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Foreword

This study entitled “Economic Development Policy in the Transition toward a Market-
oriented Economy in Viet Nam” was conducted within the framework of the technical
cooperation program of the Government of Japan, in response to a request from the
Government of the Socialist Republic of Viet Nam.

The study was carricd out as joint rescarch by professionals specializing in economic
policy from both Japan and Viet Nam. The research groups headed by Prof. Shigeru Ishikawa,
Professor Emeritus of Hitotsubashi University, for the Japanese side, and by Dr. Nguyen
Quang Thai, Vice President, Development Strategy Institute, Ministry of Planning and
[nvestment, for the Vicinamese side were sct up in each couniry, assisted by consultant tcams
consisting of leading research institutes in both countries,

The research groups and consultant leams held a series of discussions, and conducted
several field surveys. This report was prepared jointly by the Japanese and Vietnamese
research groups based on a mutual understanding.

I hope that the useful suggestions presented in this report will contribute to the formulation
of policies for economic transition and sustainable development of Vict Nam, and it would be

my great pleasure if the report would be used practically by concerned organizations, officials
and cxperts.

I wish to express my sincere appreciation to Professor Ishikawa, Dr. Thai and each
research member for their close cooperation in the study, and to the officials concerned for
their valuable opinions.

February 1998

Kimio Fujita
President
Japan International Cooperation Agency



Preface

This Final Report of the project on the Study on Economic Development Policy in
the Transition toward a Market-oricnted Economy in Viet Nam (Phasc 2) aims at collecling
all the important reports on the rescarch results and policy suggestions which have been
produced on the subjects of the title during Scptembcr 1996 and November 1997, and thereby
concluding the Phase 2 study. Moreover, the Final Report of Phase 2 combines with the Final
Report of Phase 1 which was published in August 1996 in five scparate volumes, to conclude
all the formal research activilies of the whole study project. The project itself was decided on
April 1995 on the basis of the consultations belween the governments of Japan and Viel
Nam during 1994 and 1995, and was 1mplemcnted under the Social Development Studies
Program of the Japan International Cooperation Agency (JICA). The project was formally
inaugurated in August 1995.

‘Under the agreement, the project was to be conducted in lwo phases. The general purpose
of Phase 1 was to study the “Five-year Plan for Social and Economic Development in Viet
Nam” (1996 2000), which was then being drafted for consideration by the Eighth Congress
of the Vietnamese Communist Party. The phase 1 was ‘brought to a close by the submission
to the government of Viet Nam of a “Summary Report” i in June 1996 and a “Final Report”' in
that August. The general puipose of Phase 2 that followed Phase 1 has been to research the
implementation of the “Five-year Plan” and the new issues raised during the course of it

The agreement also stipulated that this was to be a joint Japancse and Vietnamese
project. To accomphsh this, research groups consisting of scholars and high- rankmg experts
were organized and worked under the direction of relevant steering committees on both
sides. The genesal leaders of the research group were Professor Shigeru Ishikawa of J apan and
Dr. Nguyen Quang Thai of Vict Nam. The project consisted of Subgroups to research selected
priority topics, to which both Japanese and Vietnamese researchers were assigned. Both Phase
1 and Phase 2 had four priority topics, though the topics themselves changed a bit between the
phases:

Phase 1: _

' Macro economic growth and its relationship with inflation and stability

Capital mobilization policies in the fiscal and monetary sectors

Industrial policy and industrialization

1 Ministry of Planning and Investment, the Socialist Republic of Viet Nam = Japan International Cooperation
Agency, “Summary Report — Study on Economic Development Policy in the Transition toward a Market-
oriented Economy in Viet Nam Phase 1, Opinions on the Draft New Five-year Plan for Social and Economic
Development in Viet Nam (1996-2000),” Junc 1996, Hanoi and Tokyo.



Agriculture and rural development

Phase 2:

Agriculture and rural development

Participation in AFTA, APEC, and the W10, and industrial policy

Fiscal and monelary policy

State enterprise

As for the concrete procedures for implementing the joint rescarch, the general leaders
from both sides met together for consultations at the start of each phase and draw up minutes
of those meetings,” thereby ensuring that the project does become a real “joint research.”

To ensurc that joint research was fruitful, opinions werc exchanged, materials and
literature provided for cach other, joint field studies and interviews conducted, and research
findings discussed closely at the overall project level, the subgroup level, and the individual
rescarcher level, At the overall project level there were five workshops held during Phase 1
and three during Phase 2, in either Tokyo or Hanoi.?

The results of the joint rescarch can be seen, first and foremost, from the research findings
themselves. In many aspects, the Vietnamese economy suffers from a lack of basic data,
statistics, and information, which combined with the complexities involved in the transition
from a centrally planned economy o a market economy (this overlaps the prbblems found in
the process of rehabilitation and reconstruction from an economy long on a warlime footing)
to produce the many inadequacies that remain in our research, But these details aside, during
Phase 1 we were able to clucidate four problems in the Vietnamese economy and advise that
they be taken note of in the drafting of the Five-year Plan.

The four points we called attention to were: 1) rcslrainingén'excessivcly high growth rate;
2) improving domestic savings rates; 3) recognizing that the development of agriculture and
rural economy (including rural industrialization) was a major prerequisite to industrialization;
and 4) recognizing that il was desirable to take a dualistic economy approach
to industrialization, having a modern industrial sector with modern industrial technology and
equipment existing side by side with a small industry sector using traditional technologies and
facilities.

The importance of these four points was in no way diminished during Phase 2. However,
new conditions that emerged or became apparent in the Vietnamese economy in 1996 and

2 August 30, 1995, “Minutes on Guiding Principles of Joint Studies”; August 9, 1996, “Minutes on the
Conduct of Vietnamese-Japanese Joint Studics for Phase 2.7

3 Phase 1: 1) Hanoi Preparatory Mecting (May 1995, Hanoi); 2) First Hanoi Workshop (August 28-29, 1995,
Hanot); 3) Consultations on the work plan for joint research (MNovember 27-28, 1995, Tokyo);, 4)
First Tokyo Workshop (January 28-29, 1996, Tokyo); 5) Second Hanoi Workshop (March 1-2, 1996, Hanoi).
Phase 2: 1) First Tokyo Workshop (March 22-23, 1997, Tokyo); 2) Consultations on {he progeess of joint

research and arnouncement of results (May 22-23, 1997, Tokyo); 3) First Hanoi Workshop (June 6-7, 1997,
Hanoi).



after resulted in the addition of a new rescarch priority, namely new issucs of the Victnamese
¢conomy emerged in its international economic dimension. The priority here was to consider
how Viel Nam should draft and implement its trade and investment policies in the
circumstance that Viet Nam have joined AFTA and applied for membership in the WTO and
APEC. This, by way of conjunction, also raised new issues diccctly and indirectly in state
enterprise reform, industrial policy, fiscal and monetary policy, and agriculture and rural
policy.

The second result of the joint research can be found in the evolution of the mechanism for
joint research itself. This mechanism was devised experientially as a means of furthering the
cooperative relationship between developed and developing countries  concerning
industrialization for economic development. It was obviously anlicipated that there would be
many difficultics in the realization of this mechanism, but as a matter of fact, the results
outweighed the difficulties. In a word, a relationship of mutuat trust has begun to take root
between Japan and Viet Nam at all levels of the joint research. In the process of researching
topics together, we were able to understand the sincerity and good faith of our counterparls.
Naturally, differences of approach sometimes remain regarding analysis and policy options,
but both sides understand the arguments behind these differences and indeed the background
that has produced them, and from that have developed trust and confidence in one another.

In proceeding with this study project, we have obtained profound support from a wide
circle of the people. We would like to acknowledge this with warmest gratitude.

The Japanese side of the joint research project feel extremely fortunate to have been given
many opportunities fo meet with Sccretary-Gencral Do Muoi and other Victaamese leaders
and seck their opinions. These opportunities were instrumental in bringing depth and strength
10 our findings.

The Vietnamese side of the project expresses sincere thanks to JICA and ifs
Vietnam Office for supporting its rescarch activities particutarly in Japan.

In addition to submitting this Final Report to the leaders of Vict Nam, we will be
providing it to other interested parties in order to seek cominents and opinions.

February 1998, Hanoi and Tokyo

U e e

Nguyen Quang Thai Shigeru [shikawa
Vietnamese Cochair of - Japanese Cochair of
the Research Group the Research Group

Doctor of Economics Doctor of Economics






1
Introduction: State Enterprise Reform’

Shigeru ishikawa
Hitotsubashi University

‘The purpose of the State Enlerprise Subcommiltec is to provide policy aptions for the policy tasks in
state enterprise reform assigned by the government of Viet Nam. To do this, we have taken the skeps to
study the performances achieved by Vietnamese state enterprises and their determining factors, and on
the basis of these to identify the issues that policy options should address and resolve. To describe the
study zesulls in these steps is the main theme of this chapter.

'The policy tasks assigned by the government of Viet Nam was to formulate mcasure for
improvement and reform in all aspects of state enterprises, with implicit emphasis on the reform of the
legal and institutional framework for state cnlerpnses a task that the government of Viet Nam must
address urgently. T be reform in state enterprise sector production, management, and finance will be
also importany, affecting the overall success of state enterprise reforms. But in light of the decisive
importance of the state enterprise sector to the current economy of Viet Nam, it should not be
overlooked that those areas other than the state enterprise sector of the national economy, in parlicular
the systems and policies {or macroeconomy, fiscal and monetary sector, industry and technology and
the external economy will have a largé impact on the success of the state enterprise reform. It will also
be influcnced by the initial condilions unique to Vietnamese economy.

| . The “Gap Approach” and the “Market Economy Promotion
Approach”

Given the complex interdependencies of these factors and also the dearth of statislics and other
information about the economy and in particular its slate enterprise sector, we believe that a very well-
prepared framework will be required for this study to be a success. Moreover, as a conditionality for

" In conducting this policy- oncntcd studics on the Viet Nam State Enterprise Repon we benefit greatly from the
collaboration of iwo organizations: one is the MPI’s Céntral Institute For Economic Management (CIEM) as our
- counterpart organization in the Joint Viet Nam- Japan Study Project, and the other Japan's Overscas Economic
Cooperation Fund (OECF) as an organization conducling an in dependent research project on Viclnamese Stale
Enterprise Reform which was complementary to ours based on JICA. Particular mention should be niade of Dr. Le
Dang Doanh (President) and Dr. Tran Tien Cuong of CIEM, and of Mr. Kaoru Hayashi (Director) and Mr. Yoshio
Wada of OECF’s Research Institute of Dc\clopmcm Aid. Moreover, Mr. Koki Hagiu and other members at
Tohmatsu & Co. (a management consultant) helped us by conducting an in-depth management study of selected
small member of State Enterprises in Viet Nam. Finally, in writing this repont, 1 myself received very useful help
from the Japanese side academic group members belonging to the State Enterprise Study Sub-group. For all of
these, I express my sincere appreciation.



receiving structural adjustment lendings from the World Bank and IMF, and as a nccessary condition to
cffectively fulfilt the inteenational commitments for trade liberalization, Viet Nam is required slrongly
by the international community to enact, amend and enforce its corporale law, state enlerprise law,
foreign investment law and other statc-enterprise-related laws according to the international norms. It
would thercfore scem that complying with this, at least lo a minimum tolerable limit, would be the
obvious path for Viel Nam to take, as it has already resolved to seck rapid cconomic development
through intesnationalization. The urgency of the slate enterprise reform coming from these
international obligations also requires that special considerations be given to designing the framework
for this policy-oriented study. The resulting special considerations are shown below in four items.

(D When trying (o bring legal-institutional framework for state enterprise reform in line with
international norm, the Anglo-Saxon model is usually wsed which presupposes a slringent
application of the principles of “corporate governance,” and hence the elimination as much as
possible of “insider control.” However, this model may not be suited to the countries in the initial
stages of development like Viet Nam. This is because when it js attempted to be applied
immediately, the Anglo-Saxon model may have a beneficial impact of bringing stimutus and
tension to accelerate market economy oriented institutional reforms, but international experience
shows that it may also produce a large gap (Somelimes triggering social upheavals) between the
“mode!” and the limit of the capability of the economy and society to absorb it. This limit of the
absorptive capacity comes from the low degree of enterprise organization and the fact that the
social and organizational awareness of the people concerned is not sufficiently modernized. What
we can do to counteracl this is to research the nature of the anticipated gap ahead of time and take
measures to guard against the detrimental impacts while slill enjoying the benefits. We will cail
this the “Gap Approach.”

@ If at the present stage there is no pressmg need to reform the legal and institutional
framework Lo international norms, then the most realistic and effective market-oriented {or state
enterprise) legal and institutional framework that Viet Nam could adopt would be one which is
most suited to the Vietnamese reality, namely the framework thal: 1} is less sophisticated aad
snited by its nature to the current stage of development in Viet Nam and 2) will encourage the
transition (o the next stage of development when this stage of development has matured. This
approach we will call the “Market Economy Promotion Approach.” However, if Viet Nam is
required to immediately reform its system to international norms, solutions suggested by the
“Market Economy Promotion Approach” are highly unhkety to bring overall solutions, and we
have to resort to the “Gap Approach.”

Despite which approach we should follow, we will need to understand how fundamental market
economic systems in fact work within the Vielnamese society and economy at present, and in
particular how the institulions and organizations of state ¢nterprises really work. And, for a
country like Viet Nam in the initial stages of development, the starting point for these studies is to
determine where the country (or its siate enterprise sector} stands on a scale of economic
development and, in particular, to locale their present stage in the light of certain predetermined
model of development stages for the market economy (or in particular the state enterprises). It
should be noted that the study of the economy along the line of such development stages is
origined from the Market Economy Promotion Approach.” Hence the “Gap Approach” is founded
parlly upon 1he Market Economy Promotion Approach. (As for the Market Economy Promotion
Approach, refer to Shigeru Ishikawa, “On the Market Economy Promotion Approach -
Theoretical Considerations and Application,” Kaitkatsu Enjo Kenkyu, (OFECF-RIDA), 4-1, 1997—



in Yapanese).

@ As onc of the ways to deal with the extreme lack of information on what is taking place in
Vicinamese slate enterprises, this study has put great expectation on developing a framework of
research on the basis of a comparative study of China and Viet Nam. Japan has already done a
targe amount of research on China and therefore has far more information about China’s state
enterprises and market economy than about Vict Nam’s, What is more, there would appear to be
some broad similarities between the model for state enterprise development used in the two
counteies, since both China and Viet Nam are socialist countries in the process of making the
transition to market economics. A detailed consideration reveals that there ate differences as well.
‘There are differences in the economic structure originating from the historical and cultural
characteristics. Even apart from these, China is more advanced in areas like industrialization,
economic structure, formation of large and medium sized enterprises, savings and investment
levels, participation in foreign trade and investment, and development of a firancial
intermediaries.

But here the similarities are more important and fundamental. The peint is that due to these
similarities, we can develop a common framework for state enterprisc rescarch on the basis of
accumulated research on comparisons between China and Viet Nam (particularly on the process
and other factors of capital accumulation), and this framework will be useful in identifying
missing information about Viet Nam and analyzing economic issucs.

@ Another method for dealing with the lack of information is to use (wo mutuaily
complementary micro-leve! studies of Vietnamese state enterprises. The first is the joint research
project by Japan’s Overseas Fconomic Cooperation Fund (OECF) and Viet Nam’s Central
Institute of Economic Management, MPI (CIEM) that aimed to conduct comprehensive surveys
and inferviews of two hundred state indusirial caterprises in seven provinces and cilies covering
six manufaciuring sectors. The other is the joint project beiween the Japan International
Cooperation Agency (JICA) and CIEM that used surveys and interviews to do in depth case
studies of eleven state induslirial enterprises and three state corporations nominated by CIEM.
Both sets of studies altempted to elucidate the current state of, and changes over time in, the
production, manufacturing, and financial performances and to determine factors thercin at state
industrial enterprises (The OECF-CIEM project concentrated on 1991-1995; the JICA-CIEM
project on 1993-1995). Both projects were overseen by the Vietnamese government’s Planning
and Invesiment Ministry, and when Phase Il of the Japan-Viet Nam Joint Research Project began,
the government of Viet Nam (MPI Vo Hong Phuc, First vice minister) specifically requested the
chief researcher on the Japanese side of this joint study project to integrate the results of these
projects into the final report for this research.

Il . Framework Prepared for Comprehensive Research

We have prepared a framework for comprehensive, systematic research based on the ideas and
considerations described above. This framework is summarized in Table 1 (“Research ltems of the
Study on the Performance of State Enterprises and their Determining Factors”). Below are the' main
poials only.

(D The three major components of this study—(A} caterprise performances, (B) determining
factors in the performances, and (C) poticy oplions—1hemselves provide a clear order to follow in
doing research on the formulation of policies for state enterprise reform. Studies of enterprise
performances (A) and the determining factors therein (B) will produce a multi-tayer elucidation of



the issues facing state enterprises that need (o be resolved. The policy options (C) will attemipt 1o
deal with and resolve these issues.

@ hudicators of enterprise performances (A) are sclected from both shaat and long term points
of view. Short-term indicatoss, as their name implics, consider only shori-term performances.
Long-term indicators do not necessarily consider performances per se, but atlemipt to measure the
enterprise’s strength and competitivensss so as to waderstand its potential for development, The
JICA-CIEM case studies of eleven eaterprises included conceptual observations on a system of
indicators with which to measure enterprise performances from different short and long-term
perspeclives, One innovation worthy of note was the attempt to create a multi-layer structure of
long-term indicators in line with the concepls of Porter’s “competitive advantage” theory.
Regardless, most of these indicators lack the statistical data to be useful, Competitiveness in
particular can only be measured in qualitative terms. The indicators listed in Table 1 therefore
have a somewhat different perspective than the JICA-CHEM concepis.

3 We have divided the defermining factors in enterprise performances (B) into four
components, but they can in fact be parrowed down to just two basic components: “initial
conditions” (the objective conditions placed on the economy at the present time, primarily as a
rcsult of past history) and “government economic policy.” These are the {wo main variables we
deat with in attempting to provide a comprehensive explanation of the enterprise performances
(A) that are measured. The reason they are broken down into four components is that we wanted
to distinguish “the stage of development of state enterprises and the factors related to it” (B2) and
“managerial factors {determinable) within state entcrprises” (B4), both of which will directly
impinge on the explanation of corporate performances, from other “initial conditions.” A similar
point can be made for the internal structure of “government economic policy” (B3). We have
therefore distinguished the items that go into “slate enterprise reform” (B3-2) from other areas of
economic policy. On the other hand, there should be an infinite number of faciors in pesformances
that do not directly impinge on state enterprises themselves, What we have included in this table
is a comparalively limited number of factors, the imporiance of which has already been proven in
the process of comparative research on China and Viet Nam. _

@ B2, “the state enterprises’ development stage and the related faclors,” deserves special
explanation because it is deeply related to our “Gap Approach” and “Market Economy Promotion
Approach.” As we have noted, this is a separatc listing of part of factor B1, “initial conditions,”
and it exhibits characteristics that are not seen for other aspects of “initial conditions.” The first is
that there is shown a task of formulating development stage model for slate enterprises that seems
o fit commonly (o the situations in Viet Nam and China. Establishing this model is itself an
important subject of research, but in thus report only the conclusion is indicated. {As for the
derivation, refer to Shigeru Ishikawa, op. cit.) Namely, there are three stages involved: (1) the
stages of slate enterprises as “governmental undertakings” in a planned economy, in which the
production and management of the state enterprises are conducied solely under the directive
issued by the planners; (2) the stage of the state enterprises which basically belong to the category
of “governmental undertaking,” but are endowed with partial and yel increasing managerial
autonomy; (3) the stage of “equitization” (i.e. incorporation and formation of joint-stock
companies) under the condition of complete separation of ownership and management, and (4) the
stage of “privatization.” The second characteristic is that the present state enterprises in Viet Nam
is considered in a mixture of stages 2 and 3, taking into account the legal contents of enterprise
reform imposed from both inside and outside. It is therefore possible that in these Iwo stages,
“gaps” exist between the desired legal structure and reality. Stage (4) is presently only allowed for



the small and medium enterprises. The third characteristic is that while the past stages may scem
to Le things of the past, stage transitions are actually incompletc in the development of
Victnamese state enterprises (the same is true of China), and hence there are “residve” of past
stages such as those listed in B2-2. These “residuc” may serve as constraints on the present
enterprise activilics. Note that careful study will be required to determine how significant in
reality the second and third possibilities are.

lil. Enterprise Growth Performances and the Determining Factors
Therein

Qur research into the issues facing Vietnamese state eaterprises, which was conducted according (o
the study framework shown in Table 1, used the OECF-CIEM comprehensive survey of 200 state
industrial enterprises and the JICA-CIEM case studies of eleven Stale Corporations as main dala
Research results of three Sub-Groups other than this State Enterprise Sub-Group were also relicd upon.
There remain still many uncovered portions left in the “fact-finding” surveys and rescarch and analysis
of deeper factors is also incomplete. We must therefore emphasize that our research into this topic is
yet at a tentative, intermediate stage.

1. Short-and Longer-term Enterprise Performance

First, shori-term indicators of enterprise performances show improvements in various aspects for the
1991-1995 period, which was covered by our comprehensive survey, The absolute tevels seen in 1995
in production and finance are fairly acceptable. However, much of this improvement owes 1o the facl
that the “re-registeation policy” of 1991 forced the weakest of Viet Nam’s estimated six thousand state
enlerprises o reorganize or close down, effectively cotting the aumber of state enlerprises in half. The
long-term indicators show that the percentage of arrears in state enterprise borrowings from state
commercial banks has declined dramatically from 20.2% in 1991 to 3.5% at the end of 1996 {according
to a source in the centrat bank), bul again, the same factors due to the re-registration policy are al work.
The question is whether the re-registration program was able to make fundamentat improvements in the
loss-making structures of state enterprises. The long-term indicators suggest that there has been almost
no investment in productive capacily or new lechnology by state enlerpﬂses and that their products
have only weak international competitiveness.

The case studies found many talented and dedicated enterprise leaders but while they may be suited
to running “factorics” according to the predetermined output target, they have yet to grow into
managers of “compelitive modern corporations.” These observalions point 16 several important
structural factors regarding the most basic and urgent issue of how lo grow state enterprises into strong,
compelitive companies by 2006, the year in which Viet Nam will be obligated, as part of its AFTA
membership, to almost completely liberalize its trade.

2. Determining Factors — Initial Conditions

Of the initia} conditions for economic development in Viet Nam, a special emphasis is needed on the
fact that Viet Nam belongs to the latest-comer country group among today’s developing countries: the
domestic savings ai¢ of a very low level and its industrialization is just al the burgeoning stage, with a
very small number of large-scale factories equipped with modern, up-to-date indusirial technologics
and machinery.

Measured in terms of gross value of industrial production in official statislics {1993), the size of



industeial owtput of Vict Nam is only 0.64% of that of China. Allowing for the diffetence in the size of
population (that of Viet Nam is 6.0% of that of China), the per capita industcial output of Viet Nam is
only 10.6% of China, (Refer to the statistical data shown in Vict Nam’s MPI and JICA, Study on
Economic Development Policy in the Transition toward @ Market-oriented Economy in Viet Nam
{(Phase 1), Final Report Vol.1 Gencral Conunents, August 1996, p.37. {Table 8)) While the statistics on
the size-structure of the industrial enterprises or establishments are not casily available to us,
fragmented information indicales that in Viet Nam the number of stale indusirial enterprises employing
1000 persons or more was only 121 units (1990), while in China the number of the eaterprises with the
same size class {(but covering non-state enterprises adopting ihe independent accounting system as
well) was 9579 units (1989).

In Viet Nam, the private enterprise and collectively owned enterprises (which seem to cover the
small and medium enterprises and rural industrics as well) have not grown up on 2 sufficient miaghitude.
This is reflected in the statistics showing that the weight of non-state cntcrpnsc industrial output
(gross), excluding that of houschold indusicics, in the total gross industrial output was only 5.6% in
1993 (the weight of household industries was 22.0%). In China the same weight was 38.4% in the same
year {with that of household industries being 9.1%).

Side by side with such lagging industrialization, there are mdlcalors of poor technological standard
and insufficient maintenance and devetopment ef production facilities, which are discussed later. The
indicators which tend to combine all these characteristics of Vietnamese initial conditions are found in
the area of {oreign trade in manufactured goods First, the amount of exports of manufaciured products
was 830 million US$, occupying only 219 of total amount of exports in 1995. Product category wise,
they consisted mostly of labor-intensive light-industry products. The corresponding figures for China
were 101.3 billion US$ and 8495 in the same year. They consisted of almost all categories of
manufactured goods. - '

Next, tariff schedules of Viet Nam, loo, provides us a useful mformahon for reference. The current
tariff rates range between 60% and 0%, with the average rate being 15-16% in 1993. The categories
with 0% cover headings of production materials, machmer) and equipment, etc. Tariff rates
determination was said o be based on the following principles: (1) to mobilize an appropriate
conlribution to state budget and {2) to give guidance on domestic consumplion. No reference was made
to the principle of protection of infant industries. As was described in Part 1 of this report, all of those
imports for Viet Nam included in the Inclusion List of AFTA-CEPT fariff reduction scheme are, as
shown in Table t of Pant 1, of the Tariff lines the import tarif rates of which are on avérage 0.88%
already in 1996 and hence no change at all for the years up until 2003. The explanation is that these
products are not yet produced in the country, nor recognized as the object of infant industry protection.

Other items of initial conditions which have a special importance (such as the existence of surplus
labor and underdevelopment of markel economy environments) will be taken up later in connection
with analysis of determining faclors.

3. Stages of Development of State Enterprises

Next we will consider the state enterprises. It is necessary, first of all, to prepare a model of the
stages of development of slate entesprises, and to specily the current stage of Viet Nam in light of such
a model. Results of these studies are covered briefly in advance in the section on the framework of
investigation. Whal is required here is to elucidate how to identify the “gap” belween the legal
institutional system reform aimed at in the current slage and reality.

The tegal-institutional development of state-owned enterprises in Viet Nam already shifted in the
early 1980s, as discussed above, from the stage of planned economy type state enterprisés (the stage



where they were “governmental undertakings” as part of the administrative structure, or what is called
in China “the stage of factory system”) to the stage where state cnterprise management avtonomy is
respected and strengthened in order to improve the efficiency of entesprise activities (legaliy speaking,
these enterprises are still within the category of “goveramental undertakings”). The “strengthening of
autonomy” stage began with the Cabinet Decision No, 217 of 1987. The State Enterprise Law of 1995
referred 1o the separation between ownership and management for the first time, giving ascendancy to
owncrship. [However, the stage was still removed from “corporate governance” which characterize the
stock company system. Viet Nam’s decision to move on to that stage was in the form of “equitization”
taken in 3996.

So far only twelve out of the approximately 6,000 state enterprises that exist now have been
equilized. The number of enterprises which on the basis of government decision of May 1996, will be
equitized are still not many: 150 to be equitized by the end of 1997 and another 200 by the end of 1998.
It can safely be said that the goal of most of the slate caterprises is yet stricter enforcement of the Stale
Enterprise Law. Thercfore, when we say that the development stage of state enterprises in Viet Nam is
now covering both stages of strengthening of autonomy and equitization, it means that two different
groups of enterprises are in different stages, respeclively. (Incidentally, the second round of the Re-
registration System, which began in carly 1994 following the termination of the first round initiated in
1991, is aimed at resolving more decisively the small scale and technological backwardness of existing
state eaterprises and drawing a more distinct line between ownership and managemet. The results are
the establishment of 18 so-called General Corporations to be placed under dircct jurisdiction of the
prime minister and more than 80 General Corporations (of somewhat smaller in size} under the
jurisdiction of divisions or ccal governments. However, our investigation of facis about this matter is
still incomplete. Its political significance is also being frequently debated both at home and abroad.
This summary reporl does not discuss “General Corporations” any more.)

4. Analysis of the “Gaps”

(1) Gaps at the Autenomy Strengthening Stage
It scems that what determined the state enterprise behaviors at the present stage is the mutual
relationships among the following three entities.

(D Enterprises -~ while all of its production and management activities had eriginally to be
conducted in accordance with government exccutive directives, at this stage, however, part of
such direc(ivés have been delegated (o ¢nterprises as its autonomous management right. The scope
of delegation is gradually expanding.

@ Government — The governmeny, as the entity having exccutive authority, is playing the
role of regulating enterprises activitics.

@ The government, as the holder of ownership of enterprise assets, oversees and intervenes in
enterprises management itself.

The desirable state of the autonomy sirengthening stage is that the avthority of each of ), (2, and
@ is clearly defined in the legal system, and restricts and helps promote one another (o improve
management efficiency. (These mutual relationships include effective handling of the incentives issue
characterized as “principal-agent relationship.’} A real issue is that il is necessary lo improve the
manpower capabilily and organizational efficiency of each of the three entitics so that they can exercise
their authorities in an appropriate manner.

The state where the gap exists is one of the slates thal are at the opposite pole from the above
desirable stale. ‘There, the actions of the three entities clash with one another, making it impossible for



the activities of all state enterpriscs to demonsteate their potential. In the back of this state is the fact
that the manpower and organizational capabilities of the entitics and the consciousness structure of
concerned people are stifl backward, and that this makes it impossible to maintain the desirable state.
The study of Viet Nam gives us a glimpse of such a gap.

‘The strengthening of autonomous right started in 1987 with the Cabiaet Decision No. 217, In its
initial period, (a) most state enterprises thought that they had been given vnconditional authority for the
use and disposition of their capital and assets and for conducting production and business management
aclivitics, and hence refused to accept the government’s administrative intervention or supervision.
{This was partly because the government did not take the nccessary regulatory measures regarding the
excrcise of those authorities when it granted the autonomous right.) (b) State enterprises were not
concerned about the maintenance or increase of the valug of the capital invested by the government.
Periodical se-valuation of assets was stipulated because inflation was escalating in those days, but was
never fully implemented, (When the assets of state enterprises were re-valuated in 1990, their total
value was 4-6 timies that of the book value.) (¢) Concurrently with the strengthening of the autonomous
right, subsidies and interest-free fixed capital investment through public finance were abolished and
shifted to bank loans. However, the provisions covering debt repayment obligations (including foreign
loans and inter-company commercial debts) were not clear, and were not being complied with. (d)
Under these conditions, it was not possible to avedt the incessant “lacking oul” of statc-owned assets ai
state enterprises.

‘To deal with thesc problems, various laws and policies were eslablished, such as l‘ne Accountmg
Law, Statistics Law (1988), Mecasures for the Strengthening of Financial Management of State
Enterprises (1990), Maintenance and Increase of the Values of Capilal and Assets by State Enterpriscs

{1991), and Accounting Audit System (1988, 1994), bul it is not known how eifective these measures
have been.

(2) Gap in the Equitization Stage ‘ :

‘The entities that are concerned with the determination of (state) enterprises’ dcc:smn nraking at this
stage are (D the enterprises as entities having all the management right, in a consolidated and integrated
sense (and not as entities having ad hoc autonomous management right ), @ the state as the owner of
the national assels held by enterprises — especially the state as the owner of enterprises when it is in
a posilion {0 secure a majority vole al the annual stockholders mecting, and @ the stat¢ as the entity to
enforce administrative regulation on enterprise aclivities. A desirable state of the mutual relationships
among the three parlies is that the authority of each of (IX2), and @ is élearly defined and helps
promete the development of the enterprises. No corporation faw — a basic law to provide such
definitions - that has these provisions including those on state enterprises has been instituted in Viet
Nam yei. However, this report assumes that such a law has been instituted, and that it contains
provisions, as the minimum necessary clauses, on a relationship whereby the owner commands and
governs the management when the enterprise’s corporate strategy is formulated (the so-called corporate
governance). In order for such a desirable relationship to be suslained, it is nccessary, as in (1), for
cach entily to have adequate manpower and organizational capabilities. It is also necessary for the
consciousness structures of the concerned people to be sufficiently receptive to such a relationship.

Further, when the international environment surrounding Viet Nam at present is considered,
cquitization is nothirg but an important step for the introduction of international standards to the
Victnamese legal system regarding enterprises. (The aim is to prepare a legal environment that will
help promote direct invesiment by forcign enterprises, and organize important conditions that will
allow foreign cnterprises and state enterpriscs to comipete on an equal footing in the country.) When



that is taken into account, we know that the objective of equitization cannol be attained unless it is
done concurrently with the introduction of industrial techinotogies, production facilities, and enterprise
organizalions similarly bascd on intcrnational standards. Tt is known, however, that if the market is
incomplete, the market mechanism cannot be relied upon to allow resources such as capital, technology,
and management knew-how to develop spontancously. Especially if the markel is underdeveloped,
appropriate policy intervention by the government becomes an additional necessary condition.

A gap develops when various conditions emerge that prevent the realization of such a desirable stale.
Based on the siudy of Viet Nam, thosc conditions are as follows.

(D One of the difficult questions involved in the equilization of a staic caterprise is to which
government agency the ownership of the state-owned assets should be reverted. In the period of
planned ¢conromy, state enterprises were stipulated to be “owned by all people.” In realily,
however, they were virtually owned by the line ministries (“sectoral ownership system”), and the
ministries led the activities of the enterprises in accordance with their objectives (which were
virinally the same as “the objective to maximize the total value of production”) In order for this to
be stopped and for the enterprises lo work to maximize the retuen (on cquity) as their objective
and 1ry to oplimize the allocation of resources as a consequence, the owner of the enterprise’s
assets must be an organ that is neutcal to the sector’s integest. Such an organ must have the ability
to monitor the management’s activities so that they will work to maximize the return and retain
and increase the equiiy value, and to force them to do so.

When separation of ownership of an entesprise from its management was required by the State
Linterprise Law, the solution was to revert the mosl pari of ownership of state-owned assets to the
State Enteiprise Assets General Control Bureau of the Treasury Ministry and to leave the right of
personne! management with the line ministry. The ‘question is whether the General Conlrol
Bureau has the ability to monitor the actions of the management. (In late-emerging capitalist
countries like Japan, the monitoring of management has been often left in the hands of the “main
bank.”) Sometimes the line ministry’s holding the right of personnel management makes il likely
for it to intervene in detailed management affairs,

@ If the ascendancy of the owner is established, it will serve as an effective “check” in the
event the effori to esltablis_h'aul'onomy goes too far and gives rise to insider controt and as a result,
when the net output of the enterprise is distributed to its various elements, the share of Jabor tends
to increase at the expense of the share of the capital. Also, equilization gives state enterprises a
new source of funds, However, the emergence of a securilies market and its development will be
required for that to happen. If it is attempied to promole corporate governance when such a need
for equitization does not exist (in Viet Nam, the increase of autonomous right did not lead to a
strengthening of management right, then to a strengthening of the insider control; rather, the
increase of autonomous right was accompanied by the laissez faire or non-interference of the
enterprises. What is actually needed is the strengthening of prudential regulalion, rather than the
strengthening of ownership), or when there is such a need but conditions for equitization do not
exist yet, then the net result may not only be a failure to foster corporate governance but also
impair the growth of the business. _ ‘ ‘

As a measure to facilitate equitization, a Bankruptcy Law has been instituted as a legal means
to screen oul enterprises that have been defeated in market competition, while at the same time
minimizing the social toss. What happened in China as a result of enforcing such a law is an event
thal can happen in Viet Nam, also. This is based on the results of a survey made by the China
Industry and Commerce Bank in 50 cities across the country covering 5,128 bankrupt enterprises
to which it had made loans. (“Report of a Survey Concerning the 1ssue of Enterprise Bankruptcy,”
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lingji yanjus (Fconomic Research), 1997, No. 4.} The law provides for a procedure whereby the
assets of an enterprise filing a petition for bankruptcy are used to preserve the interest of the
creditors, pay dissolution allowances to the employces losing their jobs, and then to let the
enterprise cease (o exist, the enterprise which has already become the source of a waste of
resources for the society. In actuality, however, the cases for filing for bankruptcy are disposed of
by the enterprise by means of writing off its cumulative debt at the expense of the creditors (banks,
in fact) under the guidance of the line ministry and even with the support of the judicial
authorities. Bankruptcy is just an excuse, and the enterprise that has petitioned for bankrupicy
simply changes its name and conlinues to exist in fact. The remaining asscts do not transfer to the
creditors bul are turned over to the nonperforming enterprise.

@ The study on the manpower and organizational capabililies of enterprises and the
government {as the owner of state enterprises and as the authoerilies for the administration of
cuterprises) as gap-causing factors is still insufficient, With respect to the current state of the
technology of enterprises and the improvement of their production facililics and management
capabilities based on international standards, also, only fragmental information is available, and it
is not possible al this stage to make an overall assessment. As far as these are concerned, however,
the basic situation is the low tevel of development usually seen in early slages of industrialization,
as discussed earlier in the section on “Initial Conditions.” Two things must be pointed out in this
connection.

One is that the device of “management responsibility contracting system” for enhancing the
management capability which has implemented since 1978 at many state industrial enterprises in
China , is not pracliced in Viet Nam, (This Chinese contracl system was suspended once, from
1983 to 1986, when the profit surrender system was changed to a taxation system, resumed in
1987, and then abotished in 1994 when the uniform 33% income (ax system was introduced. In
fact, however, it is still seen at quite a few enterprises.) The system is one whereby the competent
ministry gives a contract to the head of an enlerprise to earn a certain amount of profit in return
for a promise of a certain incentive. The incentives include the right for the enterprise to use for
itself the portion of the profit over and above the promised amount, and an increase in the “lotal
amount of wages” (payroll). There were pros and cans about this system, but there is no deaying
thal it has helped o increase profits and also to improve the enterprise organization and business
operations of the enterprise. It is fair to say that the system is an useful method to foster
enterprises which have not separated ownership from managemeat, when there is no full-fledged
market mechanism yet, _ p _

The other thing is related to innovation of industrial technology which is yet to be scen in Viet
Nam. Here, too, China’s experience offers a high reference vatue. China’s industrial technology
improved through the four intermittent “waves” of introduction of latest industrial technologics
during the periods from the 1950s to early 1960s, at the end of the 1960s, at the end of the 1970s,
and from the 1980s to the 1990s. As for the method of technology introduction, during the periods
of the first three waves the lechnologies were introduced by importing complete plants (on the
“turn-key” basis). However, il became increasingly difficult to digest and develop the imported
technologies locally as they became more sophisticated. Therefore, in the latest stage (wave),
China chose direct investment by multinational enterprises. However, they are still continuing
their ¢fforts to develop those technologies locally.



5. “Residue” of Former Development Stage

The six types of “residue” of liem B22 shown in Table 1 were sclected as examples of study items
were selected on the basis of China’s experience. The importance of cach of them cannot be accurately
identified; however, it is certain that these exist in Viet Nam, also, The “residue™ works to expand the
gap discussed in the previous section (though this was not discussed in that scction). However, the
“eesiduc” is also an independent clement that works directly to delay the improvement of business
performance.

Although related to the systems at the slage of ptanned cconomy, among the six items, the four Hems
of “Linc-ministry’s owaership system,” “unitism {(dan wei),” “forced donation” and “Inseparate
condition of business and society” are basically arisen from customary economy and customary politics
elements at the stages that precede planned economy (1he discussion on these is omilted in the model of
development stages in this report). Next, the “soft budget constrainl” is a remnant of subsidies, basic
investment and bank credit provided to enterprises under gencrous conditions through government
finance during the period of planned economy. In that period, the inter-sectoral allocation of capital
goods based on a physics mobilizalion plan became the main motive force for capital accumulation.
Because of (hat, state enterprises made it their most important task 1o maximize the total value of their
production and comply with the instructions on the distribution of the products. Fiscal and financial
policies supported this flow of capilal accumulation money-wise. “Soft budget constraint™ became an
element to prevent the growth of enterprises only after the time for market transition came and the main
motive force of capilal accumulation shifted to decisions in the fiscal and financial ficlds.

Likewise, it was after the markel economy-oriented reform was made that monopoly, privileges, and
corruption began to work conspicuously as clements impairing the growth of enterprises. (The planned
economy authorities had predilections for the charactess of “indivisibility of investments,” “economies
of scale,” and “increasing returns” which are in the background of the monopoly and privileges;
however, they did not Iry to set monopolistic prices on the basis of these technical characteristics to
maximize the enterprise own profits. Also, in the planned economy, non-monelary incentives were
more effeclive, and the kind of corruptive praclice to pursue personal profits or shares of non-
productive rents did not catch on.)

It is difficult to quanlitatively determine the negative impact of “residue” on enterprises’
performance. With respect to “inscparation of business and socicly,” however, it is becoming a general
practice among enlerprises that they retain all of the excess workers produced structurally in economy
within their organizations as “employed jobless people” (“superfluous manpower”), or assume tlie
entire amounts of the unemployment insurance and old-age pension premiums, The amounts of money
borne by enterprises when they do this, and the extent of the impact of these on the enterprises’
financial losses should be calculable. However, actual numbers are obtained only in the case of China
for 1694.

In China (1994), the size of excess manpower fetained by enterprises, [or which society should
normally assume responsibility, was no less than 1/3 of the current employees of state-run industrial
enterprises, and the number of people for whom the enterprises were paying for their relicement
pensions also was 1/3 of the current employees. The sum of only these two burdens bome by
enterprises reached 120,000-150,000 million yuan. This amount is large enough to be compared with
the country’s annual financial loss of that year, 48,300 million yuan, or the amount of profits plus tax
income, 287,600 million yuan. In other words, the social burden of “excess labor,” which we have
examined as one of the initial conditions, is transferred, through the medium of this “residue,” to the
business in the form of expanded net loss after going through the “non-operating expenditure”
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category.

6. General Roles of Economic Policy

‘The remaining major factors that determing the performance of stale enterprises are the
government’s cconomic policics in general (B3-1, Table 1)Let us consider “macrocconomic policy,”
“fiscal-financial policy,” “trade policy,” “foreign capital introduction policy,” and “industrial-
technological policy,” which are believed to be closely connected with enterprise performance,

Imporlance of macrocconomic policy is stressed in recent policy discussions among international
financial institutions. It is that macrocconomic stability is a precondition for the success of all sorts of
market economy-oriented reforms. However, the success of the slabilization policy followed in Viet
Nam since 1989 is not because the government used effectively. the orthodox instruments of
macroeconomic policy, it is believed to be the result of the strict reduction of subsidies and tightening
of bank credit, which were done at the expense of stale enterprises, on the one hand, and the ircrease of
profit contributions and 1ax burdens, on the other. Such an observation runs counter 1o the trend of
“soft budget constraint” which was previously discussed as one of the “residucs.” In fact, on this matter
we are troubled by the many conflicting pieces of information and observations on their bases. The
truth of the maller scems to be that the trend of “soft budget constraint” was predominant in large
enterprises, whilte for the smaller enterprises, serious cash shortages occurred because the competent
government agencies stopped supporting smaller enterprises since the fiscal-financial crisis occurred at
the end of the 1980s when the former Soviet Union discontinued its aid to Viet Nam.

The background of the strict control of macrocconomy in Viet Nam includes the basically low
savings rates of the people, instability of international current account, and the large amounts of the
dollar and gold distributing and hoarding in the country, in addition to the temporary crises such as the
one in the late 1980s.

The significance of fiscal-financial policy lies in the fact that those policies prevent or even impair
the efforts to improve the poor financial health of {mainly) large enterprises, as far as their direct
impact is concerned. The poor financial health of enterprises resulted from the lax way the government
had been spending public funds, as reflected in the “soft budget constraint” earlier discussed, on the
one hand, and the lack of financial discipline in enterprises because they continued to rely on financial
help from the competent government agencies which they used to enjoy during the peciod of planned
economy, on the other. An additional cause is thal enterprises do not pay bonuses when they earn
profits, and are not punished when they perform poorly. A vicious circle is to be seen where recurring
losses appear as a result of the poor financial health, and when deficits accumulate and result in huge
amounts of outstanding liabililics, the amount of interest payable grows enormously, and that makes
the financial health even worse. ‘This cumulative debt obligation was reduced fo a significant extent
since the Re-registration System was put into practice in 1991 and the inferior enterprises were weeded
oul, but apparently it is going to increase again because the financial health still remains weak.

To improve the paor financial health i is necessary, for example, to freeze the existing accumulated
debis and, if possible, expend public funds to disposc of them; if an enterprise makes a fresh start, to
have a state-run commercial bank to monitor its business management through the medium of bank
loans; and revise the Commercial Bank Law to that end, and at the same time strengthen personnel
training at banks. However, none of these measures have been taken,

The foreign trade policy, foreign investment introduction policy and industrial-technological poticy
have bearings on the growth of enterprises in a different way than in usual cases. It has become
necessary (o implement these policies to provide emergency support to the many state enterprises in
Viet Nam to help them overcome the crisis of survival now facing them because of the “year-2006”
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issue,

The “issue of year 2006” relates to an international obligation which Viet Nam has assumed as a
result of its participation in the ASEAN Free Trade Arca (AFTA). In Viet Nam ecssentially all
manufacturing industries which must take of€ have to get started industrialization by the year 2006 at
the tatest vader such severe trade liberalization conditions as “no non-tariff bacriers” and “5% or less
import dutics for all product items,” without having enough time to go through the processes of
“import-substituting industrialization” or “export promoting industrializalion,” as carlier-coming
developing countrics (such as Korea and Thailand,) have done in the past. Both WTO and APLC,
which Viet Nam has applied to affiliate with, also are trying to have Vict Nam liberalize its trade,
though under less stringent conditions.

Trade liberalization has the aspect of introducing mtemauonal compelition 1o promote markelization
of cconomic systems, and also provide a precious opportunity to expand access to world markets.
However, the problem with it for a late-starling developing nation is that it may have o pay on
extremely high price for those benefits.

A detailed study of the “year-2006 issue” in that sense and the issues of trade, investiment, and
industrial policies that arise from it, and research of policy options are the lopics covered in Part 1 and,
partly, Chapter 3 of Part 2. To summarize the issue identified in those studies, the issue of trade policy
is the question of how Viet Nam can skillfully utilize the opportunity of a very short doration allowed
for import substitution and export promotion, and thereby devetop a foreign trade system cealered on
export of industrial products that are based on Vieinamese comparative advantage. The study period
will extend to 2006 for the medium term, and to around 2020 for the long term. The issue regarding
industrial-technological policy is to write a feasible medium-to-long range scenario for the
development of an industrial struclure to provide that policy with land-marks, For foreign investment
inducement policy, it is necessary to identify roles to be placed to introduce foreign technologies which
are indispensable for the development of such trade and industrial policies, and formulate medium- and
long-range programs for that purpose.

This kind of approach to policy issues is based on the ob_ieclwe of sound development of Viet Nam's
industry and foreign trade. It is not very difficult to shift the aim and take that approach on the basis of
sound development of Viet Nam’s state enterprises (or of the multi-sector economy built around those
enterprises, as the New Five-year Plan says). The issue as regards Vietnamese enterprises in dealing
with the “year-2006 issue” resulting from such a shift can be described as follows: “To assist major
enterprises in selected industries to grow, progressively, to become enterprises, by 2006, that have a
proper ltegal form and management substance as modern incorporated enterprises (limited lability
stock companies, limited companies} and also have adequate strength and competitiveness in all
aspects of production capacity, technotogy, business management, and finance. Such an objective must
be attained in a way that fulfills necessary conditions for a successful start of industrialization and
modernization by 2006 and for the country’s participation in AFTA’s trade liberalization plan.”

IV. Policy Issues and Policy Options -

Although the above research on the actuat results of state enterprises’ activities and the determining
factors is based on a comprehensive framework and careful methodological preparations, its discovery
of principal determining factors is empirical and intuitive, and the study did nol precisely verify the
cause-and-effect relationships between the determining factors and results. In many cases, the study of
the cause-and-effect relationships ate possible only qualitatively, What is more, the studies of the
mutual relationships betweer many determining factors are even more immature.
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The rescarch is thus interim in nature; however, it is currently possible to identily seveeal policy
issues that are urgent and important for the reform of Viel Nam’s state enterprises and show the
direction of policy options for cach of them. In the following subscciions, the rescarch discussed in the
preceding scction is summarized in the form of listing the major policy issues, with additional
comments made on policy options for each such issue.

@ Because of the need to intemationalize the Vietnamese ¢cconomy or the promises made for
that reason, the legal reordering of Victnamese state-owned enterprises is a high-priorily issue,
and thus must be done withoul fail and as quickly as possible.

Legal rcordering means the introduction of the principle of separating ownership of the
enterprise from its management, oF corporate governance, and fair treatment of foreign investing
enterprises in laws related to foreign investmenl, and granting of incentives to atiract those
enterprises to Viet Nam. In the case of enterprises that are in the “autonomy strengthening stage”
of corporate development, stricter enforcement of the “State Enterprises Law” (1595) is required
internationally. Its content includes the following three points:

(1) The organization and management of slate enterprises should sirictly adhere to the prmmple of
corporate governance, and in this conneciion, the categorization of statc-owned enterprises into
the “profit-oriented type” and the “public utility-oriented type” should be expedited,

(2) J aws should be revised promptly to allow enlerprises in the private seclor to compele with
state enterprises on equal terms.

(3) Privalization of state enterprises through equitization, and then public offermg of their stocks,

must be promoted {by a temporary statutory measure).

@ I it is likely that a gap will develop between the modern corporation system introduced and
reality because the system is advanced, but if the extent of that gap is not significantly large, then
the action to promote system modernization which the gap may bring about must be fully utilized.
However, if the gap is large enough to impair the growth of the enterprise, a measure must be
taken to offset such action,

Examples of systems to be {ully utitized include the laws that make accounting, auditing, and
disclosure of corporate information obligatory. In cases where the gap exerls negative effects,
consideration should be given, in most of the slate enterprises, to measures to effectively
strengthen the management (autonomous) right. It is especially important to study quickly the
introduction of performance contracts befween the government and stale enterprises, referring to
the “management responsibility contract system” which played the central role as a measure to
strengthen management’s autonomous right in China since the 1980s, (World Bank, Bureauc'mts
in Business: The Economics and Politics of Government Ownership, 1995, An evaluation of the
subcontracling system in China appears on Page 131.)

® ILack of manpower and organizalional capabilitics is among the elements to cause a gap
that brings about negative effects. An organized approach will be required to alleviate these
effects.

Personnel training for ciployees should be conducted in an organized fashion as soon as
possible at cach of the top, middle and lower levels of management, as well as for rank and file
employees and thereby have them become familiar with jobs and labor praclices in an
environment of markel comgpetition and acquire the necessary knowledge and skiils. It takes more
than enthusiasm and sincere altitude toward work (o create a competitive ¢nterprise. Efforls to
improve those manpower capabilities must be made concurrently with work to devise employment
and wage systems that will motivate each individual and let them emulate with one another. In the
management organization reform, it will be desirable to newly establish or expand departments
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that handle such functions as marketing, product planning, R&D, and strategic accounting which
were not considered important to enterprises operaling in a planned cconomy.

The development of manpower and organizational capabililies is at the same time an issuc of
systemaiic networking and reform of curricutums to go with it in school education, especially at
universities, professional schools, and technical schools.

@ When a developing countty is going through the process of indusirialization, the
introduction of industrial technologies at advanced tevels, which is especially imporiant in solving
the problem of gaps at the cquitization stage, must be done at the government’s initiative.

We did not take up research on this issue in Viet Nam as a topic. However, it is a fact that many
countrigs in Fast Asia have done it as a government project. Viet Nam must try to learn from it

& The issuc of “residue” from previous stages that is gencrated in an incomplete stage-to-
stage transition in the development of a market cconomy is a serious impeding element for the
devclopment of a state enterprise whose character can be clarificd only by our “approach
“residuc” of promoting the development of a market cconomy.”

The ultimate means to remove much of the refuse is the Victnamese government’s political
decision. ¥ it 1akes time for that to be reached, some means has to be devised which works, if only
in an indirect way, to cancel out that effect.

® The phenomenon that financial deficits of state enterprises increase and their bad debts to
banks accumulate is connecled in a complex way with the “residuc” element and gap element
which are closely related to the severity of inilial conditions. However, can we say that once such
clements have been brought under control, there are no elements ascribable only to the financial
acls of enterprises or 1o actions that the fiscal and financial authoritics take in connection with
those acts of enterprises?

“The conclusion of our investigation is that such elements do exist, and it is proposed, on the
basis of that finding, that the financial discipline at state enterprises be strengthened (by means,
for example, of introducing incentive and punishment systems against the backdrop of reformed
wage, employment and personnel systems), and that banks’ financing agency function be
strengthened, so that the management and financial performance of enterprises can be improved.
The fiscal and financial subcommiltee even considered proposing contracling of the work of
monitoring the management of state enterprises to foreign banks.

@ The international pledge concerning trade liberalization in fact is causing another “gap
issue” to emerge. Here, the central issue is how best to utilize elements brought about by trade
liberalization that are helpful to the reform of state enterprises, and at the same time overcome the
“crisis of survival” for stale enterprises resulting from those elements by means of trade policy,
industrial policy, and foreign investment introduction policy. Policy options were considered in
Part 1.

To offer a final comment, the development of state enterprises is a part of the development of the

kind of multi-sector economy sought in the new “Five-year Flan.” “Mulii-sector” means the five
sectors consisting of “state economy,” “group economy,” “state capitalism” (a form of cooperation
among various types of joint ventures and “state economy,” domestic private capitalists or foreign
capitalists), “individual and small proprietors economy,” and “private capital economy.” We were not
able this time to make a full-scale research on the development of a “multi-sector economy” in Viet
Nam; however, we believe that time has come to make studies on the subject in eamnesl, now that
internationalization is in progress.
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The SOEs Reform Policies in Viet Nam and

Their Implementation Performance
—JICA-CIEM Project: “ Study of SOEs Reform in Viet Nam” —

l.e Dang Doanh

Central institute for Economic Management
Ministry of Planning and Investment

Tran Tien Cuong

Central Institute for Economic Management
Ministry of Planning and Investment

| . Introduction

The SOEs reforms in Viet Nam have been initiated since 1986 and are regarded as one of the key
issues of the economic reforms. The SOEs reforms have experienced a number of periods marked by
diversificd measures and reform oricnlations. At the present, the SOEs are proven to play an important
role in the country’s economy. However, further reform of the SOEs, toward enhancing their efficiency
and applying appropriate measures for implementing policy, is found to be of central interest in Viet
Nam. _ o

This research is undertaken in pastial fulfillment of the study program {sub-topic 2 of the topic No.
4) designated for SOEs reform in Viet Nam. The research aims at providing a better understanding and
detailed analysis of the main contents of the SOEs reform policies and their related measures
undertaken during the process of economic renovation, with particular focus made on enhancing the
autonomy of SOEs, the rearrangement and reorganization of SOEs and national corporations, financial
aspects, and the equitization of SOEs. At the same time, it is intended to determine the results achieved,
as welt as unfulfilled issues and new problems arising from the process of application and
implementation of these policies and measures.

The study is placed within the scope of the following issues:

1) Strengthening autonomy of the SOEs, and step-by-step eliminating the direct supervision by the

state over the SOEs’ business operations,

2) Rearrangement and reorganization of the SOEs.

3) Organization and management mechanism of the gencral corporations.

4) Financial management of the SOEs,

5) Equitization of the SOEs.

6) Stages of SOEs reform in Viet Nan

19



Il . Strengthening the Autonomy of the SOEs, and Step-by-step

Eliminating the Direct Supervision by the State over the SOEs
Business Operations

1. Enhancing SCEs Autonomy

Since 1986, Viet Nam has embarked on a comprehensive economic reform aimed at building a
multi-sectoral commodily economy operaling under the market mechanism and state management with
socialist orientation, in which SOBIs reform is identified as onc of the key aspects. Decision
No.217/HDBT, dated 14 November 1987, was the first legislation issued by the Gavernment to enforce
policics on moving the SOEs to a regime of business scif-accounting and autonomy. This Decision has
been marked as a turning point with revolutionary breakihrough features in an attempt to abolish the
central planning and subsidizing mechanism, as well as to reaffirm initial success in management
improvement as a result of the implementation of Government decisions promutgated before 1987.
After the promuigation of Decision No. 217/1DBT, several other policy mcasures have been
undertaken by the Vietnamese Government to further improve the management mechanism targeting
enhancement of the SOEs autonomy. They are:

{1) With Respect fo Planning ‘

The new mechanism provides that the SOks now are fully autonomous in preparing their long-term,
miid-term, and short-term production and business plans; determining under their own consideration
inpul and output schedules, based on the demand and supply principle; self-financing; self-
development; and Tulfilling financiat obligations to the state budget. The system of directed plan targets
previously applied to the SOEs dwirdled to 1-3, and today the State has abandoned the system of
directed targets and only maintained some to a balance rate necessary for the circulation of some
particularly imporfant goods to the national economy {such as petroleum, gasoline, fertilizer,
electricily, . . .}, and of sorme other goods preduced under debt agreemems and in response (o national
IESEIVeE requuremenls

Together with the abolition of lhe two-tier pr:ce policy, the change (o a single-price pohcy leading to
{loating prices of almost all goods and materials, and abandonment of the price subsidies, the planned
allocation of production inputs and materials has been changed by the State to a marke! allocation
system. The distribution of products under centralized planning predetermined by the State rec:piems
has been replaced with the mechanism under which the enterprises themselves determine how much of
the inputs and at what price they need. After the abolilion of the system of directed plan targets, most
of the products are priced by the enterprises themselves based on a balance between production costs
and supply-demand relations within the markets. The State’s role is at present limited to fixing ceiling
prices for a some essential goods, such as paddy and rice prices, charges from posts and
telecommunications, transportation of rice and fenilizer from the North to the South, electricity,
petroleuny, gasoline, cement and paper. Some other products or services are still provided with price
subsidies from the State to implement social policies. _ _

Since 1988, on one hand, the allocation of capital to SOEs from the state budget has been under a
gradual cut to shift to credit loans. On the other hand, the state’s direct collection of corporate revenues
from SOFs has been replaced with tax payments as applied to other economic sectors. In April 1989,
the Council of Ministers decided to implement a system of lending interest rates uniquely applicable to
alt economic sectors which may be adjusted to the fluctuation of the market prices. By June 1992, the
State Bank of Viet Nam also madc dramatic adjustments of the interest policy to secure a positive
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interest rate (i.e. banking credit interest rates arc in no casc lower than savings interest rates), leveling
the interest rates which were previously applied to different economic sectors and types of cateiprises
on a discriminatory basis, This serves as a fundamental improvement toward the oricnialion of
liberalization of interest rates and capilal prices and establishing a much expected cquality between
SOFs and other enterprises.

In this period, economic relations have been formed and maintained to ensure the avtonomous rights
of the enterprises in their business and production activilies, and (o protect of their legitimate rights and
obligations and fulfillment of the obligations by the parties concerned in cconomic relations. In
September 1989 and Oclober 1990, the State issucd the Ordinance en Fconomic Contracis and
Ordinance on Fconomic Arbitration, respectively, to ensure appropriate implementation of economic
contracts, as well as order and discipline in the enforcement of ¢conomic faws and regulations.

(2) With Respect to Hiring by Piece Work and Leasing Systems

At this time, despite a lack of overall generalization and comprehensive assessment of the issue, and
a shortage of preliminary information collected from Ministrics, branches and localities concerned, the
practice and resulls of introduction of both piece work and leasing in 2 number of specific sectors may
be outlined as follows:

1) In agriculture :

Up to now, approlximalely 70% of the total SOEs operating in our agricultural sector have made a
package assignment of husbandry, growing and harvesting crops and breeding products to their
individual households. The assigned houscholds are committed to be self-responsible for capital
mobilization or borrowing from either enterprises or banks (o invest in their own production activities.
After each production cycle, each of these households or individuals are required to make payments lo
the enterprises in the form of tax on the use of agricultural land, sacial sccurily contributions,
depreciation, administrative costs and principal and interest thereof under loan agreements (if any). In
addition, agricultural enterprises also hold bidding for plantation cultivation and aqua-cultural breeding.
Successful bidders must be the most experienced and financially capable people, who are awarded
nanagement of a considerably large area of gardens and water surface for aqua-cultural breeding, as
well as laborers working in this area. Enterprises are, in their turn, liable to assist {¢.g., by providing
credit) the contractor with mobilizing a sufficient amount of capital, supervising and making prompt
and appropriate adjustment of any unrcasonability in the relationship between the contractor and
his/her employees.

2) In motor- and water -way transport

Since 1988, various forms of piece work have been introduced to a number of transport enterprises,
which have dramatically expanded to almost all motor transport enterprises by 1994, Diversified forms
of piece-work currently applied in transport include those made on the basis of fuel consumption,
individual shipment, combination between piecework and bidding, business and production results, and
repair and replacements of spare parts. It is worthy to riote that piece work applied in transportation is
normally assigned with each driver being requested to make a deposit as coltateral for his motor vehicle,
and to pay from his own pockel for any subsequent repair of the vehicle. By 1995, the total deposits
made by drivers to the motor transport SOEs owned by the central Government have amounted to VND
23,654 mill.

Meanwhile, leasing is found to be mainly introduced in water-way transport in the form of wet-lease
(i.e. teasing of both means of transport and technicians to operated them). According to a recent report
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rcleased by the Ministry of Transport and Communication, incomes from such a form of leasing
accounted for roughly 5% of the total turnover of the entire indusiry.

J3) In trade

In accordance with the seport submitted by the Ministry of Trade, most SOEs engaging in
commercial activities are applying piecework based mechanisms of various forms with reference (o
turnover, operating costs, profits, wages, eic,, or a combination between bidding and piece work.
Together with the introduction of such a schenie, leasing of assets and other business facilities such as
shops, warehauses, and number of processing cstablishments are also exploited. Recently, the hiring of
management companies has become popular in the areas of hotels, tourism and service businesses.

The introduction of piecework and leasing mechanisms over the past period has made certain
positive effects in assisting SOLs to overcome numerous hardships in the transitional period, and at the
same time, helped to maintain the State’s ownership over the assels. Many enterprises applying piece
work-based mechanisms have managed to maintain a relatively high growth rate and to improve their
service quality. As a result, employees have enjoyed betler and more stable earnings comparcd with
those in the past. However, tesults from the piece work survey reveated that a considerably large
nuniber of enterprises in this sector “totally entrust” or “tease out for tax collection” their assets, i.c.,
the management abandons its supervisory responsibility or loosens its administrative function over
operations which have been causing serious losses to State property and capital. 'The fact reveals that
there is an urgent need to carry oul a study, review practices, and draw from that necessary lessons and
the basis of what to issue specific regulations governing piece work and leasing activities, as well as to
determine the rights and obligations of each party in such transactions in conformily with specific types
of mechanisms to ensure state contro! over the objectlives of the enterprises, management efficiency,
improvement of business and production results, that would allow an increase of employees’ incomes,
aid the preservation and development of the state’s capital in SOEs.

(3) With Respect to the Recruitmeat of Laborers and Personnel ‘

After the issue of Decision No. 217-HDBT, an important step taken in this area was the abolition of
the unreasonable, direct, intervention by higher authorities aver enterprises either in terms of labor
planning, number of employees, or locality for recruitment. The lifetime recruitment of laborers to the
permanent Stale staff has been replaced with labor contracis. Direclors, as the representatives of
enterprises, are authorized to take appropriate forms, methods, and measures 1o organize and manage
their employees, including selection and recruitment, appointment, skill training and relraining,
agreeing on payment and bonuses, or enforcing discipline (not excluding dismissal and termination of
the contracts), according to the Labor Code. The enterprise’s obligations and responsibilities to its
employees are based on the provisions stipulated in the labor contracts and the labor collective
agreement. This helps 1o create favorable conditions for the SOEs in establishing their relations with
the laborers in response to various requirements of the market mechanism and their actual demands and
capabilities, At the same time, this has brought about positive effects to labor management, tightencd
working discipline, and increased the labor productivity in the SOEs.

(4) With Respect to Wages

At the initial stage, the State has taken control only over minimum wages and does not limil
maximum incomes. The employees are paid based on their productivity, business results, and
efficiency of the enterprise. After some petiod of policy implementation, the practices have indicated
that there are considerably large discrepancies in the income distribution between enterprises of the
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same commodity scctor, belween branches and regions, and particutarly between monopolistic
enterprises and ones who function in competitive conditions. Therefore, since March 1997, the State
has specified the ceiling wage tevel that gives the basis for the enterpriscs to calculate their unit wage
costs and restricts average wages in monopolistic enterprises. For them, the State has also determined
the wage unil cost. The SOls may take initiatives in selecling appropriate forms of payment, specific
wage amounts, and bonuses to their employees. The State has been making gradual cuts and
abandoning most subsidies to laborers, such as price, housing, travel, subsidics, medical insurance,

retirement benefits, training costs, etc., which are presently provided by enterprises to the extent their
capabilities and budgets allow.

(5) With Respect to Imporis and Exports

Enterpriscs ate encouraged (o promote their export production and processing activitics, provided
that several conditions are satisfied before the enterprises may engage in direct import and export
activities. ‘The condilions inclode: sufficient quaniity and stable supply of exporf products, and number
of qualificd staff having sufficient experience in import and cxport transactions. Export processing
enterprises are allowed direct access to the inlernational markets; to borrow, buy, or sell foreign
currencies in commercial banks; to call for sharcholding capitals, to obtain foreign loans for their
production of export goods according to principle of self-responsibility, self-financing and fulfillment
of financial obligations to the state budget. The State has reduced the scope of expant activities in
quotas and assigned the licensing per shipment to local authorities and branches concerncd. Measures
undertaken in combination with the abolition of foreign currency concentration, liberalization of
exchange rates, and adjusiment of the exchange rates between VND and USD, have paved the way and
offered the SOEs a golden opportunity to increase their imports and exports, and enhance the
compemwe edges of Vietnamese goods and products in international markets. However, the conditions
required for getting export and import licenses can be considered as barriers to small and medium

enterprises entering the export and import markel and as restrictions on the competition among
domestic enterprises.

(6) With Respect to Economic Cooperation and Establishment of Joint Ventures

Expanded rights have been granled to SOEs for making capital contributions with, or mobilizing
capital from, other domestic economic sectors and foreign compames to improve business and
production performance. Joint venture enterprises can be set up on the basis of voluntary capital
contributions between economic units and operate on the principle of autonomy in accordance with the
laws of Viet Nam, The SOEs are also entitled to call for additional capital from the private sector with
a fixed duration of repayment that may b¢ agreed upon in the contract by the capital contributors and
the directors of the enterprises. The SOEs for their part, arc obliged to repay both the principal and
interests of the contributed capital amount under the terms and conditions of the signed contracts,

The enterprises have the right to take initiatives to enter into economic cooperative relationships
with business and production establishments or with scientific and research institutions. These
economic relations may take various forms depending on the actual production and business needs of
the participants. For example, association of manufacturers and distributors, product grouping, group of
satellites, industrial or regional council of manufacturers, union of exporters, . . . The members of such
economic groupings must be legal entities, and it is provided that their juridical person status and
autonomous rights will not be affected, and their obligations to the State or other contractual liabilities
will not be ¢xempted or reduced.
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2. Gradually Eliminating the Direct Stale Supervision over SOEs Operations through
the Ministries Concerned, and Decentralization of Execution of State Ownership of
SOEs

The strengthening of the autonomous rights of SOls will necessarily reduce administrative
intervention by the relevant state bodies into the SOXs' operations. Decree No.196/IDBT (dated 11
December 1989) and Decree No.1S/CP (dated 2 March 1993) have re-determined the functions, powers
and responsibilitics of the ministrics in their performance of state management over economic activilies.
According to the provisions of these Decrecs, the managerial functions of the ministries are reduced to
only 4 arcas, namcly: making decisions on establishment, separation, merger and dissolution of the
SOIs; assignment of (he rights to use capital and asscis to SOLs; appointment of directors and vice-
directors of the enterprises; aud supervision of the business and production aclivitics of the enterprises.

The Law on SOFs (1995) has been regarded as very important evidence of the efforts made towards
enhancing the SOTs” autonomy in doing business, as well as increasing control necessacy Lo ensure the
rights of the State as an owner of the enlerpriscs.

The Law on SOFs has not only reconfirmed the autonomous rights designated to SOEs in the curcent
legislation, bul has also created additional incentives to the enterprises; specifically, profit-oriented
enterprises today have rights in the use of and management over capital, fand, natural, and other
resources designated to them by the State; also, they have rights of transfer, rent, collateral, or
mortgage of the assets under their management (except those which require special permits from
relevant competent government agencics). According to Article 6,7, 8 of ihe Law on SOFs, the SOEs
have rights in making decisions about determining the size and pu_}'fiie_ of their business; on enlering
joint ventures and other forms of cconomic cooperation and/or contributing their share to other
business establishments in accordance with law provisions; they are fully autonomous in determining
management structure, busingss organization, lechnol'ogical innovation and improvement; and in
capital mobilization, provided that this does not cause any change in ownership; SOEs are entitled to
issuc sccurity bonds. Meanwhile, in order to reduce supply or contribution by individuals,
organizations, or agencics, of capital and other assets which would negatively alfect performance of the
SOUs, the SOFs are entitled to make a claim to and/or reject requirements by any ingividual, agency or
organization to supply goods and services beyond their duties.

Non-profit SOIis can enjoy more limited sights and responsibilities compared with profit-oriented
ones. Patticularly, non-profit SOEs have rights lo transferring, renling, giving collateral or morlgage of
the asscts assigned (0 them by the State; furthermore they are cnlitled to invest, call for an additional
investment, participate in joint ventures, and cconomic cooperation contracts, il this is authorized by
the retevant corppetent agencies; also, the enterprises are obligcd to use efficiently the capital and
assets assigned to them by the State in order to supply goods and services to the recipients with the
price charge, of fee determined by the State.

In order to enhance the SOLs’ autonomy, gradually climinate the State’s dircct intervestion in the
enterprises’ business operations, and maintain an ef ficient controt of the State as an owner over their
functions, the Law on SOEs has clearly specified various functions of the Government, ministries, and
provincial People’s Committees as the representatives of the owner and as state governance bodies in
respect o SOEs, The owner’s rights are either directly exercised by the central Government or
delegated {o the ministries, provincial People’s Commitices, or the enterprises’ Board of Directors. The
rights of the State as an owner include decisions on a variety of important issues such as: determination
of an enterprise’s category (profit-oriented or non-profit); development strategy and long-term
development plaa; changes in objectives or legal status of the SOEs, such as establishment, merger,
separation, reorganization, dissolution or change of ownership; appointment, dismissal, reward or

24



punishment of the SOPs personnel, in particular of the management staff; decisions on financing,
assigning the State’s capilal, investing, catering into  cconomic cooperation  conteacts,
expandingdimiting capital contribution amounts, major assets transferring if this affects the
enterprises’ production process; approval of plans for capilal mobilization or capital contribution; joint-
venlure major management standards and norms; after-tax income distribution and investment plan;
control and supervision aclivilics to be undertaken in order to atiain determined objectives and to fulfill
obligations assigned to SOLs by the State.

Since 1995, the Ministry of Finance has been authorized to be responsible for management of the
state-owned capitat and assels in SOEs, in order to attain the goal of decentralization. The financial
departments in line ministries nowadays cxecute state governance functions instead. The systen of the
state bodics being responsible for management of state-owned capital and asscts in central and locat
cnterprises has becn sel up to maintain and strengthen a uaiform conirol over the propertics,
Establishment of national corporations independent from the Ministries or branches aims at a gradual
climination of direct state direct intervention into the SQEs” operational activities, which previously
had been widely practiced via line minisirics and other adininistrative bodies.

The abolition of the dircet state supervision by the relevant ministries is not only a must, but also
request of the times. It is important to note, however, that this aims only to climinate unreasonable
administrative intervention by the State into the SOEs’ operations, to enhance the autonomons rights of
the enterprises, and at the same time strengthen the protection of State rights as owner of wholly SOEs
or stale-owned shares in joint-venlure enterprises.

3. Problems and Shortcomings Arising in SOEs Reform Aiming at Enhancement of the
Enterprises’ Autonomy and Eliminating Direct State Supervision of their Operations

On one hand, enhanced autonomy of SOEs may lead to an increase of the enterprises’ iniliatives and
stimuli to tabors, but on the other hand, this may cause a decline in State control over the enterprises’
activities, especially in conirol over production, management, and other operational costs, which in
turn may tead to a misuse of the rights by the enterprises in order to unrcasonably increase their
production costs, causing a loss to the State. Furthermore, a shift from the former centralized financial
regime, whete enterprises’ balance shects were approved dlreciy by the State, to implementaticn of
new a accounting and auditing system has not yet helped to end the pmblem because of low capacity
and inefficiency within the accounting and audiling bodies themselves. A lack of sufficient theoretical
background for the concept of maintenance and devetopment of State-owned capital and assets also
adds to the issue: dutics and responsibilities of enterprises (themselves and their directors} have been
not clearly specified. Moreover, involvement of too many government bodies (such as financial
deparlment, lax agency, police, inspection and control agencies, . . .) into supervision of the
enterprises’ financial activities actually leads to significant restriction of the enterprlscs autonomy.

Although, theoretically, the SOEs today are given larger autonomy in various areas such as
employment confracts, labor recruitment, wages and bonusses, in fact the enterprises are sfill facing a
number of constraints and pressures; unemployment, the problem of laid-off workers, and other social
welfare distribution issues, which has made it difficult for them to fire inefficient employees or to pay
higher wages to the enterprises’ workers and staff. Also, the autonomy given allows the different pay-
off rates implemented in the SOEs of different ministries or branches having eilther a monopoly or
comparative advantages. An efficient solution (o the inequality problem caused by this has not yet been
found by the State.

The enhanced autonomy presently obtained by SOEs has been not accompanied by State obligations
in respect to SOEs that would ensure fair and equal “sules of the game” for the SOEs, functioning,
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cspecially in oblaining necessary capital resources. Presently, SOBs in Vict Nam generally have a big
shortage of capital investment, and what is more important, the ratio of capital allocated by the State is
different from one eaterprise to another, which finally leads to dissimilar performance among the SOEs.
In the SOEs” performance assessment, however, this practice has often been neglected. As a
consequence, this causes negative cffects on the SOEs, with disadvantages in oblaining State support.

In realization of the policy on gradual climination of direct supervision by the State over the SOEs’
business operation, several general corporations have been cstablished under Decision 91-TTg, which
is supposed to be free administratively from direct supcrvision of the respective line minisiries or
provincial Pcople’s Committees, and direcly accountable to the Central Government, Operationally,
however, these corporations still have a great need for guidance, support, and consuliancy from liné
and functional ministries. Theeefore, they usually keep in direct contact with the ministrics and
governnient agencies; this, in turn, leads to creation of some new “focus points” and a complicated
administrative relationship. At the present, this to a unique style of management is regarded to be the
corporations request of time in order to simplify administrative procedures and to help the centrat
government in monitoring and cvaluating busincss activities of the corporations. However, a workable
solution to the problem has still not been found yet.

One of the main contents of the policy on enhancing SOEs” autonomy as stipulated in the Law on
SOEs is the right of SOEs to voluntarily join general corporations. But in reality, the SOEs are usuaily
integrated by the State into members of Corporalions, i, adminislralivély accountable to and dircctly
regulated by corporalions in terms of capital allocations, planning, marketing, and other issues. To a
certain extent, this leads to some restrictions in the autonomy of the member-enterprises. What is more,
the exisling regulations on general corporation have not yet opened an opportunity for the member
cnterprises’ economic cooperation through mutual direct investment forms that would mgmfzcamly
increase their real production capacity.

Theoretical definition and practical distinction between the rights of SOEs as economic legal entitics
and the rights of the State as an owner, as well as appropriate delegation of the rights to concerned
organizations and agencies is considered to be the most important issve arising in implementation of
the policy on enhancing the SOEs” autonomy and abolishing the barriers created by the former direct
supervision regime. Although today many debates and discussions have been held about the quesuon a
satisfying answer is still not found in practice. For example, some rights of the State as an owner have
been stiputated in the Law on SOEs, but execution of the provisions usually encounters a number of
difficultics, especially in an attempt to decentralize these rights and (o abolish contradictions between
the two objectives: (i) to reduce centralism of the current management system in order to gradually
climinate the State’s direct intervention into business operation of the enterprises and, {ii) to overcome
the consequences of dispersal of operational managemenl functions in the line and functional ministries.
One of the most critical problems arising after concentration to the Ministry of Finance of the functions
of management over the SOEs’ capltal and assets is the need for coordination of activities between the
linc ministri¢s/provincial People’s Committees and the Ministry of Finance.

Another significant barrier to elimination of the State’s direct supervision and enhancing the SOEs’
avtonomy is clearly revealed in the lack of “real” rights of SOEs in making decisions on several
important problems, such as investments, joint ventures, capital contributions, purchases, sales or
liquidations of important assets, etc. So far, decisions on these issues are in fact within the
responsibilities of ministries or government agencies.

It is important to note that the enhanced autonomy of the SOEs is not accompanied correspondingly
by changes in obligations and incentive systems of both SOEs and management apparatus. More
specifically, while the SOEs’ autonomous rights have been significantly increased (though there are
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still some limitations), the system of stimuli to the SOEs and their management as well as (heie
responsibitities for risk and other markel-based uncertaintics are not clearly defined. ‘This may be
obvious from the fact that some SOEs are bankrupt, but are still supported and maintained by the State
through debt rescheduling measures, At present, the SOES’ business activities are carried out using
credit with market-based interest rates, but the amount deducicd from after-tax income to be added to
stale-owned capital in SOEs is much larger nowadays than some years ago (50% compared with 35%
beforc). Morcover, business risk and capital and/or assets’ loss associated with risk are not reparded as
acceptable for SOEs; thus, some regulations are still held by the State on measures {or risk reduction,
which in fact are restrictions of SOFs’ autonomy.,

lll. Rearrangement and Reorganisation of the SOEs

1. With Respect to Decree No. 388/HDBT

In order to implement the policy of rearrangement and rcorganization of the SOESs, on 20 November
1991, the Council of Ministers (presently the Government) promulgated Decree No.388/1DBT, issuing
the regulation on establishment and dissolution of SOEs. Based on this key legistation, other functional
state bodies, such as the State Planning Commiltee (preséntly the Ministry of Planning and Investment),
Ministry of Finance, State Bank of Viet Nam, and the Ministry of Labor, War Invalids and Social
Affairs have issued many circutars providing guidelines on the implementation of Decree No.
388/HDBT. At the same time, branches and local authoritics also sped up the implementation of the
Decree as a crucial step toward the rearranging, reorganizing, and improving the performance of the
SOFs. This is actually a scnsitive and complex issue which may cause unpredictable socio-economic
consequences, and hence requires swift but appropriate steps with a view to avoiding possible obstacles
or impediments to the production and business operations of the enterpriscs and overcoming weakness
of the state sector in a market economy.

In an attempt to bring Decree No.388/HDBT into full play, line ministries, localities, and SOEs have
reviewed business funclions withia their units in order to lay a foundation for proper recrganization of
the enterprises in conformity with their assigaed tasks and funclions, to ensure both enhancement of the
autonomy of SOEs in their business and production activities, and appropriate state conirol and
supervision at the same time. The objectives of the review process are: the production and business
factors such as market, technology, capital, organizational structure, labor, management staff; the
critcria for the review are: financial status of the enterprises, status quo of fixed assets and working
capital, profits and losses, inventory, corporate debts, compliance with financial and accounting
principles and stalistics regime, capability 1o indicate shorifalls, and ‘working out suitable solutions.
Through the review, the SOEs may have a better understanding of their cuzrent state of affairs and take
initialives in preparing business plans under the new management mechanism on one hand, and the
state governance bodies may strengthen their control over the performance of the State seclor, which
has been loosened for a tong period of time, on the other hand. Especially, this rearrangement and
reorganization of enterprises has helped 1o restore a necessary order in development planning in some
industries, such as export and import, construction (site investigation and designing), exploitation of
natural resources, wood processing, printing and publishing, etc.

After 4 years of implementation of the policy on rearsangement and reorganization of the SOEs,
there have been significant changes in the state sector,

The number of SOEs has been sharply reduced from 12,296 enterprises in 1989-1990 to 5,962 re-
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established SOVs by the cnd of 1995 making a dramatic fall of 51.5%. 1,953 enterpriscs are under
direct management of ministrics and ageacics of the central Government, 2,000 SOEs have been
disselved or equitized and other 4,000 SO¥s are reorganized or merged into larger enterprises.

The average capital of each of the cnterprises stands at approximately VND 8 biltion, making an
increase in VNI 5 billion comparcd with that prior to rearrangement. There is also an impressive
change in the capital structure of the enterprises, marked by a considerable increase in self-
accumulated capital, By carly 1995, the self-accumulated capital of the SOEs accounted for 21.32% of
their total capital.

Working capital has grown by an average of 29.0% in 1991- 1994, in which the sclf- accumulatcd

capital ang loans have amounted up to 18% and 48% respectively. It is noteworthy, however, that
production enterpriscs, especially industrial ones, have been recorded with a lower increase of capital
and limited access to loans. Mcanwhile, areas where capital is reported to grow at a higher rate are the
trade and scrvices sectors, with an yearly average increase of 319, in which the self-accumulated

capital is up to 30.3%; loan capital by 33.8%; and construction ranked the second highest with a 30.7%
increase in capital,

A significant reduction in the number of the SOEis has not been accompanied by a corresponding
drop in the number of employees. The total number of employees was 1,827 million in 19915 1,742
million in 1994 and 1,513 million in 1995; of which up to 840,000 employees have been working in the
enterprises under the central management making up §5.5% of the total labor, while the remaining
44.5% or 673,000 laborers arc employed by the local enterprises. :

Collections 10 the state budget through taxes and fees paid by the SOEs have also rap:dly increased:
142.7% in 1992 compared with that of 1991; 154.1% in 1993 compared with 1992; 146.8% in 1994
compared with 1993 and 122.8% in 1995 compared with 1994,

The total revenue from profit tax to the State budget soared four times dunng the 1991-1995 period.
The rate of payment to the state budget from the total turnover was 13.36% and 15. 81%, in 1990 and
1994, respectively.

Despite modest efficicncy of capital ulilization, this indicator has gmdually improved year after year.
The rate of realized profits to revenues increased from 3.61% in 1990 to 4.98% in 1994, during which
the centrally managed SOFs recorded a better increase from 4.86% to 7.2%. By 1995, one VND of
capital yielded VND 3.4 of turnover and VND 0.19 of profit, In a number of SOFEs, the rate of net
profit over the working capital was reported to be between 0.28 to 0.32. At the same time, the nembee

of loss-making SOIs was sharply reduced from 21.7% in 1990, to only 16.5% in 1994, and 10% in
1995,

2. The Decisions 90-TTg and 91-T1g

Following Decree 388-HDBT, to continue the re-organization of SOFEs, the Prime Minister decided
on the promulgation of Decisions 90/T'Tg and 91/1'Tg (dated March 7, 1994) on a further re-
organization of SOEs and performing the pilot ¢stablishment of business corporations.

The re-organization of SOEs by Decisions 90/FTg and 91/TTg has been undertaken on the basis of
decided master plans for the development of the national economy, and plans for industrial and
regional development in combination with market principles. These decisions were aimed at carefully
examining the possibility of establishment of new SOEs in particularly important scctors and industries,
where non-state enterprises have not been interested.

Rearganization takes place also in already existing General corporations, what implies that only

really effective corporations can be maintained, while others would be either re-structured or closed
down.
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So far, 150 formerly formed general corporalions and unions of enterprises have been re-organized
and formed as so-called general corporations under Decision 90/T {'g and Decision 91-TTg. By the end
of 1996, the Prime Minister had made decisions on the establishment of 82 corporations-general by
Decisions 90-TTg and 91 TTg, of which 64 General-compositions under Decision 20-TTg and 18
General-corporations under Decision 91-TTg. The legal documents for the establishment of general
corporations by Decision 90/TTg has provided the list of SOFs which have agreed upon joining general
corporations as member-enterpriscs. However, many enlerprises which had been effectively
functioning still did not wish to join as members of the establishment,

It was found that more than 50 formerly formed general corporations and unions of enterprises did
not meet the requirements to be general corporations under Decision 90/TTg. These general-
corporations and unions were transformed into SOFs. Administrative divisions of genesal corporations
and unions could also be transformed into SOEs, merged 1o other SOFs, or shut down. Corporations
which can be operate by the model determined by Decision 91/TTg include large scale SOFTs,
comprised of many member-enterprises having close cooperative relationships in terms of capital and
exercising a multi-level accounting system {e.g., a holding company with subsidiary enterprises).
Establishment of such corporations aims at obtaining more capital/lunds, technotogy, and information
to become more competitive in the markeiplace. These corporations are of relatively large scale, and
thus are able to engage in different forms of business. They are also allowed 1o form financial
companies for mobilizing funds, and distributing funds for the development and expansion of their
business,

By the end of 1996, the Prime Minister also made a ncw decision on establishment of 18
corporations under Decision 91-TTg. They are: Viet Nam Power Corporation, Viet Nam Coal
Corporalion, Viet Nam Cement Corporation, Vit Nam Steel Corporation, Viet Nam Gem, Gold and
Precious Stone Corporation, Viet Nam Petroleumy’ Corporation, Viet Nam Post and Communication
Corporation, Viet Nam Airline Corporation, Viet Nam Marine Corporation, Viet Nam Textile-Garment
Corporation, Viet Nam Tobacco Corporation, Viet Nam Paper Corporation, Viet Nam Rubber
Corporation, Viet Nam Coffec Corporation, Northern Food-Stuff Corporation, Southern Food-Stuff
Corporation, Viet Nam Chemical Corporation, Viet Nam Steamship Corporation.

Among 18 established corporations; 17 corporations (except Viet Nam Gem, Gold and Precious
Stone Corporation) have still been operating as the old-type general corporations or unions of
enlerprises for a certain period of time. After reorganization, some of them become more effective.
However, they are confronted with a lot of problems, particutarly those derived from the sitvation that
there have not yet been respective by-laws and regulations that would allow limely introduction of the
Decisions. First of all, the regulations determining relationships between corporations and the Board of
Management, or relationships belween corporations and the concerned minisiries, branches,
government agencies and local authorities. Because of the above-mentioned reasons, some
independently-accounting member enterprises are now applying for separation from the corporations.
Therefore, it is appropriate to make a review of the principle of voluntary patticipation stipulated in the
Article 7-1-d of the Law on SOFs.

3. The Decision 500-TTg

On August 25, 1995, Decision 500-TTg “On the Urgent Reorganization and Rearrangement of
SOEs” was issued by the Prime Minister.

The purposes of re-organization and rearrangement of SOEs are: to have the SOEs operate and
function in compliance with the Law of SOEs, gradually abolish unreasonable interventions by line
ministries and administrative bodies into operational aspects of SOEs, and to make a step towards
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elimination of the situation where many SOEs are manufacturing the same products, located within the
same tegion, but under the management of differcnt local authorities, government agencics or
ministries, especially those in construction and engincering.

Those SOEs which have been se-organized under Decree 388-HDBT are functioning well and
satis{ying the requirements set in industrial and regional development plans, will be allowed to remain
the same,

Re-cstablished SOFs under Decree 388-HDBT, but still incifective or of small scale, shall be
reorganized by means of merging into each other or with other bigger enterprises for belter
performance, or joining to form bigget SOEs having their own Boards of Directors., _

Locally managed SOFs could join centrally managed nation-wide general corporations if this is
found to be necessary. On the other hand, those who are found unnecessaty to be maiatained under
management of the line ministry may be transferred to local authority in the reorganization process al
both local and regional levels. :

The Decision 500/1'Tg requires a clear-cut classification between SOIs who are lo serve public
utilitics (non-profit SO¥s) and profit-oriented SOEs. SOEs standing in between (functioning not for
profit only) may be put under careful review to decide whether they may be transmitted to a group of
non-profit SOKs or not. Up to June 31,1997, there have been about 200 non-profit SOEs already
established. Furthermore, it is estimated that, to the end of 1997, about 100 non-profit local and
ministerial SOEs will be set up. Line ministries and local authorities shall make the list of SOFs which
are subject to equitization and implementation of Decree 28-CP. SOEs which have not been
restruciured by Decree 388-HDBT shall be reorganized or closed down.

Reorganization of the SOEs under Decision 500/ITg has an effect first and foremost on the
eaterprises’ sizes, Specifically, after reorgariization in the Ministry of Industry, Ministry of Agriculture
and Rural Development, Ministry of Construction, Ministry of Transport, and in some 23
provinces/cities, the number of small-sized SOEs has decreased, while the number of SOIs having
more than VND 3 bil. capital and 300 employees has largely increased: Among them, the SOEs with
VND 10 bil. capital and 1000 laborers are marked with the largest increase rate.

However, SOEs having capital less than VND 1 bil. still account for a relatively large share (35%) of
the total number of SOEs. Among them, 19% are SOEs with capital amounting to less than VND 500
mil. Specifically, in 23 provinces, SOEs with capital of less than VND 500 mil. account for about 25%
of the total number of local SOFs, and SOEs having less than 100 employees account for 46%.
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Table 1 Change in SOES’ sizes {1996 compared with 1995) (36)

Classification; 1996 relative to 1993
1) by size of business capital

Up to VND 500 mil. §7.52
From YND 500 mil. to 1 bil, 88.78
From VND 1 bil. to 3 bil. 96.09
From 3 bil. to 5 bil. 116.30
From 5 bil. to 10 bil. 112.80
More than VND 10 bil. 125.51
1) by number of employees

Up to 100 laboress 92.51
From 100 to 300 99,16
From 300 to 560 107.34
From 500 to 1000 109.84
Mare than 1000 laborers 123.53

4. The Decree 50-CP

To implement the Eaw of SOFs, the Goverament decided to promulgaie Decree S0/CP, dated 28
August 1996 “On the Establishment, Reorganization, Closing Down and Bankruptcy of SOEs,” and
Decree 38/CP dat.,d April 28,1997, containing some amendments and corcections to Decree S0/CP. In
addition, a Circular No.08 BKH/DN, dated June 11,1997, on “Instructions for Implementation of the
Decree SO/CP and Decree 38/CP” weie issued by the Ministry of Planning and Investment.

Under the Decree, some sectors, areas, and industries ace given priority in establishment of SOEs.
They are those developments which would promote the growth of a mulli-sector economy. The Pecree
also spu::fles that the minimum charter capital level of a SOI! at its formation can not be lower than the
legal capital level defined for the sector in which the SOE will be operating.

There some changes and amendments supulated in the Law on SOFs and related regulations
procedures to establishment of an SOE under cons:derauons specifically:

1} Only the Prime Minister, a respeclive line Minister, or a Chairman of relevant provinciat

People’s Committce can make a decision on establishment of an SOE.

2) Proponents of establishment of an SOE may be a line Minister, a Chairman of a relevant

provinciat People’ s Committee or of a Board of Directors, or a chairman of a District People’s

Committee (for non proﬁ{ SOEs), or a head of a scientific research institution, a director/rector of a

university, college, vocational trammg school, etc. . . (for SOEs which are under the management of

these institutions).

3) The project/plan for establishment of a SOE may be examined specifically by:

»  The Prime Minister, if this is a plan for a general corporation, an eaterprise directly servmg
defense and national security purposes, an enterprisc having charter capital at the moment of
its establishment equal to the total investment of a project in group A (as provided in Deceee
42-CP dated 16 July 1996).

»  Minister of Planning and Investment, if this is a project on e¢stablishment of an autonomous
business enterprise having a charter capital equal to the total investment of a project in group
B (as provided in the Decree 42/CP dated 16 July 1996)

»  As soon as the examination and consideration of the establishment plan is done, and being
informed of the agreement on the establishment, the relevant examingr, who is decided by the
examination commission, signs the establishment decision of the SOE concerned.
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After approval of the project/plan by the examiner, the project will be reviewed by the Project
Appraisal Council, and if it is proven lo satisfy the nceessary requirements, a decision on establishment
of the SOE will be signed by the competent person.

The revision of the procedures on SOE establishment which would soon put the Law on SCEs into
practice is an urgent request by ministrics, local authoritics and geassfoots institutions. However, it is
very important to emphasize that the provisions on SOE cstablishment procedures should be made in
such a way that they would inherit positive and appropriate practices experienced in the past, and
would not causc any disorder that may negatively affect the opcrations of SOEs. These provisions
should not, at the same time, be so complicated as so cause disturbances and problems for an SOF.

IV. Organization and Management Mechanism of the General
Corporations

1. The Process of Reform of Unions of Enlerprises and General Corporations before
1994

General corporations and unions of enterprises were first formed in Vlcl Nam in 1978 by Decn.e
302/CP of the Government, dated from December 1, 1978 This implies a closed-end model including
all activilies and operations from input supply, cutput delivery, services provision, R & D activities,
and training, and highly centralized in terms of planning, financial, and orgammlmnal activities, as
well as personne! issues and resources allocation among member-enterprises in an effort to fulfill state-
decided and top-down assigned targets. '

This model of business and management orgamzauon helped to concemratc resources for the
fulfillment of core, planned targets. However, it was bulky in terms of. organization, over-staffed,
ineffective, inefficient, and too rigid (o adapt to a market mechanism. Therefore, as soon as enterprises
were given more autonomy, as provided by Decision 217{]1{)Bl‘ the general corporations had to
undertake re-organization by Decree 27/HDBT, dated March 22, 1989, on enhancing autonomy to
general corporations and member-enlerprises for better performance and efficiency.

Decree 27/ HDBT classified unions of cnterprises into u_,so groups. First, those which are in special
arcas, like airlines, railways, cnergy, post and communications, and indus(ries, are o maintain a
centrally-managed accounting system (it is often called as Hard Unions); and the second, voluntary
unions {or soft unions), which ar¢ to0 maintain a uniform accounting system.

There have been slight changes in the organizational structure of special unions in comparison with
general corporations and old style unions. Thesc unions -still exercise direct supervision and
management over resources allocation and investments, and have sfill carried out the duty of the “focus
points” in coordination with economic cooperalwe activilies, joint wventures, developing and
implementing spcc;flc business plans, as well as general development strategies of the union. However,
there have been dramalic changes in the way these unions do business: improved quality of services
supplied, more management delegation, and decentralization between the general corporations and
member-enterprises. As a result, the performance of both becomes better.

Major changes taking place in voluntary unions in comparison to the old ones, particularly:

*  Enlerprises have joined the union in voluntarity. Those who do not wish to join may be

separated into independent caterprises.

= The highest body to manage the union is the Board of Directors, comprised of ditectors of

member-cnterprises. The chairman of the union is clected by the Board. The Board works and
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makes decisions on the principle of collective agreement and majority of votes.

*  Delegation of more autonomy in doing business to member-enterprises. The regulations on
managenient of industrial State-Owned Eaterprises have stipulated that the member-enterprises
can be independent in various aclivitics such as marketing, business planniag, secking other
sources of funds, entering business contracts with outside partners, purchasing inputs, sclling
outputs, sharing profits, etc.

The power of unions has declined. They have limited power in working oul tong-term development
strategies and plans, making a summary of results of yeasly plans implementation, making financial
accounting statements, and undertaking R&D, as well as training activities.

During the process of re-organization and rearrangement of SOEs by Decree 388/IDBT in 1991,
most enlerprises’ unions nearly came to collapse. Many locally managed SOEs were shut down to form
independent SOEs. Only some unions in light and food-processing industrics, or in agriculiure, who
broke down to form smaller unions and engaged in direct business aclivities like import-export coutd
survive. Others got in trouble and have been vnable to monilor the operations of memb¢r-enterprises.

In this situation, the State had lo decide on the reorganization and rearrangement of the unions of
enterprises into state-owned corporations by Decisions 90/1Tg and 91/17Tg.

2. The Objectives of the Establishment of State Corporations by Decisions 90/TTg and
91/TTg; and Distinction between Corporations under Decision 90/TTg and the Ones
Established under Decision S1/TTg

1) The Objectives of Establishment of the State Corporations are as follows:

» {0 create conditions for accelerating concentration, accumutation of capital and developinent;

* o increase their compeliliveness in regional and internalional markels, and atiract foreign
partners and investors into Yiet Nam;

= 1o implement the policy of gradual elimination of direct intervention by the line ministry; and

= {0 gradually remove the discrepancies belween centrally-managed and locally-managed
enterprises, and strengthen the economic linkage and integration between SOFs and business
enlerprises in other economic sectors.

2) Distinclion between Corporalions under Decision 90/TTg and the Ones Established uader
Decision 91/1TTg:

s Corporations govemed by Decision No.91/T'Tg are eslabhshed in a number nf key industrics
and areas, while corporations under Decision. No. 90/TT g are incorporated in minisiries,
branches or provinces, under the decision of line ministries and provincial People’s Committees
authorized by the Central Government.

«  Corporations governed by Decision No. 91fITg are subject to management by the Central
Government, while Corporalions governed by Decision No.90/TTg are admlmstered by line
ministries or provincial People’s Committees concerned.

= Corporations under Decision 91/1Tg have a minimum legal capital level at VND 1,000 bill. and
at least 7 member-cnterprises, while the corporalions under Decision 90/1Tg need only VND
500 bill. and 5 member-enterprises.

»  Corporations under Decision 91/TTg have in their organizational structure a financial company
as one of their members, but the corporations under Decision 90/TTg have no such institution.



In addition, both categorics of corporations are required to follow the same model of the State-
owned corporations as stipulated in Docrec No.39/CP issucd by the Government,

3. The Organization and Managemeni Mechanism of State Corporations under
Decisions 90/TTg and 91/TTg

{1) The Oyganizational Structure of State Corporations

"The organizational structure of a state corporation is comprised of:

*  the Board of Dircctors, which is management for all operations of the cerporation. The Board
may be a group of {ive to seven experls,

*  the General Director, a chief exccutive of the corporalion, who is to put into practice the
decisions and regulations of the Board of Directors. He may have several depulies in charge of
different arcas of business, offices, or diffcrent divisions, to assisi him and the Board of
Directors in running the corporation;

» an Inspection-Control Conumission that is to assist the Board of Direclors in supervising
operations, particularly the financial activities of the corporation and its member-enterprises.

*  The corporation may have the following member-enlerpriscs:

* independently sclf-accounting enterpriscs;
= dependent accounting enferprises ;
*  professional enterprises, including rescarch institutions, training schools, hospitals, elc.

(2) The Organization of the Board of Directors

The Board of Directors may consist of 5 to 7 members: the Chairman of Board, the General Director,
Head of Inspection-Control Commission, and several pari-time members who rﬁay be economists,
techuical staff, financial expess, or lawyers, who must be appoiated by the Prime Minister (for
corporations established by Decision 93/TTg) or by a line Minister, or a Chairman of a provincial
People’s Comumittee, if they are authorized by the Prime Minister (for gencral corporations under
Decision 90/TTg)), or a chairman of the Board of Directors who is not simultaneously a general
director.

The duties and functions of the Board of Directors: .

The Board of Directors is lo make proposals on long-term business strategies, business plans,
organization and reorganization of the general corporation, member-enterprises, new establishments,
mergers, dissolution of member-enterprises; appointment of directors-general, deputy directors-general,
chiel accountants; investment projects of groups A and B, making joint ventures with foreign parlners
and submitting them (o the slalelownerrship-reprcsentaiivc at a higher rank, such as the Prime Minister,
line Minister, or provincial People’s Committee for approval. The Board of Directors is to approve and
make decisions on receiving funds, fund allocation and fund preservation, plans to niember-enterprises,
organizational regulations of member-enterprises and amendment/revision to these regulations; appoint
directors of member-enterprises, joi'nt-ventures, sign domestic cooperative contracts, work out and
promulgale economic-technical targets, and decide persoanel and labor policy for the corporation and
member-enterprises.

(3} The Mechanism for the Corpora_ﬁon’s Firancial Activities

The corporation is 10 receive funds from Lhe state and allocate them (o the member-enterprises, who
are to be in charge of use, preservation and development of any fund portions assigned to them;

The corporation is responsible for mobilization of funds in different ways to make new investments
or cxtensions af its member-enterprises;
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The corporation is to provide a guarantee to member-enterprises to borrow additionat funds;

The corporalion is to make decisions on the purchase, sales of assets, use as morigage, collateral and
liquidation of assets according to authoritics and delegate between the corporation and the member-
enlerprises; :

The corporation is to undeitake the control and supervision over revenues, expenditures and yearly
financiat closing statements of transactions of member-enterprises;

‘The corporation is to undertake overall economic accounting for independently self-accounting
member-enterprises and centrally-planncd accounting for dependent member-enterprises.

4. Relationships between the Corporation and Member-enterprises, and Stale
Governance Agencies

(1) Relationships between the Clor'poration and its Member-enterpriscs

Independent self-accounting member-enterprises, which are autonomous in running theie business,

naintain a relationship with the gencral corporation in the following forms:

*  Member-enterprises are fully authorized in running and managing their business functions, and
al the same lime, are liable to contribute to the Corporation’s centeal funds a certain amount
derived from the enterprise’s depreciation furds and after-tax profits, in accordance with the
financial regulations promulgated by the Ministry of Finance.

Corporations also carry oul some other management functions in respect to their member-enterprises,
particularly:

= Making decisions on appointment, dismissal, reward, or punishment of the director, deputy
directors, head of administration, or heads of sections, of the memnber-enterprises.

" Conducting the functions on approval of the enterprise’s business plan, supervision over the
plan’s implementation, and making decisions on the enterprise’s financial documents.

=  Making decisions on and approval of the member-enlerprise’s investments/joint venture
projects or cooperative contracts.’

= Reallocating fiﬁanci_al resources among the member-enterprises, provided that this docs nol
leave the enterprise with lower total capital than its charter capital level has.

= Making approval of payment schemes, wage rates, and measures to be underiaken fo cnsure
sufficient living standards and safe working conditions for workers and employecs of the
member-enlerprise.

= Making decisions on the expansion of, or narrowing the scope and scale of business activities of
the member-enterprise on the basis of the general corporate strategy.

»  Making approval on the member-enterprise’s Charter, or making changes or amendments to the
provisions of its organizational and operational Articles.

= Taking control and supervision aver the operations of the enterprise and its financial company.

Besides the abave-mentioned relations with the reSpeclivc corposations, a member-enterprise is
autonomous in running its business aclivitics within the scope of the organizational articles and
financial regulations stipulated by the corporation, specifically:

*  Dependent accounting member-enterprises are delegated some management rights by the
corporation, such as the rights to enter info economic contracts, to be autonomous in performing
business activities, and to make a decision on their own organizational and personnel issues, so
that the enterprise can be more flexible and adaptive to market signals.

»  Self-financing professional member-enterprises are allowed to scek income sources by
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providing scrvices such as research contracts, training activities and other services provided for
the eaterprises from both within and without the corporation.

(2) 'The Relationships between the State and the Corporations

In relations to state agencies: the corporation is liable to follow the laws, decrecs and decisions, and
ather legislation promulgated by the Central Government, relevant line Ministrics, Branches and
provincial People’s Committecs in charge of the corporation and its member-enterprises; o implement
sectorial and regional socio-economic development sirategies and plans; follow the Government’s
regulations and rules on the establishment, separation, merger, registration of corporation and its
member-enterprises; to comply with the govesnment’s policics on personnel, labor, finance, accounting
schemes, provisions on statistical issues, the law’s provision on the rights and duties of representative
of stale’s ownership of the state agencies in regards to the corporation and member-enterprises; also,
the corporation is subject to contral and inspection over enforcement of state laws and policies.

Corporations have the right to make comments and recommendations, suggest appropriate measurcs
or mechanisms on stale governance policies and exccution of state ownership funclions within the
scope relating to the corporations and their member-enterprises; they are allowed to manage and use
funds, assets, land, and other resources assigned to them by the State in order to run their businesses
and are entifled to enjoy schemes of subsidies, price subsidies and other privileges according to
government regulations.

5. Performance and Problems Arising from Implementation of the State Corporation
Mode!

Among 18 general corporations established under Decision 91/1Tg {dated March 7, 1994),
corporations having a capital amount of more than VND 1000 bit. account for 73%, and ones wilh
more than VND 600 bil. account for 225 the rest are corporations with capital of below VND 600 bil.
‘The exception is the case with the Gem-Gold and Precious Stone Corporation which has been recenily
set up, and thus has a smaller capital amount (below VND 100 bil), although it has been formally
classified as a corporaticn under Decision 91/TTg. On the average, each general corporation has 26
member enterprises; among them 86% are self-accounting, 9% are non-profit dependent members, and
2% are joint venlures.

Table 2 Some indicalors of business performance of the selected general corporations, 1996 (%)

Corporations Profitfoperational  Profitfturnover  Payment to the State
capital ratio ratio budpel/State’s capital

1. Viet Nam Coal Corporation 316 195 21.36

2_Vict Nam Power Corporation 5.68 15.20 730

3. Viet Nam Steel Corporation 0.77 0.59 12.14

4. Viel Nam Textile-Garment Corporation 0.61 045 13.53

5. Viet Nam Paper Cosporation 639 0.41 6.53

6. Nerthern Foad-Stuff Corporalion 3.88 1.80 2168

7. Southcra Food-Stuff Corporation 2.16 2.09 59.49

8. Viet Nam Cement Corporation 12.09 8.19 36.82

9.Viet Nam Post-Telecommuniczlion Corporation 16.40 228 40.98

10.Vict Nam ‘Tobacco Carporation 573 1.13 176.83

Average 6.64 3.40 19.83
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Most of the general corporations under Decision 90/TTg were established by the late 1995-carly
1996. Among them, only 26% have capital amounts above VND 500 bil.; 68% have capital amounts
between VND 200 and 500 bil.; the rest have up to VND 200 bil. On the average, cach corporation
under Decision 90/T1g has 18 member-cnterprises; among them 92% are self-accounting enterpriscs,
7% are non-profit and dependent ones, and the remaining 1% are joint ventures,

Alihough having statted their functioning only recently, the corporations have produced some
significant effects on their member enterprises, particularly: promotion of the growth of member-
enterprises, atiracting additional investments and acceleraling exporl-import activities, mobilizing
funds to assist member-enterprises to update equipment amd technology, division of markets for
realizing products, entering in joint ventures, sciting up new contacts with domestic and foreign
pariners, elc.

Performance of business operations in 10 selected general corporations may be scen as follows (sec
Table 2 above).

Despite their current business performance, the corporations are facing some problems and
shortcomings as follows :

1) No sufficient legal framework for clarifying relations between the corporation as legal entity and

independently accounting member-cnterprises: The corporation is a legal person; so are ifs

independently accounting member-enterprises. So, how to make a clear cut between duties and
functions of the two entities remains unclear.

2) Although, theoretically, the corporation has delegated some authority to its member-cnterprises,

in practice, the corporation stilt intervenes in the daily activities of its member-enterprises, leading lo

restriction of their autonomy, activity, and efficiency in running their business.

3) The corporation is established in almost all industries and areas of manufacturing and trading at

central and local tevels, creating the danger of a rising monopoly, limitation of compelition, and

impeding the growth of medium-and small-scale enterprises, especially the non-state sector
cnterprises.

4) In the corporation mode! having a Board of Directors, the management rights of the Board of

Diccctors, in terms of exercising several rights of state ownesship delegated by the government have

been clearly distinguished from the managemem' functions of Director-General. However, in reality,

the business aclivitics and functions of the Board of Directors and Director-General often overlap. In
many corporations, the roles of the Board of Dicectors, Director-General, and Vice Director-General
are integrated to become “a collective leadership” in deciding management issues and running
activitics of the corporation. In this case, the managerial and controt effects of the Board of Dircctors
become ineffective. In some corporations, the Board of Directors and the Chairman of the Board of

Directors carry out functions of the Director-General, and reciprocally, the Director-General bears

the responsibility for the main part of managemenl activities of the corporation. As a resull, the

decisions or solutions made by the Board of Directors are merely legalized forms of decisions made
by the Director-General. :

5) In a number of the corporations, management personnel ltack sufficient knowledpge and

managerial skills recessary for them to meet with the needs and requirements of their duties.

6) As the proposed regulations on the functioning mechanism of financial companies have been in

contradiction with many aspecis of the banking ordinance, so far none of them have been yet

established in the corporations, although il is stipulated in the corporation model that cach
corporation can have in its membership a financial company. As a result, capital mobitization
through the companies still can not be realized.

7} Management over the corporations established under Pecree 91/TTg is delegated by the central

37



government to different line ministrics and branches, which causes the corporations to be under
variety of “pressure” and to go through “many doors” simultancously. This, on one hand,
significantly reduces the efficiency of the State governance, and on the other hand, causes additional
trouble for the corporations.

V. Financial Management of the SOEs

1. Financial Management in SOEs after Decree 217/HDBT (14 Nov. 1987)

Deceee 217/HDBT had been issued on 14 Nov. 1987 in order to reform planaing and commercial
socialist accounting activitics in SOEs. Some time later, the Council of Ministers issued the “Statute of
SOEs” and “Statute of Union of SOEs,” which clarified responsibilities and rights of SOEs, and rights
of SOEs’ executive managers and fuactional agencies of the government. Tn 1990, the goverament
conducied an experiment in which fund management and rights on fund allocation and fund
conservalion have been directly delegated to SOEs, In 1992, the government expanded the
experimental process which statcd the liabilities of SOEs in maintaining the State’s funds. Also ia 1990,
the government eliminated the direct contribution regime by SOEs to the budget and promulgated three
tax laws: law on turnover tax, law on excise tax and law on profit tax; the laws are uniformly applied to
all businesses in all economic scctors to ensure cqualily in contributing to government revenue. In
parallel with delegation of autonomy to SOEs, the government reduced subsidies and privileges 1o
SOEs slep-by-step through low prices of materials and equipment for production, as well as subsidies
in kind for SOEs’ employees; also, it reassessed property of SOEs taking into account market prices,
and eliminated covering SOEs’ losses from budget resources.

Generally, after the issuc of Decree No-217/ HDBT, there are some important points, specifically:

*  An initial legal framework has been formulated and signiﬁcanlly improved fo create a relatively

sufficient legal base for SOEs® operations.

= SOEs obtain more and more autonomy and freedom in business operations, in management, and
in vse of funds and assets. The government intervention in management of operational activilies
of SOEs has been graduatly removed. :

*  System of budgel subsidies for SOEs has been eliminated, Market-based accounlmg system in
SOEs has been eacouraged. SOEs have to compensate for costs with their revenue. They have
to save and mobilize funds to invest in development. _

*  Fqual environment between SOEs and enterprises in other economic sectors has been created
initially, This has helped prometion of competition betweer SOEs and other businesses in
domestic and foreign markets.

1) Features of the financial management of SOEs

1) SOEs have rights to manage, use funds and properties to do business, to contribute to joint
ventures, and (o participate in other forms of economic cooperation. At the same time, SOEs
have a duly to maintain and develop the funds assigned to them by the government in
accordance wilh government regulations,

2) SOEs have rights 1o mobilize funds to do business and are responsible for commitments of
mobilized funds.

3) SOEs are responsible for their own business performance. The government takes control over
some expenditures only, such as depreciation of fixed capital, salary expenditures, transaction
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costs, or reception expenditures in the t1otal cost of SOEs.

4) Aftertax profits of SOEs are disiributed to different funds; first of all to the production
devclopnient fund, the minimum tevel of which is sct by the State (with no limit on maximum
level). Maximum levels of bonus and social welfare funds are fixed by the State.

S) SOEs have to conduct their accounting system in accordance with governmen regulations
and to report the balance of payment to govermment authorized agencies quarterly and
annually. The agencies will consider and approve the repoits.

2) Shortcomings and problems in implementation of the financial management mechanism in
this period

1) Even though SOEs have rights to manage and use funds, the government has still intervencd
heavily in fund allocations, ¢.g., in making decisions on sales, transferring or liquidating
SOEs’ properties, making decisions on changing produclion structures, capital contributions
to joint ventures, etc. Thus, the autonomy of SOEs in fact is very himited.

2} Funds of SOIs arc divided into two categories: fixed capital and working capilal; with
different rules for their use. This limited the flexibility of doing business in SOTs.

3) Principles for solving problems relating to liquidation, sale and transfer of properly, property
loss, bad debts, price depreciation of reserved goods, etc., are not consistent with market
mechanisms and international standards.

4) Regulations on establishment of funds in SOEs seem inappropriate and thus do not much
encourage SOEs to invest their savings to expand busincss. There are no regulations on
establishing a risk fund (o cover tosses.

5) Responsibilities of SOEs’ managers in cases of bad business performance or loss-making are
not clearly clarified. There is no clear definition of the role of the government in controlling
and inspecting business operation and fund management.,

6) The old accounting system is backward and does not meet the requirements of the market
mechanism; more than thai, it is not consistent with infernational standards. Regulations on
an auditing system for SOEs and publication of SOEs’ financial statements are not yet
implemented.

3} Owing to the renovations of planning functions and the accounting system in SOEs, and
enhancing SOEs’ autonomy in doing business and managing funds, as well as owing ta the
success of other renovations, the SOEs sector developed well during the period 1990-1995.
Contribution of SOEs to the government budget has continuously increased, reaching to 7.7
times in 1995, compared to 1990. Revenue from SOFEs accounts for about 65% of domeslic
révenue.
Many SOEs are efficient, their profns has significantly increased (ex.: air transporiation,
telecommunications, alcohol and beverages, cigarelies, cement industries). The SOEs can not only
maintain but develop their state funds and expand the scale of their businesses.

4) Apart from the good performance of some SOEs, there are many SOEs with very poor
business performance '

‘Most of them are small enterprises with very old equipment, backward technology, lack of
funds, and unable to adapt to market conditions. More than that, the inappropriate principles
presently used in financial and accounting activities do not let the SOEs truly reflect their business
performance. Allowing SOFEs to include some losses in the depreciation of fixed capital, (o
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suspend property loss, or failed propeity, does not include hardly claimed Joans in the costs, and
leads to “artificial profit, true foss” and SOUs lose property.

2 Financial Management Mechanisms and Mechanism of Management over the SOEs
Capital and Assets as Stipulated in the Law on SOEs

‘The National Asseably approved the Law on SO¥s on 20 April 1995. This is an impoitant milestone
in the renovation of the financial mechanism in SOFs. The main objectives of the financial mechanism
in SOtis are:

*  To scparate the state gow.m'mcc functions from the functions of business management. To
delegate more autonomy in doing business, and managing the State’s funds and asscts, to SORs’
management. The funciional agencies of the government cxccute the conlrol and inspection
over the SOEs on behalf of the government as a properly owser, but do not intervene in
operational aspects of business of the SOEs.

= To first put the objcctive of fund maintenance, then to take business efficiency as a criterion for
assessing performance of capilal and asseis management in SOEs. To facilitate SOEs i
developing funds and property to expand business, change equipment and technotogy.

= To reach international standards in financial activities of SOEs; to cnsure equality among
enterprises in all economic seclors.

After the Law’s promulgation, other regulations atso have been issued, such as Decree 59-CP, dated
3 Ocl. 1996, from the government, which stipulated the rules on managemént of Stale asseis and
implementation of market-based accounting in SOEs; and other supporsting documents issued by the
Ministry of Finance.

The main contents of the mechanisms for managing finance and state assels in SOLs may be stated
as {ollows:

{1) Capital and Assets Management in SOEs:

The present regime clarified the government’s responsibilities in mveolmg into SOLs to ensure
necessary conditions for SOIS” efficient business aclivities.

The government continues allocation of funds, their use, and rights and responsibilities for the
funds’ maintenance to SOEs. The direct recipient of the funds from the government is the Board of
Directors (for SOFs having a management board), or the SOEs® Director in case of the SOEs not
having a Board of Directors. The chief accountant is not the funds recipient and is not responsible to
the government for the efficient use of the funds. The State carrics out control over capital maintenance
and developmient through the mechanism of capital assignment and capital maintenance determined by
the State,

Capital of SOFs is not divided into ﬁxed capital and working capital as it was previously, SOEs have
full rights to use the funds authorized by the government flexibly, or to change property structure in
accordance with the requirements of production and business processes. Besides the funds given by the
government, SOEs have rights to mobilize funds from other sources, such as banks, financial
organizalions, enterprises, individuals, employees of the SOEs, foreigners and forelgn orgammtlons
Mobilization forms may be borrowing, contribution (o joint venlures, integration, bond issues and ather
forms in accordance with legal regutations. The funds mobilization should not change the ownership of
the SOXs. The SOEs should be responsible for the use of the mobilized funds, and have to return both
the principal and interest to lenders in accordance with contract commitments. Procedures for funds
mobilization should be consistent with legal regulations. For public utility SOEs, fund mobilization
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should be approved by the founder of the SOYs after the appraisal of the government agency
responsible for managing state funds and properly in enterpriscs.

SOEs have rights to use the assets which belong to their legal rights to invest outside the enterprises.
The Board of Dircclors, or the Ditectors of SOEs without a Board of Dicectors, are responsible for
investment elficicncy to the government. Within SOEs having Boards of Directors, the management
boards approve cooperation with other domestic enterprises. To do joint ventures with forcign
organizations, the Board of Dircctors has (o submit a proposal to the body who established the SOE for
approval after the government agency responsible for the managing the state’s assets and propedy in
enterprises has appraised the joint venture plan. For joint ventures with domestic enterprises or foreign
pariners, the Director has to complete a plan, then report it to the founder of the SOE for approval after
the agency responsible for the state’s assels and property in enterprises has appraised it. Procedures to
inves! outside should be consistent with legal regulations. The provision aims to ensure $tate-as-owner
control over capital and assets in the enterprises.

SOEs have rights 1o mortgage, rent, transfer, sale, or liquidate the assets belonging to their legal use
rights. In transferring property, the SOEs have ta establish an cvaluation commission, and to publicize
and organize bids in accordance with legal tegulations. The balance between revenue from the assets’
sale/liquidation and the book value remaining in the records and cosis of the sale can be included in the
business results of the SOEs.

Mortgage, transfcr, sale, lquidation of the two category of assels: a whole production line or ils
main parl, playing a decisive role in production activities of the SOEs, should be agreed by the founder
of SO&s after the appraisal of the government agency responsible for the state’s assets and property in
enterprises. The transfer or sale of these propenics to foreigners or foreign organizations should be
approved by the Prime Minister.

‘For the loss of capital or assets in SOFs, responsibilities should be traced to individuals and
collectives causing the losses. Boards of Directors, and Directors of the SOEs with no management
boards, have to determine the level of compensation in accordance with legal regulations. Insurance
agencies have (o compensate for the assets jnsured. The difference between the value of the lost
properly and the compensation by the responsible person or the insurance agencies can be covered by
the financial reserve fund. If the compensation is still rot enough, the remainder can be included in the
costs. If the loss is too large to include in the costs, the SOEs submit a reporl 1o the Ministry of Finance
for consideration.

Losses arising from bad debt can be covered hy the reserves fund especially assigned for this
purpose, If this is not ¢nough, the losses can be included in the production costs.

SOEs’ assets can be reassessed only in the following cases:

s There is a government decision on taking stock inventory or reassessment of the assets.

*  The asset will be contributed to a joint venture.

*  When the SOEs are equilizing.

*  Price adjustment to increase propesty value in accordance with the decision of the government.

*  Assessment of properties to record increases or decreases in capital.

Depreciation of the assets is carried out by S()Es in accordance with the decision of the M:mstry of
Finance, SOEs register depreciation levels in accordance with the time frame of the properly use as
stipulated by the Ministry of Finance for each kind of the property. The depreciation level will be
stable for at least three years. The government does not consider increasing or decrcasing the
depreciation level registered by the SOEs.

SOEs maintain their assigned funds by buying insurance, including some costs into the reserve
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against the price decrease of the inventory, bad debis, or decrease in financial investment portfolio;
SOFs can use beforc-tax profit to compensate for the previous year's loss; SOEs can establish a reserve
fund to cover loss risk; SOEs can use after-tax profit o cover losses after the expiration of the period
during which the before-tax profit can be used for compensation.

'The enterprises have to determine the regulations for capital and properly management and for debt
management according to government policies and their owa practical situations. These regulations
have to clearly specify the rights and the responsibility of each collective and individual in managing
the capital, property, and debts of the enterprises. The Boards of Directors, or the Directors of the
enterpriscs with no Board of Dircctors, are responsible to the Government for efficiency in using the
capital and property of the enterprises. The punishment measures that are applied according to the
extent to which the damages are incurred are administrative warning, material compensations, and
criminal prosccution. If the government inspection agencies fail to fulfill their responsibilities, and as a
result, damages are incurred, they are also legally responsible for it.

(2) Income and Cost Management

The enterprises have to take control over their regular income from business and financial activities,
as well as for occasional income. Any commodily used for internal needs, or any gif for a guest must
be valued at market prices. :

The cost evaluation has to be carried cut corresponding to specific input factors.

When evaluating ¢xpenses of the materials, the enterprises have to set up their economic-technical
norms based on government standards. At the end of each year, the enterprises have to make
accounting reporls in which the actual demand for materials is compared to specified norms and to the
volume used in the last year to identify responsibility for the use of materials and the management of
individual units within the enterprises.

The enterprises have to determing labor requirements as a basis for wage and price settings and for
payroll management. Principally, non-profit business enterprises arc allowed to pay wages and salaries
in accordance with the levels of professional skills of the workers, and to the positions and
responsibilities of the managers. The profit business enterprises, in addition, are allowed to pay wages
proportional to their business performance, but the growth in payroll should not exceed the growth
ratio belween profit and governrent capital. The wage paymecais that are not done corcesponding (o
regulations or with deficits have to be returned and transferred to the budget; the person who made the
wrong decision on such payments has to bear an administrative punishment.

The enterpriscs are allowed to include into production accounts expenses for warranty, for property
insurance, or conunission fees to brokers; the enterprises have to explicitly declare the commission
rates for agents and brokerages. The Directors of the enterprises have the rights to define these
commission rates and are responsible to the taws for the payment of these fees.

The enterprises have to set up the norms for the indirect costs to manage the expenses for the
meelings, transactions and guest receptions. The enterprises have the rights to decide on payments for
these specific purposes and have to be responsible to the government for these payments.

The calculation of the production costs for the finished goods is done according to international
principles, including only the expenses for materiats, the direct cost of labor, and other expenses
incurred during the production process. The expenses of product sales and for management of the
enterprises are included (otally in the values of the products sold and services given in the accounting
period. :

tn addition, the regulations on cost management also define which items are prohibited from
inclusion into the cost accounting of the enterprises. Expenses for the wrong purposes have (o
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compensated for by the person who decided such payments.

(3) The Profit Distribution Regime

The curtent profit disteibution regime places a strong cmphasis on the capital maintenance and
development for enterpriscs, while paying very modest atiention to the interests of the employees,
contributions to the budget, or ensuring equality between the economic sectors. Particularly, the rate of
profit tax is reduced so that the enterprises can have the opportunity to expand their production scale.
The after-1ax profils may be used to make payments on the use of capital from the budget {before these
payments were included into the production cost), o to set up financial funds for unexpected
circumstances, such as the risk of capilal losses. The minimum level of the development investment is
allowed to increase to 50% of the after-tax profits. The limits for the bonus and welfare funds are
reduced and depend on the efficiency of the business performance achieved by the enterprises that is
based on the ralio between the profits and the government capital dusing this year over that of the last
year.

(4)The Accounting and Auditing Regime in the Entevprises

‘Ihe enterprises have to conform the accounting regime regulated by the Ministes of Finance. The
new accounting regime has to be matched to international standards and to the new financial
mechanism. It has to meet the requirements of the business administration of the enterprises and the
management requirements of the govemmenl-aulhonzed agencies. The issucs that are related to the
internal auditing and the autonomous auditing have been mentioned in the accounting and auditing
issues, and the issues of the financial reports of enterprises. The enterprises have to implement openly
the financial regime according to the indicative numbers involving capital, property, debts, resulis of
business performance, and transfers to the budget. The enterprises have 1o be responsible lo the laws
for the openness of their data. The government should eliminate its control regime over the enterprises’
accounting; instead, it should control the financial reporl regime of the enterprises.

‘Fo summarize, the financial management regime and the management regime for the capilal and
properly thal ate specified in today’s ‘enterprise law, enhance the rights and responsibility of the
managers, the leaders of the enterpriscs. These regimes give them more freedom in management and
use of capital and propesty, clearly specifying their responsibilities in the efficient use of the
govermnment capital and property allocated to them. The government-authorized agencies are not
allowed to interfere in the business administration of the enterprises; instead they have to fulfill control
and inspection funciions, and at the same time have to be responsible for the decisions made by them.
The new financial regime gradually comes into line with international principles and requirements of
the market economy. However, this regime has just been adopted; its efficacy needs time and practice
to prove successful,

3. Performance of Implementation of the New Financial Management Mechanism

Implementation of a new financial managemem mechanism promulgated by the end 1996 has
brought about some posilive results which can be seen as follows:

1) The new mechanism has helped increase an interest and responsibility of the SOEs’ managers in
the enterprises’ financial issues and performance of capital and assets management. Previously, the
main atiention of SOEs’ management was only on direct resulls of business, but today the rights,
duties, and responsibilities of the enterprises” managers in such important issues as financial
management, efficiency of the state’s capital and asseis realization, produciion cosl management,
financial statcment etc., have been substantially increased.
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2) The expanded autonomous rights of SO¥s in financial management and exccution of the state’s
capitat and assets have largely improved the enterprises’ capital and assets realization. A significant
proportion of the stagnant accumulated capital and asscts has now been mobilized to busincss
operations. Flexibility of capital allocation also increascd. In a number of general corporations,
specific regulations on financial activitics have been promulgated to serve as standards for business
managemenl, A special focus has been made on efficiency of capital realization and capital
nintenance in the enterpriscs; patticularly, significant efforts have been made to increase
accurateness and credibility of calculation and registration of deducted fixed asscls, as well as to
minimize Costs.

3) Dircet intervention by the state governance’s bodics as a representative of ownership into
business operations and financial activities of SOEs has largely decreased. Today, the state’s
funictional agencies” major altention is on sctting up regulations, which serve as a legal background
for the SOFEs functioning. New control and inspection measures have been intensively undertaken in
the financial arca. Abolition of procedures on direct approval of batance sheets have made the SO¥s
more responsible for their accounting documents and financial statements. This also has created

more favorable conditions for the financial agencics to undertake control and check over the SOES’
financial statements.

On the other hand, a number of shortcomings and constraints have been revealed in the process of

implementation of the new mechanism, indicating a big need for further improvement, specifically:
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1) Reassessment of the SOES” assefs on the basis of the price prevailing at the time the asseis were
assigned to the SOFs, as well as an inventory and capital maintenance, has met with several
difficuliics. In fact, it scems impossible 1o end with the enterprise’s financial problems arising prior
to asscis assignmaent, merger, or separation of the enterprises. '

2) Restriction of the amount of mobilized capital below the amount of the SOEs total legal capital
has not been affirmed by practices. Although the restriction helps to protect the interest of ceeditors,
the amount of the state’s capital in the enterprises is too modest, so it can create a necessary barrier
to business activities of SOFEs on one hand, and to unreasonable accumulation of capital in a bank on
the other hand. : :

3) Existing regutations on procedures in makmg monigages, collateral, liquidation, transfer or sale
of the assets which are not authorized to SOEs, also have created additional troubles for the
enterprises and have made the state agency in charge of the state’s assets and capital in SOEs to
carry oul functions such as appraisal of plans/projects on making morlgages, coliateral, llquldauon,
sale or transfer of the assets beyond the responsibilities of the SOFEs before the founder of the SOEs
has a decision on the matter as stipulated in Law,

4) The regulations allowing SOEs to make price ad_lusfmems in accordance with changes in markel
prices and to include the price differences into the State’s capital in the enterprises may lead to
miscalculations of business performance and even to the state’s “capital drain.”

5) Regutations forbidding inclusion of some special types of expenditures (for example: awards to
innovators, premiums, “lunch subsidy” to workers, ¢te.} have been not affirmed by practices, and
lead (o resirictions of the competitive movement in the enterpriscs, or created additional inequality
between SOFs and enterprises of other economic sectors.

6) Further implementation of budget subsidics has limited capital accumulation in SOEs, which
afterwards would lead to some resirictions in business extension.

7) System of sufficient criteria for the SOEs classification into profit-oriented and non-profit (public
goods supplying) categorics of cnterprises has not been clarificd and not affirmed by the practices.



The mechanism for financial functions in non-profit SOYs alse has not been defined yet, especially
for the enterprises slanding in between the Lwo categorics.

8) While the rights of SOI's managers and exccutives have been significantly expanded, their
responsibilities and duties have not yet been specified correspondingly, cspecially their material
responsibility in case of loss-making or “capital drain” in SO¥s.

Vl. Equitization of the SOEs

t. The Policies on Equitizalion of the SOEs

In the process of implementation of equitization policics, the government has approved various
decrees, decisions and regulations to determine the specific steps or methods needed for cqualizing the
Statg-owned enterprises. For example: Decision 143-HDBT, dated 10 May 1990; Decision 202-CT on
8 June, 1992; Decree 84-TTg on 4 March, 1993; and recently Resolution 28-CP on 7 May, 1996, issued
by the Government,

In the current situations of Viet Nam, in equitization of the SOEs, special focus is made on the
following objectives:

First, the SOFs now have a small scale of obsolele technology and equipment, weak management
methodology, and low economic efficiency. The partial equitization of SOEs can be taken as one of the
solutions to the above sherlcomings and weaknesses.,

Second, the targe amount of idle funds held by the population is still not mobilized for business
activities, Meanwhile, the shortage of investment needed (o renovate and modernize technology and
cquipment and to expand the business of the SOEs is very serious. By partiaily cquitizing the number
of SOEs, the idle funds held by the population can be mobilized to accelerate the economic growth rate,
and to deal with the difficulties in invesiment encountered by the enterprises.

"Third, by equitizing the rights and the responsibilities of the employecs, business efficiency is
cnhanced. The responsibilily shouldered collectively and individually by the managers is strengthened,
By doing so, the necessary lessons needed to construct the policics and regulations towards the SOEs
may be conciuded.

Fourth, by equitizing the number and the size of SOEs, they may be reduced to an appropriate level
so that the management is arranged, and the investment mobilization is intensified to increase the
efficiency of the SOEs, to guarantee a key leading role in the economy.

2. The Equitization of the SOEs in the Recent Years

So far, the number of the cquitized SOEs is still limited o only 14 enterprises. The SOEs being
equitized belong to the category of small-scale enterprises that have certain opportunities in their
production and business activitics and in their product realization. The equitization is carried out in the
form of partial selling of the properly of these enterprises. Among the equitized SOEs, the most early
equitization was conducted in the Company for Transportation Agenis under the Navigational
Development Corporation (Ministry of Transportation) that started its operation based on the company
law from 3uly, 1993. In 1993, two other enterprises were equilized; in 1994, one enterprise was
cquitized. Afler equitization, these enterprises have operated stably, achieved moderate growih, and
contributed much more to the budget. According to data collected from 5 equitized enterprises with an
operating period more than one year, the following resulls are observed: an increase in capital of 45%
per year, an increase in wrnover or 56.9% per year, an increas¢ in profits of 70.2% per year, and an
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increase in workers’ income of 20% per year,

According to Dccision No.548/TTg, dated August 13, 1996, the government estimates it will
equitize about 150 SOFs in the coming years. In preparation for fulfillment of the target, SOEs
equitization commissions have been cstablished in many fine ministeies and provincial People
Committecs, to make a shor list of the SOEs 1o be cquitized. Undoubtedly, the Government has to
overcome plenty of uncertaintics and difficulties to reach this end.

The reasons for slow equitization of SOEs in Viet Nam nay be secn as follows:

* The mechanism and policy on cquitization are slill incomplete and inconsistent, Before
Resolution 28-CP, there were the Decision by the Chairman of the Minisiry Council {now the
Primc Minister) and some other regulations by the various Ministries about equilization
experiments. Many problems were stil not specificd enough, for example: equitisalion
procedurcs, pricing for bidding in the SOFs, privileges for the equitized SOFs and their
employecs, using the carnings from selling shares of the SOEs. Therefore, the enterprises do not
have incentives o cquitize; so they Ity to prolong the equilization process.

Lack of knowledge and awareness about the needs and benefits of equitization. Managers and
employees in the enterprises are afraid that equitization may take away their power, righls,
privileges and permanent jobs.

Some socio-economic conditions are not mature cnough to facilitate equitization; among these
conditions are the problem with evaluation of the enterpriscs, and the lack of a stock market.
Thercfore, the evaluation of enterprises has been facing plenty of difficulties and has basically
relied only on the values recorded in the accounting books. This does not reflect the business
advantages, reputations or quality of the goods produced. The selting of shares has also been in
trouble because there is still no market; information about business situalions within the
enterprises is stifl limited, thus they are not attraclive to investors.

Some policies related to the equitization process, such as interest rates, profit disteibution, the
ceilings for bonuses and social welfare funds, nomination of the directors of the enterprises, and
regulations dealing with the employees, are still not clearly specified.

3. The Measures Undertaken and that will be Undertaken to Accelerate the
Equitization Process of State-Owned Enterprises

"To further improve mechanisms and policics formulating the legal framework for SOEs’ equitization,
the government issucd Decree 28-CP, dated 7 May 1996, on iransferring some SOEs to shareholding
companics, and Decree 25-CP, dated March 26, 1997, containing some amendments to the above-
mentioned Decree, which included provisions: stipulating that today the central government - is
responsible for SOs with more than VIND 10 bil. capital onl)? (beforc the amount was VND 3 bil.).
According to the Decision, instructions of the Decrees should be comprehensive, timely and complete.
The stages, methods of equitization, and responsibilities of cach administeative level, must be clearly
determined. Also there must be a clarity of the responsibilitics and interests of the enterprises, and of
the enterprises” managers, employees. Only by this way the equitization can be done quickly and
effectively,

Improve the understanding of government agencies related to equitization. Apart from propaganda
on the Party’s and the government’s policies and directions, it is necessary to publicize the equitization
regimes to all interest groups in society, so that everybody can understand the equitizalion policy
correctly and fully.

The ministeries and pravincial People’s Committees should sort SOFs to clarify which SOEs can be
equitized. It is necessary io try o put the most efficient, highly profitable SOEs into the equitization
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program to atiract people. Except for sclling a padt of a SOF’ property, it is necessary o experiment in
equitizing a part of the enterprise by issuving shares in order to mobilize investmient funds for expanding
production,

lasten the establishment of the exchange market, publicize the SOIs’ finances, provide timely
information on the performance of the ¢quitized SOUs. In this way, provide convenient conditions for
investors to select investment plans,

Improve the regime on using the carnings from sclling shares of the SOIis so that the earnings can be
casily, efficiently and flexibly used in accordance with the objectives of equitization and government
regulations. Thus, the improvement of the regime on using earnings from selling shares is very urgent.
This will not only mobilize spare funds, bul speed up the equitization program.

To.improve the management mechanism for share-holding companies it is, firstly, to establish a
management regime for state funds in the share-holding companics, so that the governrment can control
and manage its funds in the companies, and the company’s efficiency, without direct intervention in
their business aclivities.

To improve the oiganization and leadership for equitization from the local level to the central level,
so that the organizational system is flexible, dynamic and useful. To improve control and inspection by
the government agencies over the equitization in order to ensure the government’s and Party’s policies
and directions arc followed.

V. Stages of the SOEs Reform in Viet Nam

The five above-mentioned five problems should be regarded as the basic contents for formulating the
major directions in SOEs reform in Viet Nam. However, each stage of SOFs reform has its own
characterisiics specifying a methodology and schedule of implementation. The process of SOFEs reform
in Viet Nam can be divided into some major stages, each of which is characierized by the following
basic characteristics:

1. The Centrally-planned Stage

This stage was prolonged from 1950s to the early 1980s. The basic characteristics of this stage may

be seen as follows: : ‘

* The State undertook dircct management over SOEs through the plans made by Ceniral
Government and imposed by the State on the enterprises. Performance in implementation of the
planned targets was the most important task and efficiency indicator of the SOEs. The SOEs
played the role of a government agency in fulfilling the orders, directives and system of directed
targets that were centrally planned and detaited by the State.

*  The State applicd a system of heavy subsidics to the SOEs. The relation between the State and
SOEs was the providing-and-delivering. The SOEs did not have to bear any direct responsibility
for their financial activities: their profits were held totally by the State, and their losses were
covered by the State budget.

s The market signals were totally ignored in this stage. More specifically, elements such as price,
cost, profits, losses, wages, etc., were not determined by market supply and demand, but by the
targets given in the government’s socic-economic plans.

In this stage, some efforts were made to improve the SOEs’ management. However, these efforts
were mainly confined to the random adjustment and partial improvement derived from the centrally-
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managed model with administrative burcaucratic subsidies.

2. The Stage with Limited Autonomy

This stage started from the beginning of 1980 and continued till 1987. After having passed the
Decision 25-CP, dated 21 January 1981, whose basic contents were on permitling the SOFs to utilize
and mobilize the additional potentials to produce main products and by-products, the SOfis were given
some limited antonomics as follows:

= The SO¥s were allowed to expand the range of products with materials and inputs mobilized by
themselves (not provided by the State) after fulfilling the targets plans on the items, inputs of
which were supplied by the State.

= The SOBs were allowed to exchange their products in the input and output markets after having
fulfitled the plans determined by the government.

»  The SOIs were allowed to recruil for additional employment or to change the production
profiles, or to cnter joint ventures and other forms of economic cooperation, including
cooperatives.

*  Centralism in the plan was reduced o a certain fevel. The plans for the enterprise consisted of 3
parts: planned items whosc input factors were totally supplied by the government; products with
the inputs and materials mobilized by the enterprices; and by-products made from waste and
junk not subject to designed dutics and tasks of the enlerpriscs The number of directed targets
was reduced for a range of products provided by the cnlerpnses themselves.

= Autonomy of SOLls in mobilizing the labor resources for fulfillment of their “own” production
plans that were carsried out with the inputs mobilized by the enterprises themselves and for
production plans of by-products was to some extent enhanced. The enterprises were also given
cconomic incentives and rights in using income obtained from the plans’ inputs, which were
provided by the enterprises or from their by-products.

»  Some additional powers and rights were given to the Directors of the enterprises. pr,lelCEl“y,
the Director was able to sign the contracts with the supplicss who could provide the inputs
faclors, instead of the proportion supplied insufficiently by the State. The Director could also
make the decisions on reward or punishment of employees.

3. The Stage of Increasing Autonomy to the Enterprises

This stage slarted after the promulgation of Decision 217-HDBT. It has continued unlil this time.
The most striking feature of this stage is reflected in expanding business activities and increasing the
SOEs’ autonomy by removing direct intervention in the SOFs’ operations. The major contents refated
{o these issues have been mentioned in Part H above.

4, The Stage of Ownership and Management Forms Diversification and
Transformation of the SOEs to Shareholding Companies

This stage starled in the early 1990s, and has created a basis for the current reforms in SOEs.

This stage has marked ‘the starting point of transformation of the SOEs into the other forms of
enterprises, parlicularly:

»  Equitization of SOEs, transforming them into sharcholding companies, transferring a certain

part of the statc-owned property (o a private one, or allowing the private secior to contribute
capital to SOEs in order to form shareholding companies.

»  Transferting parts of state-owned property within SOEs to the private seclor by sclhng or
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liquidating the properly, which has been undertaken in the process of rearrangement,
registration, and dissolution of SOESs carried out since the early 1990s.
«  Combining mixed ownership forms of the enlerprises by creating joint ventures with foreign
investors, or by establishment of new sharcholding companies, whose shares ace held by the
State and by privale sectoss simultaneously.
s Developing hiring-by-the-piece, leasing forms, and production contracts to slreagthen
responsibitity and efficiency in managing and using the State’s assets and capital in SOLs.
Generally, this slage reflects the combination of various measures that were used in previous stages,
inctuding: a) enhancing the SOEs’ autonomy; b) Rearrangement and reorganization of the SOIs; c)
Reorganization of the previously existing general corporations; d) Steengthening financial management
of the SOFs; ¢) Diversification of owncership and management forms; [} Transformation of SOFs into
sharcholding companics.
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