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Evaluate Current Financial Conditions and Prospects of the Banks

Nguyen Thu Ha
The State Bank of Viet Nam

Over 10 years of renovation and more than 8 years of implementation of 2 Banking Decree-
laws, the Vietnamese banking system has significantly changed, gradually integrated into
international market, and has met the requirements of transforming the cconomy from
centrally - planned to market mechanism. In fact, the Vielnamese banking system has
increasingly developed in terms of the size and scope of operations, providing various kinds
of products and services, actively contributed to promoting economic growth, national
monetary stability, enhancing the development of multi-sector goods economy and
implementing the strategy of industrialization and modernization of the country. It is
impossible to discuss the success of the Viet Nam's economy over recent years without
mentioning about the role of the banking system as a key factor contributing importantly

to the course of development and integration.

Especially, during recent 2 years (1997 - 1998), despite of the fact that the economic
environment was difficult due to the impacts of the natural calamities and the regionally
financial - monetary crisis, a transforming economy has not had a complete legal framework,
which is hiding unstable factors, the Vietnamese banking system has continuously made
efforts in maintaining economic growth and curbing inflation. However, the impacts of the
above mentioned factors are big challenges to the performance of the banking system. Now,
besides the achievernents, some banks fall into financial unsoundness. The non-periorming
loans originated from previously subsidized mechanism have not completely repaid, the
chartered capital of the banks is small, making the issue of safety operation of the banks

be of concern, which requires the immediate solutions.

I. Evaluate the Current Financial Conditions of Banks

1. General evaluation

It is possible to access the financial conditions of banks through evaluating some financial
ratios relating to the banks’ solvency, capital size, assets’ quality, banks’ performance such
as the ratio of liquid assets to total assets, equity to total assets, overdue debts to outstanding
loans, return on equity, operating costs to profit bearing assets etc. Nevertheless, regarding
the case of Viet Nam, due to the limited reporting and statistic system, the evaluation of the
financial condition of its banks has mainly based on some major financial criteria on capital

size, overdue debts and the outcome of banking business.
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Firstly, it should be noted that at present the banks in Viet Nam have small size of chartered
capital and of their own capital (equity). Although, recently, the banks’ capital tends to
increase over time, so far many banks (including SOCB and joint stock banks) have not had
adequate legal capital, as required by the Governments stipulation in the Decree No. 82,/
1998,/ND-CP dated 3rd October 1998. This situation partly makes impacts on the performance
of the banks, especially the banks solvency, which, in turn, to some extent effects the outcome

of banking business and the banks’ profit.

The issue of our concern is that the credit quality of banks is still not very good, which is
reflected by the ratio of overdue debts to total cutstanding loans of the whole system of 9.5
% as end of Dec., 1998, compared with the acceplable ratio of 5%. It can be noted that
recently the speed of credit growth has been maintained. Nevertheless, the credit quality is
not quite good, resolving of remains is slow. In fact, emergence of the overdues originated
from the new loans is limited, but the overdues originated from the old ones are still existing.
Thus, in general, the ratio of overdue debts to the outstanding loans has decreased, but at

low pace.

Theorelically, it is cbvious that the higher the ratio of overdue debts to outstanding loans
the lower the degree of solvency the banks havé. The prolonged existence of high level of non-
performing loans may easily cause the insolvency of banks, ultimately cause bankrupicy.
In reality, the ratio of overdue debts to outstanding loans of the whole system tends to
decrease, but the high ratio of overdue debts, as mentioned earlier, certainly cause our
concern over the solvency of banks, especially of the joint - stock banks which usually have
the highest ratio of overdue debts in the whole banking system. The general picture is that
the banks are still under the burden of having the overdue debts and collateral in the forms

of real estate,

As mentioned earlier, there is existence of overdue debts, non-performing loans in arrears
partly due to the fact that the oulstanding overdue debts in the past have not been repaid,
which is a burden to the banks. Besides, the banking business of some banks, especially of
the joint - stock banks has not met the requirements of market economy, the operations are
still risky, the monitoring, supervision and internal control are not efficient, especially the
legal documents have not been synchronic, which are the reasons behind the current situration

of overdue debts.

Relating to the situation of overdue debts, an issue to which the banking system has paid
attention is the resolving of collateral and mortgage, so far the bank’s big amount of overdue
debts have not been uncollected, as many loans have been backed by the customers collateral,
mortgage. As for the whole country, the value of overdue debts of the commercial banks
which is related to and guaranteed by property, real estate is not relatively negligble. A big
amount of property’s value is “frozen” in the form of collateral mortgage that has not been _
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sold, and has not been used effectively for the economy. A big amount of capital has been
blocked in the court’s cases such as Tamexco, Minhphung Epco, and Nam Dinh Textile.

Recently, the banking system makes efforts to enhance the efficiency of its performance, the
strength in doing business and the financial soundness. Especially, the State Bank of Viet
Nam has consecutively formulated and improved the legal framework to make it be
comprehensive and synchronic to facilitate the commercial banks to overcome the situation
of overdue debts. Besides that, with regard to the banking business of the whole system, it
can be noted that the banks themselves actively stimulated lending and investment activities
to provide capital for production and business, as well as to create banks’ profits. In fact,
as of end 1998, as estimated, the ratio of outstanding loans to total deposits and mobilized
funds was 72%. According to some economists, with regard to the management of banking
business of each bank, the ratio of capital utilization, i. e the ratio of outstanding lending
and investment to the total mobilized funds of between 0% and 75% was considered as ideal
outcome, the ratio of more than 80% reflected a sign of weakness in solvency (payment
capacity}, the ratio of less than 60% reflected inefficient business. Thus, the recent

performance of the Vietnamese banking system is still showing optimistic signs.

Moreover, the above comment can be further affirmed by the outcome of the whole system.
So far the return (profit before tax) on equity of the whole system is 4.9% and the ratio of
return on total assets of the whole system is 0.6%4. The business return (difference belween
income and expenditures of the banking group (categorized by the type of ownership) is
adequate Lo compensate the costs and to make contribution to the State Budget. However,
it is possible to oblain the most accurate outcome after carrying out risk provisioning and

paying the outstanding debts.

2. Evaluate each banking group

2.1. 'The group of state- owned commercial banks (SOCBs)

a. General comments!

So far, within the Vietnamese banking system, there have been 6 state - owned commercial
banks (including 2 newly established banks: Bank for the Poor and Bank for House Development
of Cuulong River Delta). The recent performance of the SOCBs has showed that the SOCBs
have maintained and developed their leading role in the monetary and banking business.
Especially in the circamstances of the impacts of the regionally financial and monetary crisis,
the status of the SOCBs has been consolidated. This can be noted through the fact that the
ratio of the mobilized funds of SOCBs reached 80% of total mobilized funds of the whole
system., Besides that, the eredit share of SOCBs as well as the return of SOCBs also accounted

for a big proportion of the whole system.
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b. Main financial conditions:

Firstly, as the general evalﬁation on the size of own capital, chartered capital of banks in
general in Viet Nam, state-owned commercial banks (SOCBs) still have limitation on capital
size. Capital of many banks is under the legal capital level, which is from 1,100 to 2,200 billion
VND as stipulated by the Government. At present, the insufficience of chartered capital as
approved is also a big difficulty for state-owned banks, limitation on capital size leads to
limitation on solvency (payment capacity), competitiveness and finally on the return of
banks. Therefore, the Vietnamese Government is now supplementing capital to state-owned
commercial banks to strengthen operating ability, ensure the maintenance of the leading

role of these banks in the system.

There are still outstanding problems on credit quality of state-owned banks that need to
have measures for resolution. Lending activity is not really effective due to the limitation
on administrative and executive capacities and the fact that the professional level of credit
officers is poor, many officers still lack in experiences and there are limitations in the
mechanism and policies. A heavy burden to state-owned barks is that they have to take the
role as policy banks, when necessary, to solve the remains of the past as well as to provide
directed lending in accordance with the Government’s instructions. Consequently, up to
now, the ratio of overdue debts of state-owned banks is up to about 8.2%, a little lower than
the average lével of the whole banking system. Many overdue debts, bad debts relating to
loans for which the collateral assets can not be resolved. In reality, if all capital amount
“frozened” in the form of collateral assets is resolved, the ratio of overdue debts and bad

debts of state-owned banks will reduce considerably.

However, generally speaking, there are improving signs in state-owned banks' activities,
the ratio of newly-arised oxfei'due debts is getting limited, the resolution of frozen debts and
bad debts is strengthening. State-owned banks make profits in their business activities which
create the accumulative source and contribute a big revenue to State Budget annually. The
most remarkable thing is that state-owned banks are recently continuing to contribute a
significant part in lessening the adverse impacts of the regional crisis on the country’s

economy.

2.2. Joint-stock bank group

a. General evaluation:

Firstly, within only 7 years of implementing the renovation of the banking system, up to
now, there are 51 joint-stock banks in the Vietnamese banking system, of which, 31 banks
are urban joint-stock banks mainly locating in HoChiMinh City and the South. The
establishment speed is rather fast and the quantity of joint-stock banks, up to now, is rather
big. Over the past few years, joint-stock banks constantly developed on their size, capital
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and operating organization, met the demand of capital for economicdevelopment, particularly
in the area, gradually formed some strong banks which operate effectively so as to help
reinforce the banking sys{em after the renovation period. Joint-stock banks have, with their
initial results, gradually affirmed themselves of their establishments, which are in line with
the common trend and the market mechanism. However, there is still much concern about
the operating quality of joint-stock banks’ group at present, especially some banks which
were established from bad-performing credit co-operatives in the past, their remains have

not completely solved, credit worthiness is low, which may lrigger an unsecured case.
b. Financial conditions:

The most common feature of joint-stock banks is that their size is too small and they do
not operate effectively, their chartered capital is low and they are meeting difficulties in
increasing their chartered capital in accordance with the regulation of the Government (until
the year of 2001, up to a minimum level of 70 billions VND for urban joint-stock banks in
Hanoi and HoChiMinh Cities, 50 billions VND for other urban joint-stock banks). If no
measures are to be taken to increase chartered capital of joint-stock banks in order to widen
their size and enhance the safety in operation in a strongly competitive environment, especially
in HoChiMinh city area, joint-stock banks will hardly develop in a strong way. In reality, all
joint-stock banks’ chartered capital, up to now, which is added up, is still tco small as
compared to thai of state-owned bank group, joint-venture banks' and foreign banks’
branches'group. Moreover, many joint-stock banks have not, inalong period of time, increased
enough capital in accordance with the Government's regulation. Up to now, there still have
more than a third of urban joint-stock banks is lacking in chartered capital pursuant to
regulation. In HoChiMinh city, many joint-stock banks lack in chartered capital, many banks

have capital level which is lower than 50 billions VND, or even lower than 25 billions VND.

In other words, operating quality still reflects weaknesses, lack of business experience in
market mechanism which includes a lot of risks, the limitalion in management also cause
5 overdue debt situation or losses in guarantee for export-import letter of credit (L/C).
At present, joint-stock banks are the first in lending ineffectively with the overdue debt of
159, the average ratio of overdue debts of joint-stock banks is nearly 2 times higher than
that of state-owned banks, some joint-stock banks fail to make payment. Rural joint-stock
banks have the ratio of overdue debts over the total outstanding loans lower than that of
urban joint-stock banks, but their credit activities arestill risky. Ingeneral, the bad-performing
activities of joint-stock banks are because of subjective reasons of banks, which relate to the
professional level, limitation in management, business capacities, etc, and objective reasons
relating to customers of these banks who are mainly private businesses, houscholds with
higher risks as compared to other banks. However, the business outcomes of joint-stock
bank group show that there are some banks which initially make profits and contribute a

cer{ain part to State Budget.
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2,3, Joint-veniure banks and foreign banks’ branches group

a. General evalualion:

According to the State Bank’s figures, up to now, there are 25 foreign banks’ branches, 4
joint-venture banks operating in Viet Nam. In general, as evaluated, foreign banks’ branches
and joint-venture banks operate more effectively than local banks, contribute considerably
to assisting the economy stable and growth. Business result reflects the difference between
revenues and expenses which are gradually increased over the years and at a high speed.
The overdue debts ratio of joint-venture banks and foreign banks’ branches is still at the
lowest level as compared to that of other banks in the whole banking system in Viet Nam.
Foreign banks' branches, joint-venture banks have paid attention to maintain the safety

proportion in business activities.
b. Financial conditions:

Joint-venture banks and foreign banks' branches’ own capital have gradually increased
over the past few years. Notably, as of end of October 1998, foreign banks’ branches’ own
capital increased by 22.6%9 as compared to December 1997, while joint-venture banks’ own
capital only increased by 11.4%5 in the same pei‘iod. The main reason was that the subsidized
capital and chartered capital of these banks are in USD, so they are increased when converted
to VND due to the devaluation of VND to USD.

With regard to the credit quality, the overdue debts ratio of joint-venture banks and foreign
banks' branches are lowest in comparison with that of other banks in the banking system.
The ratio of overdue debts over the total outstanding loans of these banks is about 2.3%,
the ratio of bad debts is about 1.2%4 as compared to the total outstanding loans. However,
a remarkable issue is that although the ratio of overdue debt to the total outstanding loans
in 1998 only in foreign banks' branches was still at the lowest level (1.52%), but the growth
of new overdue debts is faster than that of other banks in the system. According to the State
Bank'’s evaluation, the sign of increasing ratio of overdue debis especially of bad debts of
foreign banks’ branches and joint-venture banks, is a problem that needs to be solved

quickly.

However, in general, foreign banks’ branches and joint-venture banks still achieved a
rather satisfactory result in their activities. It was reflected in the ratio of profit before tax
over equity of 6.75% of these banks, the ratio of return over total assets of 1.72%, while
these ratios of the whole banking system, as mentioned above, are 4.9% and 0.626 respectively.
Foreign banks’ branches achieved remarkable results and in 1998, their profit before tax
increased considerably, as compared to the end of December 1997 and occupied about 30%
profit of the whole banking system.
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I, Prospect of Banks

1, The banks will take measures to strengthen financial situation and reduce
overdue debts to an allowed level of about 5% of the total outstanding loans

As cvaluated above, overdue debt is now the most outstanding problem in commercial
banks’ aclivities which requires a solution for this issue. Moreover, in reality, there are
many different reasons that cause overdue debt and bad debt situation, however, the main
reason is that there are a lot of regulations on this issue, which are not concrete, complete
and synchronic, which cause difficully in applying uniformly. There are many difficulties
and problems relating to the possessions’ right and the right of using those assets for
resolution, sale of collateral assets to recover capital for banks. As a result, one of the
measures for resolving overdue debt and collateral and mortgage problems is to improve
regulation on ensuring borrowings, collateral and mortgage of bank’s loans. In the near
future, banks will gradually increase their self-control rights and bear responsibilities in
lending and making decisions on whether or not to have security for borrowings and restrict
and gradually eliminate the “Asking-Giving" mechanism in collateral and mortgage which
likely cause the adverse and negative impacts to credit activilies and cause overdue debts.

Besides, commercial banks’ rights in resolving collateral and mortgage assets willbeenhanced.

According to the estimation of some banking experts, as other countries in the world, the
establishment of the Debt Trading Company or the Center for Management and Auction of
collateral assets in the future will assist banks to lessen the burden on overdue debt and

on unrecoverable loans because of difficulties in resolving collateral assets.

Apart from renovation in resolving collateral assets, the banking system keep on renewing
in classifying loans and establishing risk provision funds to prevent and limit the new overdue
debt arised and solve the remains (Solving frozen debts, overdue debts, bad debts through
writing-off, rescheduling debts etc.). By implementing new regulations on these contents,
banks will enhance their management abilities, prevention of risk and credit quality, and

ensure the safety of operations.

‘Moreover, up to the year 2000, the constant strengthening of the banking supervision,
inspection and the implementation of regulations on safety ratios in monetary-credit activities
of banks and periodically evaluating and classifying banks in accordance with CAMELS
standard, the strengthening of the internal control will contribute to ensure the safety and
healthiness. It is hoped that, with the above renewals, banks will achieve their objectives in
decreasing overdue debt and limiting it at an allowed level of 5%.

2. Based on the restructuring of banks, the Vieinamese banking system will

develop on capital size, operating scope and become a multi-functioned banking
system
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An issue raised at present is to overcome the problem that the quantity of bank is rather
big, but the number of banks which are really strong is small and the banking system needs
to be quickly reinforced and reorganized. In the coming time, banks will, with the plan on
strenthening and restructuring of joint-stock banks and state-owned banks, be strengthened
on authorized capital size and own equity so as to strengthen the payment capacity and
enhance the competitiveness in their business that leads to an increase in profit level and
contribution to the State Budget. In the short-run from now to 2001, chartered capital of
banks will be gradually increased to achieve the level stipulated by the Government to each

banking group categorized by ownership type.

According to the plan, the restructuring will be executed for all joint-stock banks in 2
years, from 1999-2000, after pitot restructuring in IfoChiMinh City. Based on the ranking of
joint-stock banks pursuant to the level of safety of operation, number of banks which operate
weakly and badly, have signs of incurring insolvency and hardly have ability to increase
chartered capital will be closed or merged. The remaining banks will be reorganised and
reinforced their operations. Consequently, until the year 2000, joint-stock banks will consist
of banks with larger size as compared with the present and have higher capacity to bear
risks and enough competitive power in operation. Besides, real financial situation of state-
owned banks is also evaluated by implementing the independent auditing. Therefrom, state-
owned banks will solve the remains such as increasing chartered capital to legal capital,
solving frozen debt, overdue debts and bad debts, and making progress in arranging and
reinforcing their operations. As estimated, in 2 years, state-owned banks will be strengthened
in operational scale and managing and executing system and the internal checking and
controlling systems will be reinforced. In the long-run, some state-owned banks are expected
to be equitized with shares cpntributed by foreign counterparts. Especially, the preferential
credit activities and directed lending of commercial banks will be transferred to policy
banks. Thus, Vietnarﬁese banking system will comprise multi-functioned banks and ensuring

the financial healthiness, safety and effectiveness in operations.

3. Banks will develop in the direction of enhancing the self-control in business,
liberalization and integrating with the international market

To raise effectiveness, in the future, banks will be self-control in their business, especially
in ensuring capital source for lending. Each bank will actively and independently strengthen
the mobilization and the intervention and assistance in the form of refinancing from the
Central Bank will be gradually reduced. Besides, banks will be more and more independent
in their business decision, ensuring loans and defining the necessity in requiring collateral

and mortgage for loans as well as the resolution of these assets.

Moreover, it isimpossible that Vietnamese banks can not, in the recent economicenvironment,

take part in the liberalization trend in the region and the world. In the coming time, banks’
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activities will, with such spirit, become more and more competitive in a “level playing field”,
complying with the principles of the market economy. Banks will be more and more independent
in their decision on interest in accordance with the supply-demand changes in the market.
To ensure the safety in operation, financially healthiness, transparency and integrating with
the international market, banks will upgrade their accounting system in line with the
international standards. As mentioned above, the regular ranking of banks under the
CAMELS method is also a step in the renewal program to maintain the safety of the system

and alignment with the international standards.

To meet the increasingly demand of the economy, apart from raising financial ability,
managing and executing capacities and the good implementation of regulations on safety
ratios, banks will constantly enhance the quality of services through strengthening the

modernization of banking technology and upgrading the officers’ professional level.

Conclusion

This writing concentrates on basic aspects on financial conditions of banks operating in
Viet Nam in general, as well as banking groups categorized by ownership type in particular.
Based on the assessments on the real situation, this writing gives projections on prospects

of banks in the short-run as well as in the long-run.

It is said that banking activities in present cconomic environment are facing many
difficulties such as: scale and financial abilities of banks are limited and the issue of overd
ue ebls is requiring a measure to solve quickly. However, in the coming time, the Vietnamese
banking system will make significant changes. The restructuring of banks, especially joint-
stock banks and state-owned banks together with the establishment of policy banks and a
number of renewals on the mechanisim, policies, supervision and controlling activities etc.
will assist banking system to become strong in scale and healthy in finance and ensure to

meel the increasingly demand of the economy.
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