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| . Objective of the Research Project on SME Policy

Small and medium {manufacturing) enterprises (SMEs) have an important role to play in
modernizing Vietnamese manufacturing and strengthening its international compelitiveness, in
expanding exports of industrial goods, and in providing jobs. This project sees SME development
policy as a part of Viet Nam’s overall industrialization strategy, and provides policy advice within that
context,

Il . Research Framework

(1) Identification of conditions currently prevailing in Victnamese SMEs
a. Questionnaire survey of SMEs (responses from 251 non-state manufacturing eaterprises
nationwide) conducted with the cooperation of DSI in March 1997.
b. Research based on such papers and statistics as are available concerning SMIs.

~ {2) Research on the Vietnamese business environment for enterprises (based on interviews and on
the analysis of written documents).

(3) Research on the policies and institutions for SMEs in nearby countrics and regions like Japan,
Taiwan, and the ASEAN couniries,

(4) Studies of the international economic environment in which Viet Nam finds itself and
obseryations on future directions to be taken in Viet Nam'’s industrial policy.

* Seetion 1~V
** Section X
*** Section VI~ IX
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il . Overview of Enterprises In Viet Nam and Profile of Conditlons for
SMEs

(1) Analysis of Vietnamese enterprises ‘

According to Stafistical Yearbook 1995, \here were 32,088 registered enterprises in Viet Nam at lhf’
end of 1995 (excluding representative offices, cooperatives, and cnlerprise associations). Of ll.us
number, 25,754 were non-state enlerprises; 6,310 stale enlerprises (including joint ventures with
forcign companies).

During 1994 and 1995, the number of rion-state enlcrprisé.s grew by an average of 6,600 cach year;
the number of state enterpriscs by an average of 400 cach year (see Table 3.1). Most of the non:st‘ate
enterprises were “private enterprises,” which had an average capitalization of only about 170 million
dong (approximately $15,000). Statc enterprises have been undergoing reorganization  and
consolidation since 1991 and there had been latge declines in their total numbers, bul in 1994 they
began to grow again, primarily because of joint ventures with foreign companics. At the end of !9.95,
state enterprises tun by the central governmenl had an average capitalization of about 30.8 billion
dong; those run by subcentral governments of about 4.7 billion dong. Capitalization for the new state
cnterprises created in 1994 and 1995 is about ten-fold highes than lh_is, however, New central-
gavernment state caterprises in 1995 had an average capitalization of 143.4 biltion dong; those at
subcentral levels, 16.5 billion dong (sce Table 3.1). The likely reason for the higher capitalizaiion of
new slale enlesprises is the size of the capitalization of joint ventures between foreign companies and
state enterprises.

Table3.1 Number of eﬁterpﬁses by'type managemenl and industry {whole country)

_Asofthcendef 1994 | NewlyLicensedin 1094 | Asoftheendof 1995 | Newly Licensed in 1955
No. of Average  [No.of Average  [No.of Average  [No.of Average
Enterprises Capital  |Fnterprises Capital  |Enterpiises Capital  {Enterprises Capital
(Bill.Dong) (Billbong) ~ (Bill.Dong) _:_(Bill.Dong)
Tolal ”L | 26502 2.16 2,426 219 33,536 268 7,034 4.62
(by Type of Management) | - N
Private Sector 19,436 0.40 6,345 0.28] 25,754 041 6,318 0.41
Private Enterprises 14,052 ¢.16 5,088 0.13 18,243 - 017 . 4,191 021
Company Limited 5,258 0.83 1,730 0.59 7,346 0.78 2,088 = 063
Stock Company 126 9.76 27 8.50 165 10.33 39 10.28
State Enlerprises 5,835 8.29 333 4172 6,310 12.31 475 631.63
Ceantral Management 1,678 1942 96 131.35 1,847 3D.76 169 143.36
Local Management 4,157 3.50 242 6.16 4,463 4.67 306 16.49
Representative Bureau 946 - 180 . - 1,t11 - 165 -
Enterprise Association [ 285 3.89 65 2289 337 s 52 11.50
(by Industry) - 24,965 2.06 8204 193]
Agriculiure/Forestry 1,04 2,80 84 3.8
Fishery 2,183 0.28 1,17% 0.14
Mining B4 19.40 11 60.61
Manufacluring 8,866 2.07 2,683 0.81
Electricity 239 70.14 33 32420
Construclion 2,407 1.22 514 0.534
Trade service 5,535 1.13 1,742 0.58
Hotels 437 1.25 227 1.02
Finance/Credit 4,210 0.40 1,731 0.14

Source Statistical Yearbook 1994, 1995 Statistical Publishing House
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Table 3.2 contains patl of the resulis of an enterprise census taken by the Government Statistics
Office (GSO) and reflecting conditions as of July 1, 1995. This census represents a valuable first
attempt to paint a clear picture of the diffcrent scctors of business in Viet Nam. Our analysis of
Victnamese eaterprises will be based to a large extent on the findings of this census.

1} Breakdown of numbers by sector and industry

The census finds that there were 23,708 enterprises in Viet Nam on July 1, 1995, broken down as
follows: 5,873 state enterprises (24.8%), 17,143 non-state enterprises (including cooperatives; 72.3%),
and 692 foreign-capital enterprises (2.9%).

The breakdown by industry reveals that aboul 40% were in commerce and repairs, followed by 36%
in manufacturing. Other industries include construction at 10%, hotels and restaurants at about 5%, and
transportation and telecommunications al about 4%. State enterprises are found in virtually every
industry, though their weight is highest in manufacturing, followed (in order) by commerce and repairs,
consiruclion, transportation and telecommunications, and hotels and restaurants. In comparison to the
distribution of non-state enterprises, state entesprise distribution is marked by a heavy bias towards
construction. About 47% of all non-slate enterprises are in the commerce and repair sector, followed by
35% in manufacturing, and then construction, hotels and reslavrants, and transportation and
telecommunications in that order, Some 57% of cooperatives are in manufacturing; only 15% are in
commerce. Viet Nam had only 118 joint-stock companies at the time of the census, 41% of which were
in finance, with only 27% in manufacturing. A large portion of private enierprises and limited
companies are in commerce and repairs.

Some 55% of all fareign-capital companies are in manufacturing, followed by hotels and restavrants
(15%), transportation and telecommunications {5.5%), construction (4.6%), and commerce and tepairs
{4.3%). The census found that 83% of the wholly foreign-capital enlerprises were in manufacturing,
and that these eaterprises were concentrated in areas like apparel, food and beverages, leather products,
furniture, textiles, and woodworking. In addition to manufacturing, there were also substantial numbers
of foreign-capital joint ventures in hotels and restaurants and real estate (including infrastructure
construction). Non-state entecprises have entered into 59 joint ventures (8.5% of total foreign-capital
enterprises), most of which are in manufacturing.

In addition to registered cnterprises, the census also provides a general picture of household
enterprises. It finds approximately 1.88 ‘miltion houschold enterprises in the country, of which 790,000
(42.2%) are in commerce and repairs; 530,000 (28.3%) manufacturing; 270,000 (14.5%) hotels and
restaurants; and 140,000 (7.5%) transporlation, warehousing, and telecommunications. Only about 34%
of these houschold enterprises have registered for business, and only about 43% are “tax-paying units.”
Household enfesprises provided 3.24 million jobs in 1994, about 34.6% of that year’s non-farm total
(sce Table 3.3).

Note that registered enterprises, including their branch offices, employ about 2.03 million workers,
of which 74% (1.5 million) ar¢ with state enterprises, 21% (430,000) with non-state enterprises, and
4.8% (100,000) with foreign-capital enterprises.

2) Breakdown of sales by sector and industry
Table 3.4 contains enterprise sales figures (1994), broken down by economic sector and industry. By
industry, 48.8% of all sales came from commerce and repaits, 23.5% from manufacturing, 5.8% from
construction, and 5.1% from mining. State enterprises generated 75.8% of total sales, with only 15.6%
coming from non-stale enterprises, and 8.6% from foreign-capital enterprises. Commerce and repairs
generated 65.3% of all non-state enterprise sales; manufacturing only 20.4%.
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Aboul half of the sales by foreign-capital enterprises were in the petroleum industry, Yoreign-capital
enterprises account for 80.5% of all sales by Viet Nam’s mining industry. Manufacturing was
responsible for 34% of the sales of foreign-capital enterprises, and foreign-capital enterprises
accounted for 12.4% of Vict Nam'’s total manuofacturing sales.

The weight of foreign-capital enterprises in the Vietnamese economy has mcreased since this census,
According to the DSI-MPI statistical materials and Statistical Yearbook 1996, the share of industrial
output accounted for by foreign-capital enterprises rose from 11.5% in 1994 10 an estimated 25.1% in
1996, A great deal of this, it must be pointed out, is because petroleum production is counted entirely
as foreign-capital enterprise production, but even looking al manufacturing alone, the share of foreign-
capilal enterprises went from 15.99 in 1995 t0 17.6% in 1596,
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3) Breakdown of business indicators by sector and enterprise .

Table 3.5 contains an overview of major business indicators for Vielnamese enterprises (all
industries), broken down by economic sector. On July 1, 1995, the average Vietnamese enterprise
employed 86 workers. State enterprises averaged 257 workers (central-government siate enterprises
442; subcentral-government state enterprises 165), while non-state cnterprises only employed 25
workers. Joint-stock companics cmployed an average of 171 workers, which was higher than the
average for subcentral state enterprises, but the average for all non-state enterprises was brought down
by the fact that enterprises in commerce and sesvices (the largest group of non-state enterprises) only
employed an average of 7.6 workers. Foreign-capital enterprises had an average of 141 workers. Of this
group, wholly foreign-capital enterprises had the highest employment levels, averaging 247.

Average total capilal (includes liabililies, capital, stalutory reserves, and surpluses, and corresponds
1o “tatal fixed and liquid asseis™) was highest for foreign-capital enterprises at 68.3 billion dong,
followed by state enlesprises at 20.3 billion dong. Non-state enterprises had a mere 200 million dong in
total capital, 1/22 that of state enterprises. This gap closes to about 1/2 when total capital per worker is
considered. Foreign-capital enterprises had 483 million dong in capital per worker; stale enterprises 79
million dong; and non-state entesprises 36 million dong. Note, however, that the gap between foreign-
capital enterpriscs and stale enterprises on these measures expands from 3.4 :1 to about 6:1. This is an
indication of the extent to which state enterprises are over-staffed compared to non-state enlerprises
and forcign-capital enterprises. The overstaffing becomes even more pronounced when viewed in terms
of workers versus machinery and equipment.

Turning to labilitics, state enterprises accounted for 83% of total Habilities, The average amount of
fiabilities per enterprise is 9.4 billion dong for state enterprises, 300 million dong for non-state
cnlerprises, and 8.5 billion dong for foreign-capital enterprises. The ratio of liabilities to capital is
46.6% a1 state enterprises, 34.2% at non-state enterprises, and 12.5% al forcign-capital enterprises. In
all cases, these are low levels compared to other countries in similar stages of growth, and this may be
an indication that the financial system is not able to adequately respond to enterprise funding needs.
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Measuring labor productivity in terms of sales per worker, forcign-capital enterprises, and
particularly joint ventures with state enterprises, are far and away the highest, with productivity
averaging 2.9-times the level of state enterprises, One of the reasons why productivity is low at wholly
foreign-capital enterprises is probably because they have only just started operations. At the end of
1994, there were still large numbers of projects that were not yet fully operable.

Labor productivity al state enterprises is about 37% higher than that al non-state enterprises.
However, the picture changes completely when viewed in terms of the ratio of sales to total capital (the
capital turn-over ratio). Non-slate enterprises had an average capital turp-over tatio 58% higher than
that averaged by state enterprises. Gn the other hand, the capital turn-over ratio is extremely low for
foreign-capital enterprises. This is probably because many of the foreign-capital enterprises just started
up or arc in the process of starling-up, as was pointed out cariier.

State enterprises provide about 77% of enterprise tax payments (including sales taxes); foreign-
capital enterprises, 20%; and non-state enlerprises, a mere 3.3%. The ratio of tax paymenis to sales is
highest for foreign-capital enterprises at 25.5%, followed by state enterprises at 11.0%, and non-state
enterprises at 2.3%.! The reason the tax ratio is high for foreign-capital enterpriscs is because of the
extremely large tax bills paid by joint ventures in the petroleum industry. Taxes paid by wholly
foreign-capital enterprises are only 6.8% of sales. Simitarly, the reason for the high tax ratio for state
enterprises is because they are in businesses with high sales taxes (becr, soft drinks, tobacco products,
etc.) and in industries in which they enjoy monopoties, and therefore high profits, for example, cement.
The high lax ratio should not necessarily be taken as an indication of a high degree of management
efficiency or a willingness to pay taxes.

4) Distribution of enterprises by capitalization, industry, and sector .

Table 3.6 provides a distribution of enterprises by capitalization and sector. Some 70.3% of all
registered enterprises in Viet Nam have total capital (equivalent to total assets) of tess than 1.0 billion
dong (aboul $86,000 or ¥10 miltion). Were we o define all enterprises wilh total capital of less than
10.0 billion dong (about ¥100 million) as “small and medium enterprises,” we would be looking at
92.5% of all enterprises in Viet Nam. By seclor, 78.9% of state enterprises (64.0% of central-
government state enterprises, 86.3% of subcentral-government state enterprises), 99.0% of non-state
enterprises (but only 54.2% of joint-stock companies), and 48.7% of foreign-capital enterprises would
be classified as “small and medium entesprises.”

By industry, enterprises with more than 10.9 billion dong in capital congregate in tobacco, textiles,
leather, petroleum products, chemicals, electrical equipment, radio and television, and medical
equipment manufacturing. There are also comparatively high-capital enterprises in electric power, gas,
and finance (see Fable 3.7).

: The sales figures in this census are open to question. It is commeon for Vielnamese enterprises (even stale enterprises) to
substantially under-report their sales and profits in order to avoid taxes, The extent of the inder-reporting is probably greatest
for non-state enterprises, followed by state enterprises, and joint venlures between stale enterprises and foreign-capital
enterprises. For example, in 1590, the Government Statistics Office (GSO) did a study of 47,587 privale enterprises and
household enlerprises to uncover the difference between reporied figures and zctual figuses, Bt found a gap of 38.6% for sales,
47.3% for profits, and 42.8% for operating capital. (Ngyuyen Hai Huy, Doi Moi Co Che Qan Ly Ddash Nghiep Vuea Nho
Trong Nen Kinh Te Thi Truong O Viet Nam, Nha Xuat Ban Chinb Fri Quoc Gia, Hanoi, 1995}, :

Assuming the sales reporting gap to be 40% for non-state enterprises, 20% for state ¢nterprises, and 10% for foreigr-capilal
enterprises, then non-stale enterprises would account for 17.9% of total sales rather than 15.6%, and their Jabor productivity
and capital lurn-over rales would also improve. On the other hand, the ratio of tax payments to sales would decline even
{urther.
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total capital (as of July 1, 1985)
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Table 5.?(1) | Number of enterprises by industry classified by the value of

Source Ket Qua, Kinh Te Hanh Chioh Su Nghiep, Nam 1995, Nha Xuat Ban Thong Ke, Hanoi, 10-19%6
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S} Enterprise profits and {osses
Table 3.8 provides a breakdown by scctor of enterprise profits and losses. Table 3.9 beeaks profils
and losses down by industry. About 80% of Viet Namv’s state enterprises arc turning profits, and only
about 9% are in the red. This is an enormous improvement compared to Januvary 1990, when a survey
found 4,854 (about 40%) of 12,084 state enterprises to be in the red.”

Table 3.8 Number of profit or loss making enterprises in Dec. 1994)

Number of Enterprises Value {Billion Pong)
Total % Profit % Loss % Profit % 1oss % Net %
Entp. Making Making Total Tolal Profit

Total 23908 1000 172606 M3 2172 92] 14014 1000 1056 1000 12959 1000
Domestic Enterprises 23016 1000 12402 756 1,974 861 8,133 5840 719 681 7414 572
SOEs 5973 1000 4819 80.7 595 100 7,500 3535 586 555 6213 533
Central 1,940 1000 1634 842 142 73] 559 399 415 393 5180 400
Local 3,933 1000 ALIBS 810 453 115 1,903 138 170 161 1,743 134
Private 17,143 1000 12,583 734 1379 80 634 45 133 124 502 39
Cooperative 1,867 1000 1,312 703 127 6.8 97 0.7 14 i3 §3 0.6
Private Enterprise 10,916 100.0 9,081 832 98 38 220 1.6 18 1.7 203 1.6
Stock Company 118 1600 §3 103 19 161 148 1.1 12 1.1 136 10
Company Limited 4,242 1000 2,107 497 8315 19.7 169 1.2 &9 84 80 0.6
Foteign Enterprises 692 1000 24 295 198 2861 55882 420 337 319 5545 428
160% Foreign 150  100.0 36 200 &5 433 &6 0.5 83 7.8 -7 0.1
Joint with SOEs 433 1000 146 3.7 99 29| 5767 412 217 205 5549 428
Joint with COOP & 1000 4 667 1 167 - - - - - -
Joinl with Privale 5% 1000 10 169 23 390 4 0.0 20 19 -15 0.1
Joint wit Mixed 32 1000 9 281 3 9.4 28 0.2 3 0.3 25 62
Cooperation .12 1000 5 417 7 583 16 0.1 13 1.2 3 0.0

Note Exclude branches and Household ‘
Source Ket Qua, Kinh Te Hanh Chinh Su Nghiep, Nam 1995, Nha Xuat Ban Theng Ke, Hanoi, 10-1996

Though their profit margins are slim, more than 70% of non-state enterprises are in the black, and
only 8% in the red. However, there are some joint stock and limited companies that are in difficult
siraits, In general, foreign-capital enterprises are performing poorly. More than 40% of the wholly
foreign-capital enterprises are in the red, and only about 20% are in the black. Similarly, about 30% of
the joint ventures between state enterprises and foreign-capital are in the black, and more than 20% are
in the red. Much of this poor performance by foreign-capital enterprises must be ascribed to the fact
thal they are jusl stariing up. However, it may also be that many foreign-capital enterprises (especially
in import substitution projects) are over-capitalized for the size of the market for their products, or that
there are problems in the Vietnamese investment environment.

2 John Heath, Revitalizing Socialist Enterprise, Routledge, 1993, pp. 209-210.
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State enterprises account for about 57% of nct profits (lotal prefits minus total losses); foreign-
capital enterprises about 43%. However, almost all of the profits produccd by foreign-capital
enlerprises are in the petroleum industry. When these profits are excluded, the net profits of {oreiga-
capital enterprises are very minor. The net profits of non-stale enterpriscs account for a mere 4% or so
of the total. While a good deal of this is conceivably due to under-reporting, it is also a fact that non-
state enterpriscs suffer from a frait economic base and, as will be discusscd fater, difficult economic
conditions.

A breakdown of enterprise profits by industry shows that mining (principaily petrolcum) produces
41% of net profits, followed by 18% from manufacturing, and aboul 10% cach for “(ransporlation and
telecommunications” and “commerce and repairs.” In manufacturing, the loss-producing enterprises
tend to be relatively large-capital state enterprises in lobacco products, textiles, apparel, teather, paper
products, medical equipment, and radio and television. Many of these enterprises can be assumed to be
suffering from competition with Chinese and smuggled products.

6) Regional and provincial distribution and enterpyise performance

Table 3.10 provides a regional breakdown of GDP and enterprise distribution, number of workers
per enterprise, total capital, and enterprise sales. It also provides regional comparisons. of labor
productivity and capital turn-over ratio. The figures indicate that 68.1% of all enterprises (excluding
central-government state enterprises) are located in the south, 38.9% in the north. Compared to the
north-south share of GDP, there would seem to be a slightly larger number of enterprises in the south
than might be expected, The breakdown of enterprise categories indicates that the north has more state
enterprises and collectives, while the south has more non-state enterprises. Note, in particular, that 84%
of private enterprises are located in the south.

The north has 41.2% of total enterprisc workers, which is high in comparison to its share of
enterprises. However, when the number of workers per caterprise (excluding private enterprises) is
exanlined, one finds that the state enterprises, collectives, joint-stock and limited companies, and
foreign-capital enterprises in the south have more workers and are bigger in size. This becomes clearer
wheén the share of total enterprise capital and average total capital are compared. Southern enterprises
have an average capitalization of 4.55 billion dong, compared to 3.17 billion dong for northemn
enterprises. The average total capital for subcentral slate enterprises, collectives, joint-stock and
limited companies, and foreign-capital enterprises in the south is in all cases about double that for
similar enterprises in the north,

‘The south accounts for 81% of total enterprise sales; the north only 19%. By geographical region,
the “northeast south,” where Ho Chi Minh City is located, accounts for 55% of sales; the Mekong
River Delta, about 16%; and the Red River Delta, about 12%. The “northeast sauth” is, therefore, the
uncontested leader. What is interesting to note is that about 40% of all private enterprises are located in
the Mekong River Delta, and that this area also accounts for about 40% of total private enlerprise sates.
The development of smatl and medium enterprises in the Mekong River Delta is probably related to the
region’s high agricultural productivity, its strong entreprencurial spirit, and its easy access to Ho Chi
Minh City and foreign markets.
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Table 3.10 Distribution & performance of enterprises by region

Noeth

Red North

South

South

Mekong

North] Mountain  River Ceatral Central Central Nowtheast River

L [ Total fand Midland Delta  Coast | Votal | Coast Highland  South Delta

GDW(%, 1993) . 9% 2006 %0l €1y 19 34 05 193
Nuwber of All Eaterprises{%, Julyi995) 319 73 190  56f 68.1] 100 32 s 23S
of which Local SO¥%s 55.2 166 253 133| 48] s 44 174 115
Cooperatives 616 106 426 84} 384 129 19 19.2 44
Private Ent. 163 510 15 33| 8.7 1kl s %2 99
Joint Stock& Limited Co. 36.7 36 302 29| 633 53 1.8 517 44
orelgn Bnt, ~ 29| 25 292  to] 613) 65 19 549 40
Number of ] abor Borce( %, Joly 1995) 412 95 238 79| 583 9.1 28 60 109
of which Locat SORs 51.1 129 212 110} 489 97 28 256 107
Cooperatives 488 64 352 1.3 s512] 166 23 219 44
Private Ent. 265 90 112 63 15| 90 48 026 273
Soint Stockd Limited Co. 262 37 202 23| 138] 52 20 599 67
Foteign Ent. i 185 28 145 1.1} 31.5] 64 2.1 61.8 5.2
Total Capital(%, 1994) 245 26 190 29| 55| 438 18 614 73
Average Capital{Million VND) 3472 1499 4,120 2,126} 4,550] 1,954 2316 8003 1,317
of which Local SOEs 4,284 2489 5834 3,573| 9875 3,325 4008 14971 8973
Cooperatives 491 391 535 3| 0,142 957 926 1,095 1,720
Private Ent. 42 366 485 377l 2| 214 453 3716 206
Joint Stock& Limited Co. 1,582 996 1,712 964] 30281 1,178 1334 3281 299
Foreign Eat, 39,003 17,921 40,205 55,508{82,547| 24,354 44,211 94,036 37,966
Total Turnover(%, 1954) 188 35 115 38 82| 19 2 548 164
of which Local SOBs 237 s1 g sgl 763] 104 28 48 186
Cooperatives 146 16 94 36| 854} 66 067 - 615 106
Private Ent. i3 25 63 25| 887 124 15 331 397
Joint Stock& Limited Co. 122 11105 06] 87.8] 47 08 22 101
Forelgn Ent. 13.0 i1 103 L1j 87.0] - 06 0.3 829 32
Tucnover per Worker(Million VND,1994) | 526 425555 562l 15871 994 860 1751 110
of which Local SOEs 550 471 558  62,111857| 1241 1190 2077 2063
Cooperalives 12 102 109 202 67.5] 16% 125 980 9718
Private Enl. 36.7 244 484 334| 1037] #1187  61%  BM1 1261
Joint Stock& Limited Co. 512 31.8 576 263] 1314] 1005 442 1332 1655
Foreign Bab. 147.8 796 1564 2069] 2252 187 346 2580 1292
Capilat Tumover Ratio{1994) 12 20 09 298] 16l 235 18 1.4 33
of which Local SOFs 20 24 17 24| 34] 33 30 34 s
Cooperatives 10 083 08 221 "4} 11 08 65 238
Private Ent. 7 14 18 18] 49| ‘55 23 3l 5.1.

Joiat Stock& Limited Co. 1.1 15 &t 10f 24| 39 17 22 3.9
Foccign Ent. 03 07 03 06| 05t 01 0.1 0.5 0.6
“Fotal Tax Payment(%, 1994) 163 24 98 41| 837 638 L1 655 103

Source Ket Qua, Kinh Te Hanh Chinh Su Nghiep, Nam 1995, Nha Xuat Ban Thong Ke, Hanoi, 10-1996

Labor productivity, as measured by sales per worker, is about triple in the south what it is in the
north. Productivity is particularly high in the “northeast south™ and the Mekong River Delta. The labor
productivily of state enlerprises in these tegions is about 3.8-times the northern average; for collectives,
about 6.7 times. Private enterprises in the Mckong River Delta had higher fabor productivity thun those
in the “northeast south,” and about 3.4-times the productivity of private enterprises in the nosth.

The capital turn-over ratio for all enterprises was 33% higher in the south than in the north, with the
ratio particularly high for southern sub-central state enterprises, collectives, and private cnterprises.
Collectives in the “northeast south” and private eaterprises along the “south central coast” and in the
Mekong River Delta have capital turn-over ratios in excess of 560%.
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This strong performance by southera enterprises owes much to the forcign-capital petroleum
industry of Ba Ria Vung Tau province in the “nottheast south,” which accounts for about 84% of all
taxes paid by southern enterprises. Nonctheless, there is a notable lack of contribution la the econonly
as a whole by nosthern enteepriscs.

2. Overview of Enterprises and Gross Industrial Preduction

(1) Industrial production trends broken down by sector

The census 1o which we have been referring provides a general picture of enterprises al a particular
point in time but does not trace changes over time. To sec these changes we must consull the industrial
production statistics found in the Statistical Yearbooks. Table 3-11 ptovide,s a breakdowa by ownership
sector of business units engaged in industry (including electricat power and fuel) since 1985. The total
number of state enterprises engaged in industry peaked in 1987 and declined ducing subsequent
reorganizations and consolidations. By 1994, there were only 2,002. The size of the decline was larges!
for subcentral-government enterprises, where 983 enterprises were shed from the 1987 peak (40%
reduction). On the other hand, only about 154 central-government enterprises were tost during this
period {a reduction of about 23%).

Table 3.11 Number of industrial establishments by economic sectors (at January 1st of each yeas)

State Non-state
Total %  Centeal % Local % Cooperative Private Private
Enlerprises Household
1985 3,050 106 71t 233 2339 763 35,629 202
1986 3,141 100 687 219 2454 781 37,649 567
1987 3,157 100 682 216 2457 718 33,962 490
1988 3,111 100 631 219 2,430 781 32,034 318 318,557
1939 3,020 100 666 221 2354 779 21,901 1,248 333,337
1930 2,672 100 580 220 2173 813 13,066 170 376,900
14991 2,599 100 546 210 2053 190 8,829 959 446,771
1592 - 2,268 160 537 23.7 1,131 163 5,223 1,114 368,000
15993 2,030 100 322 257 1508 743 5,287 3,322 452,866
1994 2,002 100 528 264 474 736 1,648 4,909 493,046

Source Statistical Yearbook 1993, Statistical Publishing House

Among non-state enterprises, there has been a sharp decline in the number of collectives, which has
plummeted from 37,649 in 1986 to a meager 1,648 in 1994, In China, cooperatives and towaship and
village enterprises have been very robust within the market econemy, as can be seen from Table 3.12,
and this raises the question of why there has been such a drastic dismantling of collectives in Viet Nam.
Perhaps the reasons are a lack of government assistance, a lack of leaders to support the colfectives, a
lack of incentives and sense of belonging for collective workers, and also an inability to withstand the
dramatic changes that have taken place in the economic environment since 1989 (“shock therapy”
cconomic reforms and the loss of the COMECON market).

Many of the collectives that were unable 1o adapt to the changes in the market environment were
replaced by private enterprises and household enterprises. The number of non-state enterprises engaged
in industry has risen sharply since 1993 and by 1994 was at 4,909. The number of household
enterprises engaged in industry began to rise in 1989, experienced a temporary decline in 1992, and
then began to rise again in 1993. The 1992 decline was probably related (o the loss of the COMECON
market in 1991,
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"Fable 3,13 provides a breakdown of industrial production values (1989 prices) by economic sector.
Beiween 1990 and 1995, total industrial production rose by a real average of 13.7%, but growth was
higher for the state enterprise sector than the non-state enterprise sector, Growth was particularly
strong for the central-government slate eaterprise seclor, and as a result, the share of industrial
production accounted for by (he state enterprise sector began to rise in 1990 and had reached about
72% by 1995.

However, the state enterprise sector includes joint ventures belween formgn capital and state
eaterprises, and it has recently been demonstrated that the production growth rate was not ali that high
for the state enterprise sector once joint ventures are excluded. According to DSI-MPI data, the average
growth rate for indusirial production by state enterprises excluding joint ventures with foreign capital
was 12.7%, while the average growth rate for foreign-capilal enterprises over this same period was
81.3%, and that of the non-state enterprise sector 14.2% (see Table 3.14).

The reason that the average growth rate for real produchon by the non-state enterprise sector found
in Table 3.13 is only 10%, which is less than that of the state enterprise sector, is because of the sharp
decline in production by collectives (Which declined by about 30% a year between 1990 and 1995). In
contrast, industrial production by houschold enterprises, which accounted for about 77% of total non-
state industrial production, rose by an average of 12.3% during the 1990-1994 period. Also, though
their share of total industrial production is still small, industrial production by non-slate enterprises
rose at astounding reat annual rates of 71.7% during this period.
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(2) Comparisons with China

Table 3.14 traces changes in the share of industrial production (by value) in China and Viel Nam
accounted for by the state enterprise sector, the non-state enterprise scctor, and the foreign-capital
enterprise sector. Note that the state enterprise sector’s (excluding joint ventures with foreign capital)
share of industrial production in Viet Nam declined from 60.5% in 1990 to 50.89 in 1995. This was
the cesult of sharp expansions in the production of foreign-capital enterprises, which saw their share of
total industrial production rise from 11.06% to 25.1% over the same period. On the other hand, the share
of industrial production by non-state enterprises in Viet Nam has been declining year by year, going
from 32.4% in 1990 to 24.2% in 1995.

In China, the slate enterprise sector’s share of industeial production declined much more quickly
than it has in Viet Nam. Over a ten-year period, the state enterprise sector shed about 31 percentage
points, going from 64.9% of total industrial production in 1985 to only 34.0% in 1995. Production
growth for the Chinese collectives sector, non-state enterprise sector, and foreign-capital enterprise
seclor was in all cases higher than for the state enterprise sector. During the 1990-1995 period,
industrial production by non-slate enterprises in China grew by an average of 55.7% per year (nominal
rate), while foreign-capital enterprises posted average growlh rates of 70.8%. Compared to Viet Nam,
the non-state enterprise scctor in China (including township and village enterprises) has been stronger
in its development. The collectives sector and the non-state enterprise sector combined accounted for
about 50% of Chinese industrial production in 1995. The non-state sector has, therefore, been
troublingly slow to develop in Viet Nam, at leasl in comparison to China.

(3) Production trends broken down by industry and sector

Table 3.15 divides Vietnamese industrial production into the state enterprise sector (including joint
ventures with foreign capital) and the non-state enterprise sector, with further breakdowns by industry
within those sectors. The years 1990 and 1995 are compared. In 1995, the state enterprise sector had a
predominant share (70% or greater) of eight industrics: electric power, fuel, steel, non-ferrous metals,
electrical and electronic machinery, chemicals, chemical fertilizers, processed food, and printing. The
non-state enterprise sector had a relatively high share of production in the machinery and equipment,
miscellaneous metal products, lumber and woodworking, paper and pulp, glass and ceramics,
foodstuffs, textile products, sewn products, and leather products industries.

The stale enterprise sector’s share of overall industrial production has risen since 1990. During this
period, the non-state enterprise seclor’s share of production fose in nine out of eighteen industries:
ferrous and non-ferrous metals, miscellancous metal products, lumber and woodworking, paper and
pulp, textile products, sewn products, leather products, and processed foods. However, these sectors
that saw growth in non-state production only account for 21.9% of total Vietnamese industrial product
(1995). ‘ '

Table 3.16 provides more detailed sectorial classifications of the breakdown by industrial field of
1994 industrial production. Houschold enterprises, which account for the majority of industrial
production by the non-state enterprise sector, were responsible for 21% of total Vietnamese industrial
production, and 77% of non-state enterprise sector industrial preduction. By indusirial field, household
enterprises are the source of 71% of Viet Nam’s production of miscellaneous metal products, 64% of
luraber and woodworking products, 61% of foodstuffs, and 51% of leather products.
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Table 3.15 Gross industrial outpuls by industrial activities and seclors
(at constant price of 1983, billion dong)

1990 1995 Non-Stale
e Toal % [% lsiste % INoaStte % |totad % % [State % [Non-State % |Share
Electidty i0dé " 7.5|106] 1046 100.0 0 00] 1840 7.0 100] 1839 99.5 X
Fuels 1550 1.1 100] 1549 599 2 014 4203 162 100| 4287 99.9 6 Ot
Fersous Metal 120 09{100] 113 925 9 751 3716 14.100] 341 907 3 93F
Non-Fetrous Metal 99 03[100] 86 269 13 5311 189 07 100{ 144 800] ~ :36 200} °
Equipmeat/Machinery 598 43)100] 322 538 216 462 97% 37 100 578 594 195 40.6] ~
BlectstelBlectsonics 212 19) 10| 208 765 645 235] 5t4 19 100] 404 786 110 214
Qther Metallic Prod. 125 23100 80 s 245 154] 438 1.7 100] 85 194 353 306
Chemlcals/Terilizers 911 &66)i00] 659 716 262 234 2299 8.7 100] 1741 757 558 243
Construction Materials 1000 210100 609 609 391 39.1] 2143 8.1 100] 1441 672 702 328 %
Wood/Wood Froducts 5711 41|100] td6 255 427 145] 899 34 100} 135 150 764 85.0 A
Celfulose/Paper 3 220100] 258 230 $3110] s 22 100] 3337882 239 41.8] “A
Glass/Ceramics M6 10|100] 62 423 84 513| 291 1.1 100] t42 488 149 5121 )
Food 469 33|100] 318 252 351 748| 888 34 100] 203 229 685 7.1
Foodstulf 4571 326|100} 2969 65.0 1602 35.0] 7330 27.7 100] 5469 146] = 1862 254
Tentile Products 1259 9.0]100| 830 675 409 32.5| 1773 67 100] 1063 600] - 710'40.0
Sewing Products 22 t4]100] 124 614 78 386] 646 24 100{ 375 380 271 420
Tanning/Leather Frod. o4 07}100] $7 606 37 194) 284 1.0 100] 100 394 154 606
Printing 7 017|100 79 814 18 186] 218 1.1 100] 256 921 2 179
Othess 357 25|100] 144 402 213 50.2] 475 18 100} 210 442 265 55.8 %
Totat 14011 £06{100} 9477 61.6 4534 324126463 100 100]19146 72.4 7317 226) ~)
A 11414 100] 6382 603 4532 39.7{20330 10013020 64,0 7310 36.0] =)

Notes  A=Exclude Flectricity and Fuels
Source  Statistical Yearbook 1995, General Statistics Office

Table 3.16 Gross industrial output by industry and by breakdown of sectors {1994)
{at constant price of 1989, billion dong)

State C Noa-State . .
Tolal. % % | Tolal % {Contral % |Local % |Totsl % |Coop. % |Private % | Houschold %
Etectridity 1478 64 100] 1,477 993| 1,474997] 3 o0z ¢t 0] 0500 0 00 T 0D
Fuels 3,799 164 100] 3,793 92.8] 3,773 903 20 05] . & 02 1 00 - -~ 5 01
Ferrous Melal 294 13100] 207908] 25t878] 9 31} 27.93] 403 2 07 24 82
Non-Ferrous Metal 167 09 100] 133706 92ssaf 41246] 34204 212 - - 3186
Equipment/Machinery 876 3.8 100] 516589) 33384 i82208| 360411 1416 18 43 308 332
Eleclric/Elecironics 493 21 100] 385 784] 281 570 104 23.ab 108 219 102 29 59 . 17158
Othes Metallic Prod. 483 21100 91188 St 106] 40 83 393 8i4] 2343 28 58| 42708
Chemicaly/Feriilizers 1987 86§00} 1,499 754] 885 446] 613 309| 480 245) 17 09 64 32 408 20.5
Construction Matedials | 1,957 84 100] 1,336 68.0] 1,039 53.1] 29t 149] 627 320 4915 6533 513 262
Wood/'Wood Products £03 3.5 1000 128 159 38 47| 9o t12] €75 84.4] 21 26] 143478 512 63.8
Cellulose/Paper 442 19 100] 301681] 176398] 125283 140307 1329 36 8.9 92 203
Glass/Ceramics 281 12 100| 133 473 98 149} 35125 148 527) 1346 23 &3] 112 39.9
Food 780 34100] 174223] .8 10] 166213] 605 776] 104} 129 163 475 60.3
Foodsiuff 6341 272 100] 4703 747} 2,542 403(2.191 35.4]1,598 253 28 04| 322 54} L2247 198
Textile Products 0624 70500 992 61.1]: 770 475 220 136] 632389] 55341 N5 7. 461 28.4
Sewing Products 556 24 100] 2349 628 350 27.0] 99 35.3] 207 372 61.1] 115207 $6 155
Tanning/Leather Prod. 200 09 100] 94 44 26 122| 68 30L.9] 119 559 314 9 42 168 50.7
Printing 242 10100 231 955] 104 430] 127 5250 L 45 104 z 08 8 33
Gihers 430 19100] 198 444] 28 &3] 183 379) 240 558 614 3110 161 374
Tolal 3214 100 100]16,797 724) 12,128 52.214,669 20.1]6417 27.6] 255 L.1]| 1,192 5.1 4871 2114

Source Statisiical Yearbook 1995, SPH
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3. Overview of Manufacturing Enterprises

In this section, we will use the enterprise census referred to cardier but focus in on manufacturing for
more detailed analysis. On July 1, 1995, these were 8,577 enterprises in Vict Nam that were engaged in
manufacturing. OFf this number, 2,122 (24.7%) were state enterprises (cxcluding joint ventures with
forcign capital), 6,073 (70.8%) non-state enterprises (coltectives, private enterprises, joint stock
comparies, limited companies), and 382 (4.5%) foreign-capital enterprises. (sce Table 3.17) By
industrial field, 3,200 of these enterptises (37.3%) wese in {oodstuifs, food processing, and beverages.
Of this number, 2,727 were non-state cnterprises. One would assume that most of the non-state
enterprises are engaged in rice milling. After foodstuffs and processed foods, non-metal products has
the largest number of enterprises, at 13.5% of the total, most of which are probably factories producing
bricks, aggregate, and gravel for the construction industry. When these two groups are excluded, Viet
Nam'’s tolal number of manufacturing enterprises is only 4,215,

There are about 1 million workers employed in Vicinamese manufaclurmg, 68.8% of which are with
stale enterprises, 23.8% with non-state enterprises, and 7.4% with forcign-capital enterprises. Among
the industrics with the highest numbers of workers are: foodstuffs, food processing, and beverages;
apparel; texliles; non-metal products; teather products; and lumber and woodworking.

‘The foreign-capital enterprises engaged in manufacturing employed about 74,000 workers as of July
1, 1995. Though non-state enterpriscs account for about 76% of the total number of enlerprises, they
are generally small-scale operations and only contribute aboul 24% of total jobs. The average number
of workers for state enterprises was 324, followed by 193 for foreign-capital enterprises, and 39 for
ron-state enterprises. However, non-state enterprises in leather products, apparel, ard tobacco average
180-320 employees.

State enterprises account for 58.5% of total capital, foreign-capital enlerpnses 30.7%6, and non-state
enlerprises 10.7%. Average tolal capilal per enterprise was about 41.0 billion dong for foreign-capital
enterprises, 14.0 billion dong for state enterprises, and 900 million dong for non-siate enlerprises. The
average foreign-capital eaterprise therefore has about 2.9-times the capital of the average slate
enterprise. Non-statc enferprises average only 1/16 the capiltal of state enterprises. However, the
difference between state and non-state enterprises shrinks to just 2:1 when total capital per worker is
considered. As we have already pointed oul, state enterprises carry far more workers per unit capital
than do non-state and foreign-capital enterprises.

Turning to liabilitics, state enterprises make up about 64% of the total, non-state enterprises about
13%, and forelgn-capua! enterprises about 23%. The ratio of liabilities to total capital is about 36% for
non-state enterprises, about 33% for slate enteiprises, and about 22% for foreign-capital enterprises, all
of which are low. Among state enterprises, the industrial sectors with comparatively high ratios of
liabilities to capital include textiles, apparel, leather products, publishing, and office equipment.
Among non-state enterprises, the ratio is notably high for the apparel industry.
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Table 2.69 in the enterprise census provides a breakdowa by industeial field of the investments
(cumulative total for 1993 to June 1996) of 292 leading state enterprises (209 central-goverament state
enterprises, 83 subcentral-government state enterprises) and the soucces from which they raised their
funds, Stale enterprises engaged in manufacturing raised 50.7% of their investment funding from bank
borsowings, 24.4% from reinvestments of profits, and the remaining 24.9% from fiscal programs.
Fiscal programs provided more than 40% of invested funds in the foodstuffs and food processing,
tobacco, and paper industries. It being cxiremely difficult for them to borrow from banks, non-state
enterprises must zely primarily on reinvestments of their profits. Bven still, when borrowings from
fricnds and relatives or from informal financial organizations are included, the non-state enterpriscs
have a higher ratio of liabilitics to capital than do the state enterpriscs.

State enterprises account for a high 74% of tolal sales; non-state enterprises a mere 15%. However,
non-state enterprises do produce 30-50% of sales for the lumber and woodworking, rubber and plastic,
and furnilure industries. Foreign-capital cnterprises have a comparatively high share of sales in the
motorcycle, metal, and leather products industries.

Labor productivity, as measured by sales per worker, is highest at the foreign-capital enterprises, a
reflection of their high capitalization. They are followed by state enterprises and non-state enterprises
in that order. If the productivity of non-state enterprises is considered 1, state entesprises have
productivity of 1.7 and foreign-capital enterprises 2.3. However, non-state enterprises have the highest
capital productivity, with a capital furn-over ratio of 1.84, compared to 1.63 for state enterprises and
0.45 for foreign-capital enterprises. The capital turn-over ratio is cxtremely high for non- -state
enterprises in the foodstuffs and food processing, tobacco, textiles, lumber and woodworking, and
rubber and plastics industries. By contrast, the capital turn-over ratio is extremely low for state
enterprises in textiles and woodworking:

Turning to tax payments (including profit taxes and sales taxes), state enterprises account for 83% of
the total, foreign-capital enterprises about 12%, and non-stale enterprises a meager 4.5%. Three
industries provide particularly high tax revenues: foodstuffs, food processing, and beverages (mainly
beer); non-metal products (maioly cement); and tobacco. Together, these three account for 64.3% of
tax payments. All three are either monogpolics or oligopolies, or heavy taxed. The ratio of taxes to sales
is highest for foreign-capital enterprises at 13.2%, followed by state enterprises at 13.0% and ron-state
enterprises at 3.4%.

4. The role of SMEs in Vietnamese manufacturing

(1) Definition of SMEs
There is no clear definition of what conshtutes a small and medium enterprise” {SME) in Viet Nam,
Below are some representative opinions.”

1) Definition used by the Viet Nam Industrial and Commercial Bank: Enterprises with capltal of
between 5.0 billion dong and 10.0 billion dong (about $500,000- 1,000,000) and/or 500-1,000
employees are “medium enterpnses,” those with less than 5.0 billion dong in capital and/or 500
employees are “small entesprises.”

2) Definition used by Ho Chi Minh City: Enterprises with less than 1.0 billien dong ($100,000) in
capital and/or 100 employees are “small enterpriscs;” those with 1.0-10.0 billion dong in capital

3 Nguyen Dinh Phan, “Development of Small and Medium Business on the Process of Industrialization and Modemization in

Viet Nam,” paper for the MPI Workshop, March 1, 1996 and Nguyen Tbi Anh Tho, “Small and Medium Industrial Enterprises
in Viet Nam,” March 1996,
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and/for 100-500 employees are “medium enlerprises.”

The definition used by Dr. Ngyuyen Hai Huu, the dircctor of the Social Sponsoring Department of
MOLISA and an expert on SME issucs Viet Nam is:*

Capital EBmployees
Manufacturing ‘
SMEs Less than 10.0 billion dong  Not more than 500
Of which, small  Less than 1.0 bitlion dong Not more than 100
Commerce and services
SMEs Less than 5.0 billion dong Not more than 250
Of which, small  Less than 500 million dong ~ Not more than 50

Note that in all cases, the definition of “capital” is not statutory capital but “tofal capital,” which is
equivalent to total value of assets.

For reference, Japan delines SMEs as follows (“capital” refers to statutory capital):®

Sector Number of Employees or Amount of Capital
Industry and mining Not more than 300 or Not more than ¥100 million
Wholesaling Nol more than 100 or Not more than ¥30 million

Retailing and services ~ Not more than 50 or Not more than ¥10 million

The author has discussed with several Vietnamese experts the significance of seiting the cut off line
for SMEs at 10.0 billion dong (about ¥100 million) and 500 employees, especially given the fact that
Viel Nam is at a much lower stage of economic development than Japan. The reply is that Viel Nam
has many labor-intensive industries and even enterprises with 500 employees have very litlle in the way
of assets. Many of these enterprises are also technologically backwards and require government
assistance as “cconomically weak™ actors. The figure of 10.0 billion dong is, furthermore, total assets;
statutery capital will not even be 1/10th of that, and given Viet Nam’s lack of legal and accounting
infrastructure, there would be problems with casting the definition in terms of statutory capital.

Also note that the definitions above are not clear on whether the amount of capilat and number of
employees are to be joined with “and” or “or,”—-whether both conditions need to be fulfilled or only
one. Obviously, an “or” conjunction would greatly widen the number of enterprises considered SMEs.
Researchers tike Drs. Huu and Phan are in favor of “or,” which is what the Japanese definition uses.

Viet Nam’s definition of “rural enterprise™ is also ambiguous. The author believes an acceptable
definition to be: “an SME or household enterprise engaged in manufacturing and located in a rural
village (an area other than a town with population in excess of 20,000).”

(2) Profile of SMEs

In this paper, we follow Dr. Huu’s definition of SMEs in calegorizing Viet Nam’s manufacturing
enterprises. As shown in Table 3.18, 96.7% of Vietnamese manufactaring enterprises (8,577
enterprises, including stale enterprises, collectives, non-state enterprises, and foreign-capital

1 Nguy'en Hai Huu, “Renovation on SMEs Monitoring Mechanism in the Market Economy in Viet Nam,” National Politic
Ediiton, Hanoi, 1995,

5 In 1973, the law was amended with tespeci to capital, Prior to the amendmenis, SMEs were industrial and mining companies
with less than ¥50 million and commercial service companies with less than Y10 millien in capital.

382



enterprises) arc SMils, Some 96.7% of the country’s enterprises have no more than 500 employces, and
91.3% have less than 10.0 billion dong in tota} capital. By industrial ficld, there are comparatively high
numbers of large enterprises with 501 or more employees in lobacco, apparel, and leather products.
“Large” entesprises defined in terms of capilal tend to concentrate in (he tobacco, textiles, leather
products, petroteum producls, chemicals, machinery and equipment, clectrical equipment, radio and
television, and medical equipment industrics.

Table 3.18 Number of all enterprises in manufacturing Industry by scale of employee and total capital

Total No. of By No. of Employee By Scale of Todal Capltal (Mil. Dong)

Ertetprises % [1-200 201-50001-500 501<J< 5000 50003 [<10000 100005

(July 1,1995) % ® % % % % % %
Manufacturing Total 8,577 100.0] 897 7.0] 967 3.3 86.0 140 9L3 817
Food, foodstufls, drinks 3200 37.3] 944 38| 982 8 227 7.3 95.3 41
Tobacco 23 03) 132 122] 854 146 286 714 536 464
Textile ) 417 49] 788 17| 905 %5 124 216 %6 204
Garment, tanning, dyeing anfmal’s skin, leather 384 45| 668  21.2] 880 120 11.9 221 870 130
Leathex goods 131 16| 500 19.3] 693 307 569 434 715 285
Wooden, bamboo, rice stubble products 656 76| 929 56| 985 15 90.2 938 951 49
Faper products 198 23] 910 55| 966 34 838 16.2 829 1o
Publishing, printing, copying 203 24} 977 20| 997 o3l 812 128 914 89
Coke, minersal oil products, nuclear fuel 3 00] 867 617 934 66 00 1000 0.0 1000
Chericals, chemical products 290 34| 886 9.3] 919 21 6622 138 769 23.1
Rubber, plastic products 2% 16] 948 401 988 1.2 196 204 894 106
Non-metal products 1162 135] 913 71| 986 14 98 8.l 955 45
Melal 131 1.3] 867 19] 946 54 794 206 847 153
Metal Products{ excl. machinety & equipment) 380  44] 950 37| 987 13 89.2 10.8 95.0 - 50
Machinery & equipment 241 29|80z 138l 940 s0| 21 279 930 12.0
Office machine, computer, calculator 6 0131000 0.0J1060 60 66.1 133 1000 00
Electric machines & equipment 88 10| 850 122) %121 21 . 670 330 795 205
Radio, TV and communication equipment 76 - 091 858 123|981 9 513 48.2 618 332
Medical instrument, optics & clocks 25 03] 357 g6} 943 57 640 360 800 200
Motor bikes, treiter 37 10] 8910 88| 9719 121 147 253) - 851 149
Other means of transport 185 231852 111] 963 17 76.2 238 849 15.1
Bed, wardrobe, tables, chairs and others 441 5.1} 956 313 987 13 89.4 109 952 48
Re-processing . ‘ 7 041000 00J1000 00 85.7 4.3 §5.7 £4.3

Notes . ' .

1) Tolal Number of Enterprises as of July 1, 1995 which include SOEs, all kind of Private Enterprises and Foreign
Enterprises.

2) Percentage share of the number of enterprises by scale of the employce is based on the figure of the data which
include branches of above mentioned enterprises as of July 1, 1595,

3) Percentage share of the number of enterprises by scale of total capitat is based on the figure of Dec. 33, 1994.
Source Ket Qua, Kinh Te Hanh Chinh Su Nghiep, Nam 1995, Nha Xuvat Ban Thong Ke, Hanoi, 16-1996

When SMEs are broken down by number of employees, about 78% of all SMEs have no more than
50 employees. About 32% of the tolal are micro-enterprises with 1-10 employees; 39% have 11-50
employees (see Table 3.19). Baterprises with 51-200 employees account for aboul 19% of the SME
total; those with 201-500 employees, 7%. Broken down by industrial field, about 85% of the SME in
the foodstuffs, food processing, and beverages industry, which has the highest number of SMIs of any
industrial field, are micro-enterprises with 10 employees or less. Most of these enterprises are probably
rice mills. Enterprises are a bit larger in lobacco, lextiles, apparel, and leather products. In most other
industrial fields, SMEs tend to be in the 11-50 employee range.

Tabte 3.20 examines the number of workers in manufacturing enterprises (including those at
branches) in terms of enterprise size (as defined by number of employees). Nole that 60.7% of the
approximately 1 million workers employed in manufacturing work for SMES,

Tn addition to enterprises proper, Viet Nam also has aboul 530,000 household enterprises engaged in
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manufacturing, which provide a lotal of 1.23 million jobs (see ‘Table 3.21 and Table 3.22). Houschold
enterprises tend to be found in industries like foodstuffs, food processing, and beverages, apparel,
lumber and woodworking, non-metal products, metal products, and furniture. They cinploy, on average,
2.3 people, but there are 161 houschold enterprises with 51 or mote employees, including some with
more than 500. These enterprises do not register for several reasons, among them the complexity of the
permit process and taxation. We consider it imporiant that the goveriment include these houschold
enterprises, with their latent capacity, among the enterprises cligible for SME programs, providing
them with encouragement to formally organize and assistance in futvre growth,

(3) Industrial goods exports and non-state SMEs

Table 3.23 analyzes Victnamese industrial goods exports in terms of the cconomic sectors that
produce them. The teft side of the table categorizes industrial goods exports by major product
categorics, We also usc the SITC categories found in the trade statistics of the Government Statistics
Office (GSO) io calculate industrial goods in terms of SITC 5-8 (sce Table 3.24), These calculations
indicate that Vietnamese indusirial goods exports grew at an annual rate of 39.3% during the 1991-
1995 period, which was higher than the growth rate for exporls as a whole (27.1% per year). As a result,
industrial goods’ share of total Vietnamese exporls rose from 24.1% in 1991 to 34.8% in 1995. The
major products among industrial goods ¢xports are: sewn products (SITC 83 travel goods and handbags,
SITC 84 apparel, and SITC 85 footwear), textiles (SITC 65), wood products (SITC 63), and
misceltaneous manufactured goods (SITC 89). . S

The right side of Table 3.23 contains the total production of industrial fietds producing export goods,
and a breakdown of production by “state enterprise sector” (including joint ventures with foreign
capital) and “non-state enterprise sector.” The value of production in these fields is only worth about
19% of total Vietnamesc industrial production {1995), but they play an extremely important role in
Vietnamese industrial goods exports. These are also ficlds in which the non-state enterprise sector is
strong and, in fact, produced more, by value, than the state enterprise sector in 1995, The fact that most
of the enterprises in these ficlds are SMEs also indicates how indispensable the promotion of non-state
SMEs will be to the expansion of industrial goods exports as a whole.
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V. The Business Environment for SMEs in Viet Nam

1. Distinguishing Features

Viel Nam is in the transition from a centrally-planned to a market cconomy, and ils busincss
environment is therefore, on the whole, at a disadvantage to those of olher ASEAN countries. Among
{he major problems facing enterprises in Viet Nam are a plethora of restrictions and regulations,
government meddling, an inefficient financial system, a complex and heavy tax system, and a
backwards business support system. These are problems that Viet Nam's state enterprises also face to
one degree or another, but the business environment is far more severe for non-state enterprises, and
particularly for SMEs and household enterprises. Among the specific problems confronting houschold
enferprises are:i) the administrative procedures for enterprise ¢stablishment permits, eaterprise
registration, land acquisition, and building permits; 2) bank lending; 3) procurement of capital goods
and raw materials; 4) obtaining export licenses; 5) transportation; 6) customs clearance procedures; 7
obtaining technology and market information; 8) obtaining management expertise; and 9) taxation.

Table 4.1 illustrates the problems in the Vietnamese business eavironment in terms of the degree of
seriovsness for different groups of eaterprises: state enterprises, large non-state enterprises; small and
mediumm non-stale enterprises, rural enterprises, houschold enterprises, and general non-state
enterprises in the north and in the south. The degree of sesiousness reflects the author’s perceptions
formed from interviews in Viet Nam with enterprises, government officials, and researchers, ‘They may
not always be accurate, but they do capture general trends. , '

It should be clear from this thal non-state enterprises face more problems than do state enterprises,
and that the business environment is much more severe for SMEs and household enterprises. The main
restrictions and regulations that are in place raise transaction cosls to a point that makes it difficult for
enterprises 1o develop. SMEs in particular do not enjoy the breadih of options that larger enterprises do
in bringing down their transaction costs, which makes the problems more serious for them. N

This fable makes i1 appcar as if there were no great differences in the business environments in
which northern and southern non-state eaterprises find themselves, but we should point out that even if
they are ranked equally as “very difficult” or “somewhat difficult,” the degree of difficulty will
generally be higher in the north, especially when it comes to administrative procedures and bank
lending. Among the reasons that the business environment is more severe in the north than in the south
is the fact that the north was under a centrally planned economy longer, and the attitudes of the
government and bank officials responsible for issuing permils and toans have still not been completely
ceconciled to market economics. :

We have already noted the large gaps in enterprise performance between the north and south and the
tendency of the north to lag behind in economic development. A compounding of a number of factors is
behind this, among the most prominent of which are: the degree of past capital accumulaiion, access to
foreign funding (network of overseas Chinese and Vietnamese to draw on), degree of infrastructure
construction, access to foreign markets (including foreign language proficiency and access to foreign
networks), and access te large domestic markets (Ho Chi Minh City). In all of these areas, southern
businessmen enjoy a predominaat advantage. Unless remedied, the gaps between south and north will
continue to widen, which could over the long term trigger a chaotic movement of population from the
north to the south, The economic gaps will also widen between those with conneciions to overseas
Chinese and Vietnamese and those without. Improvements need to be made in the business

environment of the north, and particularly in the area of administrative procedures, in order to rectify
these gaps.
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We have also pointed out that the non-stale enterprise sector in Viel Nam (including the collectives
sector) has been slow to develop in comparison with China. According (o a recent CIEM report,’ the
non-state enterprise sector’s share of total capital investment has been in decling in recemt years {sce
Chart 4.1). The Five-year Plan for 1996-2000 tooks for a total invesiment of $41.0-42.0 billion, of
which 30-33% is to come from the domestic non-state sector. The current sluggish performance for
non-state investments could therefore be a problem, and the reason why non-state investments ars low
is probably because of the poor business environment and the lack of government assistance programs
for non-state enterprises.

Chart 4.2 illustrates the relationship between the problems confronting Viet Nam’s SMEs and their
causes. It was created by Viet Nam’s small business policy-makers, and contains a number of useful
insights.

Table 4.1  Matrix of Viet Nam’s business environment

Privale Sector
SOE  Big SME House- Rurai  North  Souih
firms hold Industry
Business registration @) O A A A A O
Access o the land @] A X X x X A
Access to the bank loan . © A X X x x A
Te use 1and use right as collateral for loan @ Fa\ ® % X x x
To use Jand use right as investment capital © X X % X x X
Yoint venture with ¥FDI &) X X X ¥ X X
Direct Export ® A X x x x x
Access to the overseas market information O Pl b1 x x X X
Access to the information on technology A A b b4 x X X
Access to the information on laws & regulations | O O ] O O O O
“Fax system and regulation (actual) A A Fa Fa¥ A A A
Access to the management information H A x X X X X
Hising skilled staffs & workets A A X % x % X
Training opportunity for staffs & workers O O X X x X b
Customs procedure 0O x X % X x X
Access to raw materials O A A A FaX Fay A

Notes ©: very easy, C: rather easy, A\: rather difficult, X: very difficult

& CIEM, Viet Nam's Economy in 1996, A Poticy Analysis, Hanoi, Februasy 1991.
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Chart4.2 Schematic diagram of the relationships among problems confronting Vietnamese SMEs

Source  Nguyen Hai Huu, Doi Moi Co Che Qan Ly Doanh Nghiep Vua Nho Trong Nen Kinh Te Thi Truong O
Vier Nam, Nha Xuat Ban Chinh Tri Quoc Gia, Hanoi, 1995.
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2. The development of non-slale enterprises in Viet Nam

Vict Nam has been gradually liberalizing the economic aclivitics of non-state enterprises ever since
it first permitted the non-stale enterprise scctor to manufacture products in Augusl 1979. A cabinet
decision in March 1988 (27/HDBT) permitted the non-state enterprise scctor to hire workers, borrow
money from banks, and enter into joint ventures with foreign capital. That July, Politburo Decision No.
16 (No. 16/NQTW) cntitled “Rencwal of Business Mechanisms and Policies for the Non-State
Fconomic Sector” guaranteed non-stale enterprises: 1) imports of machinery and equipment using
foreign currency earned by exporting enterprises; 2) direct contracts between exporling enterprises and
foreign buyers; 3) protection of patents and trademarks; and 4) equal treatment to state enterprises in
supplies of raw materials and machinery and cquipment.

‘Then, in 1990 the Joint-Stock Companies Law and the Private Enterprise Law were passed by the
legistature to establish the legal groundwork for the activities of non-state enterprises, This was
followed in June 1991 by explicit statements in the “Development Strategy to 2000” issued by the
Party Congeess of: 1) freedom to engage in business activities, 2) guarantees of appropriate income and
ownership rights, and 3) equal treatment before the law.

The government of Viet Nam’s policies for non-slate enterprises up to this time were not so much a
positive encouragemen! of non-stale enlerprise activities as they were a more negative lifting of
restrictions and tiberalization. The switch to government support for non-state enterprises did nol come
until the passage of the Domestic Investment Promolion Law on June 22, 1994 (which took effect on
January 1, 1995). In the concomitant orders (o this law issued on May 12, 1995, there are tax breaks for
investments in priority areas, including jobs and povedy programs, modern technotogy, and
undeveloped regions, Also in May 1995, the central bank developed provisional rules for the
cstablishmient and operation of leasing companies as a means of improving the capital investment
environment for enterprises thal were unable to borrow from banks. In Augus! of that year, the rules
were changed 1o allow all enterpriscs lo borcow from foreign lenders as long as they had permits from
the central bank and Ministry of Finance. In September, the Ministry of Finance established a State
Investment Prometion Fund to encourage investments by non-state enterprises.

But while the government of Viet Nam has expanded its non-state enterprise supporl programs in
recent years, the assislance available to non-stale enterprises is still extremely limited. Even the
Domestic Investment Promotion Law, which was supposed to provide assistance to non-state
enterprises, appears not lo provide much incentive in aclual practice because the conditions for tax
breaks—number of jobs created, location, and the like—are too strict. The conditions on lending from
the State Investinent Encouragement Fund are also teo strict, and many commentaiors point out that it
is difficult to actuaily secure loans. While it is obviousty too much to expect Viel Nam, which until
very recently did nol permil any economic aclivilies excepl by state enlerprises and collectives, to
suddenly prepare the same business environment as other ASEAN countries, there slill needs to be
more of an effort 1o reduce the prejudice and misunderstandings towards non-state enterprises, and at
the very least to remove the impediments to development created by administrative procedures. Doing
s0 is vital for Viet Nam’s own industrialization and modernization.
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V. The Need for an SME Promotion Policy

1. The Objectives of SME Promotion Policies in Other Countries

Countries around the world, not just in Asia, have palicies to support small business. However, the
objectives of 2n SME promotion policy will be different depending on the country’s stage of economic
development. Moslt of the ASEAN countries were quick to adopt SME policies, but full-fledged SME
promotlion was not seen unlil the 1980s. The putposes of these policics were to create jobs and to
cxpand industrial goods exporls, but recently the priority has shifted to developing supporting
industries. Ever since the Plaza Accord of 1985 triggered an influx of foreiga investment,
industsialization has proceeded at a rapid pace in these countries, but their supporting industries have
not developed, so domestic suppties of intermediates and parts have been inadequate. This has forced
countries to rely on imports, which has rendered them unable to halt the expansion in their current
account deficits. ASEAN countries therefore judged the development of supporting industrics to be
indispensable lo sustained cconomic development.

By contrast, South Korea and Taiwan are al a higher stage of economic devclopment than the
ASEAN countries. In these countries, the purpose of SME potlicies is both to modernize supporting
industries and to develop SMEs and entreprencurs in high-tech fields.

In Japan and the United States, where high levels of economic development have given rise to a
diversification of economic activities and values as well as a heavy informatior-oricntation, the
purposes of an SME policy are different still. Large companies are unable to respond quickly to new
needs, so these countries see value in developmg SMEs and entrepreneurs (venture businesses) with
advanced technology.

But while there are differences in the objectives of SME policies in diffcrent countries at different
stages of developmenl, they can generally be summarized in the following points:

1} To develop “competitive market”

In order to develop “market,” the development of healthy private enterprises is inevitable. Because,

markel does not funciion well where monopely or oligopoly exist and the competition is in-perfect.

In this sense, il is important to promote SMEs so that it will take parl in the market as new players,

which will contribute to promote healthy competition in the market. :

2) To increase international competitiveness and (o correct its dual economic structure

Existence of the modern sector and the backward traditional sector without much linkages is not

desirable for a country from the point of view of both social and economic efficiency. It is also a big

problem in terms of  its competitiveness, if SMES which have the role to support modern indusirial
sector are left behind.

3) To expand exporis

In general, the role of SMEs in export of manufacturing goods is significantly imporiant, especially

when the country is in a less developed stage. Because, the labor intensive products generally have a

comparative advanlage in such a stage of development,

4) To create employment, lo alleviate poverty and regional income gaps, and to improve the capital

efficiency of its whole economy. SMEs have the abilily to create jobs, and they also make extremely

efficient use of capital. Being smali in size, it is easy to locate them in outlying areas that may lack
infrastructure and markets. This is one of the reasons why SMEs are often said to be suited to
developing countries that lack capital ang infrastructure.

5) To protect from economic and social disruptions which possibly be caused by the collapse of

many weak and unorganized SMEs
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6) To develop venture business as a technological innovator
p

2. The Necessity for Viet Nam

Table 5.1 shows the definition and the role of SMEs in manufacturing industry of Asian countries.
Though the definition of SME differ by country, the role of SMEs in ils economy are significant,
cspecially in its employment generation. 1T SME in Viet Nam is defined as “the enterprise nol more
than 500 employees or with its total capilal(total assets) less than 10 billion dong,” the total number of
SMEs in manufacturing industey in Viet Nam was only 8,300, however, the number of employment in
SMEs in 1995 was already bigger than the Philippines’.

Reflecting a shorler history of industrialization and the restricted padticipation by privale sector in its
industry in the past, the absolute number of manufacturing enterprises is still so small when compared
with other ASEAN countries. In order to accelerate industrialization, Viet Nam should encourage more
its entreprencurs 10 put up their own enterprises.

Tn Viet Nam, the necessity of the poticy 1o support SMEs could be summiarized as follows:

1) To expand exports and to improve peoples life by way of supplying compelitive products to the
quickly changing domestic and foreign market

(SMEs, especially the private SMEs have the comparative advaniage in its flexibility and dynamism
in terms of response 1o the changing economic and social environment).

2) To raise capital and fabor produclivity

(In general, capital efficicncy in SMEs is higher than the big firms, however, labor productivity is
tow. In an economy of scarce capital, Viet Nam should make more use of SMEs to attain high but
sustainable economic growih. Alsg, there is a lot of space for SMESs to raise its labor productivity by
the government support such as de-regulations and the extension of credit and information on
technology & market).

3) To create employment ‘

(Because of ils high absorption capacity of employment, SMEs will continue to play a greater role
for absorption of excess labor in rural area. This will help to alleviate poverty in rural area and to
decrease the regional income gaps. It also should not be discounted the important role of education
through the job). '

4) To develop and strengthen its supporting industry

(fn Japan and Taiwan, SMEs play an important role (o supply intermediate goods to the big firms.
The development of modern and specialized SMEs, especially in the supporting industry for
tachinery is inevitable to supply competitive products to both domestic and foreign market. Such

supporling industries, if successfully developed, will play an important role not only in Viet Nam but
also in ASEAN region).

5} To upgrade its induslrial structure
(Dynamism of the private SMEs will continue to create new business in various field, This

continuous move by the private SMEs will be the engine of industrial shift toward more advanced
industrial structure) .
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Finally, in other Asian countrics, SMEs basically do not always face such problems which SMIis in
Viet Nam are confronting; neverlheless, the Asian Governments have been exteading various
support. The rationale for Asian countries creating special promotion programs for SMEs is thal their
size puts SMEs at a disadvantage to large enterprises in terms of ability 10 recruit personnel, raise funds,
market products, and develop technology. They are also often placed at a disadvantage in negotiating
the terms of business dealings. Therefore, even though they have a great deal of latent capacity, they
are unable to compete with large enterprises. SME promotion is therefore scen as a necessary
component in industria) and social policy that supplements the “incompleteness of the market.”

Consideting the importance of SMEs for its economic development as mentioned, Viet Nam should
guarantee its betler business environment and extend further support for SMi’s, which at least be
competitive wilh other ASEAN countries.

398



Supplement

Below is the profile of the sample used in the small and medium enterprise questionnaire survey (the
sample’s positioning within Vietnamese manufactuting),

A questionnaire survey of SMEs cagaged in manufacturing was conducted between February and
March 1997 in conjunction with DSI-MPI (parts of the survey were also conducted as interviews). The
questionnaires were divided among staff members of the MPI, the Viet Nam Fconomic Association,
and the Institute of Social Sciences in Ho Chi Minh City, who visited enterprises directly and asked
them to respond.

The original plan was to narrow the survey sample to non-state manufacturing enterprises engaged in
exports (non-state and collective SMEs and relatively large houschold enterprises); but limiting the
survey to exporters risked not having a large enough sample, so non-exporting enterprises were also
included.

The five tables which follow contain breakdowns of the 251 enterprises responding to the survey and
their position within the context of all Vietnamese manufacturing enterpriscs.

(1) Breakdowns by industrial field (Table S.1)

The enterprises responding to the survey represent only 4.1% of all non-stale manufacturing
eaterprises in Viet Nam, but it should be pointed out that about 45% of Viet Nam's non-state
manufacturing enterprises are in the foodstuffs, food processing, and beverage sectors, and most of
these are rice millers. When these enterprises are excluded, the sample actually accounts for a relatively
large portion of non-state manufacturing enterprises. Since the main focus of the survey was on
exporlers, there was a bias towards food processing, apparel, metal prodacts, woodworking, furnilure,
and plastics. In some industrial fields, the enterprises surveyed represent anywhere from 10% to about
30% of all enterprises. (However, multiple responses were allowed, and these must be discounted when
viewing the results.) '
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Table S.1 Character of the surveyed enterprises in manufacturing by industeial fietd

By industry No. of sample firms % Total No. of private % Share of sample
o I ~manufaciuring firms {0 lotal (55}

Yood/Drinks 38 133 2,727 449 1.4
Textile 9 KN | 252 4.1 36
Garment 34 1.9 233 38 14.6
Leather Goods 10 3.5 73 12 13.7
Wood/Bamboo producls 21 7.3 509 8.4 4.1
Rubber/Plastic 22 7.7 169 2.8 13.0
Non Metal Products 19 6.6 808 133 24
Metal Products 34 119 271 A4S 12.5
Machinery/Equipments 12 4.2 85 1.4 14.1
Electric machines/Parts 8 2.8 46 0.8 17.4
Radio/TV/Communication 4 1.4 16 Q3 25.0
Tquipments .

Medical Insttroments 3 1.0 8 0.1 37.5
Motor bikes, Trailers 8 28 38 0.6 21.1
Other Transport equipments 5 1.7 8S 1.4 59
Furniture 27 94 356 59 7.6
Others 0 10.5 397 6.5 1.6
Unknown 2 0.7

Total 251 100.0 6,073 1600 4.1

Notes *=Because of the duplicate answers, total exceeds the number of samples.

(2) Breakdown by province and city (Table §.2) :

Viet Nam’s non-stale manufacluring enterprises tend to congregate in and amund Ho Chi Mmh Clty,
but we spread our sample oul among different regions of the country in order Lo get as broad a picture
as possible of the problems that enterprises face. As a result, in Hanoi, Hai Phong, Da Naag, and Can

Tho Provinces, the enterprises in our sample represent between 10% and 30% of all local
manufacturing enterprises.

Table 8.2 Character of the surveyed enterprises in manufacturing by region

By region No. of % Total No. of % Estimated No. of %  Share of Sample (%)
Sample Private Firms in Private Mafg. Firms to the Total Mnfg.
Firms Provinces® in Provinces** Firms
_ £1995/1/1) {1995/1/1)

Hanol 53 231 1,596 23 565 9.3 10.3
Hai Phong 34 135 397 23 141 23 24.1
Da Nang 51 203 488 238 173 28 29.5
Deng Nai 15 6.0 6358 38 233 s 6.4
Binh Duong 13 6.0 527 31 187 31 8.0
{Song Be)

Ho Chi Minh 54 215 4,153 242 1470 242 37
Can Tho 24 9.6 443 26 157 26 153
National Total 2514 100.0 17.143  100.0 6,073 1000 4.1
Notes

*=Tolal number of private enterprises exclude SOEs and foreign affiliated companies.

**the number of manufacluring enterprises by province are estimated based on the % of the manufacturing
enterpriscs against total number of enterprises in whole country.
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{3) Breakdown by number of employees {Table 8.3)

The targest group within the sample was enterprises with 10-49 employees, at 41% of the total.
Those with 100-499 employces were 24.1% of the total. Thus, our sample was biased more towards
medium-sized enterprises than Vietnamese manufacturing as a whole. There is little for our purposes to
be gleaned from ratios of the sample to all Victnamese manufacturing cnterpriscs since the mother
group would include state enterprises, forcign-capital enterpriscs, and branches as well as non-state
enlerprises.

Table 8.3 Characler of the surveyed enterprises in manufacluring by number of employees

By Scale of Total No. of % Scale of No. of Sample % Share of
Employee Mnfg. Firms®* Employee of Firms Sample o
. o essh) Sample Firms Total (%)
1~10 3,630 316 1~9 35 14.1 1.0
11~50 4,448 388 10~49 102 41.0 23
51~100 1,254 10.9 50~99 43 17.3 34
101~ 500 3,753 15.3 100~499 60 241 34
501~ 388 34 500~ 9 3.6 23
Total 11,473 100.0 Total 249 100.90 2.2

Note *=Includes SOEs, FDI and branches.

(4) Breakdown by amount of capital (Table S.4)

Only 86 of the 251 enterprises in the sample responded o the question about capital, and the figures
they gave were for statutory capital. The disteibution of responding enterprises was in three roughly
equal groups of about 30% each: under 500 million dong (¥S milkion), 500 million - 1.0 billion dong
(¥10 million), and 1.0 to 5.0 billion dong. We would note that the mother group to which they are
compared includes state enterprises and foreign-capital enterpriscs, and uses breakdowns by fixed
assels since statutory capital figures are not available. Assuming that statutory capital is one-fifth to
one-seventh of fixed-asset values, our sample has more of a bias towards medium-sized enterprises than
the mother group, and covers a relatively large percentage of Viet Nam’s medium-sized enterprises.
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Tabla $.4 Character of tha surveyed enterprises in manufacluring by amount of capital

By Scale of Capital No. of Sample % Total No. of Mafg. Firms % Share of Sample
SR Firms R ¢ 117 /) __ _toTotal(%)
<500 Million VND 25 291 5,368 62.6 0.5
500~ <1,000 Mittion 27 4 733 8.5 3.7
1,000~ <5,000Million 30 349 1,463 17.1 21
5,000~ <10,000 Million 3 3.5 433 5.0 07
10,000~ 1 1.2 580 6.8 02
Total 86 1000 8,577 100.0 1.0

Notes  Sample Firms : Legal Capital
Total Enterprises : Fixed Asscls

(5) Breakdown by form of business (T'able S.5)
The mother group is biased towards private enterprises, which are 63% of the total. Our sample is
more diversified and includes collectives, private enterprises, joint-stock companies, limited companics, ‘
and even 17 houschold enterprises. The sample covers 21.9% of all joint-stock companies and 7.6% of

all limited companies.

Table S.5 Character of the surveyed enterprises in manufacturing by form of business

By Management Types No. of Sample %  Total of Private Mnfg. Firms % Share of sample
Firms {1955/%/1) to Total (%)

Coltective 41 16.3 1,067 17.6 38
Private Enterprises 81 23 3,822 629 2.1
Stock Company 7 28 32 0.5 21.9
Limited Company 88 35.1 1,152 19.0 7.6
household 17 0.8

Unknown 17 6.8

Total 251 100.0 6,073 100.0 4.1
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Vl. SMEs in Viet Nam: Their Problems and Challenges

1. SMEs' Problems Identified through the Interviews

Interviews were given 1o export-oriented SMEs in Viet Nam to identify their problems and needs for
governmental suppori programs,
1) Oveeview of the interviews
Interviewed SMEs: 14 export-oriented SME manufacturers
a) 5 SMEs in Hanoi .
b) 4 SMEs in Ho Chi Minh (.n)
¢) 2 SMEs in Dong Nai Province
d) 3 SMEs in Binh Duong Province

Implementation Period: February to March, 1997

2} Findings of the inlerviews

Findings of the interviews are summarized in the following table.
3) Problems facing SMEs in Viet Nam

(1) Fund raising

A large share of the interviewed SMEs saw financial shostfalls as one of their biggest problems.
They needed funds pnmanly for financing plant and equipment investments and for securing working
capilal to cover expenses involved in exporting their products until they coutd receive payment for the
exports. Some SMEs stated that the shortage of working capital even brought about arrears of wages.

Despite the financial problems, they did not want to borrow money from banks because they had a
deep distrust of and discontent with bank services. The reasons frequently cited for that position were:

1) That banks were teluctant to deal with SMEs because they made it a principte to make loans on

security and because few SMEs possessed real propesty to offer as a security.

2) That bomrowing from banks would take time because of the complicated procedures requiring

various kinds of papers to prepare for loan application.

3) That, although some provincial governments encouraged financial institutions to finance private

companies, local branch offices of the financial institulions varied considerably in their

responsiveness.

Instead of borrowing funds from financial institutions, according to the interviewed SMESs, they
collected money from individuals related to the companies —namely, presidents of the companies, their
families, relatives and friends — to finance their plant and equipment investments and working capital.
Also, most of the interviewed SMEs depended on financial support from foreign countries. To give an
example, Chinese people living in Taiwan and other foreign countrics supported Chinese SMEs in Viet
Nam. In some cases, Vietnamese refugees in Canada raised funds there for their related SMEs in Viel
Nam.
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(2} Export

Various problems were identified through the interviews on the issue of export. The companies who
wanted to export goods directly to foreign countrics wetc required (o obtain a direct exporl license.
However, those who were eligible for the license must have a cerlain amount of floating capilal. The
companies who were not eligible for the license had no choice but to export goods on consignment
through government enterprises. Even those who had the license were required to visit Hanoi every
year to renew their licease. '

Exporl quota applicd to textile and some other product categories was another problem facing many
SMEs, _ S

Furthermore, the interviewed SMEs said that many SMEs in Viet Nam found it difficult to secure
working capilal for their export operation. Some of them felt that the cxport credit system would be
useless in the current situation where financial institutions were still inactive in financing the SME
sector as meationed in A. above. However, one finding of the interview with financial institutions was
that services of the export credit syslem had already been provided and increasingly used by SMEs.
Accordingly, it would be conceivably necessary to improve the operation of the system to facilitate the
access by SMEs to the services.

The interviews also revealed that exploration of foreign markets was one of the biggest challenges
for most of the SMEs. They stiove to explore markets by demonsirating their products at the
international trade fair held in Hanoi. In many cases, presidents of SMEs were involved themselves
with the development of foreign sales channels.

{3) Taxation ‘

The interviews found that extra loan tax and interest tax in addition to sales tax (the amount of which
varies according to business types) altogether lead to the high effective tax rate of 55 percent. On the
other hand, it was pointed out that there were many tax evaders.

Tariffs also tended to be comparatively expensive because customs officers imposed duties, the
amount of which was decided according to their own evaluation of product prices.

(4) Diffevence from government enterprises in business enviropment

Many of the interviewed SMEs complained of the difference in business environment from
government enterprises. For example, they cited that:

1) Private companies were required to obtain export ticenses while government enterprises were

not.

2) Government enterprises were given priority over the private sector in forming joint ventures with

foreign companies. -

3) The customhouse was very slrict to private comparies.

4) Tt was more difficult for private companies to obtain industrial tand than government enterprises.

S) It was easier for government enterprises o secure safety because they were allowed lo use a
mititary force and a securily police.

(5) Industrial Land
The interviewed companies on the whote felt that their facilities were becoming too small as they

grew rapidly. In spite of their need for facility expansion, many of them could not afford to build new
factories due to the shortage of funds as slated before.

The interviews also found that in such cities as Hanoi and Ho Chi Minh City, there was increasing
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concern for pollution problems because of the mixture of residential and industrial arcas. Accordingly,
urban areas were seriously short of industrial land. To solve this problem, the Ho Chi Minh City
municipal government actively developed industrial parks in the suburbs such as Thuduc District and
adjacent Dong Nai Province. However, the SMEs focated inside the city could not move out to the
suburbs due to the difficulty in securing employ¢es and keeping in close contact with their customers.
In Hanoi, the land shortage problem seemed much more serious because there were no industrial parks
available for SMEs.

A fact found by the interviews that some SMIis were involved in a dispute in connection with the
owncrship of land,

{6) Business Administration

SME managers were deeply aware of the importance of acquiring more sophisticated management
skitls, In fact, not a few people have recently atlended seminars and training sessions for managers.
Although there was an increasing need of SMEs for hiring business administrative specialists, many
SMESs found it difficult to secure such people.

(7) Others

In addition to the above-mentioned problems identified by the interviews, it was found that SMEs
faced the following obstacles:

1) Human resource development was another important issue. There was a need for human

resources with expert knowledge.

2) A majorily of the interviewed SMEs complained of the way how laws were applied. They were

particularly displeased that there were frequent changes in the application of laws and that they were

not informed of such changes.

3) The lumber industry seemed seriously affected by the deforestation ban legislated on December

1995 for environmental protection. However, no compensation measures were provided to support

the suffering industry.

4) There was a growing interest in quality control issues among SMEs. It was fully recognized that

quality improvement was particularly important in dealing with Japanese companics. However,

nothing had yel been achieved in the area of quality control.

5) As the apparel industry was becoming increasingly compelitive, the profit level of the industry

was falling.

6) Commercial and industrial associations were not active enough lo benefit the private sector.

7) It was reported that smuggled goods (mainly from China) were jeopardizing the domestic market.

The need for strict control of smuggling looked immense.

2. SMEs' Problems Identified by Questionnaire Survey

(1) Overview of questionnaire suney

Questionnaire survey was conducted in coordination with the Deve!opmenl Strategy Institute (DSY)
of the Vietnamese Government to identify the management practices and problems of SMEs in Viet
Nam and the needs of SMEs for government support programs.

Survey Period: Mid-February, 1997 to the beginning of March
Surveyed Companies:  SMEs who are currently exporting their products and
those who are interested in exporting in future.
{251 companies in total)
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Surveyed Areas: Hanot, Hai Phong, Da Nang, Dong Nai, Binh Duong,
ITo Chi Minh City and Can Tho.

Table 8.2 Surveyed companies

Hanoi  HaiPhong DaNang TDong Nai Binh Duong HCMC  CanTho | Tolal
Food/Drinking 3 3 10 0 1 8 13 38
Textile/Garment 9 5 7 2 2 12 ol . 37
Leather 3 1 1 0 1 4 0 10
Wood/Bamboo 6 3 5 1 1 1 1 18
Pulp Paper 5 3 4 2 2 2 1 19
Ceramic 2 1 6 6 2 1 |1 19
Rubber/Plastic 9 7 1 1 0 2 2 22
Metal Products 13 7 6 0 0 7 2 35
Machine 3 2 0 0 0 5 2 12
Electric Machine 7 0 2 0 1 1 2 13
Transportation 2 5 3 0 0 1 ¢ 11
Fumiture 11 3 5 0 2 6 0 27
Oiher 1l 5 S 5 3 5 1 35
Total 58 34 51 15 15 54 24 251

Note The industry types are based on the answers of respondents, The industry total docs not correspond with
the area total because of multiple responses.

The survey was conducted by the coordinated efforts of Viet Nam and Japan through the following
procedures:

Preparation of questionnaire forms: Japan

Selection of companies surveyed: Viet Nam
Distribution and collcction of the queslionnaire forms: Viel Nam
Tabulation and analysis of survey results: Viet Nam and Japan

(2) Qutline of the survey results
The following is an outline of the survey results. (See the attached materials for more details.)

1) Problems related to the supply of raw malerials and parts:

As to the supply of raw materials and parts, the problems observed by many respondents were: a)
increase in prices; and b) instability of the supply.

2) Problems in securing and fostering employees:
The problems cited by many respondents in sccuring and fostering employees were:
a) difficulty in training employees;
b) quick employee turnover; and
c) difficulty in securing factory workers.
Difficulty in securing engincers were observed by less respondents.

3) Problems related to manufacturing facilities:
As to manufacturing facilities, the most frequently cited problem was: ‘
a) the difficulty in improving production capacity due to small manufacturing facilities. Obviously,

this problem was created as a result of the high growth of SMEs. Other problems cited by many
respondents were;
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b) sharp increasc ia land rent; and
¢) difficulty in securing electric power and water supply.

4) Problems related to plant and ¢quipment investments:
As 1o plant and equipment investments, a majority of the respondent companies cited;
a) financiat shortfalls for plant and equipment investments. Other problems frequently cited were:
b) difficulty in expanding facilitics due to small sites; and
¢) difficulty in oblaining sophisticaled manufacturing equipment.

5) Problems related to technology development:
As to problems related to technology development, a large share of the respondents observed:
a) insufficient funds for technology development;
b) shortage of technical staff; and

c) shortage of techaology development equipment. Again, financial shortfalls were the major
obstacle to SMEs’ efforts in this area as well.

6) Problems related to business operation:
a) Fund raising; cited by a majority of sespondent companies, the largest share.
b) Taxation; cited by the second largest share, followed by;
c) plant and equipment investments; and
d) technology development.

7) Fulure management policy:
As for management policy in the future, a majority of the respondent companics aimed at:
a) increase in the volume of orders received. Other policics frequently cited were:
b) expansion of their export volume;
¢) improvement of profit rates; and
d) further specialization of the field of business that they are currently engaged in.

8) Needs for government supporl programs:
“The government support program desired by the largest share of the respondents was:
a) expansion of bank financing services, followed by:
b} tax exemption incentives;
¢) expanded government grants to investments;
d) simplification of administrative procedures of the government;
e) technical training and consulting;
f) stable supply of electric power;
g) development of industrial parks for SMEs;
h) expansion of export financing services;
i) deregulation of export licensing; and
j) access to foreign market information.
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Chart 6.1 Problems related to business operation

(3) Characteristics of SME problems in Viet Nam highlighted by the survey

Problems facing Vietnamese SMEs identificd by the questionnaire survey were, for the most part,
the same as those found by the interviews. The following are major characteristics of the SME
problems in Viet Nam highlighted by the survey.

1) Fund raising is the biggest problem for Vietnamese SMEs because their plant and equipment
investments and R&D efforis are significantly affected by their financial shortfalls. Accordingly,
SMEs see the expansion of financiag services as the highest priorily area for SME support programs.

2) On the issue of fulure management policies, a majority of the respoendent companies were of the
view that they should grow their business by expanding their export volume. To this end, the

government was expecled {o improve the frameworks for SME export business and (o provide
relovant setvices.
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Chart 6.2 Needs for government support programs

3) Not a few SMEs feel that their manufacturing facilities are becoming too small with the expansion
of their business and that difficulty in expanding their facilities is an obstacle to their further growth.
Apparently, provision of industrial land will be important measures for supporting SMEs.

4) Also, a number of respondent SMEs expressed a strong interest in R&D and technology
developmenl Access 1o technical information and the development of human resource can be key
areas for SME suppont programs.

3. Areas Where Government Support for SMEs is Needed in Viet Nam

This section presents recommendations for SME promotion measures in Viet Nam, as listed below,
on the basis of findings of the interviews with SMEs and the questionnaire survey.

(1) Support for fund raising

Fund raising is the biggest challenge for Vietnamese SMEs because itis dlfflcult for them to borrow
funds from banks and other financial institutions. Most SMEs have to depend on private funds or
personal financial supports available through personal relationships. Such difficully in raising funds
can be a major obslacle (o the potential growth of companies. It is essential that various financing
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systems for SMEs should be set up by involving financial inslitutions.

(2) Improvement of the frameworks for export business

SMEs can be divided into two groups; export-oricnted companies that have a considerably large
share of expost volume (o their tolal sales volume and the companics that depend primarily on the
domestic market. In resent yeas, even the latter type of SMIs have been beginning to look to export
opportunitics in anticipation of further business growth. However, there are various resirictions on
SMEs in exporting their products such as export licensing and exporl quota. In addition, it seems that

the export credit system does not work well to meet the needs of SMESs. Appropriate measures shoutd
be taken to solve these problems.

(3) Improvement of business eavironment

Many SMlis complain of their inferior business environment compared to that of government
enterprises in various ways, In addition to the above-meationed problems of fund saising and export
licensing, the issues on inadequale services of governmenl agencies and insufficient industrial land
should be appropriately addressed to provide better business environment to SMEs. Also, more
opportunities for joint ventures with foreign companies need to be offered to SMEs.

(4) Provision of industrial land

Not a few SMEs find their manufacturing facilities becommg too small with the rapid expansion of
their busincss. Difficulty in expanding their facitities ‘due to the shortages of industrial land is
conceivably an obstacle lo their further growth, In addition, their financial shortfalls make the problem
even more serious. SMEs in big cities such as Hanoi and Ho Chi Minh City, whete the mixture of
residential and industrial areas causes various problems, have litile choice but to move out of the citics.
The government is expected to prepare industrial land at prices within their reach.

(5) Promotion of technology and R&D

As SMEs in Viet Nam are increasingly aware that quality imaprovement is key. lo successful
promotion of expost, their interest in technologies, R&D and quality control is becoming stronger.
However, they face various obstacles such as difficultics in collecting technical information and

securing adequate funds for R&D. Government programs with a systematic approach lo effective
technology promotion are needed.

(6} Promotion of industrial associations
Eftorts to organize industrial associations have just begun in some industries such as texiile and
plastic in Viet Nam. However, they are stilt not active enough to meet the expectation of SMEs. Their

aclivities should be vigorously promoted because it will be highly worthwhile to involve Industrial
associations in supporting SMEs.

(7) Strengthening of corperate management system

There are very few SME managers in Viet Nam who are capable of managing their companies
effectively with a scientific administrative approach. Most of the managess still depend on their self-
taught knowledge and skills although they are greatly interested in acquiring sysiematic management
skills. The government is expected to assist SMEs in enhancing their managerial skills.
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Vil. SMEs Promotion Policies in Foreign Countries

Advanced ¢conomics including Japan and the ASEAN nations as well as the USA and European
countries have actively promoted the development of the SME sector under the belief that SMEs can
play an imporlant role in enhancing their nation’s economy. This chapter presents an overview on
exemplary SME policies in Thailand and Malaysia as well as Japan during its high growth period.

1. Japan

Japan’s SME Policy during its high economic growth period provided the following measures that
might be suggestive to SME policy making in Viet Nam.

(1) Establishmeat of financing system for SMEs

Japan’s SME policy in 1950s was revolving around financial assistance to SMEs. Financial
assistance measures proved very effective when it was difficult for SMEs to achieve their full potential
due to their poor credilability hampering them from raising sufficient funds.

1) Establishment of the credit sspplement system
The credit supplement system was established with the aim of supplementing SME’s credit and
security to facilitate their borrowing from private financial institutions. Supported by this system,
SMEs were able to borrow funds from financial institutions under the guarantee of Credit Guarantee
Associations. The system was provided in the following mechanism;

1) SMEs who wish to borrow funds from financial institstions make an application to Credit
Guarantce Associations for guarantee of their liabilities. The application can be made at any
of their 52 locations nationwide. The Associations assess the financial needs of the applicants
and decide whether of not it should provide guarantee. SMEs accepted by the associations
then borcow from financial institutions on the security of theic gearanty. The associations
insure their guaranty of the SMEs with Credit Insurance Corporation.

2) If the SMEs fail to pay the guaranteed loans, Credit Guarantee Associations reimburse the
loans to financial institutions in place of the SMEs (which is called “subrogation”) and then
receive an insurance of 70-80 percent of the subrogated amount from Credil Insurance
Corporation.

3) If Credit Guarantee Associations make subrogation for SMEs, the Associations acquire a
right of claiming compensation against the SMEs for the subrogated money. When the
Associations receive the money from the SMEs according to the right, they pay 70-86 percent
of the amount of money received to Credit Insurance Corporalion.
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Chart 7.1 Outline of the credit supplement system in Japan
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Small and Medium Enterprises Agency, MIT]

2) Public financial institutions for SMEs

The following three public financial institutions are provided to complement private institutions in
financing SMEs:

1)

2

3)

Small Business Finance Corporation: Established in 1953 theough 100-percent government
investment with the aim of financing SMEs with equipment funds and long-term working
capilal. On principle, they provided funds to SMEs in key industries such as export, living
necessaries, machinery, etc,, primarity for equipme'nl rationalization.

People’s Finance Corporation: Eslablished in 1949 through 100-percent government
investment lo finance small-scale businesses. The Corporation played an active role in
providing funds for equipment investments since they were allowed to finance firms for both
working capital and equipment investment, supported by “Guideline for Financing l:qmpment
Funds” enacled in 1956.

The Shoko Chukin Bank: Established in 1936 through ]oml invesiment by the publrc and
private sectors to finance SME associalions and their members. The bank resumed the issue
of commercial and indusirial bonds. Loans for working capital, particularly short-term
working capital, compose a large share of their tolat financing volume. As to their borrowers,
although manufacturers compose the largest fraction, their share is decreasing while the
segment of wholesalers, retailers and the service industry is increasing.

(2) Establishment of SMEs basic law

By early 1960s, Japan’s economy had exceeded its pre-war level and entered upon a high growth
period. This period saw the development of a “dual struciure” in the economy, as a result of the
increasing gap between large corporations and SMEs in capital equipment ratio, labor productivity and
wages. The Japanese government affirmed the importance of SME promotion in solving the dual
structure problem and reorganizing Japan’s industries into a more dynamic structure, The government
efforts to promote SMEs thus moved forward, as symbolized by the establishment of SMEs Basic Law
which was aimed to elucidate a new path of the SMEs and to clarify a goat of the country’s SME

policy.
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Table 7.1  Composition of SMEs Basic Law in Japan

Chapter 1: General Provisions

Goal of SME policy / Definition of SMEs / National SME policy / SME poticies of lacal governments f 1.cgal
micasures / Assessment / Annval report / Others

Chapter ll: Structural advancement of the SME sector

Modernization of equipment and facilitics / Improvement of technology / Rationalization of business
administcation / Adequate business scale / Organizalional improvement for forming joint ventuses / Commerce
and service industry / Transfer to new business ficld / Measures related to labor

Chapter 1II: Rectification of disadvantages of SMEs

Prevention of excessive competition / Fair subcontract dealings / Adequate business opportunities for SMEs /
Assurance of fair opporlunities for receiving orders from the goveroment and other large corporalions / Export
promotion / Adjusiment of the competition between SMEs’ products and imports

Chapter 1V: Small-scale businesses

Chapter V: Financing and Taxation
Facilitation of financing SMEs / Capital replenishment

Chapter VE: Governmenl agencics and SME associations
Establishment and improvement of government agencies related to SME promotion / Establishment and

improvement of SME associations

Chapter VII: SME Policy Council

The establishment of the SMEs Basic Law was followed by the successive enactments of related
measures to build up frameworks for SME promotion.

{3) Amalgamation of SMEs

Amalgamation of SMEs was becoming increasingly importan in promoting SMEs. It was expected
that mutual cooperation among SMEs would enable individual members to mutually supplement the
shorlages of their management resources. To this end, the Law on the Cooperalive Associations of
$mall and Medium Enterprises (1949) and the Law Concerning the Organization of Small and Medium
Eaterprises (1957) and other laws were enacted. Alse, the National Federation of Small Business
Associations was founded to provide special advice on how to organize and operate associations. (The
Federzation currently have local offices, one in each prefecture, under the umbrella of a national center.)
Many of the SME promotion programs have been designed to provide services o such SME
associations and organizations.

(4) Promotion of SMEs® exports ‘

Foreiga market research institutes that had been established to promote foreign trade were integrated
into a foundation for external trade promotion in 1954, which became Japan External Trade
Organization {{ETRO) in 1958. Since then, JETRO have been aclive in sponsoring international trade
fairs and overseas exhibitions, promoting overseas public relations and forcign trade arrangements as
well as conducting foreign market researches.
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{5) Establishment of public research institutes

As part of technology development programs for SMEs, public research instilutes were established
by local governments to promote regional industries. The institutes provided technical advice and
training, product testing and evatuation, and R&D services. While national tesearch institutes conducl
basic researches on and development of advanced technology, regional rescarch institutes focus their

research arcas on regional industries including food, textile, woodwork, ceramiics, cngineering and
metalworking.

2. Thailand

Among noliceable SME promotion mcasures in Thailand are the following programs (hat are
designed to encourage SME financing, develop a supporting industry, and promote exports.

(1} SME financing promotion
1) SIFC (Small Industrics Finance Cooperation):

Jointly established by Ministry of Industry and Ministry of Finance. The role of the institution is
similar to that of Japan’s Small Business Finance Corporalion.

2) Small Business Guarantee Association:
Equivalent to Japan’s Credit Guarantee Association.

(2) Supporting industry development

1) BUILD Program (BOI Unit for Industrial Linkage Devc!opmcnl)

Operated by the BOI (The Board of Investment), the program has the objeclive of developing
linkages between Thai suppliers and foreign manufacturers operated in Thailand. To achieve the
objective, the BOI sponsor seminars and provide information services. The BOI disseminate

information through a computer database of 2,500 companies operated in Thailand including both
foreign manufacturers and Thai supplicrs.

2) MIDI (Metalworking Industey Development Institute): -
Yistablished 8 years ago through Japan's economic graat of 320 million baht. The MIDI have the aim
of promoting technology transfer to local metalworking companies with poor technological capability.

They also provide seminars and workshops at their training centers. Japan’s JETRO offers training
assistance to the MIDL.

(3) Export promotion

The DEP (Department of Export Promohon) is responsible for exporl promotion. The DEP provides
two programs as expoil promotion measures; namely, Exporl Promotion Activity and Export
Development Activity. These programs are aimed at the following potential growth areas in the export
industry:

1) Electronics (computer paris and others components)

2) Autometive parts

3) Plastic producis

4) Health related products

1} Export promotion activity
The program provides the following activities:
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(2) Sponsor international trade fairs
a) Bangkok International Furniture Fair, 1997
b) Bangkok Gems, Jewelty, Watch & Clock Fairs, 1997
¢) Bangkok International Gift & Houseware Fair, 1997
d) Bangkok International Fashion Fair, 1597
¢) Thailand Auto Part & Accessories Fair, 1997 (Pending)
£) Thailand Printing Service Exhibition, 1997 (Pending)
2) Bangkok Leather Week, 1997
h) Madg in Thailand Gift Show, 1997
Among the above events, Fashion Fair is a large-scale event while Furniture Fair is relatively
small. The duration of the events is between 3 days and a weck. In most cases, the fair lasts 6 days
with 3 days for buyers and the other 3 days for domestic customers.

(b) Support the participation of SMEs in overseas trade fairs
a) Representatives of the DEP participate in overseas trade fairs.
b) Part of accommodation expenses of the SME pacticipants is covered by the program.

(c) Promote {rade missions
a) Send trade missions to foreign countries.
b) Receive trade missions from foreign countries.
¢) Invite foreign companies to targe exhibitions held in Thailand.

{d) Set up permanent exhibition :
a) A permanent exhibition is set up on the first floor of the DEP office.
b) Booths are rented to companies. Japanese companies currently rent one of the booths.

(e} Provide “Infermation Stand”
_a) A list of Thai exporters is prepared so that individual exporters will be able to jointly
develop export markets with other exporlers.
b) The tist can be retrieved from a computer database. It is also published in book form and
available at cost.
¢) Exporters on the list include manufaclurers and trade companies,

2) Export development activity
Export Development Aclivily provides the following services:

(a) Sponsor seminars
a) Provide “Trading Seminars” to Thai exporters.
b} Various types of programs are prepared. The programs are basically designed to provide
information in two areas; one is concerning trade business practices such as how 1o import,
tariffs, etc.; the other is about foreign markets.
c) Seminars are provided almost every week.
d) Duration of the seminars varies according lo the nature of topics; from one day or two
days to a week. Moslly one day.
¢) No participation fee except for lunch expenses.
f) Seminars are usually held at Iaternational Training Institute affiliated to the DEP.
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Seminars are also provided in regionat cities.

(b) Conduct rescarches and provide information
a) Conduct researches on export markets and macro industrial trends.
b) Research results are published in "Exporter Journal®.
¢) Researches are conducted by five researchers.

(c) Conduct design development
a) Conduct design development primarily for textile and fashion products,
b) Six people are assigned to the design development program,
¢) The program is supported by Germany and other foreign countries.
&) More efforis should be made to promote design development as in the case of the textile
industry in Hong Kong,
¢) A design contest is held every year for textile and jewelry.

(d) Promote pubtlic relations
a) Thai industries and products are actively promoted through magavzines, poslers, brochures,
video, eic.

b) Also through the home page on the inter-net that has cecently been installed, the list of
exporiers, trade fairs and other DEP activilies are promoted.

3) Success cases
Bangkok Jewelry Fair is one of the most successful trade fairs. It is held twice a year and this ycar
will see the 20th fair. The Jewelry Fair has contributed to the increase in the awareness of Thai gems

and jewelry. It has attracted a number of buyers from foreign countries. This kind of trade fairs should
be extended in other fields,

4) Problems

SME promotion policies in Thailand change greatly every time political power changes. It seems
difficull to keep the policies consistent.

5) Overseas Backup System
Thai Trade Centers are eslablished at about 25 locations abroad,
a) 7 locations in USA, 8 locations in Europe, 8 locations in Asia-Pacific, one in South America
b} Three centers in Japan; in Tokyo, Osaka and Fukuoka

¢} A director, a deputy director and 3 - 4 local staff members are assigned to each of the Thai
Trade Centers.

d) The task of the centers is (o collect local market information, promote Thai products and
participate in exhibitions. :

¢) In addition to USA, Europe, Japan and Indo-china, they are interested in expanding into Russia
and Africa.

3. Malaysia

Among noticeable SME promotion measures in Malaysia arc the following programs that are
designed to promote supporting industry development and exports.
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(1) Development of a supporting industry

Assistance mieasures for the development of a supposing industry are provided by the SMIDEC
(Small and Medium Industry Development Corporation) which was  established in May, 1996, under
the control of Ministry of International Trade and Industry. The SMIDEC have the objectives of
providing SMEs with financial support, equipment and machincry, technical training and support for
human resource development and market access.

1) Yendor Development Program (VDP)
The objective of the VDP is te develop SME supplicrs in coordination with large corporations
{(anchor companies) and financialfinvesiment institutions. Under this program, cach of the anchor
companies was requested to subcontract some 20 suppliers.

2) Industrial Linkage Program (ILP)
1) Background and Objectives
The ILP was launched last year as a core program of the Second Industrialization Master Plan
(1995-2000), with the aim of promoting the growth of SMEs and integrating them into a supporting
industey through strong industrial linkages with large companies (Lead Companies) in Malaysia. The
program also aims to reduce imported parts.

2) Target Industries

a) Electric/electronic equipment; household electricat products, semiconductors and electronic
parts, computer and allied accesseries, communication equipment, electronic applications

b) Transportation equipment; automobiles, ships, aircraft

¢) Machinery and allied products; industrial machinery, tools, metal molds

In future, they are planning to expand their targel industries lo chemicals, petroleum, resources
and agriculture.

3) Participants .
Suppliers, Lead Companies {inctuding foreign companies), banks, venture capital companies,
independent technical research institutes, and the SMIDEC

4) Qualifications for Participant Supplicrs

a) Incorporated in conformity with the Companies Act.

b) Paid-up capital is RM250,000 and l¢ss.

c) At least 70 percent of the equities are Malaysian, 60 percent of which are held by the
participant supplier. '

5) Program Qutline

{a) The SMIDEC assists in forming linkages among SMEs, large companies, financial institutions
and investmenl companies, and sclect an appropriate “Linkage Project” for them.

(b) Companies that wish to participate in the ILP are required to register at the SMIDEC in
advance,

(c) If the project is approved, participant companies and institutions will be offered an option to
acquire a certain share of stocks.

(d) The following incentives will be offered:
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a) SMEs that produce intermediate goods in an approved project will be fully exempted from
taxation for five years,

b} The manufacture of components and parts by companies parlicipating in the 1LP will be
ex¢mpted from the CIPE criteria of RMS5,000 for labor intensive projects. -

¢) i Lcad Companics provide SME suppliers with technical training, factory auditing and
technical assistance at their own expenses, the incurred expenses will be accorded tax reduction.

d) Sales made by large companies localed within FZs or LMWSs who are participants in the ILP
will be treated as export for purposes of determining equity in these companies,

e) Participant companics in the ILP which have yet to comply with the equily condition in the
License, can use the 1LP as trade off for non-compliance in the equity condition.

f) Al other incentives under the Promotion of Investment Act 1986

(2) Export promotion

1) SIRIM

An industrial standards inspection ageacy that perform an inspection for ISO9000/14000
qualifications.

2) MATRADE (Mataysia Trade Development Corporation) .

A trade promotion organization similar to JETRO in the early years. The organization was originally
a government agency and became incorporated later. It has 25 export promotion ceaters abroad.

The MATRADE is aimed at Bumiputera companies. Chinese companies are not 'targeted because
they are capable of exporting their products without support. The MATRADE have set up a permanent
exhibition in Kuvala Lumpur to demonstrate Malaysian products including rubber and palm products
and local foods. It also provides financial support for export,

3) GTC (Government Trading Corporations)

Lunched in March, 1994. Under this program, a key company was selected in each of the four
selected regions:

a} Saim Durby (South Africa)

b) Guslly Trading (Latin America)

c) Ion (East Europe/Central Asia)

d) Masscorp (Indo-china/China/Myanmar)
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4. A Lesson from SME Promotion Practices in Foreign Countries

SME promotion progeanis in foreign countries cannot dircetly apply lo Viet Nam because they vary
from country to country according 1o the country’s social / economic environment, industrial structure,
industrial development stage and social and economic position in the inlernationat community at large.
Hlowever, examples in forcign countries suggest some valuable points as listed below that may be
useful to Viet Nam in promoting SMEs:

1) It is important lo modify SME promotion programs according to industrial development stages.
For example in Japan, the programs have undergone distinclive changes as the problems facing
SMREs have changed., The supporting indusiry development programs were made possible in
Thaitand and Malaysia because these countries were al an economic development stage where some
nucleus companies in the supporting industries were growing.

2) SME promotion programs should be developed as “policy mix” because they are interdependent
on one another. It is important to organize SME promotion programs from a hotistic view, instead of
formulating each of the programs separately.

3) To successtully involve forcign companies and third partties in SME promotion programs requires
some incentive measures for them. The VDP and the ILP in Malaysia, for example, are successful in
involving financial instilutions because the institutions are allowed to benefit from their investments
in nucleus companies when those companies become successful enough to list their stocks on the
stock exchange.

4} Some SME programs might requir¢ a definition of who SMEs are. This explains' why it will be

essential to clarify the definition of SMEs and to legally affirm the significance of their promotion
through the establishment of the SMEs Basic Law.
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