
The need for Public-Private Partnerships (PPP) in infrastructure service provision
has now become widely accepted in Viet Nam. This is a way to improve the quality
and coverage of infrastructure services by bringing resources and expertise from the
private sector. This bulletin will introduce the concept of PPP, highlight a number of
barriers for PPP development and make a number of recommendations on how to
further develop PPP arrangements in infrastructure services.

Why have private invest-
ment and participation in
infrastructure service 
provision in Viet Nam?
Well functioning infrastructure services
are critical to sustain economic growth
and poverty reduction. In Viet Nam,
infrastructure investments remained at
an average annual level of 9-10% of the
GDP over the last decade. These have
made strong contributions towards the
annual GDP growth per capita of 7%
and a dramatic fall in poverty incidence
from 58% to 29% today. An emerging
consensus shows that in order to 
sustain this level of growth - and to
extend access to infrastructure 
networks to poorer and more remote
regions - infrastructure investments will
need to rise further to around 11-12% of
the GDP.  Concerns have already been
raised about emerging infrastructure
"bottlenecks" that could slow growth. At
the same time that demand for infra-
structure is increasing, there are limits
to what can be provided by the state
and by ODA. Some analysts are
already estimating a "financing gap" for
infrastructure of US$ 2.5 billion per
year.  Part of the solution could be more
private sector involvement in the 
provision of infrastructure and related
services.  There are three main advan-
tages associated with this increased
participation: 

1. Better outcomes: Private sector
participation in infrastructure service
provision can potentially bring better
performance, greater coverage, and
more sustainable service delivery.
These advantages can result from
more efficient private sector manage-
ment, stronger customer orientation,
higher levels of cost recovery, and the
use of more advanced technology.
Private providers are also considered to
be more responsive to incentives and

Public-Private Partnerships to  
Improve Infrastructure Services in Viet Nam

contracts. A useful definition used by
the European Commission considers
PPP projects to be characterised by:

• Relatively long-term relationships
between public and private partners. 

• Funding structures that combine 
private and public funds.

• The operator playing an important
role at each project stage (design,
funding, implementation, and 
completion).

• The public partner concentrating on
defining the objectives to be attained.

• The distribution of risks between the
public and private sector partners 

PPP procurement has become popular
partly because of the budgetary 
attractions (the future cost of a PPP
project is known; the public sector will
receive known outputs for known
costs). For example, in the Private
Finance Initiative (PFI) models used in
Europe and Australia, a government
pays a periodic (e.g. monthly) single
charge for the delivery of agreed 
outputs (services or assets). In addition
to improved transparency, this changes
the budgetary cost burden from a 
traditional pattern of high upfront 
payments to a more manageable and
predicable series of payments over the
life of a PPP project. 

competition than their public sector
counterparts.  

2. Additional finance from private
sources can alleviate financing gaps
and capital budget constraints for key
infrastructure projects. Moreover, in
cases like Viet Nam, where public
expenditure is pro-poor, additional 
private finance for infrastructure may
free up budgetary resources for 
pro-poor investments elsewhere.  

3. Improved public procurement:
PPP approaches require a greater
focus on outcomes rather than 
inputs and introduce an element of
competition. In addition, the use of new
approaches, such as "whole life of
asset" costing, can help to address
longer-term quality and maintenance
issues.  By putting private sector capital
"at risk" to long-term performance, PPP
procurement may obtain better value
for money than conventional 
procurement.  

The Concept of Public-
Private Partnership (PPP)
PPP is an increasingly popular
approach to providing infrastructure
that combines both public and private
resources.  As the public sector retains
a stake in the infrastructure that is being
provided, there are less of the political
difficulties associated with equitization
or other forms of asset transfer to the
private sector. There are also many 
different variants of PPP which are
more of a generic term for introducing
private sector resources and/or expert-
ise to help deliver assets and services
which have traditionally been delivered
by the public sector. The term PPP is
used to describe a wide variety of 
working arrangements from loose,
informal partnerships, to a more 
formalised design-build-finance-
operate and transfer type service 
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Pros and Cons of PPP
PPP approaches should not be seen as
a "magic bullet" and may be best suited
to specific circumstances. As in all
cases of public procurement, corruption
remains a risk that must be carefully
managed. As PPP projects are 
relatively new, lack of familiarity with the

procedures may open up new 
corruption risks. On the other hand,
greater emphasis on the delivery and
measurement of outcomes in PPP 
procurement may introduce greater 
levels of transparency and account-
ability. The main advantages and disad-
vantages of PPP are summarized
below:

What is the experience of
PPP in Viet Nam?  What is
the potential for PPP 
development?
In Viet Nam, the concept of PPP has
been mostly applied in the form of
Build-Operate-Transfer (BOT) projects
and Business Cooperation Contracts
(BCC).  Over the past 12 years, there
have been 18 of these projects - mostly
in the energy and telecommunications
sectors. This modest number of 
projects accounts for around 15% of
total infrastructure investments and half
of this total is devoted to a single large
gas investment. PPP will continue to
evolve as a means of mobilizing 
international private capital for large
infrastructure projects. The recent draft
BOT decree reflects governmental
efforts to attract private investors.
However, further improvements are still
required as reactions to the initial draft
show that gaps remain between the
expectations of the government and
potential investors.  

Some initial stocktaking work supported
by Making Markets Work Better for the
Poor Project (M4P)1 suggests that PPP
approaches can be used in a much
more diverse way. PPP approaches are

not just limited to BOT contracts in
energy.  They can cover a wider range
of sectors, operate at a smaller-scale,
and can make better use of the 
emerging market for Vietnamese 
contractors and enterprises. Some
interesting examples in Viet Nam are
privately-run buses in Hanoi, "Design,
Build, Lease (DBL)" contracts to 
provide clean water in some northern
provinces2, and financing PPPs by the
HCMC Fund for Urban Development
(HIFU)3.

How can PPP approaches be
used to help the poor? - The
intelligent use of subsidies
There are circumstances where inclu-
ding the poor in PPP service delivery
will not be compatible with market-
based cost recovery tariff or fee struc-
tures. In these cases, the intelligent use
of subsidies is a way of ensuring that
basic services are provided to the poor.
In these circumstances, public funding
is used to complement or replace user
fees payable for outputs, so the service
provider still receives a sustainable
level of payment for the services pro-
vided. This approach has the advan-
tage of retaining the overall commercial

Key Advantages of PPP Key Challenges Facing PPP

• Makes use of private sector skills,
modern technology, and efficiency 

• Forces the public sector to focus on
outputs and benefits (rather than
inputs) from the start

• Brings in private capital and makes
projects affordable

• Risks are shared by the different
parties

• Budgetary certainty.  

• (In PFI models) the public sector
only pays when services are deliv-
ered

• Capital "at risk" is an effective
incentive to make private compa-
nies perform. 

• PPP implies a loss of management
control by the public sector and
therefore may be politically unac-
ceptable

• Ability, skills, and sufficient capaci-
ty of the public sector to adopt the
PPP approach and create a good
incentive and regulatory envi-
ronment 

• Lack of private sector expertise 

• Does not achieve absolute risk
transfer

• Procurement can be lengthy and
costly

• Long-term relatively inflexible
structures

incentives for service providers and
avoids undermining longer term market
development. Output based subsidies
link payment of service providers to
their delivery of specified services, or
outputs. This payment on outputs trans-
fers performance risk to the service
provider. The provider largely self-
finances the service, receiving reim-
bursement mostly after the verification
of successful delivery. 

A Viet Nam example is urban water
supply to the poor in Ho Chi Minh City.
A program of targeted service expan-
sion for the poor is being made possible
by a combination of water loss reduc-
tion and connection subsidies for poor
households. An "output based aid"
scheme funds the Saigon Water
Company (SAWACO) for each new
working connection to a poor house-
hold made using water saved from
reduced leakage. In addition, the task
of water leakage reduction in one of the
city's six zones is being outsourced to
private sector entities on the basis 
of a competitive, performance-based 
service contract.

Key Barriers to PPP
Development in Viet Nam
Barriers to PPP development exist at all
stages of the project development cycle
and at different governmental levels.
The main stages can be categorized as
follows:

1. Lack of clear enabling legal frame-
work for private participation in
infrastructure: The role of private 
companies in relation to commercial
operations involving state assets
remains unclear.  For example, suitable
contractual arrangements still need
development to allow private sector
participation in certain sectors involving
public utilities.  

2. Inadequate levels of project devel-
opment: Strong "bankable" projects
are absent in Viet Nam. A number of
infrastructure projects have a high
potential but their actual priority status
and the credibility of project feasibility
work are often unclear. In addition, the
relative roles of the government and 
private developers in bearing the costs
and risks of project development are
also ambiguous.

3. Investors and state authorities have
different views on cost recovery
approaches ("socialization") and
"user pays" principles.

4. Lack of / limited access to long-
term financing options.

Issues
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1 Proceedings of workshops on Public Private Partnerships (PPPs) to improve the delivery of infrastructure services for the poor, held in Ho Chi Minh city and Hanoi in
June 2006.
2 Innovative "Design, Build, Lease (DBL)" contracts have enabled private contractors to participate in the provision of clean water to small towns in four northern
provinces even though the assets remain owned by public sector entities.
3 The Ho Chi Minh City Fund for Urban Development (HIFU) through its role as a "pioneer investor" is able to mobilize long-term private capital for various projects
including water supply, toll roads, and low cost housing. 
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5. Limited capacity of the government
and the private sector to develop and
implement PPP approaches exist. The
government needs to have the capacity
to design projects with a package of
risks and incentives that make them
attractive to the private sector and to be
able to oversee these long term
arrangements for the life of the contract.

Recommendations
In order to facilitate the adoption of PPP
approaches in Viet Nam, six "next
steps" are recommended:

1. Clear signals from central and
local government agencies that they
are serious about using PPP 
procurement: A number of activities
could be started that would send 
positive signals including, (a) the deve-
lopment and publication of a clear list of
priority PPP projects, (b) undertaking
and/or commissioning credible feasi-
bility studies of the proposed PPP 
projects, and (c) Creation of a PPP 
center or focal point to expedite PPP
processing and to streamline other 
various steps in PPP project 
processing. 

2. Capacity development in public
procurement and PPP management:
including, (a) clear legal framework for
PPP including policy and guidelines
covering specific technical, environ-
mental, social, and legal requirements
by sector where necessary; (b) options
for structuring PPP projects and 
managing risk; (c) reform of public 
procurement systems to enable PPP in
service delivery including the use of
model or standardized contracts, (d)
staff training and human resource
development, especially within
provinces and line ministries.

3. Project Development - the estab-
lishment and implementation of pilot
PPP projects in each of the main infra-
structure sub-sectors for lesson-
learning and future replication.

4. Developing a range of suitable
financing mechanisms such as bonds,
credit rating systems for utilities4 etc.

5. Market Development for PPP
including, i) public information 
campaigns on the full economic costs
of service provision; ii) the promotion 
of a "user pays" culture among 
richer consumers; iii) developing and 
publicizing a greater range of 
opportunities for private sector
providers to participate in PPP procu-
rement; and iv) the development of
standards in small-scale infrastructure
to facilitate the growth of certified and
good quality suppliers who can begin to
build brands and achieve economies of
scale in their production.  

Talking Heads
Why have private partici-
pation in infrastructure
service provision in Viet
Nam?
The true benefit of PPP is to bring in
accountability and focus on perform-
ance and innovation from the private
sector as well as on efficiency and out-
comes. With PPP, the government can
go through a process of identifying the
outcomes that it wants to achieve and
through the PPP contract, get the 
private sector to be actually committed
to those outcomes. In that way, the 
government has clearer links between
its money, its funding, and the out-
comes of those services actually 
delivered to the people in towns and
provinces.

Mr. Paul Reddel, PPIAF Regional
Program Leader, East Asia & Pacific

The transportation infrastructure deve-
lopment plan up to 2020 requires a
large investment. It needs 117,744 
trillion VND or 7.4 billion USD every
year. Meanwhile the capital to meet this
demand from the Stage budget, ODA,
and government bonds totals only 2-3
billion USD, accounting for 20-30% of
the full capital needed.

Mr. Pham Thanh Binh, Expert of
Department of Planning and
Investment, Ministry of Transport

To meet this demand, the Ministry of
Transportation plans to attract capital
from various sources such as the 
private sector, as well as national and
international finance organizations.
Capital from the private sector can be
attracted through bonds and direct
investment (BOT, BT, etc.) while capital
from finance organizations can be 
borrowed at market interest rates.

The difference of utilizing PPP is 
mobilizing the resources and capacity
of the private sector to take part in 
bidding and investment under state
management. This will make the
process of investment and implemen-
tation better, minimizing the negative
aspects of bidding and ensuring the
best Value for Money.

Mr. Bui Vinh Kien, Vice Chairman of
Bac Ninh People Committee

Experiences of PPP in Viet
Nam
Based on the policy of socializing the
bus services by the Hanoi People's
Committee and the favorable legal
environment, we apply bidding proce-
dures to new bus routes. This approach
brings in the lowest operation cost,
attracts more capable bidders, and 
creates more opportunities for compe-
tition. The contract used in this type of
partnership depends on the total cost
and the route revenue. The bus route
contract lasts 5 years with the possi-
bility of adjustment.

This type of partnership has the advan-

tage of bringing in the
participation of busi-
nesses to bus services.
It helps the city reach its
targets without further
investment in vehicles
(16 buses or 130 billion
VND), and higher opera-
tion costs. However
there are still disadvan-

tages in terms of inconsistent imple-
mentation, poor coordination, unequal
treatment in interest support, and land
rental policy among the different eco-
nomic actors. 
Mr. Tran Hung Tuan, Director of Center
for Urban Transportation Management
and Operation, Hanoi Department for
Transportation and Urban Public Works
Service

We passed 2 phases of the bid
process: the first phase was the 
pre-qualification to show our financial
ability and professional capacity, and
the second phase was the official bid
we offered the lowest rate for water per
cubic meter for people. This is the 
factor that allowed us to be awarded the
contract.  
Mr. Tran Van Tam, Director of Tuan Duc
Commerce and Construction Company
(DBL contractor)

In infrastructure projects
where large investment
is required and returns
can only be seen after a
long period, there should
be "pioneer investors."
HIFU plays such a role
as it makes initial 
capital investments so

that other investors can join in and
make addi-tional contributions. HIFU's
overall strategy in establishing those
joint stock companies is to invest no
more than 30% of the company's equi-
ty. The remainder will be raised from
other individuals and entities. The
establishment of these joint stock com-
panies will ensure the minimum count-
er-capital as provided by law (30%),
thereafter the balance of 70% shall be
mobilized via credit financing for project 
implementation.  

After a period of stable operations of
the project, HIFU will implement the exit
strategy regarding the portion of HIFU's
capital contribution in some companies
and will use this fund to continue 
investing in other projects. The exit plan
of HIFU will also be linked to the secu-
rities market in terms of creating addi-
tional goods and contribute to the
development of the capital market and
encourage other private companies to
participate in these projects.

Mrs. Giao Thi Yen, General Director of
Ho Chi Minh city Investment Fund for
Urban Development (HIFU)

How can PPP approaches be
used to help the poor? - The
intelligent use of subsidies
The Ho Chi Minh city non-revenue
water management sub-project is 
funded by Output Based Aid of 5 million
USD from the World Bank as long as a
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4 Credit rating systems are used to improve the operations of capital markets by providing better information to investors about the quality of investments. The rating
assesses the credit worthiness (or the risk of loss) of issuers of certain types of debt obligations such as companies, cities, non-profit organizations, or national governments.
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prior project on water leakage reduction
(Project 1) is successful. Based on the
conditions for this sub-project, for every
cubic meter of water saved in Project 1,
one new connection and water meter
will be installed in one poor household.
In total, 30,000 poor households will
benefit from this program. Without this
support, the households have to pay
the charge on their own which 
costs about 150 USD or more. After
connection and meter installation, the
households have to use water from
Project 1 for at least 3 months and pay
according to the meter calculation.
They also have to contribute about
300,000 - 500,000 VND to the total
installation cost.

The output-based aid scheme brings
good opportunities to poor people to
gain access to fresh water services. It
also helps businesses to be more
aware of better performance outputs to
serve the overall objective of poverty
reduction in the city. The Ho Chi Minh
City People's Committee and the
Department of Labor, Invalids and
Social Affairs have highly appreciated
this initiative.
Mr. Vuong Quang Sang, Director of Non-
Revenue Water Project Management
Unit, Saigon Water Company

Key barriers to PPP 
development in Viet Nam

It is not only a particular
situation of Ho Chi Minh
city but also a general
situation of the whole
country that there is a
lack of state regulations
and practical experience
in dealing with PPPs.
Now that the Investment
Law and the draft imple-

mentation decree have begun to regu-
late the use of state funds in infrastruc-
ture enterprises (mentioned previously
in the BOT decree only). Private partic-
ipation in investment projects in Ho Chi
Minh city is more common than in other
provinces, however, the city still lacks
successful experiences.  

Prevailing laws and regulations allows
joint participation by public and private
sectors in infrastructure projects. They
also regulate various forms of security,
for example the commitment not to
nationalize the project allows foreign
investors to convert their legal incomes
into foreign currencies and guarantees
to respect the BOT (or BT) contracts.
The state also regulates that in case of
changes in the law, they shall not have
retrospective effect and will ensure that
investors will enjoy more favorable
terms. 

Mr. Luong Van Ly, Vice Director of
Department of Planning and
Investment, Ho Chi Minh city

During the implementation process of
PPPs in public bus services, there are a
number of difficulties in terms of mobi-

lizing capital for investment in vehicles
and the infrastructure of the business
(garage, maintenance workshop,
depot, etc.). Also, there is a lack of 
policy for supporting the participation of
business and unequal treatment
between state-owned and private 
businesses.
Mr. Tran Hung Tuan, Director, Center
for Urban Transportation Management
and Operation, Hanoi Department
forTransportation and Urban Public
Works Service

Recommendations
In some urban infrastructure sectors,
we give priority to investment in the
fields of transportation infrastructure
(arterial transport routes, rural transport
system, Trans-Asia Railway, land road,
etc.), post and telecom infrastructure
(industry modernization projects, 
synchronous development of the
national information system, etc.), as
well as urban infrastructure and 
residential areas (synchronous 
construction and step-by-step 
completion of the urban infrastructure
etc.).  Based on the targets, sectors and
tasks of the prioritized projects as 
mentioned above, the MPI together
with other ministries, industries and
localities have formed a list of priori-
tized projects calling for investment
from domestic and foreign private
investors for  the 2006-2010 period.
Mr. Pham Quoc Tuan, Deputy Director
General, Department of Infrastructure
and Urban, Ministry of Planning and
Investment

The 2005 Investment Law is more inno-
vative and creates favorable conditions
for Public -Private Partnerships. The
creation of a legal environment for
equal activities is very important
because only with such an environment
can the private sector feel comfortable
enough to concentrate their finance and
resources on projects with substantial
capital requirements and long waits for
income.  Regarding the forms of invest-
ment, it is suggested that apart from
BOT, BTO and BT, there should also be
a BOO form with secured legal frame-
work. In the past, Ho Chi Minh city
already had a water-supply BOO proj-
ect, which was carried out in the form of
public tender. However, there were var-
ious obstacles due to the lack of a clear
legal framework.The difficulties are
somewhat solved now thanks to the
support of the city authority.

The existing required capital contri-
bution by investors into BOT projects is
30%, while the remaining 70% is debt
capital. This ratio should only be 20%
and ensured as "real" capital to avoid
difficulties and failure due to "virtual"
funds. Capital contribution is only part
of the issue. Other factors such as 
management capacity and leadership
ability of the investor should also be
taken into account.

Viewpoints

N
o.

 1
0

 -
 A

ug
us

t 
20

06

* Publisher: Central Institute for Economic Management (CIEM), 68 Phan Dinh Phung, Hanoi

* Tel & Fax: (84.4) 7341611 * E-mail: tapchi@ciem.org.vn * Website: www.ciem.org.vn 

* Printed by: Transport printing Company - 2,000 copies (English) and 15,000 copies (Vietnamese)

* License No 467/GP-XBBT by the Ministry of Information and Culture, dated 25/10/2004

As for infrastructure projects, domestic
capital is limited and is sufficient only
for short-term projects. HIFU is still
looking for funds for long-term projects
in the field of infrastructure (with 
periods of 30-40 years). However,
these projects have long preparation
periods, therefore it might be relevant to
consider a capital-swap solution, i.e. to
initially borrow funds domestically and
then to appraise the project and swap
the borrowed capital.  In the long-run, it
is necessary to encourage and create
favourable conditions for private 
companies to develop into established
corporations in order for them to have
sufficient capital, human resources, and
management capacity to meet the
demand for infrastructure development
in Ho Chi Minh city.
Mrs. Giao Thi Yen, General Director of
Ho Chi Minh city Investment Fund for
Urban Development

The government should
create a Project
Development Fund
where the government
finances the upfront
expenses to develop
and structure the project
from a concept stage to
a bankable project

addressing technical, environmental,
social, financial, legal, contractual and
risk mitigation aspects. As the govern-
ment does the project development,
they will be in a better negotiating posi-
tion in terms of what risk and liability
they should take and what they require
from the private sector. It also enables
them to procure competitive services
when compared with the negotiated
route currently adopted in most cases.
It takes time but is sustainable in the
long-run as the government gets the
best Value for Money.

In Viet Nam, there should be a prelimi-
nary study to find out which projects are
potentially attractive to private investors
and what further work needs to be done
to better define the risks and infor-
mation required by investors. Pilot 
projects can be selected for different
sectors. From the experiences of these
pilot projects, the policy framework and
regulation mechanisms can be
strengthened. Capacity building 
sessions will be needed during the
process.

Also there should be a unit specializing
in PPPs which can be the focal point for
various departments and sectors. This
unit can prepare an appropriate PPP
policy, provide institutional support 
during project development and imple-
mentation, and undertake capacity
building of local staff with the assis-
tance of a professional organization.
The development of the legal frame-
work will take time but the process can
be supported by use of model contracts
for different PPP models.  

Dr. Anand Chiplunkar, Senior Vice
President of Infrastructure
Development Corporation Limited
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