[image: image1.jpg]GFAZ>y

Consulting Group





Towards A Program-based Approach

 in the Forest Sector in Vietnam?
Study to provide a basis for revising Program 661 and preparing an ODA financing modality for a revised program, taking into account experiences and results from KfW co-financed forest projects

DRAFT REPORT

By: Paul van der Poel

In collaboration with Senior Officials  from

Ministry of Agriculture and Rural Development

Office of the Government

Ministry of Planning and Investment

Ministry of Finance

Hanoi, April 2007

Table of Contents

3Abbreviations and Acronyms


3Executive Summary


31
Introduction


32
Forest policy and development framework


32.1
Recent developments


32.2
National Forest Strategy


32.3
Production Forest Development Policy


32.3.1
Outline of the Policy


32.3.2
Implementation issues of the new Policy


32.3.3
Initial comments from FSSP


32.3.4
General comments and questions


33
ODA Modalities


33.1
General ODA


33.2
ODA in forestry


33.3
Sector Budget Support


33.4
Public Expenditure Tracking and Fiduciary Risk Assessment for Program 135


33.5
FSSP Review on a Program based Approach in Program 661


34
Comparison of Program 661 and KfW Project approaches


34.1
Introduction


34.2
Cost Norms, budgets and fund flows


34.3
Additional comments


35
Outline of a program-based approach


35.1
Program based approach (PBA) in the German context


35.2
ODA program support for the Program 661 - Production Forest Development Component


36
Risk assessment and Mitigation


37
Conclusions and recommendations




Annexes

1.

Terms of Reference

2.

Memorandum between ICD-MARD and Team Leader of the Study

3.

Minutes of the Workshop on 19 April 2007

4.

Recent and Draft Documents on the Revision of Program 661

5.

Preliminary Results of the Forest Reclassification

6.

(Draft) Production Forest Development Policy

7.

Hanoi Core Statement

8.

Selected of documents on Sector Budget Support

9.

Schedule and People Met

10.
List of Documents Consulted

Abbreviations and Acronyms

	ADB
	Asian Development Bank

	BMZ
	German Ministry of Development Cooperation

	CFAA
	Country Financial Accountability Assessment

	CPRGS
	Comprehensive Poverty Reduction and Growth Strategy

	DAC
	OECD Development Assistance Committee

	DARD
	(Provincial) Department of Agriculture and Rural Development

	DfID
	Department for International Development

	DoF
	Department of Forestry

	DPC
	District People’s Committee

	EIA
	Environmental Impact Assessment

	FSSP
	Forest Sector Support Program and Partnership

	GoV
	Government of Vietnam

	GSO
	General Statistics Office

	GTZ
	German Technical Cooperation Agency

	HCS
	Hanoi Core Statement

	ICD
	International Cooperation Department (MARD)

	JBIC
	Japan Bank for International Cooperation

	KfW
	German Development Bank

	MARD
	Ministry of Agriculture and Rural Development

	MoFi
	Ministry of Finance

	MONRE
	Ministry of Natural Resources and Environment

	MPI
	Ministry of Planning and Investment

	NA
	National Assembly

	NFS
	National Forest Strategy

	NTFP
	Non-timber Forest Product

	NTP
	National Target Program

	ODA
	Official Development Assistance

	OoG
	Office of Government

	PBA
	Program-based Approach

	PER
	Public Expenditure Review

	PFDP
	Production Forest Development Policy

	PMU
	Project Monitoring Unit

	PPC
	Provincial People’s Committee

	RBC
	Red Book Certificate

	SBS
	Sector Budget Support

	SEDP
	Socio-Economic Development Plan

	SFE
	State Forest Enterprise

	SIA
	Social Impact Assessment

	SWAP
	Sector Wide Approach

	TA
	Technical Assistance

	TABMIS
	Treasury and Budget Management Information System

	TBS
	Targeted Budget Support

	TFF
	Trust Fund for Forests

	VND
	Viet Nam Dong

	WB
	World Bank


Exchange Rate per April 2007: € 1 = VND 21,000 (for easier use in this study an exchange rate of 20,000 has been applied)

Executive Summary
In October 2005, a national review of Program 661, the main National Target Program in the forest sector, showed that here is an need and scope for substantial improvement of its implementation. End of 2005, KfW supported a study on a comparison between Program 661 and KfW co-financed forestry projects, with the aim to contribute to an improvement of Program 661. On 5 February 2007, the National Forest Strategy (NFS 2006-2020) was approved, which provides the basis for future forest development. The development of the NFS included an intensive consultation process with donors through the Forest Sector Support Program and Partnership (FSSP).

Since 1995, the German Development Bank KfW has been involved in smallholder afforestation in a series of 7 mid-sized projects. Total financial support (incl. pipeline projects) is about € 53 million with a target of about 125,000 ha forest. In line with a renewed focus on program-based aid, KfW has announced that it will not continue with project-based support, but rather is exploring possibilities for providing program support in the forest sector, while taking into account experiences and results of the KfW co-financed forest projects (hereafter called KfW projects).

On the basis of the positive results achieved by KfW projects over the past 12 years, in January 2007 MARD asked KfW for assistance to assess the possibility of contributing to improved implementation of Program 661, through a program financing modality. The study was carried out in Vietnam from 26 March to 23 April under the responsibility of the International Cooperation Department (ICD) of the Ministry of Agriculture and Rural Development (MARD), and with the involvement of senior officials from MARD, the Office of the Government, Ministry of Planning and Investment and Ministry of Finance.

The objectives of the study were defined as: 1) to contribute towards the implementation of Vietnam’s National Forest Strategy (NFS) 2006-2020; 2) to promote further harmonization and alignment of Program 661 and KfW supported approaches in the forest sector in Vietnam for enhanced effectiveness and impact, including community forest management; and 3) to serve as a principal orientation of future KfW engagement in the forestry sector in Vietnam, i.e. through a program-based approach.

A direct comparison between Program 661 and KfW projects is not possible. Program 661 is a national target program with multiple objectives and stakeholders, and mainly focuses on re-vegetation and forest protection, while encouraging the establishment of production forest through a preferential credit scheme. KfW projects focus on supporting the establishment (and management) of production forests by smallholder farmers (and communities). As such KfW projects contribute to the targets set by Program 661 but by using different means.

During the first week of this study it was found that it was no longer feasible to focus on an overall revision of Program 661 as the latest revision is about to be approved in the 2nd Quarter of 2007. In November 2006, the National Assembly issued a resolution on the adjustment of targets and tasks of Program 661 (No. 73/2006/QH11). The resolution urges to finalise forest reclassification, speeding up forest land allocation and issuing of land use certificates (households and economic sectors), and providing forest use rights to communities. It calls for adjustment of the preferential schemes for investment in production forest (by subsidising an extra average VND 2 million or € 100 per ha), reduce the transport costs of forest products, increase several cost norms, and overall focus on poverty areas and watersheds, and those affected by resettlement activities (e.g. associated with the construction of dams and irrigation schemes).

Subsequently, MPI elaborated a new Draft Policy on Production Forest Development, to be implemented from 2007 to 2015 within the structure of Program 661. Unanimously, the study group decided to focus the study on this Policy, especially since it contains many elements which are more or less directly related with successful approaches implemented in KfW projects. It confirms the multiple functions of production forest and encourages organisations, communities, households and individuals to invest in and benefit directly from planting, harvesting and processing of forest products. The State partly supports the initial investments to pay for the expected environmental services and compensates for the (initially) low revenues generated from forestry activities. The Policy aims in particular at supporting activities in disadvantaged communities in rural and remote areas, i.e. Northwest, Central Highlands and mountainous areas of the Central Coastal region (and after 2010 exclusively in these areas). As the focus of the Policy is on areas with high poverty indices, the subsidies are not considered to be in violation of international trade agreements.

The first impression is that the Policy has a number of improvements over the previous national programmes. Embedded in the National Forest Strategy 2006-2020 (NFS) and Socio-Economic Development Plan 2006-2010 (SEDP), it focuses on smallholder production forest, allowing its utilisation by much larger groups of society, and acknowledges the link between production and markets, as well as the potential of forestry for income generation and job creation, especially in poor areas. It stresses the need for land allocation as a precondition; decentralisation of implementation down to district, commune and village level; an urgent need for improvement of the quality and quantity of forest reproduction material in decentralised nurseries, training of forestry staff and extension, as well as monitoring and control systems. The fact that budgets are allocated on a 3-year basis, instead of yearly budget allocation improves financial planning security.

Most donor support in Vietnam has been in the form of project support, but based on the Paris Declaration on Aid Effectiveness and its local version, the Hanoi Core Statement (HCS; 2005), Government of Vietnam (GoV) and donors, including Germany, have agreed on a number of principles, indicators and targets, adherence to which paves the way for program based approaches and sector budget support. These principles are: Ownership, Alignment, Harmonisation and Simplification, Managing for Results and Mutual Accountability.

Sector Budget Support (SBS) is a rather new aid modality in Vietnam and aims at using the governments’ own financial management and accountability systems, while supporting its long-term capacity for sustainable impacts in a (sub-)sector or (sub-)program. SBS, or more precisely targeted budget support, is now being implemented in the Education and Water Supply and Sanitation Sectors as well as Program 135. The (sometimes lengthy) formulation of SBS in Vietnam initially met with some resistance from line ministries, political and capacity constraints, and, especially, budget transparency. A review by Finland in 2005 concluded that the general procedures in Vietnam for targeted budget support for poverty programs were generally acceptable. Budget mechanisms have been reviewed through Public Expenditures Reviews and were found to be rigorous and with good Government oversight. Overall it was concluded that although transaction costs were lower than in the case of project based support, they are not negligible and constitute an additional burden for both sides in terms of reporting and auditing requirements.

A Review of FSSP in 2006 concluded that the forestry sector is not guided to any significant degree by the principles set out in the Hanoi Core Statement. This review was mainly aimed at determining whether FSSP was indeed paving the way for an overall sector wide or sector budget support approach within the framework of Program 661. However it does not assess the potential and challenges related to a targeted sector budget support approach, as is the objective of this study. Similarly it does not assess recent improvements in the Governments’ financial management systems.  It does however point out the potential challenges ahead, as well as the need to set clear objectives and targets, as well as budget tracking exercises.

In the forest sector, the main candidate for program-based support is National Target Program 661 and in particular the activities covered by the Production Forest Development Policy (hereafter called PDF Component). The potential KfW program support, tentatively calculated at up to € 20 million (preferential loan, IDA conditions) for a period of 6 years, is relatively small (5%) in comparison with the overall amount of some € 400 million proposed for Central Budget financing for the Policy. The following considerations argue in favour of earmarked program support:

1. Support is earmarked for certain crucial performance enhancing (and currently missing) implementation steps, to enhance the performance of the whole program

2. Successful implementation of the earmarked activities, would pave the way to invite other donors to step in to increase area coverage and quality performance even more

3. Accompanying technical assistance could be more easily targeted and channelled

Jointly identified priority areas for program support are: 

1. Additional investment preparatory steps (land use planning and allocation, site mapping and area measurement)

2. Capacity building at all levels, but in particular at lower administrative levels. 

3. Monitoring and checking: to make sure that acceptance and compliance checks are carried out

4. Additional equipment and vehicles at district level, possibly including support for decentralised nurseries

5. Increase investment costs norms through financing additional application of fertilizer (this area is still under discussion)

Additional support funded through budget support has been roughly calculated at € 30-40 (VND 600-800,000) per ha, depending on whether fertilizer subsidies are included or not. Assuming a total program support of 6 years, and a phased approach with € 3.4 million in the first 2 years combined in a first period, followed by 4 years of € 3.4 million each, a total of € 18 million would need to be allocated. The total area coverage over 6 years would be in the order of some 400,000 ha. Assuming a maximum of up to € 20 million is available from German funds, the remaining funds of could be used to finance additional activities, e.g. sustainable and/or community forest management, technical assistance, etc.

Budget allocation and fund flows. The new PFD Component will be implemented through Program 661 but with different modalities, i.e. mainly through the districts as investment owners. The PFDP will also support several other elements which are not part of the SBS. Budgets will be prepared at the district level and allocated on the basis of three-year periods, the first one running from 2008 to 2010. The funds from the SBS will need to be added to these budgets and channelled through the same system while guaranteeing that they reach their targets and that they can be tracked throughout the system. The best way of doing this seems to be by ringfencing the funds in a special account and disburse them on the basis of the 3-year budget allocations and predefined criteria for e.g. accounting and reporting. A first hurdle will be to match the budget periods of the SBS with the budget allocation periods of the new Policy, as it is improbable that KfW budget support will arrive before 2009, which is already the second year of the first 3-year PFDP budget.

Whatever the final outcome of the discussion and negotiations, there will be a need to check whether these funds are properly allocated and used, compliance checks and budget expenditure reviews (possibly including reconciliation exercises with the National Treasury) need to be carried out and performance indicators formulated. Additional  surveys need to be conducted on a regular basis (every 2-3 years) to determine whether the measures have the expected results, whether cost norms are sufficient, and to prepare necessary revisions.

The overall conclusion is that targeted budget support for Program 661’s Production Forest Development component - is going to be a medium to high risk undertaking, necessitating a complex negotiation process and mitigating activities. In many aspects, the forestry sector is not ready for budget support. Similarly many details regarding implementation need to be elaborated, not the least those of the budget allocation and fund flow mechanisms.  Nonetheless, there is considerably potential for improving the national target program on the basis of already established approaches and positive experiences. This opportunity and momentum may not come again so easily in the future. Finally, everything depends on whether rural people consider the proposed Policy to be in their interest and join in, if so, the proposed budget support can make a contribution towards this.

On the basis of previous preparations of program based approaches, it appears that the involved transaction costs and time should not be underestimated. Therefore it is recommended to appoint key staff on both sides (MARD, MPI and MoFi, as well as KfW), who are able to communicate and consult on a regular basis during the preparation process, which will need to take place in the second half of 2007, and likely extends into 2008.

Provided both parties agree to continue with the outlined program-based approach and aiming at reaching a basic agreement before the next Government to Government Consultations (October 2007) and Negotiations (tentatively March 2008) between Vietnam and Germany, a number of crucial next steps and deadlines are proposed with the aim of starting the program based support in 2009. If this deadline cannot be reached, the initial momentum may have been lost, because the next Government to Government negotiations are scheduled for 2010, i.e. when Program 661 is largely expected to be finalised and the Production Forest Development Policy will have run some 3 years, with very limited scope for substantial impact until 2015. 

1 Introduction

Forest development in Vietnam is in a dynamic phase and receives a lot of attention from the Government of Vietnam (GoV) as well as Official Development Assistance (ODA). Whereas exports of processed forest products are rapidly increasing, most of the raw material (estimated at 80% of exports) has to be imported from other countries. Overall forest cover is increasing but the quality of natural forests in terms of timber stock and biodiversity is still declining. A large nation-wide program (known as the 5 Million Hectare Reforestation Program or Program 661) is being implemented from 1998 to 2010 to establish new forests, restore and protect the remaining natural forests, create an increased forest products supply and contribute to poverty alleviation and job creation. 

In October 2005, a national review of Program 661 showed that here is an urgent need and scope for substantial improvement of its implementation. End of 2005, KfW supported a study on a comparison between Program 661 and KfW co-financed forestry projects (hereafter called KfW projects), with the aim to contribute to an improvement of Program 661. On 5 February 2007, the National Forest Strategy (NFS 2006-2020) was approved, which provides the basis for future forest development. The development of the NFS included an intensive consultation process with donors through the Forest Sector Support Program and Partnership (FSSP).

On the basis of the positive results of KfW projects over the past 12 years, in January 2007 MARD asked KfW for assistance to assess the possibility of contributing to improved implementation of Program 661, through a program financing modality. The study was carried out under the responsibility of the International Cooperation Department (ICD) of the Ministry of Agriculture and Rural Development (MARD). The study team consisted of the following members: Paul van der Poel (team leader), Nguyen Van Thinh (Management Board of Program 661 - MARD), Nguyen Van Vu from MARD’s Finance Department, Ha Van Hung (expert on KfW projects), Luong Van Tien (Management Board of Forestry Projects - MARD), Luong Van Linh from the Office of the Government (OoG), Dinh Ngoc Minh from the Ministry of Planning and Investment (MPI), and Nguyen Thi Nhu from the Ministry of Finance (MoFi)

Schedule: The study officially started on 26 March 2007. The first meeting of the study group was on 30 March, followed by 2 weeks of general discussions and fixing of tasks and responsibilities, as well as field visits in 2 provinces (Lang Son and Bac Giang), 1 week of summarizing the initial results and discussion in a larger consultation workshop on 19 April (see Annex 3 for workshop results). A memorandum was signed on 22 April between ICD - MARD and the team leader of the study (see Annex 2). The final report was submitted on 15 May 2007. See Annexes 9 and 10 for an overview of the schedule and people met, as well as the documents consulted.

The objectives of the study were defined as follows:

1) to contribute towards the implementation of Vietnam’s National Forest Strategy (NFS) 2006-2020; 

2) to promote further harmonization and alignment of Program 661 and KfW supported approaches in the forest sector in Vietnam for enhanced effectiveness and impact, including community forest management; and 

3) to serve as a principal orientation of future KfW engagement in the forestry sector in Vietnam, i.e. through a program-based approach. For the original Terms of Reference (TOR) of the study, see Annex 1.

During the first week of this study the study team concluded that it was no longer feasible to focus on an overall revision of Program 661 as the latest (and probably final) revision prepared by MARD (see Annex 4) is about to be approved in the 2nd Quarter of 2007. Even if there would be some scope for further revision, a potential program financing would have a limited impact as this would not take place before 2009 at the earliest, with Program 661 tentatively finalising in 2010. However in line with the NFS and based on the results of the latest review of Program 661, a renewed focus on production forest has emerged. 

Over the past half year a new Draft Policy has been elaborated by MPI on Production Forest Development, which is expected to be signed in April/May 2007 by the Prime Minister. This Policy is to be implemented within the structure of Program 661, and could be considered as a sub-program or component of this. Although the status of Program 661 after 2010 is not yet clear it is expected that it will continue in some form as a National Target Program. Unanimously, the study group decided to focus the study on the new Production Forest Development Policy, especially since it contains many elements which are more or less directly related with successful approaches implemented in KfW co-financed forestry projects. Following consultation, KfW agreed with the change in focus, and supported the idea to concentrate on elaborating a possible program-based approach (through sector budget support) aimed at supporting implementation of the Policy.

As community forestry management is still largely in a trial phase (through a National Pilot Program with results not expected before 2009) and is not part of Program 661 nor the new Production Forest Development Policy, it was decided to leave aside this issue for now, though leaving open the possibility for inclusion in a later stage.

The report has the following structure: Chapter 2 starts with an overview of current forest policy developments and framework, followed by Chapter 3 on current ODA support modalities in the forest sector as well as experiences with sector budget support in other sectors. Chapter 4 provides a comparison of approaches applied in Program 661 and KfW co-financed forest projects, and recommendations for improvement. Chapter 5 gives an outline of potential KfW program based support, as well as the proposed Policy Matrix and Chapter 6 discusses the risks and possible mitigating actions. Main conclusions are presented in Chapter 7 and Chapter 8 provides recommendations and next steps.

2 Forest policy and development framework

2.1 Recent developments

Until 2005, the main focus of the national forest policy was to increase forest vegetation cover to 43% of the national area. Through a series of national programs (i.e. Programs 327 and 661) considerable progress has been made when considering the official statistics: 28% in 1995 to 37% in 2004, equal to some 12.6 million ha. Furthermore, these programs created a general nation-wide awareness for forest-related issues. On the other hand, the national program did not incorporate a clear vision with regard to the production, processing and marketing of forest products. Most of the national funds were channelled through Government institutions towards forest protection at the expense of production. The forest sector faced, and still faces, tremendous challenges with regard to inefficient State Forest Enterprises (SFEs), unclear land use rights, a largely under-qualified forest bureaucracy, limited supply of quality forest reproduction material, and intransparent fund flows and monitoring systems. 

Over the past 5-6 years, and largely due to private sector investment, a booming forest processing and export industry has emerged. This sector needs to import most (up to 80%) of its raw material from other countries, whereas forest product supply from national forests (still some 94% of standing timber volume) is in rapid decline and forest plantations (6%) are generally of low quality or too young for production. Currently, Vietnam is importing some 3 million m3 of timber per year, a figure which is expected to rise to some 4-5 million m3 per year in the coming years, and much more until 2020 if the current forest policies are fully implemented. Furthermore there has been a focus on fast growing species (esp. Acacia) for the paper and chip wood industry whereas there is a very strong demand for higher quality timber products. Productivity of forest plantations is generally low, sustainable forest management is in its infancy and forest certification (of forest management) virtually non-existent. One way or another, there is an urgent need to encourage the production of  domestically grown timber and other forest products to meet the fast growing demands and at the same time reduce the pressure on forests in Vietnam as well as from other countries.

The main national target program in the forestry sector is the Five Million Hectare Programme, known as Program 661, which runs from 1998 to 2010. The main targets were to establish 5 million ha of forest, of which 3 million ha protection forest and 2 million ha production forest, through a series of cash incentives (protection forest) and preferential loans (production forest). Whereas the targets for protection forest were largely met, those of production forest were not (i.e. less than 50% and often of poor quality), as established during a major review of Program 661 in October 2005. It was estimated that, over the past 8 years, only some US$ 10 million was invested annually in commercial plantations, using preferential loans and mainly by large enterprises. Some of the main reasons for the poor results were identified as: a) slow forest land allocation, in particular to households and communities, b) unattractive investment conditions for the private sector; c) a fragmented and under-qualified forest administration, d) weak linkages between production and markets; e) low investment budgets and late disbursements; f) forest reproduction material (seed and seedlings) is insufficient in quality and quantity and largely focuses on fast growing species. 

In November 2006, the National Assembly issued a resolution on the adjustment of targets and tasks of Program 661 (No. 73/2006/QH11), see Annex 4). This resolution basically urges to finalise forest reclassification, speeding up forest land allocation and issuing of land use certificates (households, individuals and economic sectors), and providing forest use rights to communities. It calls for adjustment of the preferential schemes for investment in production forest (by subsidising an extra average VND 2 million per ha), reduce the transport costs of forest products, increase several investments rates, and overall focus on poverty areas and watersheds, and those affected by resettlement (e.g. by the construction of dams and irrigation works).
In February 2007, the new National Forest Strategy 2006 – 2020 (NFS) was signed, following a long formulation process which included extensive involvement of donors through the Forest Sector Support Program and Partnership (FSSP). The Strategy is in line with the Comprehensive Poverty Reduction and Growth Strategy and Socio-economic Development Plan 2006-2010. The new Strategy provides the main framework for future forest development in Vietnam. For more details, see the next paragraph 2.2.
The latest revision of Program 661 (see Annex 4) is expected to be signed in the 2nd Quarter of 2007 and to last until the end of the program in 2010. This revision does not really address the identified shortcomings, but mainly adapts the targets to reality. Furthermore it increases the cost norms for several activities: i.e. from VND 50,000 to 100,00 per ha for contracting of protection forest (2 million ha), and from VND 5 to 6 million per ha for the plantation of protection forest (250,000 ha or 50,000 ha per year). The revision aims to stabilise the area for protection forest to 6 million ha, focus on development of non-timber forest products (NTFPs), and prioritises natural regeneration (800,000 ha) over new plantations. 

It estimates that the revision of the forest classification will lead to an increase of up to 3 million ha of land classified for production forest, while calling for speeding up its allocation to different sectors. Reforestation targets for production forest are 150,000 ha per year for a total of 750,000 ha. For the first time, the establishment of production forest by households, individuals and communities will receive an average support of VND 2 million or € 100 per ha (maximum of 5 ha per household). The required Central Budget is estimated at some € 225 million or € 45 million per year. The management fees will increase from 8 to 10% of which 8% is allocated to the local project owner (i.e. mainly districts), with the central level receiving 0,7% and the provinces 1,3%. In addition 2% of the budget will be allocated for forestry trials and extension activities, as well as 10% for infrastructure construction.

Although it is generally expected that after 2010, there will be some sort of national target program to continue the main activities under Program 661, it is as yet unclear to which extent and in which direction this will go. In any case it is expected that the focus on production forest will greatly increase to meet rapidly growing demands. This is reflected in a new Policy on Production Forest Development, to be implemented from 2007-2010 within the structure of Program 661 (see paragraph 2.3.)

Another recent development is the growing acknowledgment of the role of community forestry, especially in ethnic minority areas, and initially encouraged by donors and mainly practised in donor-supported projects (including several GTZ and KfW-supported projects). Financed by the Trust Fund for Forests (TFF), the Department of Forestry implements a National Pilot Program for community forestry in 40 communes, located in 10 provinces. The Pilot Program runs from 2006 to 2009 and first results are expected by mid - end 2008.

Finally, World Bank (WB), financed by the European Commission, is currently undertaking a financial and fiscal review of the forest sector, which may generate additional information useful for the purpose of this study. Results are expected to be available by the end of 2007.

2.2 National Forest Strategy

In response to the above and in cooperation with the Forest Sector Support Program and Partnership (FSSP), a new National Forest Strategy (NFS) for 2006-2010 was elaborated and approved in February 2007. The NFS mainly aims at stabilising the existing forest protection and special-use forest areas, focus more on production of forest products, and linking raw material production with processing areas, marketing and trade. It aims at a stronger involvement of the non-State Sector (households, communities, and private sector), poverty alleviation and job creation.

The overall target for 2020 is to create a forest estate of 16.24 million ha (47% of the national area). Out of the total forest area, 8.4 million ha (from currently 4.5 million ha) are to be production forests of which 4.15 ha are plantation forest and 3.63 million ha natural production forest, while regenerated natural forest and agro-forest make up 0.62 million ha. Protection forest will stabilise at 5.68 million ha and 2.16 million ha of special use forest. The increase is to be achieved by the establishment of 1 million ha new plantations from 2006 until 2010 and another 1 million ha until 2020. In addition 0.3 million ha will need to be reforested on an annual bases. Natural forest regeneration will reach 0.8 million ha. Domestically harvested timber will be 20-24 million m3 (of which 10 million m3 large timber). Forest exports will reach US$ 7.8 billion per year (US$ 7 bio from timber products, US$ 0.8 from NFTP), from a current level of US$ 2 billion per year and US$ 61 in 1995. 

Preliminary results from the forest reclassification and demarcation exercise (March 2007, see Annex 5) show that the area classified as forest land is 16,2 million ha of which 12,6 million ha is forested and 3,6 million ha bare land. Bare land classified as production forest is concentrated in the Northeast and North Central Coast (together more than 50%), followed by the South Central Coast, Northwest and Central Highlands. About 19 provinces make up more than 81% of the bare land and about 50% is concentrated in 7 provinces: Dien Bien (Northwest), Ha Giang and Bac Can (both Northeast), Thanh Hoa and Nghe An (North Central Coast), Quang Nam (South Central Coast) and Gia Lai (Central Highlands). The areas and provinces will be the main ones to achieve the national targets for the establishment of production forest. 

Overview of preliminary results of the forest reclassification exercise in 2007 (million ha)

	
	Forest Land
	Forested
	Of which Bare Land
	Production forest
	Of which Bare land
	% of bare land

	Vietnam
	16,20
	12,56
	3,64
	8,48
	2,28
	100,0

	Northwest
	2,07
	1,39
	0,68
	0,88
	0,37
	16,1

	Northeast
	4,06
	3,16
	0,90
	2,39
	0,62
	27,2

	Red River Delta
	0,11
	0,09
	0,02
	0,02
	0,01
	0,3

	North Central Coast
	3,42
	2,60
	0,83
	1,75
	0,55
	24,1

	South Central Coast
	2,34
	1,74
	0,60
	0,96
	0,37
	16,4

	Central Highlands
	3,34
	2,92
	0,42
	2,13
	0,28
	12,3

	Southeast
	0,50
	0,38
	0,11
	0,16
	0,05
	2,0

	Mekong Delta
	0,38
	0,29
	0,09
	0,18
	0,04
	1,7


In terms of forest management responsibility, state organisations will focus on special use forest (85% of the area under special use forest) and protection forest (70%), and some concentrated plantation and natural production forest areas (25%). The remaining area of production forest (75%), special use forest (15%) and protection forest (30%) is to be managed by private enterprises, communities, cooperatives, households and individuals. This implies that forest land allocation will need to be greatly accelerated and the (overly ambitious) aim is to finish this by 2010. 

The NFS has set out the following broad regional forest development objectives:

1) Northwest: watershed protection and biodiversity, social/agro-forestry, NTFPs. 

2) Northeast: material supply areas geared towards Hanoi, Hai Phong and Quang Ninh, processing. 

3) Red River Delta: urban and protection forest, nature conservation, processing.

4) North Central Coast: protection forest and nature conservation, raw material and processing, community forestry. 

5) South Central Coast: watershed protection, nature conservation, key afforestation areas for material supply geared towards Quy Nhon and Da Nang. 

6) Central Highlands: production forest area and large timber supply, watershed protection and nature conservation, management of natural forest, processing, accelerate land allocation, community forestry, livelihood improvement of ethnic minorities. 

7) Southeast: protection forest, processing and intensive cultivation forest, natural conservation. 

8) Mekong Delta: agro-forest, coastal protection, mangrove development, processing. 

Unused or bare land (compare with previous table for differences) is 6,76 million ha (barren land on hilly and mountainous area is 6,16 million ha or 18,59% of the national area), distributed as follows: North East 28% of total bare land area, North West 21%, North Central 19%, South Central Coast 13%, Central Highlands 12%, South East 5%. Of the total bare land area 71% is located at elevation above 700 m and 38% has slopes 16-35 degrees. To what extent the so-called unused land is actually bare or unused or even available for forest establishment and production forest is another matter. In many cases these areas are degraded and scattered, used for (often some form of swidden) cultivation of agricultural crops or grazing. Moreover they are often located in isolated regions, often associated with ethnic minority groups. These aspects are not always taken into account when calculating the areas available for certain (e.g. forestry) activities and targets.

The NFS will be implemented through 3 development and 2 support programs: 

1) Sustainable forest management and development; 1 million ha until 2010 of which 0,75 ha of production forest, and 1,5 million ha for the next phase (44.3% of budget), 

2) Forest protection, biodiversity conservation and environmental services development (14% of budget), 

3) Forest products processing and trade (37% of budget), 

4) Research, education, training and forestry extension (1.3% of budget),

5) Renovation of forestry sector institutions, policies, planning and monitoring (3.3% of budget). 

Implementation arrangements: MARD is in charge of the overall NFS, with the Department of Forestry (DoF) being responsible for program 1) Sustainable forest management and development program, and 5) Renovation of the forestry sector institutions, policies, planning and monitoring; Forest Protection Department (FPD) for 2) Forest protection, biodiversity conservation and environmental services; Department of Agroforestry and Salt Processing for 3) Forest products processing and trade program; and Department of Science and Technology for 4) Research, education, training, and forestry extension program.

Total investment cost is about € 5 billion Euro until 2020, of which € 1,5 billion until 2010 and € 3,5 billion until 2020. The Central Budget until 2010 is expected to contribute some 24%, foreign investment and foreign direct investment together some 40% (mainly in program 3), and ODA 13%. MPI and MoFi are responsible for balancing and allocating funds, the Ministry of Natural Resources and Environment (MONRE) for land use planning, allocation and leasing of forest land, the General Statistics Office (GSO) for statistics. Annually MARD et al. will assess strategy implementation and report to the Prime Minister and GoV will report to the National Assembly. Every five years the NFS will be evaluated, the first time in 2009, the results of which will be used for input in the next 5-year plan for 2011 – 2015.

2.3 Production Forest Development Policy

2.3.1 Outline of the Policy

In line with the policy to focus more on production forest, MPI has elaborated a new Production Forest Development Policy
, see Annex 6 for further details, which is expected to be signed in April/May 2007 (personal communication from MPI). This policy will be implemented from 2007 to 2015, and replaces the regulations on production forest plantations, specified in Decision 661, dated 29 July 1998. It confirms the multiple functions of production forest and encourages organisations, communities, households and individuals to invest in and benefit directly from planting, harvesting and processing of forest products. The State partly supports the initial investments to pay for the expected environmental services and compensates for the (initial) low revenues generated from forestry activities. Furthermore is aims in particular at supporting activities in disadvantaged communities in rural and remote areas (also referred to as Area 3 communes), i.e. Northwest, Central Highlands and mountainous areas of the Central Coastal region (and after 2010 exclusively in these areas). 

The area focus is largely in line with the NFS (except that it includes the Northwest and excludes the Northeast as the main raw material production areas), as these areas have the largest so-called bare lands areas. The definition of the 3 regions by MPI appears to be different from the one mentioned in the NFS; e.g. the Northwest as defined by MPI encompasses more than 10 provinces, whereas, the Northwest by NFS covers 4 provinces. 

The main target is to plant 2 million ha of forest at an average of 250,000 ha per year (compared to NFS with 150,000 ha per year until 2010), while creating income and employment opportunities and stimulating the creation of a forestry market. Projects that already have applied development credit and those supported by ODA projects are not affected by the provisions of this policy.

The Policy makes a distinction between so-called small timber trees (fast growing species up to a 10 years harvesting cycle) and big timber trees (more than 10 years) and indigenous species. The following (still tentative) investment support is envisaged:

a) 3 million VND per ha for big timber trees and indigenous species and 1 million VND per ha for small timber trees.

b) 1 million VND per ha for border communes

c) 1 million VND per ha for resettlement areas (e.g. those affected by the construction of hydropower plants and irrigation works

d) 2 million VND per ha for individuals, households and communities that belong to ethnic groups living in the Central Highlands and Northwest, who are not belonging to so-called disadvantaged communes and communes situated in Region II (i.e. somewhat better-off communes).

Extension costs per ha are fixed at 50,000 VND and costs for plantation design and documentation also at 50,000 VND per ha. Extension costs and plantation design have to be paid by the plantation owner.

In addition, the Policy proposes to support the establishment of seed (forest) sources at a rate of 1,5 million VND per ha or 1,000 scattered trees, with specific support rates to be determined by the Provincial People’s Committees (PPC). Furthermore it supports experimental plantations up to 60% of the total afforestation costs and up to 5 ha per model area. 

Investment support for households, individual and communities will be divided into 4 payments. The first year: all seedling and extension costs, support  for the remaining 3 years will be divided into 3 equal parts following annual acceptance checks. Non-state organisations are allowed to receive 70% of the total support in advance, right after the plan is allocated for purchasing seedlings and field preparation, whereas the remaining part is paid at the end of the second year, following acceptance checks by the provincial project management board.

The provisions stipulate that seed sources (provenances of seed and seedlings) need to clearly determined through certified seed production centres. Local afforestation boards are in charge of preparing contract, conduct acceptance checks, and effect payments. The district management board is in charge of providing seedlings and extension services. 

A precondition for investment support is that land must have been allocated, leased or contracted for long-term afforestation purposes. SFEs and agricultural enterprises are required to contract forest land areas for afforestation purposes to individuals, households and communities, for long-term and sustainable use.

Rights and obligations: The plantation owner (households, individuals, communities, organisations) shall be permitted to collect all forest products from harvesting, and are free from transportation taxes, whereas land use taxes or fees are regulated by the current state laws. The plantation owner shall contribute 80 kg of rice (equivalent) per ha and per production cycle in order o develop commune and village forestry development funds, equally divided between them. If the contractor provider is a SFE, special-use or protection management board, this amount will be paid to them and no additional amounts need to be paid. If after 4 years, the quality criteria are not met, the plantation owner must repay all costs for replanting themselves or refund the State budget to the amount of funding support received plus commercial interest charged from the date of withdrawal.

The Policy provides strong investment support for nurseries and seed forests: Level I Nurseries (at province level) of more than 1 million seedlings per year (especially tissue culture), Level II Nurseries for each commune or group of communes with more than 1,000 ha production forest. The investment support for level II nurseries mainly focuses non-State economic entities (private nurseries) and especially those located in disadvantaged communes. Further strong support is intended for infrastructure (forest fire prevention roads), processing facilities (preferably privately-owned), as well as subsidies for transportation of forest products in the Northwest.

Total investment is estimated at about € 2 billion, of which some € 0,4 billion will financed from the Central Budget and € 0,05 billion through Local Budgets (see Appendix 6-1 of Annex 6 for an indicative budget breakdown). Whereas until 2010, the Central Budget will be mainly used for strategic support, after 2010, Central Budget support will only be provided to the provinces in the Northwest, Central Highlands and Central Region. Other provinces shall be responsible for using their own funds to operate according to regulations stipulated in this Policy.

2.3.2 Implementation issues of the new Policy

1) Land related issues

The provinces are in charge of informing the public and encouraging economic entities to participate. Planning must be implemented from the grassroots level and ensure sufficient forest areas are available. Provincial People’s Committees (PPC) need to speed up forest land allocation and issue land use certificates to individuals, households and organisations. This process must be completed prior to 2010. The forest land owner is allowed to use up to 30% of the un-forested land for livestock activities, eco-tourism and resort business, including roads and infrastructure (up to 20%). Financial sources for land use planning, land allocation, land lease and contracting are funded through this Policy, though this is not clear from the budget breakdown (see Annex 6). Also unclear is the relation with MONRE and its local branches as the main responsible for land use planning and land allocation. Plantation owners are allowed to use their own funds for these activities and will be reimbursed by the State in the subsequent budget year.

2) Invest project and investment decision maker

The PPC is the competent authority regarding investment decisions on forest plantation investment, seed forest and nursery establishment by organisations. The District People’s Committee (DPC) is the competent authority regarding decisions on supporting production forest plantation, projects on seed forest and nursery establishment by individuals, households and communities. Prior approval is required by provincial DARD or Forestry sub-Department. The species to be planted need to be in accordance with the List of Species approved by MARD in 2005. For those species which are not approved, environmental assessments are required.

3) Project Management Board and Forest Development Board

At provincial and district level, the existing 661 project management boards will be used. In districts where those boards do not exist, district forest protection stations and SFEs shall be used to establish project management boards. In communes which manage at least 500 ha, commune forest management teams will be established. These teams of up to 5 members will be financed by 1% of the initial investments in production forest areas. Similarly, in villages with at least 100 ha of forest land, village forest management teams will be formed on a voluntary basis, which will monitor implementation of the afforestation. Financing will be similar to those teams at commune level, i.e. 1%.

4) Tasks of the project management boards and teams at different levels  

The main task of the provincial management boards is to monitor (i.e. not be the project investor) and use the funds to promote the Policy, provide training to district and commune staff, check and monitor enforcement of the Policy, conduct acceptance checks (to be done within 20 days after the investor requests this in written form). 

The district management boards are the so-called project investors directly managing the project operations, responsible for developing the forest plantation project for submission to the competent authority for approval, permitted to adjust silvicultural procedures to ensure project progress. These include: development and design, plantation design, establishment of level II nurseries, organize support  for afforestation, steer and collaborate with commune and village management teams. The district management board will approve the technical design of the annual afforestation, in accordance with seedling prices announce by the PPC and in accordance with procedures on afforestation regulated by MARD. The district management boards are responsible for signing afforestation contracts, including site survey for demarcation, defining and undertaking procedures to issue land use certificates, and providing extension services and seeds (if required), monitor process. The afforestation contract needs to be confirmed by the commune People’s Committee, village and hamlet leader. The district will provide extension workers who (together with their supervisor) will be overall responsible for acceptance checks in terms of area and quality of the plantation forest planted by households and individuals. The district will be responsible for paying the afforestation support to individuals, households and communities during the following budget year, as well as for getting payments und finalization with the State Treasury. The above will be done on the basis of annual work plans and written notices for commune and village teams.

Extension workers are responsible for providing technical inputs to the afforestation activities operated by local communities, households and individuals, and will be paid € 50,000 per ha by the plantation owner, taking into account all forest areas are checked for acceptance by the district management board.

Total project management cost is calculated at 10% of the total investment in silviculture  in the areas, of which 0.5% is covered by the central budget, 0.7% by the provincial budget, 0.8% by the district budget and 8% by the project investor, mainly the districts. The project investor will provide 1% to the communes and 1% to the villages involved. The budgets will be allocated on a 3 year basis to prevent delays and provide financial planning security. The first 3-year budget is expected to be prepared in the second half of 2007 and encompasses the period of 2008-2010.

2.3.3 Initial comments from FSSP

A previous, but almost similar, draft of the Production Forest Development Policy was sent to FSSP on 3 January 2007, asking for comments. Only the FSSP Coordination Office (CO) was able to comment, whereas others donors did not come forward, probably due to the holiday season. The main questions and comments from the CO are summarized as follows:

1) Should the State directly subsidize commercial production forest as proposed or rather focus create an enabling environment through e.g. policies, training, extension, and infrastructure?

2) The focus on remote, disadvantaged, areas (even subsidising transport) is not fully in line with the NFS, which states that material supply zones should be centred around existing processing centres. 

3) The focus on large numbers of smallholders might discourage larger investors, especially in processing plants, who could face higher transactions costs.

4) Instead of direct subsidies, would it not be preferable to go for preferential credits to encourage longer-term relations with the banking sector, e.g. in view of the need for reforestation after harvesting, thereby stimulating a more dynamic private forestry sector?

5) Instead of subsidies and fixed seedling prices, would it not be better to provide smallholders with a fairer market price for their products?

6) It is not clear what organisations means as a target group?

7) How much bare land is actually available?

8) A large training effort is necessary for all the envisaged extension staff, and also there will be a need for sufficient and qualified staff for regulation and enforcement.

9) There is a need to analyse what kind of products (species, volumes, sizes) are required for the processing industry and link this with the afforestation design.

10) In view of the large investment budget and comparing this with the figures of the NFS, are the proposed figures realistic, what impact does it have on the other NFS activities, and does MoFi agree to this?

11) How will the Policy be implemented? As a National Target Programme like 661?

2.3.4 General comments and questions

The first impression is that the Policy has a number of improvements over the previous national programmes. Embedded in the NFS and SEDP, it focuses on smallholder production forest, allowing the involvement of much larger groups of society (households and communities), which was previously very complicated. It acknowledges the link between production and markets, as well as the potential of forestry for income generation and job creation, especially in poor areas. It stresses the need for land allocation as a precondition; decentralisation of implementation down to district, commune and village level; an urgent need for quality and quantity of forest reproduction material in decentralised nurseries, training of forestry staff and extension, as well as monitoring and control systems. The fact that budgets are proposed to be planned for 3-year periods, instead of annual budget allocations is another positive development as this improves financial planning security. 

Many of these improvement are already established procedures in KfW projects, which thus far have received a very positive recognition among forest policy makers in Vietnam. Nonetheless, several issues and questions remain to be discussed:

1) What is the status of the Policy and will it be implemented as a National Target Programme, in all provinces at the same time or step by step? How and when are revisions planned and possible?

2) How will the district / provincial level budget planning take place, how are the fund flows and when are the first funds expected to be flow?

3) The overall targets of 250,000 ha per year and the required investment levels are very high, compared to e.g. 106,000 ha of production forest established in 2006). The target of 2 million ha seems more dictated by the amount of so-called bare land than on reality in the field. 

4) The fact that current seedling production and quality is already largely insufficient (estimated at less than half of the required amounts), combined with the precondition to provide seedlings from certified seedling production centres, raises the question of phasing and gradual expansion. Furthermore the necessity for using fertilizer (another major cost in forest establishment, is not mentioned at all.

5) The focus on isolated, disadvantaged, often ethnic, communes does not sufficiently take into account the additional costs associated with the levels of support required. Land allocation in these areas has been extremely slow, because of existing land use patterns and topographic conditions, as well as the presence of SFEs. In particular the focus on the Northwest conflicts with the NFS, in which it is not planned as a major raw material supply area. The Northeast is included in the NFS as a raw material supply areas but is not part of this Policy.

6) Land use planning (especially at village/commune level) is not specifically mentioned as one of the essential steps, prior to land allocation. In previous surveys it was pointed out that in particular grazing areas are often not sufficiently considered. Site mapping and species matching are also not mentioned.

7) In order to prevent the cutting of secondary forests to establish plantations, criteria need to be formulated, in certain cases it may be necessary to carry out social and environmental assessments.

8) Training of staff at different levels is not elaborated in any detail, but is a key issue to provide quality services.

9) Monitoring and checking systems are not elaborated in much detail, but are similarly key issues.

10) No mention is made of the need to establish clear production goals per afforested area to meet demands from the processing industry, minimum size of these area to benefit from economies of scale.

11) Plantation management activities (e.g. thinning and harvesting, and pest/disease control) are not considered at all, but are equally important for productivity and plantation health.

12) The investment structure seems rather complex and raises the question with regard to differentiating between the different categories mentioned in the Policy, such as Region 2 or 3 communes, border communes and those affected by resettlement activities. Over time the status of these communes is likely to change as well; how should this be taken into account?

The above basically reflects that forest plantation management in Vietnam is still relatively new and there is little experience with the planning of all the steps of this long and rather complex production cycle. Besides that there is still insufficient information of the productivity of the different types of forest in different locations or knowledge of indigenous  trees species under plantation conditions. One has to start somewhere, but this again emphasises the need to carefully phase the activities, instead of wasting large sums of money for comparatively few results. When the aim is to attract private investment in plantation forestry, potential investors will first of all request reliable information, stable investment conditions and secure markets, as well as quality support services, to be able to determine their returns and risks, something which is especially important in the forestry sector with its long production cycles.

3 ODA Modalities

3.1 General ODA

Vietnam has received considerable donor support over the past 15 years, in many different sectors, different approaches and results. The support has largely focused on supporting the transition to a market economy and poverty reduction, on the basis of the Comprehensive Poverty Reduction and Growth Strategy (CGPRGS, since 2002), and 5-year Socio-Economic Development Plans (SEDP, now 2006-2010). Most donor support has been in the form of project support, but based on the Paris Declaration on Aid Effectiveness (2005) and its local version, the Hanoi Core Statement (HCS; 2005), GoV and donors, including Germany, have agreed on a number of principles, indicators and targets (see Annex 7), adherence to which paves the way for program based and sector budget support. These principles are: Ownership, Alignment, Harmonisation and Simplification, Managing for Results and Mutual Accountability. 
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Over the past 15 years, many forestry or forestry-related ODA projects have been implemented in Vietnam, are still being implemented or planned. Most projects focus(ed) on capacity building, poverty reduction, nature conservation, social- and community forestry and, especially the medium to larger projects (WB, ADB, JBIC and KfW), on afforestation activities of smallholder farmers. Including pipeline projects and since 1995, KfW has committed about € 53 million for the implementation of 7 medium-sized projects, the establishment of about 125,000 ha of plantations with smallholder farmers, recently also including forest management and community forestry activities.

In order to coordinate donor support, increase its effectiveness, and create the conditions for a sector-wide approach (SWAP) and sector budget support, in 2001, the Forest Sector Support Program and Partnership (FSSP) was set-up. In 2004, a Trust Fund for Forest (TFF) was set up to channel future donor support. The original focus was to support and improve implementation of Program 661, support the preparation of a National Forest Strategy, and set up a Forest Sector Monitoring and Information System (called FOMIS)
.

A Review of FSSP and TFF in 2006 concluded that, although both contributed to increased information exchange between MARD and donors and were instrumental in formulating the new NFS, no substantial involvement and improvement in Program 661 were visible. Rather, transaction costs had increased substantially and the TFF was overwhelmed with relatively small proposals for a variety of initiatives, few of them related to Program 661. Similarly, although ADB and WB channelled their co-financed funds for 2 new large forestry projects through TFF, the period for preparation of these projects has been very long (about 5 years). All in all the 2006 review concluded that the fragmented sector was not yet ready for a sector-wide budget support and that fiduciary risks are high. The future of TFF after 2007 remains somewhat vague, whereas FSSP support after 2010 is still unclear.

It is largely expected that donor support in the forestry sector will taper off with the implementation of the latest WB, ADB and KfW projects, all about to be started in 2007. Some donors (e.g. the Netherlands) will reduce development assistance altogether because Vietnam is expected to become a middle-income country in the next 5 years. Nonetheless, given the latest renewed interest in climate change-related environmental topics, it may be expected that continued and substantial cooperation in the forest sector of Vietnam over the next 12 years is most likely.

Since 1995, the German Development Bank KfW has been involved in smallholder afforestation in a series of 7 mid-sized projects. KfW has not been overly active in FSSP though largely adheres to its principles. In line with a renewed focus on program-based aid, KfW has announced that it will not continue with project-based assistance, but rather is looking for providing program-based support in the forest sector, while taking into account experiences and results of the KfW projects. An obvious candidate for such support is the largest and ongoing forest program, Program 661, but since this Program has just undergone a (possibly last) revision in early 2007, and is running out in 2010, there is not much scope for overall program support anymore. As KfW projects mainly focus on smallholder afforestation with the aim of producing forest products, the new Production Forest Development Policy under Program 661, would be a possible candidate for KfW program support.

3.2 Sector Budget Support

As one of the Program-based Approaches, Sector or Targeted Budget Support (SBS or TBS) is a rather new aid modality in Vietnam
. SBS aims at using the governments’ own financial management and accountability systems, while supporting its long-term capacity for sustainable impacts in a (sub-)sector or (sub-)program. The financial support can be targeted (‘earmarked’), to certain expenditures or even ‘ringfenced’ in which financial support is allocated to specific account instead of mixing it with the government budget. Additional technical assistance may be added for certain activities. Whatever the definition, a program-based approach should be a) Government led, b) have a single comprehensive budget framework, c) a formalised process for donor coordination, and d) use local systems for the project cycle.

SBS is now being implemented in the Health Sector, Water Supply and Sanitation and Program 135
. The (sometimes lengthy) formulation of SBS in Vietnam initially met with some resistance from line ministries, political and capacity constraints, and, especially, budget transparency. A review by Finland in 2005 concluded that the general procedures in Vietnam for targeted budget support for poverty programs were generally acceptable. Budget mechanisms have been reviewed through Public Expenditures Reviews and were found to be rigorous and with good Government oversight. This may be more difficult with line ministries used to project support (such as MARD), see also comments in the next paragraph 3.4. Overall it was concluded that although transaction costs were lower than in the case of project based support, they are not negligible and constitute an additional burden in terms of reporting and auditing requirements.

Brief Ten on the SBS website (operated by DfID) summarizes the constraints as follows:

1) Awareness: both for GoV as well as most donors SBS is new and there are different definitions and levels of awareness leading to confusion, even if the situation is improving;

2) political willingness and limitations for GoV and donors, e.g.  when budgets are directly allocated to the local level, reducing the influence of higher levels;

3) Harmonisation and coordination: despite the HCS donors still have difficulties with harmonisation, but coordination between and within ministries is also often absent; 

4) System and operational challenges: the process towards SBS has been more commanding than donors had imagined. Furthermore there are considerable differences between sectors. The forest sector is mentioned as one of the most difficult ones as it has many stakeholders and private interests. Other obstacles mentioned are: weak financial management, lack of budget transparency, fiduciary risks, weak management and procurement systems, insignificant Monitoring and Evaluation (M&E) and reporting, and weak staff capacity.  

Over the past 2 years, substantial progress has been made with budget support for National Target Program 135, supported amongst others by DfID and WB. Phase 2 of Program 135 is now underway with loan support in the order of US$ 300 million of a total program budget of  up to US$ 1 billion, to be spent over 5 years until 2010. Setting up this program support required considerable support during a large part of 2005, including fiduciary risk assessments, fund flow and budget tracking exercises, capacity building, etc. The program support monitors progress on the basis of a Policy Matrix and its indicators, attainment of which trigger subsequent tranches of program support.  Though it is still early, first results show good progress, low fiduciary risks, increasingly transparent public tendering processes, and good quality audits from the State Audit. Questions to be addressed remain with the quality of capacity building at lower levels, as well as the sustainability of the investment (operation and maintenance) of this largely local infrastructure-oriented program.

3.3 Public Expenditure Tracking and Fiduciary Risk Assessment for Program 135

Relevant for this study is the public expenditure tracking survey
 by Crown Agents in 2006 for Phase1 of Program 135 (1999-2005), carried out in 5 provinces. Following are some of the conclusions from the executive summary:

The system of public expenditure in Vietnam was designed with central control needs as the objective. There is a good Treasury system which extends from the state level to the districts. Recording of transactions through the treasury system is transparent and accurately done. Transactional record keeping is excellent and archiving is good therefore the treasury system, which extends from the State level to the districts, presents very little fiduciary risks.

Funds reach their intended destination with only a limited delay. Overall there seems to be very little leakage of resources as they are transferred from the State level to the provinces. Nevertheless leakages occur in resource use which we have estimated to be about 20-25 % based on our assessment of procurement and administrative practices. 

At the Provincial level there is opacity in how the programme is managed. The province might retain P135 funds and manage communal projects at that level. In the sample we examined, it was not transparent whether those funds were maintained separately from the mainstream recurrent and capital expenditures of the province or they were merged with the rest of provincial funds. 

Decentralisation below the Province level is uneven across the country. Most funds are still controlled at the province level or district levels despite the intention to decentralise the programme to lower levels of government. The degree of decentralisation of the programmes implementation differs from one province to another. In some cases provinces and districts undertake the project planning, implementation and monitoring with little role delegated to the commune level.

Several sources of leakage of funds were identified at the provincial level including the possibility of overlap in allocation of resources for managing programmes. In situations where these resources are not applied to the P135 projects they would have been leaked to other objectives within the province.

Financial reporting  and analysis of financial performance is weak. There was no evidence that financial management reports were produced at the provincial level to demonstrate the inter-dependency of programmes. It appeared the P135 programmes were produced on ad hoc basis. Provincial steering committees are required to combine both the implementation progress and the disbursement figures of the treasury and to report to CEMMA on quarterly, semi-annually and annually.  This, however, was witnessed by CEMMA as a difficult task for steering committees as reports are usually not on time, do not contain the full required indicators , and are not accurate.

The district level is another source of potential of leakage resources.  District official award contracts on behalf of the communes who have very little knowledge of amount of resources and what they are entitled to have. Most of the problems at the national and provincial levels cascade to the district level in the sense of opacity of financial reporting, accountability, weak procurement,  and the lack of monitoring and evaluation capacity.

At the commune level there is very little knowledge of public financial management issues. Asymmetry of information between the province/district level and the communes results in a situation where commune leaders hardly know in advance what public resources should be due to them. Record keeping at the commune level is very basic or very limited. The Central Treasury system does not extend to this level. There was no identified system of formal record keeping at the communes the consultants visited. There was also no formal reports produced for onwards transmission even though there seem to be an extended administrative connection with the district on weekly basis on all kinds of ad hoc issues. 

The recommendations from this study point at the need for strict monitoring of adherence to the governments’ regulations within the public financial management system and a strong focus on capacity building (accounting and reporting), especially at lower levels. GoV appears committed to reform of its public financial management and accountability system and has made steady progress over the past years, as concluded by a fiduciary risk assessment for Program 135 (see Annex 8). It is expected that with the implementation of Treasury and Budget Management Information System (TABMIS) co-financed by DFID, the budget information system will be modernised which will make it accessible to other line ministries.
3.4 FSSP Review on a Program based Approach in Program 661

The Review of FSSP in 2006 also looked at budgeting and expenditure tracking in the frame of Program 661. It concluded that: an overall lack of expenditure and budget data may reflect the lack of such data anywhere in the system. The NFS did manage to put together estimates of forestry sector expenditure during 2001-2005, but the exercise required the efforts of two people for a month, the accuracy is unclear, and no breakdown of the spending on Program 661 is available. The difficulties involved can be judged from the comment in the May 2005 Public Expenditure Review that Program 661 ‘is a framework program setting out the flexible principles under which hundreds of institutions and locally identified sub-projects operate. This makes project management, financial control, expenditure tracking and impact evaluation unusually difficult.’

Part of the problem is the difficulty of identifying forestry spending within the existing budget coding system, while 2003 reforms to decentralise financial management mean that Line Ministries lack information on expenditures within their sector. Ministry of Finance is considering amendments to the coding system to permit more detailed expenditure monitoring of national target programs. The TABMIS financial management information system could eventually help in collecting more detailed and accurate expenditure data, but it

will not be available at province level before 2010. In the absence of capacity to generate auditable expenditure reporting on the sector, it will be impossible to meet donor fiduciary requirements without separate accounting arrangements.
In 2004, a major study of harmonisation in the forestry sector was conducted (Harmonisation of Investment Procedures and Implementation Frameworks in the Forestry Sector or HIF). Since then little has been achieved in implementing harmonised arrangements beyond some discussion of bringing cost norms more into alignment.

In relation to a program based approach, the Hanoi Core Statement implies the following:

· Use country systems and procedures to the maximum extent possible, adding safeguards and measures to strengthen them if needed

· Avoiding the creation of Project Monitoring Units (PMUs) or other parallel structures;

· Phase out paid incentives for staff;

· Use results-oriented performance assessment frameworks;

· On the Government side, improve accountability, effectiveness and transparency and in particular provide timely and audited reports on budget planning and execution.

The arrangements in the forestry sector in general do not (yet) correspond with any of these objectives. Parallel structures proliferate at every level and PMUs are the main management approach used. The performance assessment framework of FSSP includes ‘results areas’, but most of the indicators proposed are expressed in vague and un-monitorable ways, and the annual reviews have not reported on the achievement against those indicators. Until the recent NFS draft, Government has not provided systematic information to the partnership on forestry budgets or expenditures. Audited accounts on forestry sector expenditures are not prepared and the limited information that may be available in audited accounts for MARD is not shared. At the current time, the forestry sector is not guided to any significant degree by the principles set out in the Hanoi Core Statement.
The conclusions from the FSSP Review were mainly aimed at determining whether FSSP was indeed paving the way for an overall sector wide or sector budget support approach within the framework of Program 661. However it does not assess the potential and challenges related to a targeted budget support approach, as is the objective of this study. Similarly it does not assess recent improvements in the Governments’ financial management systems.  It does however point out the potential challenges ahead, as well as the need to set clear objectives and targets, as well as budget tracking exercises. The overall  conclusion is that sector budget support for Program 661 is going to be a medium to high risk undertaking, necessitating a complex negotiation process and mitigating activities.  

4 Comparison of Program 661 and KfW Project approaches

4.1 Introduction

A direct comparison between Program 661 and KfW projects is not possible. Program 661 is a national target program with multiple objectives and stakeholders, and mainly focuses on re-vegetation and forest protection, while encouraging the establishment of production forest through a preferential credit scheme. KfW projects focus on supporting the establishment (and management) of production forests by smallholder farmers (and communities). As such KfW projects contribute to the targets set by Program 661 but by using different means. Nonetheless, there are a number of identical implementation steps in both Program 661 and KfW projects, and a comparison between them may generate a number of lessons-learned, leading to recommendations for improvement of Program 661 and its implementation.

End of 2005, a comparison was made between Program 661 and KfW project approaches
, on the basis of fields visits in 5 provinces and 74 sites, 39 established by Program 661 and 35 by KfW co-financed projects. The visits found that survival rates in KfW projects were consistently higher (about 85%) than in Program 661 sites (about 75%), but more importantly that the quality of the plantations in terms of distribution and health (growth and stem form) were almost twice as high in KfW projects. Only about one third of the Program 661 sites showed good quality, whereas two thirds of the sites showed large gaps, mainly caused by the presence of cattle, inferior seed quality or wrong site selection.

The study proposed that Program 661 should include at least the following activities:

1) participatory land use planning,

2) increased forest land allocation to households with Red Book Certificate (RBC)

3) site mapping and species matching,

4) implementation of suitable silvicultural guidelines, and 

5) post planting management guidelines. 

Furthermore it concluded that more suitable tree species should be selected, fertilizer applied during planting, forest administration should be streamlined, budgets need to be increased, forestry extension and capacity building should be created or improved, and that the monitoring, checking and documentation systems require substantial improvements. 

In both project approaches, more attention is needed towards improvement of the certification of seed sources (provenances), thinning and pruning, as well as overall management plans and marketing issues.

Following the production cycle the following observations were made:

1) Land use planning (and forest development planning) at village level is one of the first steps in KfW projects, an activity which is absent in Program 661. As a result there is consensus on the location of the plantations, boundaries with other land uses are identified and it prepares for the allocation of forest land. The results are documented in village maps, whereas Program 661 often shows simple forest maps with little connection to the rest of the village and as a consequence they are quite difficult to find. The costs for participatory land use planning are estimated at VND 35,000-40,000 or about € 2 per ha.

2) Site mapping in Program 661 is not practised, leading to wrong species selection and a focus on less demanding, often fast growing, species like Acacia and Pine in large monocultures. KfW projects apply a practical site mapping methodology, taking into account local site conditions leading to better and more diversified species selection and growth. The  costs for site mapping were estimated at VND 30,000 or € 1,5 per ha.

3) Land allocation. Plantation establishment in Program 661 was mainly carried on land classified for protection forest, which was not allocated with a RBC (50 years) to households. Local people did not feel any responsibility for the performance of these plantations as they will not really benefit from the future production. As such these plantations fulfil a protection function, but in many cases this would have been achieved (cheaper) through natural regeneration. In contrast, KfW projects require that land is allocated to households (with a RBC and up to 2 ha per household). Special beneficiary regulations (decision 162) have been developed to allow households the full utilization of their plantations, even when these have been established on areas classified as protection forest. The cost of land allocation are estimated at VND 20-60,000 per ha or € 1-3 per ha.

4) Area measurement and rechecking are carried out in KfW projects only. This is done to determine the size of the different allocated plots. The measurements are done by external organisations contracted by the provinces at a cost of some VND 44,000 per ha. Rechecking of 10% of the total area is carried out by another contracted organisation at a cost of VND 15,000 per ha. The combined cost of these activities are some VND 60,000 or € 3 per ha.

5) Nurseries and seedling production. Program 661 mainly uses large nurseries run by SFEs, which are often located far from the plantation sites. Nursery management and record keeping is rudimentary, prices are fixed by the province, and seed sources usually unknown and not certified. The overall result is that seedling quality is often low. These nurseries almost exclusively focus on Acacia and Pine and to a limited extent on a few indigenous species. In contrast, KfW projects mainly obtain their seedlings from small and decentralised nurseries, which are regularly checked and receive on-the-job training. Minimum acceptance standards are set and controlled by field staff. Also in this case, certified seed is largely absent. Nonetheless, seedling quality in KfW projects is considerably higher than in Program 661.

6) Plantation establishment and tending. Site preparation and planting is more or less similar in Program 661 and KfW projects. Application of fertilizer appeared to be more frequent in KfW projects (at a cost of some VND 400-600,000 or € 20-30 per ha) than in Program 661 (estimated at VND 200-300,000 or € 10-15 per ha), and is applied in both the first as well as the second year. In KfW projects, plantation quality is checked after planting, replanting is done when required and records are kept over the years. These quality monitoring aspects are absent in Program 661.

7) Plantation management (thinning and harvesting). Although KfW projects are only now starting with thinning and harvesting exercises and training, these aspects were largely omitted, mainly due to the fact that these activities are necessary after the project implementation period was finalised. Especially in the densely planted and fast-growing plantations, thinning is a crucial exercise to stimulate good health and growth. Harvesting practises influence the future development of the plantations and practices like clear cutting (especially on steep slopes) may lead to a serious increase in erosion and site degradation. As Program 661 plantations mainly serve a protection function, and permissions to start thinning and harvesting are hard to get, this aspect has been completely ignored.

In addition to the above, the KfW projects provide a number of support measures:

Training and extension: as staff qualifications at district and commune levels are usually very low, KfW projects focus a lot of attention on capacity building, varying from technical, administrative to extension methodology and training of trainers. On average spending for training, extension, workshops and study tours in KfW projects amounted to some 4% of the overall project budgets (about € 300,000 per project or € 3-4 per ha established). Training and extension material on different aspects and aimed at different target groups were prepared to accompany these activities. 

Monitoring and evaluation: whereas a systematic monitoring system in Program 661 is largely missing, KfW projects apply both a progress monitoring (plan versus realisation) and a quality control system. The latter is based on compulsory checks of key implementation activities. Detailed guidelines have been developed for this. The costs for these activities (including those by external organisations) are estimated at around 2% of the average project budgets (about € 150,000 per project or € 1,5-2 per ha).

4.2 Cost Norms, budgets and fund flows

The discussion on budgets and cost norms in Vietnam is a complicated one given that programs have to take into account large variations among the regions in terms of labour cost, site conditions etc, the fixing of prices at different levels, the scarcity of certain quality products and services. In addition the calculation of the management fees (some 8% in Program 661) for the so-called investment owner on the basis of per ha investment cost, increases the pressure on the cost norms. A widely-held opinion is that the so-called management fees in Program 661 are not sufficient to cover the management and operational costs. The practice of applying overall cost norms for large regions (isolated or not) and often regardless of species selected or market conditions, encourages the practice of selecting the cheapest solutions (often Acacia). Finally the application of general cost norms, without specifying cost norms for crucial implementation steps and accompanying measures, normally leads to their exclusion during project implementation. Similarly, it is assumed that that implementing levels have already sufficient staff and operational means (incl. vehicles) to carry out the extra activities and often over-ambitious targets. Especially at lower levels such as the districts this often does not prove to be the case.

Capacity building and monitoring are typically absent from budgets and cost norms of government programs, as it is assumed that the sectors are ready to implement a specific program or because these activities are supposed to be the responsibility of different government institutions or levels. This even extends to frequent discussions (reluctance) about the use of external loans for capacity building and monitoring activities, as this does not fit the current budgeting system. In ODA loan projects it is usually expected that donors finance these activities through grant funds. The same applies to associated technical assistance.

Another discussion which is influencing the discussion on cost norms between Program 661 and KfW Projects is the assumption that KfW projects are more expensive and that Vietnam cannot afford similar cost norms. Besides the general observation that low quality equals loss of investment and future income, the KfW projects are not much more expensive on a hectare basis than Program 661. The additional steps (investment preparation, capacity building and monitoring) introduced by KfW projects represent roughly calculated less than 15% of the total cost of plantation establishment, or about € 15-20 per ha (300-400,000 VND per ha). In addition to that KfW provides equipment and consulting services but these need to be excluded from the overall calculation as these are extra costs associated with ODA.

For comparison the table below gives a rough estimation of the different cost norms per hectare by comparing Program 661 with those applied in KfW projects 1-6.

Cost norms in VND on a hectare basis
	Activities for Plantations
	Program 661
	%
	KfW projects
	%

	1. preparatory activities
	
	
	200,000
	1

	Land use planning
	
	
	35 - 40,000
	

	Micro site mapping
	
	
	30,000
	

	Land allocation
	
	
	15 - 60,000
	

	Area measurement
	
	
	60,000
	

	2. Fertilizer
	
	
	400 - 600,00
	10

	3. Seedlings+10%
	
	
	1 - 2,000,000
	22 - 33

	4. Labour cost
	
	
	3,000,000
	50 - 67

	5. Support measures
	
	
	90 - 120,000
	2

	Training and extension
	
	
	60 - 80,000
	

	Monitoring & checking
	
	
	30 - 40,000
	

	
	
	
	
	

	Investment cost
	4 - 6,000,000
	
	
	

	Management fee 
	320 - 600,000
	8 - 10
	
	

	Total Investment Cost
	4,320,000 -6,600,000
	
	4,600,000 - 6,000,000
	


Fund flows: In Program 661, the Central Budget funds flow directly from the Centre to the provinces, with Protection Management Boards and SFEs being the main investment owners, whereas local people are mainly engaged and paid as labourers to carry out certain activities. Other state organisations like the local forest inventory and planning institutions and state-run nurseries are then being contracted to carry out part of the investment preparation and production of seedlings. Several reports mention that the funds do not always come on time (due to yearly overall budget allocation) and is not always disbursed transparently at lower levels.

In contrast, KfW projects mainly channels the funds through the project management units (operational costs and purchasing of inputs), whereas the subsidies for labour costs are channelled directly to participating households through individual deposit accounts (drawing interest) in commercial banks. Participants are allowed to withdraw the money over several (up to 6) years, as long as the quality standards have been reached. This allows for a timely and transparent fund flow. Furthermore, by working with private nurseries and competitive contracting of certain activities to external institutions, more transparency and quality control are generated.

A major discussion point so far has been whether State programs like Program 661 can apply a similar deposit account mechanism, i.e. by channelling government funds through commercial banks. The reluctance comes from different stakeholders for different reasons: political, practical in terms of financial management, loss of control and increased transparency. It appears that this mechanism has now been accepted for KfW 7 (expected to start in mid 2007) which is partly loan and partly grant financed.

In the context of the Production Forest  Development Policy, application of the deposit account mechanism does not seem very practical. The reason for this is that this Policy intends to mainly subsidise the costs for inputs in terms of seedlings and fertilizer, but not the labour costs which is expected to be contributed by the plantation owners. Even if the subsidies exceed the costs for the necessary inputs, the remaining amounts are too low to warrant an effective deposit account mechanism. If labour subsidies are to be included in budget support, application of the deposit account mechanism could be considered.

4.3 Additional comments

The previous chapters mainly discusses the different approaches, results and cost norms for plantation establishment. The reason for this is that plantation establishments constitutes the major cost item in the budgets and where major improvements are needed, and apparently most difficult. Other activities such as forest management, harvesting, marketing and trade also need to be taken into account and are to be addressed, but a precondition for all of these is first of all that there are high quality forest plantations to start with. 

Natural regeneration instead of plantation establishment is widely accepted and part of Program 661, even if mainly applied to protection forests. It is also an important activity in KfW projects, which includes stand improvement activities, e.g. by liberating more valuable trees and stimulating their growth.

Community forestry, i.e. the management and utilization of (mainly) natural forests by local communities, is not part of Program 661 but is now in an experimental stage in some KfW projects (KfW 3 and 6). Concrete results are expected from 2008 onwards. Community forestry is now generally accepted and mentioned in the National Forestry Strategy and a national pilot program is ongoing in 40 communes in 10 provinces, which is also expected to generate first results in 2008. Whether this will lead to its inclusion in a national target program like Program 661 or mainly remain in the domain of ODA projects, remains to be seen when the next phases of the NFS and Program 661 are going to be formulated, somewhere in 2009 –2010.

Looking from a field perspective (e.g. village level), it is not a question of whether one activity is better than the other. The main question is to make the best and most efficient use of the local conditions, while taking into account the interests of the different stakeholders. In most villages, there is a variety of forest development possibilities, ranging from natural forest management, improvement of degraded forests, new forest establishment by either natural regeneration and plantations, or even scattered tree planting and agroforestry. The distinction between protection forest and production forests distorts this notion, as all forests have a production function, though they have varying protection functions. Sustainably managing those forests for a variety of products and services is the main task.

5 Outline of a program-based approach

5.1 Program based approach (PBA) in the German context

In a draft Concept Paper on Program-based Approaches by the German Ministry of Development Cooperation (BMZ, December 2006), Germany intends to expand and link its bilateral development cooperation instruments with budget support, to increase its effectiveness and leverage. Adhering to the principles of the Paris Declaration and Hanoi Core Statement, the German contribution intends to increase its profile in selected thematic fields, which should be in line with the German sector program priorities in the respective countries, as is the case with the forest sector in Vietnam. Furthermore, Germany prefers an approach towards multi-donor budget support to strengthen harmonisation efforts. On the basis of a variety of criteria mentioned in the BMZ concept paper, Vietnam to a large extent seems qualified for German budget support.

In the context of this study, it seems that a program-based approach within the forest sector is applicable. Vietnam has a general sector concept in the forestry sector, i.e. the recently approved NFS, which is in line with CPRGS and SEDP, and which was elaborated with substantial input from a joint donor platform, i.e. FSSP. The NFS harmonises the sector objectives and targets, in which sub-sectors can be identified and focussed upon individually by donors (e.g. KfW focussing on smallholder afforestation). Furthermore, general procedures (such as reporting and tendering) are increasingly being harmonised, supported by the so-called 5-Bank Initiative. In the forest sector, the main candidate for program-based support is National Target Program 661 and in particular the Production Forest Development Component, as described in Chapter 2, but only those elements aiming at forest establishment by rural households and communities.
Whereas the general principle of budget support is to avoid earmarking (i.e. financing of specific expenditures), this study argues that there is a need for targeting  the support in the context of Vietnamese (central) planning procedures in National Target Programs. Direct sector budget support would most likely not lead to improved performance of the national target program but in an expansion of its quantitative targets, e.g. in terms of area coverage. This is certainly the case in the Vietnam forest sector. Instead it is argued that qualitative measures (to improve planning, implementation and monitoring) need to be introduced and financed. Furthermore, a gradual approach is advocated, even piloting of (new) approaches in certain provinces, before the overall program is supported. Clear performance triggers need to be built in to continue and expand ODA program support.

5.2 ODA program support for the Program 661 - Production Forest Development Component

The potential KfW program support, tentatively calculated at up to € 20 million, is relatively small (5%) in comparison with the overall amount of some € 400 million proposed for financing by the Central Budget for the Production Forest Development Policy. Nonetheless, the following considerations argue in favour of this support:

a) If KfW support is earmarked for certain crucial performance enhancing (and currently missing) implementation steps, the impact of program financing on the performance of the whole program would be considerable. 

b) Successful implementation of the earmarked activities, would pave the way to invite other donors to step in to increase area coverage and quality performance even more. 

c) A gradual approach is more realistic as the current difficulties with e.g. land allocation in the targeted areas, the low skills and knowledge levels of forestry staff, the shortage of quality seedling material, etc. will in any case lead to lower than projected annual implementation targets. Rather, a successful start will lay the foundation for increasing implementation speed in the future. 

d) Accompanying technical assistance could be more easily targeted and channelled.

How could targeting of KfW support be best achieved and how to make sure the support arrives at its intended destination? By jointly analysing the new Policy, the study has identified and prioritised a number of activities which would strengthen its overall performance. For easier comparison these activities have been calculated on a per ha basis but it should be mentioned that they final calculations may be subject to change, when formulating the budget support. The fields of activity are as follows:  

1. Additional investment preparatory steps (land use planning and allocation, site mapping and area measurement) at an estimated cost
 of some € 8-10 per ha (VND 160-200,000). This is basically an additional cost at district level and could be added to the management cost at that level.

2. Capacity building (training of trainers, training of local field staff and extensionists, training material) at an estimated € 5 (VND 100,000) per ha, the main costs occurring at the beginning of the program, even though it could also be used for future training in forest thinning and management, as well as other items. Capacity building is basically an additional cost at district level (but also some at provincial level) and as such could be added to the management cost. In fact, it may be better to channel part (50%) of these funds to the provincial level, to ensure their involvement and utilise their overall higher competence levels (e.g. as trainers) and oversight. 

3. Monitoring and checking: this is a basic task of government agencies, but to make sure that acceptance and compliance checks are carried out, a separate budget line might be added to this under project management for all levels at an proposed amount of € 2 (VND 40,000) per ha.

4. Additional equipment and vehicles: this is more difficult to calculate on a ha basis and is mainly directed at office equipment (computers, etc) and motorbikes. On the roughly calculated basis of some 1,000 ha and € 10,000 (VND 200 million) per district, this would be in the order of € 10 (VND 100,000) per ha. Additional support for decentralised nurseries could be considered as well under this budget line.

5. Increase investment costs norms through financing additional application of fertilizer (depending on sites and species): some € 20 (VND 400,000) per ha. On the other hand, fertilizer costs are already incorporated in the One could also argue that this cost should be born by the plantation owner or that it should be added to the per ha subsidy for certain trees species (e.g. domestic ones), which is currently in the order of € 50 (fast growing species) to 150 € (long-term species) per ha. 

Based on the above, the additional cost per ha allocated to project management (preparation, capacity building and monitoring and checking) would be an estimated € 17 (VND 340,000) per ha. This adds a new dimension to the discussion of management costs. Although the percentage of management costs under the revised Program 661 program has been increased from 8% to 10%, the bases cost are lower as the unit ha costs are considerably lower as well. Program 661 pays € 200-250 per ha of protection forest (8% representing € 16 - 20 per ha), whereas the new program pays € 50 to 150 per ha (10% representing € 5 – 15 per ha) for production forest subsidies. Effectively this means that per ha management costs are reduced whereas the requirements for the establishment of production forest are considerably higher than those of protection forest. On the positive side, the distinction between different tree species, probably also leads to a bias towards long-term species. Nonetheless, additional support for management expenditures is warranted to make up for the difference between both programs and to increase its effectiveness.

Further discussion is necessary on the calculation and inclusion of equipment and vehicles (mainly referring to motorbikes at district/commune level) in the program support, but for the moment we have calculated with an additional € 10 (VND 100,000) per ha, on the basis of some up to € 10,000 per district.

If it is decided to also fund fertilizer application an extra € 10 - 20 (VND 200-400,000) would need to be added to the plantation subsidies. Furthermore it needs to be determined whether this should be generally applied or differentiated between short- and long term species. This could be done e.g. by. by subsidising € 10 (VND 100,000) for short-term and € 20 (VND 400,000) for long-term species. For calculation purposes only an average unit cost of € 13 per ha is applied (more or equally divided between both categories), but again this needs to be flexibly adapted depending on the local site conditions and species selection. 

Total additional support funded through budget support would be a roughly calculated € 30-40 (VND 600-800,000) per ha, depending on whether fertilizer subsidies should be included or not. 

In overall terms, a rough calculation was made concerning program support in view of the impact on the program. Based on a calculation of some 20 provinces and a realistic initial target of some 4,000 ha of production forest per year per province, an overall 80,000 ha of production forest will be established every year. At an average cost of some € 100 per ha, overall plantation subsidies would be in the order of € 8 million, and management cost (10%) some € 0,8 million per year. The program support will add € 17 per ha to management costs (an extra 17%) and € 10 per ha for equipment and vehicles for a total of € 27 per ha for a combined total of € 2,16 million per year. If fertilizer application is added to this, another € 1,04 million should be added for a total of € 3,2 million per year.

Combined costs: Assuming a total program support of 6 years, and a phased approach: with € 3.4 million in the first 2 years combined in a first period, followed by 4 years of € 3.4 million each, a total of € 18 million would need to be allocated. The total area coverage over 6 years would be in the order of some 400,000 ha. Assuming a maximum of up to € 20 million is available from German funds, the remaining funds could be used to finance additional activities in sustainable and/or community forest management, technical assistance, etc.

What would the additional program support bring in terms of calculated benefits? Besides improving investment conditions (tenure security, socially acceptable land use plans and land distribution) and improving staff capacity and services, in concrete terms it would mean considerably higher survival rates and more productive forests. Higher survival rates of some 30% would prevent a loss of roughly € 30 per ha, not speak of the loss in labour cost. Furthermore, higher productivity and quality products would lead to further increases of the produced values. This would mean higher income for the plantation owners, an increased supply to the processing industry (reducing imports and prices) and higher tax revenues for the Government. The economic benefits of this support would thus considerably exceed the initial investments made through this program support.

A long debate was generated in the study team on whether the budget support should also finance a large part of the labour costs, to match the per ha investment costs applied in Program 661 for plantation of protection forest and KfW projects. It is feared that the difference between the labour subsidies of about € 150 (VND 3 million) per ha compared to almost nothing under the Production Forest Development Policy would be too unattractive too encourage farmer households to participate, especially in poor, ethnic minority areas. There are several reasons for arguing against the inclusion of labour subsidies:

a) It goes against the intention of the new policy, which relies on encouraging private household involvement with better preconditions, services and start-up subsidies;

b) It would create great differences between the areas with and without budget support and would distort the discussion about means and impacts; 

c) It would greatly increase the overall costs of the policy if applied on a larger scale as well as the overall management costs (calculated as a percentage on per ha cost norms); and 

d) It would considerably limit the impact of the sector budget support in terms of area coverage. Increasing per ha cost from € 40 to 177 (VND 800,000 to VND 3,540,000)  would greatly reduce the area, from 400,000 to 90,000 ha, over a period of 6 years. 

Major questions remain with regard to budget allocation and fund flows. The new Production Forest Development Policy will be implemented through Program 661 but with different modalities, i.e. mainly through the districts as investment owners. It also supports several other elements, such as nurseries, fire control activities, forest roads, and price support for transportation of forest products in the Northwest. These activities are not part of the budget support. Budgets will be prepared from the district level upward and allocated on a three-year basis, the first one running from 2008 to 2010. The funds from the SBS will need to be added to these budgets and channelled through the same system while guaranteeing that they reach their targets and that they can be tracked throughout the system. The best way of doing this seems to be by ringfencing the funds in a special account and disburse them on the basis of the 3-year budget allocations and predefined criteria for e.g. accounting and reporting. A first hurdle will be to match the budget periods of the SBS with the budget allocation periods of the new Policy, as it is improbable that KfW budget support will arrive before 2009, which is already the second year of the first 3-year PFDP budget.

Another discussion emerged about whether the program support will target certain provinces during the first period 2009-2010. It is clear that the new Policy will mainly focus on three regions, though it is not yet clear how many provinces are covered by these regions. For the first period there are two different opinions discussed by the study group: 

a) one favours selecting the most isolated and difficult areas in provinces like Lai Chau and Dien Bien and avoid provinces in which other major donors are active, including those with KfW projects. The main disadvantage of this proposal is that it would probably run into major implementation problems, as these provinces are the most isolated and least qualified in terms of forest administration at district level

b) The second opinion favours targeting provinces which already have a minimum experience with KfW or other donor approaches and are more easily accessible. The main objective of the pilot phase is to work out mechanisms for budget support and not (new) area coverage. A compromise might be to select four to five provinces of group b and  1 to 2 from group a.

Whatever the final outcome of the discussion and negotiations, there will be a need to check whether these funds are properly allocated and used, compliance checks and budget expenditure reviews (possibly including reconciliation exercises with the National Treasury) need to be carried out and performance indicators formulated. In addition, quality surveys need to be conducted on a regular basis (every 2-3 years) to determine whether the measures have the expected results, whether cost norms are sufficient, and to prepare necessary revisions.

Technical assistance (TA) is definitely recommend for the envisaged support. TA is needed in particular for capacity building, such as training of trainers, in a variety of thematic, but especially silvicultural subjects, as well as financial management. There already exists a considerable body of training material and guidelines, but actual training and follow-up training is urgently required at all levels. This should be in the form of international, but in particular national, training experts, especially during the first years of the program, then on an intermittent basis and later on shifting to subsequent subjects like maintenance, thinning, harvesting etc. Another major field would be in the field of monitoring, checking and reporting. An M&E system needs to be developed and outlined in detailed steps. External review missions are required on different subjects, including social and environmental impact studies, and results need to be discussed at program management level to adopt timely measures for revision. To keep donors informed and generate additional donor support, technical assistance could play a facilitating role.

TA is tentatively quantified as follows (for the whole duration of program support): 

1) Elaboration of a detailed implementation manual for project implementation and financing mechanisms: 6 months by international and 12 months national experts equally divided among both aspects.

2) Elaboration of a capacity building program for different aspects: 6 months international expertise plus permanent national expert for at least 36 months.

3) Elaboration of a monitoring and evaluation program, including reporting. 6 months international expertise plus a permanent national expert for at least 36 months

4) Social and environmental assessments on a biannual basis for at least 6 months international and 6 months national experts

5) Financial management expertise to assist with yearly budget expenditure reviews for a total of 6 months international and 12 months national months.

The total TA required is roughly estimated at a minimum of 30 months international and 102 months national expertise. This is an absolute minimum and more is necessary if new subjects like sustainable forest management and community forestry are included.

The program based approach outlined above has been summarized in a draft Policy Matrix, (see next following 2 pages) which defines the main Policy Areas, objectives and actions required for triggering the start and continuation of budget support, responsibilities, as well as performance indicators and means of verification. The four main Policy Areas are:

1) Poverty Targeting

2) Decentralization and Participation

3) Fiduciary Transparency and Accountability

4) Monitoring and Evaluation

Proposed Policy Matrix for Sector Budget Support in Program 661 – Production Forest Development Component

	Objectives
	Lead Agency
	Prior Actions
	Status
	Indicative Triggers
	Indicator

	
	
	
	
	2008
	2010
	2014
	

	Policy Area I: Poverty Targeting

	Pro-poor area selection completed and forest land allocation finalised
	MARD

(MONRE)
	Area selection for Program and Pilot phase completed
	N/a
	Target districts have submitted plans for inclusion in Program 661-PFDC
	Forest Land allocation according to guidelines completed in target areas of the Pilot phase
	Forest Land allocation according to guidelines completed in all target areas  
	Records of land use certificates for forest land

	Resource allocation triggers interest of target groups
	MARD

(MoFi)
	Three-year Budget allocation approved
	N/a
	Resources are allocated on time
	Resources reach target groups as indicated by a review of the pilot phase, revision of allocation criteria if required 
	Annual reporting / tracking of expenditures confirms resources are correctly allocated 
	Actual program expenditure data

	Higher income of poor households and communities from forestry activities
	MARD
	Circular issued on Production Forest Development Component 
	N/a
	Detailed Operational guidelines prepared for service delivery
	Review of plot phase indicates area-wide application of guidelines and areas for improvement

Draft for inclusion of Community Forestry prepared
	Final evaluation shows adoption of new practices by households and communities

Community forestry adopted in Program
	M&E system data indicate better service delivery and achievement of implementation standards

	
	
	
	
	
	
	
	

	Policy Area II: Decentralization and Participation

	Target groups are informed and actively participate in implementation
	MARD
	Circular issued and communicated to local levels
	N/a
	Communication strategy developed and implemented
	Review of pilot phase shows target groups are aware of the contents of the Program
	Final evaluation shows wide-spread awareness of  contents of the Program
	M&E data

	Participatory land use planning has been carried out and village forest development groups formed 
	MARD
	Inclusion of activities in circular on PFD Comp.
	N/a
	Detailed operational guidelines prepared for service delivery
	Review of Pilot shows area-wide knowledge and application of guidelines
	Guidelines are an integral part of the Program
	M&E data, revised national guidelines

	Local capacity and knowledge increased and applied
	MARD with TA
	Budget allocated
	N/a
	Capacity building plan formulated
	Capacity building  implemented according to plan
	Capacity building and extension receive higher budget allocation
	M&E data based on capacity building plan

	
	
	
	
	
	
	
	

	Objectives
	Lead Agency
	Prior Actions
	Status
	Indicative Triggers
	Indicator

	
	
	
	
	2008
	2010
	2014
	

	Policy Area III: Fiduciary Transparency and Accountability

	Improved cost-effectiveness and quality of investment
	MARD
	
	N/a
	Supplementary guidelines issued for procurement of goods and services
	More than 50% of seedlings from private nurseries and subcontracted services according to public tender procedures and verified by State audit reports
	More than 80% of seedlings from private nurseries and subcontracted services according to public tender procedures and verified by State audit reports 
	M&E data and State Audit Performance Reports

	Transparency and efficiency in public resource use achieved
	MoFi

MARD
	MoFi guidelines on financial management of PFD Component
	N/a
	Half-year financial reports and reconciliation of expenditures between spending agencies and State Treasury
	Implementation according to guidelines continued and monitored
	Implementation according to guidelines continued and monitored
	Financial report and fund flow maps, budget document published for Program 661 – PFD Component

	Adequate oversight over public funds is ensured through independent audits
	State Audit
	Multi-year audit plan for Program 661 -PFD Component agreed and shared with donors 
	N/a
	Annual audit plan agreed upon with donor prior to start of financial year
	Annual audits conducted for areas of pilot phase, and implementation of recommendations from previous years reviewed. Audits reports are publicly disclosed in accordance with the State Audit Law
	Annual audits conducted for sample of more than x % of provinces, and implementation of recommendations from previous years reviewed. Audits reports are publicly disclosed in accordance with the State Audit Law
	Multi-year audit plan produced and updated, annual audit plans produced and increased in coverage, public disclosure of audit reports

	
	
	
	
	
	
	
	

	Policy Area IV: Monitoring and Evaluation

	Evaluation of program outcomes performed to high standard
	MARD

GSO with TA 
	
	N/a
	Outcome indicators and M&E system agreed, baseline survey designed
	Review of pilot phase includes impact evaluation against baseline and national goals
	Final evaluation includes impact evaluation against baseline & national goals
	Data from baseline survey and pilot phase review, drawing on available statistics

	Effective management information system is used to track progress
	MARD with TA
	
	N/a
	Activity management information system agreed for tracking and reporting on inputs, outputs and intermediate outcomes
	Review of Pilot phase confirms the effectiveness of  management information system
	Management information system is adopted by  national target program 
	Data from management information system

	
	
	
	
	
	
	
	


6 Risk assessment and Mitigation

The Policy Matrix provides for overall program assessment of the objectives, outputs, actions and triggers on the basis of indicators. A risk assessment of the program based approach and mitigating action is presented below, divided in different stages of program development.

Policy formulation process

The study took place at a time when the latest revision of Program 661 is not yet finalised and the Production Forest Development Policy is not yet signed by the Prime Minister. Both are in an advanced draft stage and though it is expected they are going to be signed in the second Quarter of 2007, further changes cannot be excluded. The forest reclassification exercise is not yet completely finished and it is not clear what the impact of the reclassification will be on the coverage of the production forest area, nor whether and how the forest demarcation in the field has been completed. Finally it is not fully understood whether there will be any implications with regards to forest utilisation rights.

After the new Production Forest Development has been signed, it will still necessitate detailed technical implementation guidelines (and allocation of responsibilities) by MARD. Similarly, the fund flows mechanism and budget breakdown (within overall Program 661 or separately), in particular for the first implementation phase from 2008-2010, will need to be specified and approved in the second half of 2007. 

Action 1: All of the above steps need to be monitored to determine the potential impact on the premises set out by this report and proposal. KfW involvement during the elaboration of detailed implementation guidelines by MARD is recommended. Further development of Program 661 beyond 2010 will need to be monitored as well.

Formulation and negotiation process

Sector budget support requires considerable input from both GoV and donor during the formulation and negotiation proves. As both MARD and KfW-Vietnam have few experiences with this new modality, and given the limited timeframe for formulation (about 6 months in 2007), there may not be enough time available to complete all the procedures. Another obstacle may be that some members of the study (i.e. MoFi) are of the opinion that not all support should be in the form of a preferential loan, but should include a grant component. Finally, there may be some interest from other donors to join in, but this still needs to be clarified.

Action 2: As soon as possible, both sides (MARD, MPI, as well as KfW) should appoint key staff for regular consultation and coordination during the formulation process, and possibly the negotiation process in a later stage. Even during the implementation stage KfW may need to assign certain coordination and monitoring tasks to key staff based in Vietnam, especially during the first period from 2009 to 2010.

Social and environmental issues

Although the target areas are not yet fully defined, the Production Forest Development Policy aims at the poorest and  areas in Vietnam, where most of the ethnic minorities are located, often associated with difficult accessibility and different cultural values. Although the target groups often to a substantial degree depend on income from forest related activities, forest establishment is most likely not one of their main priorities, given more urgent needs in terms of food security and social infrastructure. Furthermore, for a variety of reasons it has proven to be difficult to carry out forest land allocation, amongst others due to the presence of SFEs, low administrative capacities and quality of support services. Land use conflicts (agriculture versus forestry) further complicate a clear delineation of the different types of use, especially when strictly following the official land use classification guidelines. For these reasons , it is likely that program implementation will face considerable start-up and implementation difficulties, leading to a lack of interest or even resistance, if the different preparation and implementation steps are not carried out properly.

Action 3: Although the proposed sector budget support aims at addressing abovementioned difficulties, additional social impact assessments need to be carried out in the course of the program implementation, to facilitate corrective action when needed. Similarly, it is strongly recommended not to start activities in the first period in the most difficult and inaccessible areas, not least because of their limited access to markets and support services, as well as the need to monitor progress in the field. Similarly, environmental impact assessments are needed to assess whether environmental standards are adhered to; e.g. preventing the radical clearing of natural vegetation to establish forest plantations.

Fiduciary risks

The program support aims at a component of Program 661, i.e. production forest development support for rural households and communities. This may pose problems with regard to budget targeting and tracking to establish whether the supporting funds arrive at their destination and is used efficiently. Similarly, as mentioned in the fiduciary risk assessment for Program 135, accounting capacity below the provincial level, requires special attention. In theory, the public financial management systems provides the necessary framework and tools, and has made considerable progress over the past two to three years, but at local level these systems are not yet fully understood and strictly applied. 

Action 4: To minimize these risk it is recommended to go for targeted budget support, as well as earmarking of budgets in separate accounts. As mentioned in the Policy Matrix, a multi-year audit plan will have to formulated, as well as supplementary guidelines for procurement of goods and services, capacity building on accounting at lower (especially district level, and independent oversight as well as public disclosure of audit report on the basis of the State Audit Law.

Institutional capacity

It is no secret that the institutional capacity in the forest sector is low, especially at lower levels and, in particular, in isolated and mountainous areas. This applies not just to staff numbers and their capability, but also to the lack of operational means. The program support intends to address some of these shortcomings but given the ambitious targets and overall coverage of the targeted areas, this may still be insufficient. 

Action 5: It is strongly recommended to go for a phased approach and include additional technical assistance, especially with regard to capacity building, monitoring and evaluation. Finally, the program support should aim at encouraging GoV to raise future allocations of management expenditures and reinforce capacity building aspects in national target programs such as Program 661 or any future program in the forest sector.

7 Conclusions and recommendations

The overall  conclusion is that sector budget support for Program 661’s Production Forest component - is going to be a medium to high risk undertaking, necessitating a complex negotiation process and mitigating activities. In many aspects, the forestry sector is not ready for budget support. Similarly many details regarding implementation need to be elaborated, not the least those of the budget allocation and fund flow mechanisms.  Nonetheless, there is considerably potential for improving the national target program on the basis of already established approaches and positive experiences. This opportunity and momentum may not come again so easily in the future. Finally, everything depends on whether rural people consider the proposed Policy to be in their interest and take up the incentives and support services. The budget support aims at making the Policy more successful by improving the preconditions and proposed activities.

The new Production Forest Development Policy (PFDP) contains many improvements over previous forestry programs and draws on many lessons-learned from KfW co-financed projects. Where the PFDP could be improved is in the field of preparatory investment steps, capacity building, monitoring, evaluation and reporting. Embedded within the national poverty reduction strategy, socio-economic development plans and National Forest Strategy (formulated with the support of a donor platform), it is a suitable choice for a program based approach, in particular in the form of sector or targeted budget support. 

At the moment the PFDP is a formulated as a draft Policy document, apparently ready to be signed by the Prime Minister in April or May 2007, but it seems there is still an ongoing debate among some of the Ministries involved (MARD, MPI, MoFi). There is an initial budget breakdown but no detailed one yet and neither are there detailed technical implementation guidelines, especially those to be elaborated by MARD. It is not clear what the consequences of this forest reclassification are with respect to the Policy, though this will probably lead to a substantial increase in production forest areas and perhaps some shift in area focus. Finally, it needs to be emphasised that although there are many similarities with approached applied in KfW co-financed projects, there is no (or limited) experience with the implementation of the approaches proposed by PFDP through the government system. Consequently, the recommendation is to go for a phased approach with a first period 2 years and a second period of 4 years.

Vietnam is one of the first countries in having a localised version of the Paris Statement on Aid Effectives, the Hanoi Core Statement. Program based budget support is still relatively new and though the first experiences have been relatively positive, there is still a long way to go. The same applies to the German Development Assistance and KfW, which are also relatively new to a program based approach in Vietnam. Translated into a program based approach outlined in this study, this means that one of the key issues is to determine whether the program support (in the form of a preferential loan) can be specifically targeted (earmarked and ringfenced) towards the identified priorities. This needs to confirmed as soon as possible between both partners. If this is not possible, it should be considered to abandon the program based approach, as the risks of failure are too high and the size of KfW support is too small (about 5% of total Central Budget) to make a substantial difference.

Other donors (such as WB) who may also be interested in a program based approach for the forest sector. This needs to be confirmed through e.g. the so-called Five Banks Initiative (WB, ADB, JBIC; AFD and KfW). At this stage it is probably better to continue on a bilateral basis as not to overload the discussions and negotiations, but potentially interested donors should be kept informed in the meantime. As such other donors could perhaps join forces in a later stage, e.g. after the pilot phase has shown some positive developments. 

On the basis of previous preparations of program based approaches, it appears that the involved transaction costs and time should not be underestimated. Therefore it is recommended to appoint key staff on both sides (MARD, MPI and MoFi, as well as KfW), who are able to communicate and consult on a regular basis during the preparation process.

Provided both parties agree to continue with the outlined program-based approach and aiming at reaching a basic agreement before the next Government to Government Consultations (October 2007) and Negotiations (tentatively March 2008) between Vietnam and Germany, the following tentative next steps and deadlines are proposed with the aim of starting the program based support in 2009.

	deadline
	what
	who

	
	
	

	May 07
	Determine whether proposed approach is in principle feasible and what issues still need to be clarified from both sides
	GoV, KfW

	May 07
	Inform KfW about the final approved content of the Production Forest Development Policy (PFDP)
	MPI, MARD

	May 07
	Forward details of Reclassification for target regions to KfW and identify potential consequences for the PFDP
	MARD

	June 07
	Inform KfW of GoV interest to proceed with the preparation of targeted budget support
	MARD

	June 07
	Appoint main responsible persons on both sides for regular exchange of information during the formulation process
	GoV, KfW

	June 07
	Check the potential interest of GoV and other donors to engage in future in proposed approach
	KfW

	July 07
	Elaborate a detailed outline for proposed budget support and send to MPI
	MARD

	August 07
	Reach a general agreement on the conditions for a preferential loan by KfW, especially towards using and targeting the loan towards capacity building and technical assistance
	MoFi, MARD

	October 07
	Elaborate and forward initial proposal for program based support for Government to Government consultations
	MPI, GoV

	End 07
	Formulate Technical Implementation Guidelines for PFD Component and allow KfW involvement during formulation
	MARD et al.

	End 07
	Elaborate Budget breakdown for overall PFD Component and inform about budget allocation for the 1st implementation period (2008-2010)
	Mofi, MARD, MPI

	End 07 / Early 08
	Reach a basic understanding on the policy matrix, time frame and size of support provided by KfW, as well as requirements regarding reporting, budget tracking and expenditure reviews.
	MARD, MoFi, KfW

	March 08
	Elaborate final proposal for proposed support to Government to Government negotiations
	GoV

	Mid 08
	Sign loan agreement between both parties on agreed support for use insert in budget planning for 2009 and 2010, and beyond
	MoFi, KfW

	Mid-End 2010
	Review of first results of the approach and discuss adaptations, decide on second tranche for 2011 to 2014 
	GoV, KfW

	End 2014 / 15
	Review overall FPDP and impact of program support
	GoV, KfW





1. Ownership


1) SEDP finalised and implemented, CPRGS principles integrated





2. Alignment


2) Donor assistance strategies aligned to SEDP


3) Donors strengthen GoV capacity by avoiding parallel PMUs


4) Capacity building objectives clearly set out in SEDP et al.GOV and partners agencies lead comprehensive capacity building programs with donor support (100%)


5) Public procurement systems strengthened to mutually agreed standards (at least 50% of aid flows and at least 50% of donors channelling at least 50% of their funds through country systems


6) a) Public financial management systems strengthened and PER / CFAA recommendations implemented; b) GoV publishes timely, transparent and reliable reporting on budget execution, audited by State Audit of VN in accordance with INTOSAI (target see 5).


7) More predictable aid (75% of aid disbursed on schedule)


8) GoV and donors improve environmental and social safeguards (100% of EIAs and SIAs under donor funded projects by int. standards and 30% of these by using government systems.





3. Harmonisation and Simplification


9) Fewer, better, core diagnostic and country analytical reviews of VN’s development needs ( core diagnostic reviews used by all donors (at least 75% of country analytical reviews used by 2 or more donors)


10) Common project cycle management tools agreed and used (50% of donors)


11) Donor interventions are coordinated within GoV-led policy and sector frameworks, incl. General budget support and project modalities (at least 75% of aid is national or sector programme based)


12) Donors enhance capacity of country offices and delegate authority to them (at least 75% of aid interventions)





4. Managing for Results


13) Results framework developed and used to assess performance of SEDP and sector programmes  - Composite score on 4 characteristics of a results-oriented framework (objectives, availability of indicators, M&E capacity and information use in decision making. (score of 3 based on DAC criteria and continuous monitoring)





5. Mutual Accountability


14) Periodic mutual assessment of progress in implementing agreed commitments on aid effectiveness (Annual assessment)











� In February 2007, KfW received 2 drafts concerning the new Production Forest Development Policy: one from MPI on the preparation of this policy and another one concerning the decision of  the Prime Minister. These drafts were used as the basis for this chapter, though further amendments cannot be excluded.


� Background material on FSSP and TFF and useful forest sector-related material can be found on the following website: � HYPERLINK "http://www.vietnamforestry.org.vn" ��www.vietnamforestry.org.vn�.





� Background material on Sector Budget Support can be found on the following website: � HYPERLINK "http://www.sbsvietnam.org" ��www.sbsvietnam.org�.


� Programme for Socio-Economic Development in Communes Faced with Extreme Difficulties


� DfID/Crown Agents 2006 (draft). Public Expenditure and Verification Studies in Programme 135 & Rural Transport


� Hans Mühle, December 2005: Report on the evaluation focusing on a comparison between 661 Programme and KfW project approaches. Second draft. 


� Unit costs are estimated on the basis of experiences in KfW co-financed forestry projects as mentioned in the report of Hans Mühle et al. (December 2005). Figures should be considered as tentative.
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