operate, requiring a certain amount of “fence breaking” (Malesky 2004). It is indeed much greater de facto than de jure. Given the absolute dominance of the Vietnamese Communist Party (VCP), its direct control of the State machinery, and the hierarchical nature of such machinery one would not expect decentralized decision-making, unsupported by legal statutes, to take place at any level or to any meaningful degree.

Yet In Vietnam, as elsewhere, decentralization reforms are driven by politics, and analysts of the country’s political system have long been questioning the image of a monolithic VCP. They have come to describe the party as functionally pluralist with independent factions competing not over ideological goals, but rather over wealth, power and, importantly, autonomy for their regions (Kolko 2004, Nguyen-Hoang and Schroeder (2010). The political competition has led to a form of de facto political decentralization, which has been referred to as “power scattering” (Gainesborough 2002). In other words, rather than just implementing in the locality national policies and party’s resolutions, subnational administrations’ officials who are mostly VCP members, have claimed increasing autonomy over their own jurisdiction.  Eventually, what enables or constraints such autonomy is not so much the formal legal framework within which People’s Councils and People’s Committees operate, but rather the position and authority of local leaders within the VCP and the internal dynamics of the party.

It is therefore the intra-party competition among regional (provincially-based) VCP elites (similar to China), struggling to make the most of the opportunities created by the transition to the “market-based socialist system” that drives the decentralization process in Vietnam and gives to it its markedly “regional” (provincial) rather than “local” (District and Commune level) character.   
1.2 Decentralization policy

The role of local administrations has been shaped by policy initiatives undertaken by the Vietnam since the early 1990s to decentralize public sector decision-making to subnational administrations. The main legal instruments have been the State Budget Laws (SBL) of 1997 and 2002.Vietnam is unique among decentralizing countries in adopting an Organic Budget Law that specifies budget responsibilities of the different tiers of government. Other countries tend to have a Decentralization or Local Government Law The latter is the most recent legal framework for decentralizing fiscal powers to subnational governments while retaining a single state budget encompassing all levels of government (Nguyen-Hoang and Schroeder 2010).    

The SBL 2002 established the key principles for spending assignments, revenue arrangements, and intergovernmental fiscal transfers and has allowed a reasonable level of differential treatment across provinces to take account of their specific circumstances. But, most importantly, and in a major change with respect to the 1997 SBL, it granted provincial authorities a fair degree of autonomy to determine fiscal relationships with districts and communes within their jurisdiction, thus giving some “federalist” flavor to the Vietnamese subnational authorities system.  

Decentralization recently re-emerged as a major issue in Vietnam's political debate. The chapter on local government of the 2014 Constitution was heavily debated in the National Assembly and the Ministry of Home Affairs is mandated to formulate a new Local Administrations Law (Charlier 2015). Some drawbacks of moving to empower provinces in the absence of effective central oversight and policy coordination mechanisms are coming to the fore. In particular, in the aftermath of the 2008 financial crisis the government was faced with an immediate need to regain a measure of control over the largely decentralized public investment system to increase efficiency and effectiveness of public spending and correct the distortions associated with a provinces-led race to invest in economic infrastructures without a broader regional and national vision. 
1.3 Basic structures, actors and mechanisms

The diagram below summarizes the territorial structure of   the Vietnamese governance and public administration system (as outlined in Article 110 of the 2014 Constitution). The system is organized into four levels. Below the central/national level there are three tiers of subnational jurisdictions, generically referred to as the “Provincial tier”, the “District tier” and the “Commune tier”. They are articulated as follows:
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 At the first (Provincial) level there are 58 Provinces, ranging in population between 300,000 and 3,500,000 and 5 Municipalities (or centrally-run Cities: Hanoi, Ho Chi Minh City, Hai Phong, Can Tho and Da Nang) ranging in population between 900,000 (Da Nang) and 7,200,000 (Ho Chi Minh City). 

· At the second (District) level, the Provinces are divided into (i) Provincial Cities (of which there are 62 ranging in population between 70,000 and 320,000), (ii) smaller District-level Towns (43 Towns between 15,000 and 300,000) and (iii) Rural Districts. The 5 centrally-controlled municipalities are subdivided into (i) Rural Districts, (ii) District-level Towns , and (iii) Urban Districts. The total number of jurisdictions at this second level exceeds the 600 units     

· At the third (Commune) level, there are over 10,000 units, including  (i) Small commune-level Towns , also called Townships, (ii) Communes (rural sub-districts) and (iii) Wards (urban sub-districts) 

The nature and basic structures of the subnational administration were defined already by the 1959 Constitution. Some changes were nevertheless introduced by the Constitutions adopted in 1980, 1992, and most recently in 2014. The latter is considered by many observers as a “missed opportunity” for reform of Vietnam’s political and economic governance in general, but some steps forward have been made with respect to the subnational administration system, somehow catching up with a reality already in place. 

The relevant provisions are contained in Chapter IX (Art. 110 – 116). They describe local administrations as distinct components of the governance and public administration system’s architecture, and endow them with both greater autonomy and clearer lines of accountability than allowed under the 1992 text. 

To be sure the new Constitution still does not support subnational self-government structures as understood in most OECD countries, but substantially deconcentrates the State apparatus, enhances the policy-making role of the People’s Councils, expands the discretion of the People’s Committees, and strengthens the accountability of the latter to the former.  
Importantly the new Constitution (Article 111) introduces a distinction between “Administrative units” and “Local Administration levels”, decoupling the territorial subdivisions of the State, from the jurisdictions where effective local administrations may be set up. This may overcome the rigidities of former legislation (Laws on People’s Councils and People’s Committees of 1994 and 2003), which imposed the establishment of Councils and Committees in every administrative unit of the State. It will now be possible to (i) asymmetrically eliminate Districts where necessary (already piloted in ten provinces), and (ii) be more flexible and adapt administrative structures to the specific spatial organization requirements of varied urban and rural jurisdictions.

The Constitution then supports a substantial deconcentration of the State and calls for a Law to define “duties and authorities of the local administrations […] on the base of differentiation of powers between central organs and local state organs and between different ranks of local administrations” (Article 112). It also supports the principle of autonomous decision making by subnational People’s Councils, stating that the “Councils should decide on local issues provided by the Law” (Article 113). Ultimately, the extent to which local administrations will be empowered to promote local development in an autonomous and accountable way will depend on legislation that remains to be developed. Yet, the 2014 Constitution may make such empowerment slightly easier.

1.4 Decentralization outcomes

A recent World Bank (2014a) study suggests that the fiscal decentralization system in Vietnam may be effective in redistributing revenues to poorer provinces and districts (pro-poor geographic targeting), but this does not necessarily translate into intra-jurisdictional allocations that enhance the conditions of the poor or improve service delivery (Jutting et.al. 2005). An earlier econometric study had actually shown that sub-provincial resources allocations made by Provinces had a negative effect on the lowest-quintile average monthly income and concluded that the Vietnamese government should require provinces to adopt pro-poor allocation norms (Nguyen 2008).

After more than a decade of accelerated decentralization, discontent with its results is palpable among both the national and the subnational administrations, although, predictably, the diagnosis is different. The first believes that decentralization threatens the efficiency and uniformity of national policies, favors damaging competition between provinces, and results in an increase of narrow localism. The second generally feel that decentralization has not provided them with the necessary autonomy and fiscal capacity to effectively make it work (Charlier 2015). The search for a way forward is made difficult by the fact that politics, rather than development policy, continues to drive the process, with Provinces pressing for greater autonomy, while central government struggles to impose an appropriate accountability framework.

From a developmental point of view the key issue is whether the politics-driven decentralization reforms that have devolved to the provinces the power to arrange the finances of lower level administrations (Districts and Communes) has a positive impact on local development and poverty reduction. Under the new system Provinces have tended to retain the bulk of capital investment budgets leaving little discretionary allocation to lower levels, which can only “apply” and submit proposals for consideration by the Province. The lack of programmable resources at the grassroots level, however, makes it very difficult to carry out meaningful participatory planning exercises and, most importantly, limits the ability of local authorities to mobilize the additional financial and material resources that communities and private sector would be willing to contribute if enabled to identify, fund and implement their own priority investments, rather than just influence the way in which national/provincial programs are implemented locally. 

A mismatch has then developed between commune-level efforts to empower citizens to participate in local public policy making and hold local administrations accountable (Government of Vietnam 1998), and a decentralization policy devolving powers and resources to provinces (a form of recentralization when seen from the Commune level). As a result Vietnam's decentralization has not led to an empowerment of citizens through their local administrations or enabled them to hold local administrations accountable for budgetary allocations and their outcomes. It could then be seen as an example of “partial decentralization”--without popular empowerment (Deverajan et. al. 2007) Ultimately in Vietnam the lack of downward accountability of local authorities may lead to inferior outcomes, even if adequate resources are transferred from higher levels governments.

1.5 The evolution of decentralization and local government performance

The last decade in Vietnam has witnessed significant spending decentralization both in terms of spending assignments and autonomy over resource allocation decisions. The fiscal decentralization policies embodied in the 2002 SBL have helped channel more spending to the poorest parts of the country where development needs and costs of service delivery are higher. There is also evidence that decentralization has on the whole moved in line with administrative capacity (World Bank 2014a). 
However, while there is general acknowledgement that the SBL 2002 has provided a solid framework for public finance management, including intergovernmental fiscal relations, some of its limitations are now being discussed. After 10 years of implementation a number of issues arise such as: 

· clarity of spending responsibilities and local level accountability including for national priorities and objectives; 

· spending performance of local authorities; 

· the effectiveness of local revenue arrangements in meeting spending needs and the potential for increased revenue autonomy for provinces;

· the extent to which provincial authorities are promoting or impeding central government’s redistribution efforts; and the potential for increased debt financing for local authorities (World Bank 2014a). 

A revision of the 2002 SBL is now being considered, but beyond the technical adjustments that may be needed, a deeper reflection is needed on how the current politics-driven decentralization process may also be made to foster local development. While some stakeholders conclude that Vietnam decentralized too much too fast, others argue that the decentralization reforms remained incomplete in the sense that fiscal transparency and accountability have not kept pace with the devolution of spending and that the potential of sub-provincial authorities to mobilize resources and promote local development may not be tapped and might even be compromised. 

In fact, Article 35 of the 2002 SBL entitles the sub-provincial administrations (not the provinces) to “mobilize contributions from organizations or individuals for investment in the construction of infrastructure of the communes, townships, and cities on the province on a voluntary basis”.   
Evidence from several provinces, where regular transfers of some discretionary resources to lower level governments have been supported, in combination with efforts to improve local planning practices, shows that such resources mobilization effect can be very significant. It may therefore be asked whether the focus on provinces (and related provincial “re-centralization” of development resources and decision-making) may not have reduced the incentives for the desired sub-provincial resources mobilization effort for local development. 
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