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3—1

Private Sector Promotion
— A Breakthrough of Viet Nam's Economic Reform

L.e Dang Doanh

Central Institute for Economic Management

Viet Nam's private sector is experiencing "the second wave” of its development since Viet Nam embarked
on the economic reform. "The first wave" occurred in the early 90s of the twentieth century, when the Private
Enterprise Law and Company Law were promulgated. Within a short white after the legal framework was put
in place, tens of thousands of private enterprises, companies were born with thousands-of-billions-worth
capital invested in the economy (Chart 1). Viet Nam's private sector soon asserts its position, role, particularly
in generating jobs for labour force and becomes one of the component parts of the economy.

The Vietnamese Government has step by step developed a business environment favourable to private
enterpnses compames However the prlvate sector of Vret Nam is strll small and infant, madequate cap:tal
technology and unable to compete falrly yet. Three groups of matters which need to be solved ﬁrst so that this
sector can be stronger are as follows: (1) The Government needs 1o create a more open environment through
policies and diverse supports for the pﬁvate sector; (2) Improving reroarlrabiy capacity of the private enterprises,
companies such as mcreasmg skills of workers, management skills of enterprise management, level of
technology, marketing. ..; (3) makmg the infant and weak prrvate sector be able to compete in the context of
international mtegratlon the ICT and electronic cornrnerce

An argument shared by many economists is the business environment considered open, favourable to private
mvestors must satisfy 4 cntena ()] Havmg the "m—ou " mechamsm and move easily in the market (ii) Having
the mechanism enablmg easy access to resources (production and market elements); (iii) Havmg supporting
rneasures, incentives for investment, business expansion; and (iv) Motivating the entrepreneurship. This writing
will drscuss the above mentioned 4 criteria. _

The subject matter pnm.mly referred to is the non- agnculture private sector, mcludmg the domestic non-
s_tate-owned ent_erpnses. The domestic non—agnculture non-state-owned enterpnses are classified into two
groups:

': _‘- ‘. "Formal" group wl'uch mcludes domestlc enterprrses in the form of private enterprlses hmlted

habrl;ty comparues jOlﬂt-StOCk companics, partnershlps co—operatlves
. "Int‘ormal" group which includes business individuals and households quasr—cooperatlve 'production

groups and sorne other productron and tradmg entrtres namely groups m mdustrlal vrllages
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1. institutionalization of business freedom

The Private Enterprise Law (1990) and Company Law (1990) have, for the first time ever, created the
formal legal framework for the private sector in Viet Nam. The nine years of existence of the two laws have
witnessed births of nearly 30,000 private enterprises and companies. The highest increase in number occurred
in 1991-1993, then it was decreased, especially in the late 90s when the regional financial crisis happened
(Figure 1)

- The number of enterprises in the private sector increased as low as only 4% in 1998 against 60% in 1994.
Similarly, the number of enterprises of other forms was on a slowdown rise in the late 90s and some forms
even declined in number.

The feduction of market participants of the private sector at that stage is e:tplained in various Ways. But
there is a common reason that many people realized is the inconsisténcy of legal regulations, even over
regulation on business participation of the two above laws. And closely linked to it, there are man.y tangible
and intangible "barriers” contrary to laws created by public authorities. The problenlatic reality created the

need of a new mechanism, that resulted in the Enterprise Law being in place which replaces the Private

Figure 1 Percéntag'e of growth of 'some types of 'enterprises in the non-stéte sector
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Source: According to the data of GSO

Characteristics of the formal type are: having the form of enterprises regulnted by the law, registering in accordance with
the stipulated process and procedures, having ofﬁce, seal, bank account, company-styled managérhent system, having
adequate booking, accountmg system in accordance with regulations of the law on accountmg Furthcrmore unlike
product:on units of the informal type, enterpnses of the formal type have 10 ernploy mare wage Iabour lts productlon
and managerment are more systematic, production process is more technology and engineering-conscious and they have
larger business territory. L _

In many countncs co-operatives are unt:ke that in Viet Nam and thus, they are not counted as an emerpnse In Viet
Nam, by the nature present co-operatives are like timited l:ablhty compames although its management and production

systems are simple and at a lower lavel and they enjoy more favourable treatments by the Government.
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Enterprise Law and Company Law and have been producing a breakthrough of Viet Nam's ongoing economic
reform, '

By removing the procedure of licensing enterprise establishment, eliminating 165 business licenses, cutting
down on administrative procedures of business registration, within just 9 months after the Enterprise Law
took effect, according to the incompleate statistics (reports from 42 oul of 61 provinces, cities) 9,863 new
enterprises have been established with the total registered capital worth VND9,397 billion (excluding
supplementary registered capital of operating enterprises); more than three-fold increase by the number of
enterprises and more than double by capital amount against 1999 as a whole. The noteworthy point is during
9 months, 440 new share-holding companies were established, more than the accumulated number of all
share-holding companies established during the past 9 years.

On 10 October 2000, the IO;OOOth enterprise was granted Certificate for Business Registration in accordance
with the Enterprise Law. The projection for the end of 2000 is around 12,000 more enterprises will be established
under the Enterprise Law making up the registered capital of about VNI12,000 bitlion (equivalent to USD850
million), accounting for about 3.7% of total investment capital. That does not include tens of thousands of
new business households established. (Data on cémposition structure of forms of new enterprises, registered
capital structure, businesses are éhown in Ch.a:ts 3,4, 5, 6 and 7 of the Annex).

According to reports from provinces, on average each enterprise established employs 20 labours. Thus, the
enterprises established during 9 months of 2000 alone have created about 200,000 new jobs in the formal
sector, excluding tens of thousands of jobs iﬁ the informal sector. If subtracting 3 million labours working in
public authorities and the state-owned cntérprises {accounting for about l7.5% of the employed labours), the
balancé is 36 miliion labours wofking in the non-state séctor, of whom & million are invol.ved in the non-
agriculture employment. This data suggests the enormous contribution and important position of the private
sector in the market economy.

The Enterprise Law definitely constitutes a breakthrough, and is concurrently an important component of
the admiﬁistrativc reform. For the first time ever, derégulation is implemented in a scientific and practical
mannef, which brings benefits and vitality to investors and businessmen. Remnant of the "Beg-oﬂ"er" mechanism,
the feature of the transitional périod starts to recede.

Average expense in cash to establish an enterprise was down from more than VND8 million (even VND380
million} in the past to just VND550,000. Yet, as a result of procedures trimming, the new enterprises established
during the early 9 months of 2000 saved VND70 billion in expenses for enterprise establishment of investors.

But the best merit is people's business freedom in accordance with the law is institutionalized.
2. Accessibility to resources and market - -

The three major resources and market element determining sustainable development of enterpnises are land
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space for business, investment capital and human resource. It is sound to say that the private sector in Viet

Nam have to "struggle” for these production elements, development will become nowhere possible without

them,

2.1 Land space for business — the biggest hurdle

Most of private enterprises, companies have to use their own residence, garden land as business space.
The Land Law (1993) just stipulates the allocation of land to farmers and agriculture, forest, fishery
households along with all the right contingent upon land-use right. Not until the promulgation of the Law
on amendment and supplementation to the Land Law (1998) were contingent rights of land-use, land-
rent stated for investors (non-agriculture}.

While the amended law is enacted, the shortage of land for production, as well as of necessary
infrastructure facilities is still so common for non-statg-owned enterprises. In many provinces, due to the
non-existence of space planning for industrial production, the non-state-owned enterprises do not have
opportunity to rent space in the local area to set up workshops. Large industrial zones with modern
infrastructure facilities charge high rental prices which only big enterprises and the state-owned enterprises
can afford, rather than private enterprises, companies with small sizes and financial constraint.

. Many nén-state-owned enterpﬁses have to re-rent spéce of state-owned enterprises to open Wbrkshops.
A survey. on some non-statc-ow.ned. enterprises in Ha Noi and Ho Chi Minh Cify conducted in 1999 by
JICA (Japanese) experts reveals that only 531% of the enterprises survey.ed use their_'.own land to
acéommbdate produéﬁon, the rest has to rent from the Govemment or re-rent from the state-owned enterprises
or organizations. The ratio of land re-rent in Ha Noi is even higher than that in Ho Chi Minh City.-

For many cases, in order to get rental land, investors have to spénd a large amount for land clearance,
damage compensations (literally purchase the land-use right at the price far higher than the rental charge).

The above term of land rent and land re-rent make 'produ_ct prices take off, because besides the land

taxes payable to the State, private investors have to add sums of fees paid to the state-owned enterpriscs

and organizations having land for rent. The consequence of this practice is the non-state-owned enterprises
re-renting land (primarily short-term rent) dare not to make long-term investment in machinery and

equipment because they fear they have to return land at any time.

2.2 Difficult access to investment credit
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The survey on 452 private enterprises, companies conducted by the Central Institute for Economic
Management in the third quatter of 2000 indica:tes that regarding capital structure of enterprises, 69% of
enterprises use their own accumulated éapital, up to 45% of enterprises borrow from their rel.at-i'ves'“,
friends and only 21% borrow from state-owned commercial banks and 11% borrow from joint-stoék

commercial banks: :



Capital shortfalls are very popular since private enterprises, companies themselves are still very infant,
their assets are too {imited to use as collateral for necessary amount of credit and they are short of
reputation to get uncollateralized loans.

It is a matter of fact that the commercial bank system whose pivot is the state-owned commercial
banks is hesitant to lend to the non-state-owned enterprises for many reasons: difticult to watch and
oversee investment; high transaction cost since borrowings of the non-state-owned enterpriscs are not as
big as lendings for state-owned enterprises; credit officers do not adequately confide in non-state-owned
enterprises; business plans presented by the non-state-owned enterprises to banks do not have high
feasibility; the non-state-owned enterprises are likely to understate their business performance to evade
taxes, and they, therefore., cannot gain trust of banks. It is difficult for the non-state-owned enterprises to
access to soft loans by the State because of troublesome screening procedures and favourable treatment
given to the state-owned enterprises by authorities. .

All the above factors make enterprises in the private sector resort to informal financial market with
high interest, short maturity, insufficient credit supply’. Among 313 out of the 452 private enterprises,
companies surveyed receﬁtly by CIEM getting loans in. the informal financial market, 108 enterprises
have to pay the interest of between 1-3%/month, 15 enterprises pay the interest of 3-5%/month. -

- The underdevelopment of the commercial bank system hamstrings capital mobilization of enterprises.

-The weaknesses of the commercial bank system lie in the following aspects: sparsé hetwork, slow and

inconvenient settlements, poor appraisal capacity, power, responsibilities and benefits of credit officers
are not clearly determined which fail to encoﬁrage them to a.pproach and satisfy needs of enterprises.

Loans of commercial banks are pﬁmarily short-term. Onty 30% of loan outstanding is medium and
long-term and most of these credits are for state-owned enterprises®. Even the non state-owned commercial
banks also reserve up t.o 30% of their capital portfolio for lénding to state-owned enterprises. In 1998,
commercial banks spent 66% of the medium and long-term credit for enterprises, and 21.6% for individual
lendi'ng. whereas en'terprises in the formal privaté seétor could get only 12% of the total medium and
long-term credits. | | o

Working capital shortfall is also a common problem. It makes the non-state-owned cntc‘rprises live on
subcontractmg with matenal supphers | ' o _ _

As said earlier, bankmg procedures are complicated, in addltlon to it, regulalmns on collateral
requirements are Vng')t developed adequately yet: few assets can be used as legitimate collateral,_ land-use

right is uSually not tegitimatized by land titling?, frequently banks underrate the value of collateral to

Tran Kim Hao, Research on mformal financial market of SMEs in V:et Nam, 1995
MPIL-JICA, Study on promotion of small-and medium sized cnterpnses in Viet Nam, 1999. .

. The survey by JICA experts in Ha Noi and Ho Chi Minh City in 1999 suggests that only 65% of enterprises usé their own
land which are titled. The ratio in Ho Chi Minh City is higher than in Ha Noi and reaches 78.6%.

187



ensure their safety.

2.3 Inadequately trained human resource

Labour growth of the non-state-owned enterprises is higher than that of the state-owned enterprises (the
Table 1). Comparing 1998 with 1997, labours of the state-owned enterprises increased by only 0.3%
whereas that of enterprises in the private sector increased by 16.2%.

The formal private sector (including non-agriculture co-operatives) accounted for only about 1.6%

. employment in 1998*. Private family firms and enterprises in other private sector accounted for over

64% industrial employment while the state-owned enterprises, which produces a major proportion of
industrial output, accounted for just 24% industrial employment, foreign-invested enterprises accounted
for only 12% industrial employment®. _

During the years of employee cut down crusade in public administrative authorities and state-owned
enterprises, it was primarily the private enterprises, companies who absorbed employees made redundant
by the state sector.

However, the enterprise management of non-state sector in Viet Nam was primarily trained during the
90s. They, therefore, are lack of experience in numerous aspects ranging from fnanagément skills to

knowledge of technology and market... The major problem of human resource is the shortage of technical

 workers such as qﬁaliﬁed engineers and highly skilled workers’. As a result of public attitude not showing

due respect to the private sector, only those with little qualifications, limited opportunities go to work in

the private sector.

For the non-state-owned enterprises, access to human resources training services of the State is limited

Table 1 Employment growth of various forms of enterprises by percentage

Enterprise sector 96 against 95 97 against 96 98 against 97
State-owned enfcrprises 217 47 03 |
Private family firms & farmers 3.4 3.1 34
Enterbrises in the private sector 13.7 1_2..0 162
Co-operatives 201 169 3.7

Source: GSO, MPDF. Viet Nam’s undersized engine, 1999
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MPDF. Vict Nam’s undersized engine, 1999, - . Lo
Viet Nam Preparing for Take-0ff? An informal Economic Report of the World Bank, Hanoi, 1999.

- MPDF zesearch “Viet Nam’s undersized engine”, 1999, indiéafes that 54 of the directors interviewed say about difficutties
in getting engineers, technical workers and skilled workers.




primarily due to limited funding for it. Present training programs of vocational schools and technical
workers training institutions are unable to meet the needs of enterprises because of more emphasis on
theories, little practice, training syllabuses being outdated and not matching with practical requirements.
At present, only a few local training institutions of technical workers are equipped with modern facilities

as well as syllabuses, curriculums and training schemes.

2.4 Marketing and exporting difficulties

The local market is still too small because consumers' low incomes and low growth. The strategy on
industrialization characterized by import substitution through projects funded by large state budget-
transferred capital but generating few jobs decelerate improvement of incomes. Moreover, the strategy
on industrialization in the rural areas where more than 80% of population live is not considered adequately
and does not aim at rapidly raising incomes of the poor through job generation. Also, the State is a big
consumer but the goods used by the State, as far as experiences are concerned, are not products of the
non-state sector. Consequently, local consuming market 6f products by enterprises in the non-state sector
grows siowly.

Being naturally small, the local market is flooded by illegal imports or goods sold at dumping prices,
that erodes sign'iﬁcantiy business opbortunities of private businessmen. Besides, a good number of the
state-owned enterprises having existed for tong are also in the trouble of job shortage and have to capitalize

~on every investment.opportunity to compete with non-state-owned enterprises. Contract co-operation
between large-sized state-owned enterprises and small-sized non-state-owned enterprises has almost not
taken place. They all shackle the development of non-state-owned enterprises.

Regarding exports, problems the non-state owned enterprises face are:

. Eimited access to import-export quota and practicaily the state-owned enterprises take precedence;

. Lack of information about markets and overseas customers, shortage of marketing network;

»  Export credit and export insuranée cannot meet the needs of non-state-owned enterprises;

*  Complicated, troublesome customs procedures, discretionary application of import-export taxes

due to inadequate tax codes;

Difficulties in prom'oting trade can be _Seen in the fact that the private sector can hardly get
participation in delegations of enterprises to go abroad, hardly show and advertise their products for
export, lack of personnel with propei' capability, khowleclge and experience in international trade;
. Delay in import tax reimbursement.

3. Support and encourage business and enterpreneurship

- The third important requirement of a favourable business climate for enterprises in the private sector is a set

189



of suitable and practically feasible business supporting measures. The set of policy measures primartly depend
upon management skills of the Government.

The Law on domestic investment (1994) followed by the Amended Law (1998) have created some policy
measures to guarantee, support and provide investment incentives to investors of every economic sector. The
policies aim to encourage consulting, training activities, management skill improvement, market, scientific
and technological information supply, intellectual property protection, marketing, trade promotion, association
and fellowship establishment; concession in import taxes, corporation income tax, land tax, land rent, land-
use fee.

Incentives are perceived attractive. However, they cannot get its way to many of the private investors due to
obstacles generated from law enforcing bodies.

One of the obstacles lies right in the perception and stance of many people who do not value the private
sector. Consequence of this conservative attitude and perception is the prejudice and discrimination between
the state-owned enterprises and enterprises in the private sector which can be obs.erved iﬁ many respects, even
right in the policy side and policy implementatlon side. For instance:

*  The state-owned enterprises can get bank credit more easily than the non-state- owned ones and
generally, collateral requirements are exempted while the non-state-owned enterprises have to strictly
the observe collateral requirement;

»  The state-owned ehtel"prises. can more easily rent land than its counterpart in the non-etate sector;

*  The state-owned enterprises get easier access to Government's favourable cre.dit than the non-state-
owried_entei'prises; |

«  Authorities are likely to take tﬁore care of and support the state-owned enterprises than the non-
state-oWned enterprises;

*  The state-owned enterprises get more informatidn fro;ﬁ public authorities than the non-state-owned

enterprises;

Employees and rﬁanagement in the state-owned enterprises can get accese more easily to short- -
term, free training services given to enterprises by public inetitutions than in the non-state-owned

enterprises.

Many Vietnamese private enterprise managers clalm that before bemg thrones they need to be respected

treated equally by the law and in the society.

4. For conclusion
A challenge for enterprises in the Viet Nam's: underdeveloped pnvate sector at present is how to compete to
survive and develop under the circumstance of international integration. To be more precise, given the

circumstance of capital shortage, outdated technology, low level of technical and management‘ skills . and
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being embattled with the resounding development of science, engineering and technology, particularly the
development E-commerce, information technology the challenge become, no doubt, enormous for private
enterprises, companies.

On their own side, enterprises in the private sector need to consolidate themselves and develop advantages
of their traditional products or "distinct” products which the state-sector and foreign counterparts cannot
compete i:vith. Furthermore, the strategy on expanding joint venture with foreign enterprises would be an
important "leap” in improving competitiveness and ability to integrate.

On the Government side, since September 1999, the Vietnamese Government has undertaken Actions Plan
on private sector promotion in the framework of Miyazawa Initiative. It is an expanded reform plan consisting
of 42 items of measures covering 3 aieas: (i) Improving financial environment; (ii) Improving business
environment; and (iii) [mpleméntation solutions.

U'p to now, 24 in the 42 measures have been completed, helping improving remarkably financial environment
and business environment in Viet Nam. Salient achievement of the 2000 reform is the application of the
Enterprise Law to life producing an important breakthrough in development of the private sector. It is then
followed by the removing of ceiling interest rate, relaxing regulations on foreign cutrency control, establishing
the Securities Trading Center which create premise for the developri‘ient of a financial market and financial
liberalization; enhancing implément_ation of the Law on Donicstic Investment (amended); amcndihg and
supplementing the Law on Foreign Investment in Viet Nam by putting in new regulations more favourable to
foreign investors (namely, tax reduction on profit repatriation, designating responsibilities of compensation,
land clearance to the Viet Nam side, relaxing the assent regulations, etc.).

' Howéver, although the Government has taken many enormous efforts to ptomote the private sector which
is very potential, what it has done is nowhere enough in order to create an open, altractive investment, business
environment where private enterprises, companies can bring their potential, intellect and vigour and

entrepreneurship into play.
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