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i. Belfore the renovation

Before the renovation, three credit and savings systems existed: The State Agriculiural Bank, the savings
and credit cooperatives, and informal savings and credit system in rural area.

The State Agricullural Bank was a credit deépartment of the State Bnﬁk.l)u;ing the period of 1981
‘through 1987, the Agricultural Bank gave short-term loans to all economic components-state, collective,
private sectors and individuals-but concentrated them in (he state and collective seclors. Long-term credit
was mainly given to the collective sector, including credit cooperatives, and a limited part to the private
sector and individuals. Sources of funds mainly cante from the state budget and those mobilized from the
pcople’s deposits. ' '

Credit and savings cooperatives. Starting its operations from 1956 in the north and 1982 in Hie south,
they were credil organizations under collective ownership on the basis of shares of its members. Members of
- a credit cooperative were also the members of an agricultural service cooperative. It was the system of
savings and credit in ruraf arcas. By the end of 1960, in the north, credit cooperatives were established in
almost all communes with 5,294 units and 2,082,000 members. n the south, only for four years of 1982 -
1986, each commune established a credit cmpemii\e following the model of the north. ‘

~Through their existence of over 30 years, the sysiem demonstrated their effectiveness through the
monetary and credit aclivities in riral aceas. It was also the most important agcnt to mobilize capital for the
State Bank, mainly by mieans of saving deposits (60-70% of the total savings of the State Bank). Credil
cooperalives also played the role of an internediary financing instilwlion of the State Bank. Noticeably for
the period of 1966-1970, credit cooperatives expanded the role as an independent credit institution in
communes.

While credit coopemlwes sérved the farm economy in providing credit and mob:hzauon of money in
rural areas, their weaknesses included:

(1) They were established in the unique form with heavy political obligations, while no effective
controlling system was created, Nor regioital and local specificitics were considered;

(2) The organizational struclure was not appwpmte as a voluntary institution. All members of
agricultural producuon coopcmmcs automatically bécame those of credit cooperativés, Share holding was
‘too small and did not relale to the responsibility of each member, and the managing board was nel directly
responsible to the performance of cooperatives; and

(3) Mangers were not weil trainéd, nor elected according to ene’s ability and cenfidence.

Informal ¢redit and saving system i rural areas. Various types of lon!mes and lendings had existed
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for long time, largely in a spontonzous manner. Toittines are organized by (he people who need a great

~ expenditure. Lendings were made with or withont interest, in cash or kind, often with high imterest rates.

I1. Present rural credit system

The year of 1988 was a milestone marking a great change in agricutural management and rural
developrient, including the credit system. In order to quickly transfer banking service activitivs 1o a market
oricnted mechanism, the rural credit system was catirely restructured. In order to fully exploit available
funds, the government encouraged various types of fund mobilization. Following the multi-scctoral
principle, types of rural credit were also divérsified, particularly shost term loans were directly given to
farin households. Posilive interest rates were introduced.

The State Bank was restructured and the new Vietnam Bank for Agricolture (VBA) was established.

"VBA aims al suppoiling rural economic development in providing funds. In addition, various credit
schenies for rural economic development have been gencrated including the programme for grecning
basren land and bare hills and the programme for job generation in rural areas.

Credit aclivities of {11¢ Yiel Nam Bank for the Agriculiure (VBA}. Siguilicani feature of the chmge
inn the VBA's operations was the shift from subsidized credit to commercial one, in which an emphasis was
placed on individual production households, Credit provided to production households has been mainly in
short term for covering seasonal production costs. Medium and long term credits only occupied 1-0% of the
total Jending in 1990-1992. Unique interest rate structure has béen applicd, while concessicnal rates have
been applied for the credit in mouniain regions, resitote istands, new economic zones and other special
areas,

Modalities of credit provision have been changed. Direct lending has been largely given to the clients
with collaterals, 'The VBA also provides loans to individual groups voluntarily formutated by the farmers.
Indicect lending is made through intermediary financing institutions with a premium.

VBA has been operated under difficult condition. It has a large scope, numerous staff, and backward
‘technical and material bases. under the conditions of incompatible policies and mechanism. Neverthieless,
the Bank turned losses in early years of its vperations to profits since 1993.

Major issues faced by VBA in the coming years are: '

(1) Todiversify types asid sources of capital {funds) mobilization; :

(2) To strengthen lendmgs to promote integrated ecenomic dcxelnpmenl in the areas of both new and
‘traditional activities dirccted to dorestic and foreign markets; and

(3} Toexpand mie(medmr) ﬁnammg of funds from gov -eenment and external donors.

Credit cooperatives. At the end of 1994, tiere were 88 credit cooperatives in which 19 had changed
their status to the People’s Credit ffunds, and the renmining 69, mostly in the north, obtained the operation
licenses. ‘Yhese cooperalives were formed in accordance with the Decree on Banking, Credit Cooperatives
and Financial Corporation in 1990 and its related rules, on the basis of the willingness of members. They
are gencrally well organized and managed. However, affected by the credit col fapse and high inflation, the
lack of a consistent policy for the part of government, the developnient of credit coopenlwes has been
painfully slow.

‘The Central Bank in I991 submifted a project of the People’s Credit TP unds (PFCE) which was approved
by the government as an experimental project. 'The objective of the praject is to test a new cooperative
model in the area of monetary and credit based on the experiences in other market economies. The Funds
are based on the pnm:lplcs of willingaess. self-supporling, mutual help, and democratic. ‘management. ‘The
PCF has expanded quickly its operations and demonstrated the elfectiveness, though the staff and
management capabilities are to be further impeoved.

~ Rura Corporale. Banks. At the énd of October 1994, 16 rural corporate banks, 14 in the south and 2
in the north, were formed. They aims at mobilizing fundo and serving as an agent of the State Bank to
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channet funds (o e members. They also work as 1n'1gcm cum seller of agricultural materials and goods.

Programmes financed by domestic capital resources.

(1} Programme for Job Creation in Rural Areas. Established in 1994 by a gesolution with the total fund
of 200 billion Dong and the lending interest rate of 0.5% per month.

(2) Programme for Greening Bare Land and Bold Hills. The government provides 150 billion Dong
cvery year for this programme,

In both programmes, the sicering commissions are established at central, provincial and sometimes
district levels which examine and approve the projects financed by the respective progranuncs.

Programmes and projects fi financed by the external doners, Since 1990, an inceeasing number of
programmis financed by external resources-muliilateral, bhilateral and non-governmental sources -
supporting agricultural and rural development were set up. The government is respansible to repayments of
funds regarding the programnics funded by official sources. Almost all NGOs in this category of projects
combine agricultural extension with credit provision to farm households in communes and villages.

Credit for the poor in rural arcas. As the 1ural poor ativacts much attention of the government, several
experimcntal credit projects targeting the poor in specific provinces and communes have been implemented.
In 1994, the VBA, with the borrowed money of 432 billion Dong form the State Bank, startcd an
experimental project called the “Funds of Favorable Loans for ihe Poor People™. This project was
established on the basis of the expericnce both within and outside Viet Nam regarding credit schemes for he
rural poor. o December 1995, the above project was institutionalized to a bank ealled the Vietnam Bank for
the Poor (VBP),

Non-official savings and credit. Farmers established so-called “ho™ by contributing noney or rice in
order to obtain money for such uses as house construction or purchases of production inpuls. Somctimes
“ho” serves for children o take care of their aged parents of make the funerals. There are various fund
making groups {“phueng ho™) operating in rural areas. Their positive sides include that these farmers can
help each other in production as well as daily life through the group. According 1o a survey conducied by

Ministry of Aginculture and Rural Development (MARD) in nine provinces in 1991, “the funds from

informal credit systems accounted for 20% of the total funds which farmers borrowed from various sources.
In many provinces, however, these funds turned to "hui ho” in imposture character. Private credil, mainly by
private traders, is also popular in the Taral Viel Nam. While these credits are simple in procedure and
flexible, interest rates are variable for 7 - 10% per month, some cases as Iugh as 15 - 20%.

Il Interest rate structure of rural credit

Since August 1992, all economic components have been equally treated regarding loan lendings, while
interest rates of savings are still kept to be dilferent among economic components. Favorable inlerest rates,
'15% (per annum) less than the fending imerest rate of the State Bank, are applied mountain, border, island,
new cconomic zones and areas. For credit projects belonging to specific programmies of the govermneat,
‘prescribed interest rates are applied.

Since January 1996, the State Bank docs not delermlm, lending and savings rates for the commercial
banks and organizations, but on the basis of the ceiling lending rate and within the difference of 0.65% per
month, they can deterine the rates of lendings and depuosits.

1V. Rural savings
According to the estimation of a team bed by Dr. Xuong, amounts of rural savings are not negligetable. It
is cstimated that rural savings accouted for 7.3% of the GAP in 1993 which rose to 9.3% or 1.5 trillion

Dong in 1995, Such a magnitude of rural savings suggests unpomncc of their mobifization Ihrough
appropriate channels,
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