26% in 1997, that led to decrease in foreign currency deposits of economic entities at banks.

In this period, the foreign exchange rate management of the State Bank was harmonized with
macroeconomic developments, especially external economic environment (the Asian financial and
monetary crisis that started in Thailand has spread its impacts to regional countries that makes
currencies in the region depreciating. As a result, the competitiveness of Viet Na-m’s export was
influenced negatively to some extent).

The State Bank adjusted the trading band of the VND against USD exchange rate to +-5%, then
+-10% and also adjusted the official exchange rate from 11,005 VND/USD (o 1,175 VND/USD at
the end of 1997, Again, in _19_9'8, the exchange rate was adjusted twice to the level of 12,998 VND/
USD (down by 16.3% in comparison witﬁ that at the beginning of the year) and then the trading
band was lowered from +-10% to +7%.

The dcprecnatlon of VND has enhanced the competitiveness of Viet Nam’s export to some extent,
In a'ddition, the quick recovery of Asian countries from the beginning of 1999 has contributed to
the high export growth rate (at 23.1% in 1999). Therefore, the foreign currency deposits of economic
entities at the banking system continued to rise in 1999, Morcover, the adjustment of the foreign
currency surrender requirement from 80% té 50% of total foreign currency revenue from current
transactions has contributed to inérease in foreign currency deposits of economic entities (Decision

. No 180/1999/QD-TTg dated 30, August, 1999).
+ Regarding to the foreign éurrency savings of individuals, in recent years, Viet Nam has attracted
a huge ambunt of Vietnamese overseas and worker’s remittances to the.i.r relatives. Since 1995, the
fee charged on remittances has been ab(.)lis.h“ed, that led to a remarkable increase in transfers (about

- more than 1 billion USD/yeaf). In addiﬁon, a huge amount of idle foréign currencies accumulated
by households in the previous period flowed to the banking system in form of foreign currency
savings (the growth rate of foreign currency savings is 115%-135% in 1996-1998 and 35% in
1999)..It can be expiained‘by low inflation, .Vie'tnamese Dong’s appreciation (due to the State

Bank's adjustment as mentioned above) and low lending rate of Vietnamese Dong.

(3) The concentration of deposits -at ihe banking system
The above part mentionea the funds of enterprises flowing to the banking system in the form of deposits.
. Whether these funds flow éonccﬁtratcly to some banks or spreadly to every bank? This is an important
| question for coﬁsidering improve'mcnt of the compéti[ivencss in bahking activities.
The Vietnamese banking systcm has been expandcd day by day. At the end of 1999, the banking system
" of Vlet Nam mcluded 4 state-owned commercial banks the Housing Development Bank of Mekong River
- Delta; The Bank of the Poor; 51 joint stock commercial banks 4 joint venture banks; 24 forelgn bank

- branches; 960 People s Credit Funds; 2 joint stock finance companies and 8 leasing compames
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Although the banking system has been expanded, the deposits have still concentrated on the statc-owned
commercial banks. The main reason is that these banks have advantage of capital scale. The state-owned
commercial banks accounted for 82% of total financial assets of the whole banking system, so these banks
have set up a branches network throughout the country and have traditional relations with many clients.
Moreover, from individuals and households’ point of view the state-owned commercial banks have bailout
from government. So the saving deposits at the state-owned commercial banks are still very high aithough

the deposit interest rates of non-state-owned commercial banks are higher than those offered by the state-

owned commercial banks.

Table 4 Deposits structure by financial institutions, 1995-2000
: : . . S - Unit: percent
95 96 97 98 99 3/2000

Total deposits 100 100 100 100 100 100
GDP _ - 74 13 78 &3 . B6 . 86
Total deposit’GDP 26 27 22 7 14 14

Source: SBV

Meaﬁ while, the joint stock banks have been established recently. They have small cap.ital, narrowed
branch network, so their competitiveness is weak as comparéd to that of the state-owned commercial
banks. Some loss-making banks that faced credit collapses and insolvency have been put in special _
supervision by the State Bank of Viet Nam, consﬁaining thé bénking sysfem’s fund moﬁ_ilizing. In addition,
the foreign bank anches with sound financial _situatiori 'afc still subject to the litﬁitation of ftmd mobilizing
level. 'fhe nﬁnimum of Vietnamese Doﬁg démand deposits from individuals_and legﬁl er_ltities' that have no
credit relatién with these banks'équal to 25% of the authorized capital pr_ovided by their parent banks (The
Decision of the Governor of SBV No 300/QD-NHS5 dated 13, November, 1996 on amending of operations

scope of the foreign bank branches and the joint venture banks in Viet Nam).

2. Credit of the banking systerh to enterprises

The credit of the whole banking system to enterprises (including the state owned and priv.ate eriterprises)
has rising trend. The main reasons are as follows: The reserve requirement rate has Beén adjustcd from 10%
in 1995 t0 5% in 1999 in order to support the liquidity and _reducé the operation cost; -The st:ate management
on the operations of credit institutions are oriented to the MReu The regulatidns promhlgated in recent yéars
for replacement of previous regulations accdrding to stipulations in The Law\.r of Credit Institutions_ has created
a legal framework for credit activities, minimized the state administrative intervé_ntion in credit activities of
credit institutions in order to give more autonomy to them (such as the Decision No 324/ 1998/QD,¥NHNN
dated 30, Sept, 1998 on issuing the credit rules of credit institutions to custémers). The upward trend of credit

reflects the increasing role of the Vietnamese banking system in providing funds to domestic business and
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production investments.

The Vietnamese banking system’s role is more clearly seen if its credit to enterprises is compared to the
deposits of enterprises at the banking system (see Table 5). The Table 5 shows that net credit to enterprises
was riéing in 1995-1998. In 1999, net credit to enterprises declined because the credit to enterprises slowed
down as a result of domestic investment decrease while deposits of enterprises at the banking‘system increased
thanks to export recovery at high growth rate. Unlike previous period when the banking system had only
played an intermediate role between the state budget and the state owned enterprises, the role of banking
system in economic renovation has been confirmed. It can be said that the banking reform is considered as a
key reform in economic renovation, coniributing to increase in domestic investments to reach high economic

growth in past years.

Table 5 Credit by the credit institutions, 1994-1999
_ - : Unit: VND million
95 96 97 98 99
Total credits 42,277 50,751 62,200 72,595 86,626

Bank for Agriculture and Rural Development 9,576 11,369 15,154 18,624 23,586

BIDB . 7,936 9,121 11,721 15,743 19,873
Incombank : 8,601 9,956 12,812 15,726 19,170
Viet combank 1,534 7,873 8,354 8,991 9,812
Other ' ‘ " 8,630 12,431 14,159 13,509 14,184
Total deposits of economic entities . 16,678 22,717 - 30,560 31,987 . .. 48,257
Net flow of funds to economic entities - 25,599 28,034 31,640 40,608 38,369

Source: The State Bank of Viet Nam

In term of absolute value, the credit to entefpris_es has increasing‘trend but the credit growth rate has

fluctuated depending on the monetary policy cronduc‘tion and economic developments.

- buring 1995-1997, the credit gro@th rate declined because the State Bank pursued a tight monetary
policy to contain the inflation, stabilize the valuc of Vietnamese Dong. Since 1995, The State Bank has
continued to apply the credit ceilings to the state-owned commercial banks (first impiemcntation was in

- 1994) az:ld- also ﬁbplicd to the non-state-owned commercial banks. In 1996, the State Bank allowed the
credit institutions to buy and sell their credit ceilings with each other. In 1997, the credit ceilings were
still applied. However, during implemé_n_tation the State Bank might consider request for increase of
credit ceilings by commercial banks if they were éppropriatc and efficient. In 1998, this ins'trumcnt‘ was
phased oui and the credif management was based,o.n lending rate ceilings and refinancing interest rate...
In this period; the refinancing interest rate was adjusted close to the lending rate ceiling (even higher

sometime) to pursue the tight monetary policy; constraining credit expansion of The credit institutions.
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Table 6 Credit growth rate classified by credit institutions 1994-1999

Unit: percent
95 96 97 98 99
Total credit 36% 20% 23% 17% . 19%
Bank for Agriculture and Rural Development 22% 19% 33% 23% 27%
BIDB 23% 15% 29% 4% 26%
Incombank : 22% 16% 29% 3% 22%
Viet combank 20% 4% 6% 8% 9%
Other ' 144% 44% 14% -5% 5%

-~ In 1998, the credit growth rate was lower than that of 1995-1997 period. This oan be explained by the
impact of Asian financial and rnonetary crisis. Due to the crisis, the economy slowed down; domestic
absorption declined, consumptioh especially domestic product.consumption decreased, that ied to decrease
in credit demand of enterprises for expandmg their producoon As aresult, the bankmg system’s capacity
of granting credit was constrained although in this year the monetary policy was implemented

- expansionary to simulate demand for investment and consumption.

- In 1999, the economy still faced low economic growth rate, deflation. The State Bank continues to
'porsue a expansionary monetary poliey through reducing the VND moximom lending rate of credit
institutions in five times. Refinancing rate was reduced to 0.45% per month and reserve rcqulrement
rate also was reduced. The monetary, credzt management was harmomzed with maeroeconom:c
developments supply and demand of funds i in monetary market with a view to help enterpnses to expand

their investments. In addmon the Govcmment allow the commercial banks to gwe credlt to consumers
to simulate domestic demand. o _

With the demand simulating measures and credit to overcome the aftermath of ﬂood in the end of the year,
the credxt growth rate increased but still at low level. The possible explanation is that there are potentlal risks
in business, so opportunities of investment in feasible projects are limited. As a result, many enterprises are
not risky to get loans from banks. From commercial bank’s point of view, due to the fact that many. enterpﬁses
are foss- makmg one, some are cheaters, so bank staff are very prudential and hesrtated to give loans ln
addition, the stlpulatlon that credit i mstmmons {except for foreign bank branches) have to naintain the minimum
of their own capital relauvely to their assets’ (mcludmg their contmgent comrmtments) is a constraint to the
credit expansion by the commercial banks because their own capital are still at low level_;z' (the Deeisiorl No
297/ 1999./QD-NHINN5 on stipulations of capital safety ratios in the credit institutions’ opemtioné)

In the total credit to the economy, the credit growth rate in forelgn currencies is not as high as the credit

growth rate in Vlemamese Dong. Especially, in recent years, due to the 1mpacts of reglonal crisis, domestlc

! Their assets have been adjusted to risk level
: Before November of 1998, the state-owned commerclal banks with highest own cap:lal reached the own capual to assels
at 5.75%. In November, 1998, the State Bank transferred VND 2,400 billion from its credit outstandlng to Lhe state-

owned commercial banks to their own capital. Therefore, their own capital to assets has improved.
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consumption declines, so the foreign currency demand for imports (including capital goods for domestic
production and consumer goods) increases slowly.

In 1998, the inflation had gradual increasing trend while the VND nominal lending rate was stable, the
value of VND depreciated because the exchange rate was adjusted to increase. As a result, the real cost of
foreign currency loan was higher than that of VND loan. In such context, enterprises did not want to get loan
in foreign currencies. Since the end of 1999, the ceiling of domestic lending rate in foreign currencies has
been lower than deposit rate in international market. Meanwhile, foreign currency loans have not been expanded,
so rapidly the commercial banks have preferred to deposit with foreign banks abroad to give loans to domestic
investment projects. Especially in the first some months in 2000, the foreign currency deposits of commercial
banks abroad increase rapidly.

The credit-to-deposit rétio, went up during 1995-1997, reflecting the rise in share of mobilizing funds for
credit expansion to the economy. In 1998, this ratio declined, this meant that there was frozen phenomenon in
credit activitics because enterprises faced many difficulties in terms of consuming markets, product quality...,
so the commercial banks were more prudent in providing credit. However, this phenomenon is only temporary,
a large incrcase i.n credit was attributed to banks’ lending to overcome the aftermath of successive national

disaster and floods in the central provinces in the last month of the year.

(2) Credit structure by credit institutions
Unlike the general trend of the credit growth rate, the credit of the state-owned commercial banks increases
rapidly thanks to their advantagés ;:f Eﬁﬁital scale and wiﬂé -br.anch net work throughout country (see Table
. Thé credit share of the_'state-'bwned éoxﬁmercial banks is v#ry high (accouhted 81.4% in 1998, 83.6% in
1999 énd 84.2% of iotal credit to the economy in the first quarter of 2000).

Table 7 Credit share by credit institutions

. . Unit: Percent
. 95 96 97 98 99
Total credit 100% 100% 100% 100% 100%

: o . : S - B0% 76% 77% 81% 84%
Bank for Agriculture and Rural Development 23% 22% 24% 26% 27%
BIDB ' - 19% 18% 19% 22% 23%
Incombank o C20% 20% 21% 22% 22%
Viet combank - 18% 16% 13% 12% 11%
Other : 20% 24% 23% 19% 16%

Source: SBY

Among the state-owned commercial banks, the Bank for Agriculture and Rural Development accounted
for largest share of total credit because the “bank has largest charter capital.ln addition, the Government has
paid attention to agriculture and rurél_d'cvelop'ment. The Cfedit_ to agricultural and rural sector are mainty

: leiyding to effective programs and investment projects packing the production cycle from production to
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purchasing, processing, marketing and export of rice, tea, coffee, cashew nut, rubber, sugar production,
fertilizer imports, lending program for “anti - flood house base upgrading and shelter - on - stakes house
construction in Mekong River Delta”, lending to fishery households. The credit growth rate of the Bank for
Industry and Commerce and Bank for Investment and Development also increases in line with the

Government'’s direction of promoting export processing industries and infrastructure projects.

(3) Credit structure by maturity
The Table 8 shows the upward trend of medium and long-term loan. The main reason is that the State
Bank issued Regulation on medium and long-temi credit (Decision No 367/QD-NHI1 dated 25, Dec,1995)
under which credit institutions are allowed to use a proportion of short-term deposits for expanding medium
and long-term loan. This reguiation gives more autonomy to credit institutions in considering loans to
medium and long-term projects; In addition, the credit institutions are also allowed to provide syndicated
loan and credit procedures are more simplified. 7 '
In addition, the share of time deposit increases. The possible explanation is that low inflation makes
- depositors bel.ieve on the banking system. This facilitates to expand medium and long-term loans by the
credit institutions.
Increase in medium and long-term loan shows that the banking system has played important role in fund
maturity transformation to meet investment recju irements for medium and long-term economic development.
" Table8 Credit structure by maturity | S
LT ' " Unit: VDN billion
95 o 96 <97 98 . 99

Total credit to economy 42,277 50,751 62,200 72,595 86,626
- Short term loan 27,832 33,021 34,566 39,542 48,300
- Medium and long term loan 14,044 17,449 27,242 32,662 37,851
- Capital participation 401 281 392 . 391 475
Source: SBV
Table 9 Credit structure by maturity
I S - Unit: %
95 - 96 97 98 99
Total credit to economy 100% - 100% 100% 100% -100%
- Short term loan 66% 65% 56% 54% - 56% -
- Medium and long term loan 13% - 34% 4U% 5% 4%
- Capital participation 1% 1% 1% 1% 1% -

Source: Calculation from Table 8

" However, the share of medium and long-term loan is still at low level because the share of d:inand
deposits is higher than the share of time deposits. In order to ensure the safety of credit opefati_ons in the

credit institutions, the Decision No 297/ 1999/QD-NHNNS of ‘Govcn"hor- stipulétcd the maximum pfbportion
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of short-term loans to be used for expanding medium and tong term loans. The proportion 25% is applied
to state-owned commercial banks joint venture banks, foreign bank branches, non-bank credit institutions

with 100% foreign capital; 20% for joint stock credit institutions and 10% for cooperative credit institutions.

(4) Credit structure by enterprises
I} Credit to the state-owned enterprises
In the last decade, excess credit to the state-owned enterpriscs was the main cause of hyper inflation.
In this decade, the credit ﬁ) the state-owned enterprises has left room for expanding credit to the private

enterprises, especially since 1995 (see Table 10). It can be explained as follows:

Table 10 Credit structure by enterprises, 1995-1999
' Unit: VND billion and %

. 95 96 97 T S99
Borrowers : 42,277 50,751 62,200 72,595 86,625
SOEs : 24,079 26809 30980 37,706 41,753
 Private enterprises 18,198 023942 - 31220 34,889 44,872
Borrowers 100% 100% 100% 100% 100%
SOEs 5% 53% 50% 52% - 48%

Private enterprises 43% 47% . S0% 48% 52%
Source: SBY : '

Fi_fstly, in this period, in order to chock off credit to the state-owned enterprises, the credit ceilings
were applied for the commercial banks and for the state-owned enterprises. In addition, the State Bank
adjusted the refinancing rate applying to the state-owned commercial banks close to the maximum of
Bank’s lending rates. As a result, concessional loans giveﬁ by these banks to the state-owned enterprises
have been constrained. _

Secondly, the stipulation on the average maximum spread of 0.35%/month was adopted to commercial

~ banks subject to the Decision 381/QD-NHI. This ratio was calculated to meet reasonable cost and
profit. However, the state-owned comfrlcrcial banks and other banks have different deposit structures,
different markets of fund mobilizing and allocating as well as different deposit and lending rates, so this
regulatio.n limited the competition among credit institutions.

The state-owned commercial banks accounted for largest share in total mobilizing funds as well as
tdt_al cfédit, so the above stipﬁlation contributed to decrease in profit from credit operations. Therefore,

. this discouraged the state-owned commefcial banks to expand credit to the state-owned enterprises at
Tow lcnding rate. As a result, the credit share to the state-owned enterprises declined in 1996-1997.

- Thirdly, éfﬁcicncy of the state-own cntérprises is still.concerned in the economic reforms. About 44%

‘of SOEs are temporary loss makmg entérprises and 16% are permanent loss making enterptises. Therefore,

‘ thc' quality of credit should be in quéstion. From the credit'institution’s-point of view, they are prudent in

* expanding credit to the state-owned enterprises. - .

51



b2

Fourthly, since the lending regulations come into effect, all credit institutions have to be subject to the
tending conditions. Banks’ staff are brought to the court because of credit collapses caused by customers
makes bank staff more prudent in the credit expanding to improve the quality of credit. In the 1999, the
credit to some big state-owned enterprises that have good creditability was constrained by the Decision
269/1999/QD-NHNNS dated 25, August 1999 on maximum amount of credit to one customer. This
decision stipulates that credit to one customer does not exceed 15% of the credit institution’s own capital.
Even when enterprises have high demand of credit, credit institutions discontinue to give loan because
credit outstanding of some enterpfises exceeded 15% of their own capital. Although credit to the state-
owned enterprises has declined, left room for credit to the non-state-owned enterprises, this share is still
high. The main reason is that although _the SOE sector has been in equitization process, management and
supervision is shifted to the direcﬁon éf. giving more autc;nomy to entex;prisgs, equitization process take
places very slowly. Therefore, equitization does not contribute to decfeasé in credit to the SOEs. In
addition, the state owned enterprises have the advantagé that they can use assets under their mnﬁgcmcnt
for collateral loan (According to thé law on SOEé dated 24, May 1995); In the contéxt of unfavorable
condition due to the impact of Asiaﬁ crisis, Govemﬁeht took some ad hoc measures to deal with praé;ical
hurdles of the SOEs sector, fa_cilitéxting the economic growth recovery. _ 7

For instance, in 1997, some measures was adopted to support the SOEs such as the SOEs have_b_eén
no longer required to prbvide collateral for their loans granted by 4 state-owned commercial banks;
some loss-making SOEs can get loan if they submit the feasible project for their operatio_ns, loans of
some SOEs’ facing difficulties can be rescheduled. In 1998, the Prime Ministcf issued the Decision on
Implementation of Credit Investment Plan in 1998. This decision allows all projects under the credit
investment plan to use assets which are created by use of loans for éollateral. In order to promote exports,
in 1998-1999, the government required commercial banks to provide sufficient credit to .cnterpriscs |
promptly for buying rice and importing fertilizer. SOEs buying rice for e)ﬁport and importing fertilizer
are allowed to use assets which are created by use of loans for collateral. |

Although credit rules applied to the SOE sector are relaxed, the state-owned commercial banks still
considered the efficiency of the SOEs’s business and production as a standard to give loan, avoiding to
spread credit to this sector. | A

For SOEs with profit, stable business and production, sound financial situation, the c;redit institutions
continue té expand credit to feasible and efficient projects in business plan. For SOEs with unstable
business and production, unsound financial situation, limited selling market, credit institutions take

appraisals every time, supervise closely risk revaluation for each loan and they can reject to give loan to

. customers who can not pay back the loan.

As can be seen in above analysis, the share of credit to the SOEs has declined to 48% of total credit at

the cnd of 1999. At present, this sector is still rather advantageous in accessing. funds from the ba'nkjn‘g



system. The contribution to GDP of SOEs sector (including the foreign direct investment enterprises),
GDP is about 50%. However, the fact shows that high economic growth of this sector mainly come from

the foreign direct investment enterprises.

Table 11 The share of GDP by enterprises, 1996-1999

Unit: Percent

: 1996 1997 . 1998 1999
Total (percent) . 100 100 100 100
State sector 40.2 399 40.5 40.2
Non-state sector 59.8 60.1 50.5 50.8

- Foreign investment sector 50 7.4 9.1 9.8

- Official private sector 1.7 7.4 72 7.1

- Farmer and households 358 353 343 340

- Cooperatives 10.1 10 8.9 8.9

Source: GSO

The SOEs are financed by.FDf and also by 30% of credit extended by the banking system . However,

it contributes only less than 50% of GDP. This reflects an unbalance of fund providing between the

SOEs .and the non-SOEs. As can be seen in Table 11, farmers and households contribute a large share of

. | GDP. Therefore, the govémment’s redirection to agriculture and rural area in the past years is completely

 correct under which the banking system has played an important role in widening the network providing
credit throughout tﬁe country, including remote areas.

_Finally, it can be confirmed that the credit balance between to the SOEs and credit to the non SOEs
has been impm\"ed. The credit share to SOEs declined from more than 90% in 1990 to 50% in 1995-
1999 and dropped to 48% in 1999. '

2} Credit to the private. sector

In the 1990s, especiaily since 1995, a series of new laws and governmental policies have been issued
to foster the private sector, especially small and medium enterprises. The number of newly established
ente'rprises increz:lsé. .'ra-pidly. The pri»;ar.:e. secidf’s contribution in agriculture, tré.de .and services as well as
lighi industry in the carly stage of econémic renovation is an evidence that this sector has potential
- _dev;feldpﬁlent. Hdwever, the' éutput conlﬁbutidn of this sectof mainly comes frorﬁ individual and households
and to the less_extent:frdm SMEs. The oﬁtput of SMEs in 1998 accoﬁhtéd for 16% of GDP and 2% of
light industry’s GDP. The main constraints the private sector’s potential dévelopment can be seen from

following matters:
- Most of private enterprises have small cépital, so these enterprises tend to take part in light
' industry, trade and service that were quick capital recovery industries. The number of private
cntéfpfiscs taking part into international trade is limited because these enterprises are in sﬁortagc of
~ capital and staff with appropriate s'ki.lls and tr.:_ain.ing needed to sign and implement foreign tréde

contracts. - ¢
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- While international trade and foreign direct investment is an important engine of the economic
growth, the domestic partners of foreign investors are mostly the state-owned enterprises (95%).
International trade activities concentrate on industries that the SOEs accounted for larger share of
output. Therefore, economic growth of the private sector has not benefited from international trade
and foreign direct investment to less extent. |

The following section mention on the finance performance of private sector. In this section, this paper

considers small and medinm enterprises to present the private sector because these enterprises accounted

for 33.5% of foreign direct enterprises, 65% of cooperatives and 94.6% of limited liabilities companies.

The financial performance of private sector _
- According to data of Ministry of Planning and Investment as of 30, June, 1998, there were 25,5 17
non-state-owned enterprises. Of which, 17,535 are individual private enterprises, 6,400 are limited liability
companies, 153 are shareholding and 2,900 are cooperatives. Most of these enterprises are small and

medium enterprises. Investment share of the private sector in total domestic investment is very small, so

. the economic growth rate of this sector is lower than that of the SOEs and foreign direct investment

sector. The business.househblds are dominant in the pri\..'a;c sector and high pbtential to transfer into
private SMEs.

The efficiency of the prﬁate scctof is low and unstable. It can be e'iplai.n.cd that the téq:hnolbgy is
backward; the professional and managerial skills are very low in comparison to the required demand.
Ali these factors put negative impacts on the profit-makjng ability of these cntérpn'scﬁ.

In order to assess the financial performance, due to unavailable data, one can base on the average

turnover per émployec and some indicators reflecting enterprisés’ efficiency (see Table 12 and Table

13).

Table 12 The average turnover per employee by enterprises

Average number Average

* Turnover Nur'!}ber of Tumqver Per ot employees per  turnover per
_ establishments  establishment . -
: A : : L . establishment - employee
SOEs . 182,419,363 5,873 3106068 151 - - 206
Private Entp, - 11,419,661 10916 1,614 120 87
Sharcholding Co. 2,742,142 118 : 23,243.58 - i - . 209
Ltd Co. 19,702,605 4,242 4,644 .65 35 133

Source: US/VIE/95/004, 1999, table 1.8.
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The Table 12 on turnover per employee shows the average labor productivity of private enterprises is

lowest as compared to that of SOEs, share holding compém’ies, limited liability éoinpanies. This limit the

profit making ability of the private enterprises.

In term of some indicators reflecting enterprises’ efficiency, particularly budget contribution versus



turnover, one can see that the private sector is less efficient than SOEs. However, this seems to be not
cdrrcct because in fact there arc many private enterprises avoiding tax.

The Table 13 shows that the SOEs invest 0.417 VND of fixed capital for 1 VND of turnover while
private enterprises spend 0.197 VND, sharcholding companies spend 0.224 VND and limited liabilities
companies spend 0.188 VND. This figure sector appears to be the most efficient sectr:n_r. However, this
sector’s potential has not Becn exploited. One of constraints to the r)otcntial development of this sector is

capital. Let’s move to see how the demand for investments of this sector is met.

Table 13 Some indicators reflecting enterprise efficiency

. Value of -

Valueof Valueof machinery Budget

E . fixed building and Investment 'I:otal Credit vs.  Contribu-

nterprise . ¥s. capital vs. .
capital vs. vs. equipment turnover tion vs.
turnover . turnover
turnover turnover Vs, turnover
' ' N turnover . " o
Total 0.502 0.118 0.325 0.052 0.755 0.276 0.109
Domestic enterprises 0.381 0.098 0234 0.039 0.611 0.275 - 0.095
I. SOEs 0471 0.101 0261 0.043 0.652 0.302 0.110
1.1 Central SOEs 0.562 0.109 0.370 0.050 0876 = 0432 " 0126
1.2 Local SOEs 0.220 0.090 0.111 0.034 0.346 0126 . - 0.089
2. Co-operatives 0.298 - 0.089 0.188 0.010 0358 0.065 0.033
. 3. Private entp 0.197 009 0088 0.018 0.287 ©0.045 - Q.018
‘4. Shareholding co. 0224 = 0.102 - 0.097 0.010 1.359 - 0.603 0.047
5.

Ltd.co 0.188 0.074 0.103 0.018 0.363 0.147 0.020

Source: MPI survey

The demand for investment fu'n.ds of private sector

The demand for investment Ifunds of the private sector are mostly funds for start up of their new
establishments. Most priv_ate enterr;)rises are financed by their owned capital and capital of their relatives
and friends to maintain business and production some months after establishing enterprises. Usually,

after 1-3 years since its establrshmg, these enterpnses start to borrow funds from banks In addition,

"demand for funds to modernize machines and upgrade business and productlon base is one chailenge to

these enterpnses

Although credrt to the prwate sector has been expanded difficulties in accessmg credrt from the

_ bankmg system is one of obstacles to this sector’s development because credit to the private sector is

mainly to farm households and very little to production enterprises. Capital shortage is a character of the
private sector, both in rural and urban area. Approximately 25% of households, 32% of private enterprises
arl_d 32.5% limited liability companies and shareholding comparnies in total 500 cn:iérpriées surveyeri by
Mini.stry of Plann.ing and Investment stated that capit.al- shértagé is one obstacle to their dévéf_opment,
particularly in rural area. |

Looking to the privaie investment as compared to the state investment and the budget investment
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(Table 14), one can see that the private investment has inverse relation with the state investment, this

reflects the crowding out of the state investment,

Table 14 Some tax and investment indicators of private sector, 1995-1998
Unit: pércenl

Private sector’s

Year Frivate sector’s tax/ private State investment ~ Budget ~ Private
tax/GDP (a)/GDP investment/GDP  investment/GDP
: sector's GDP :

90 23 "34 6.1 5.1 59
91 22 3.4 5.7 35 7.7
92 30 4.7 7.4 58 6.3
93 34 : 58 " B6 6.8 1.7
94 - 32 56 17 6.6 8.6
95 35 6.3 - 74 54 8.8
9 379 73 98 _ 6.0 76
97 - 39 13 12.2 ' -39 64
98 - 4.0 8.0 11.6 6.7 58

a: includes budget investrment, state credit and SOEs’ investment

Source: MPI '

The snrvcy’ results also show capital sourées of the non-stntc-OWned enterprises in rural and urb_an
area as follows:
Capital of the non-state owned cntcrpnses come mainly from their own capxtal accounted for 90-
'. 91 % while cred1t from banks accounted for small pa.rt Since 1991, the bankmg system has been expanded
setung upa wide network to offer bankmg services (mcludmg Jomt venture banks foreign bank branches
joint stock banks and credit cooperatives). The private enterprises and households have more chances to
access credit from banks. Therefore, credit of the bnnking sysfem to the private sector tends to increase.
However, of total funds at the time of cstablishing, credit from banks contributes a_sm.all proportion
owing to bottlenecks in credit activities, including constraints by enternriscs, constraints by banks,

loan secure mechanism and other constraints.

Table 15 Capital sources at start up establishing of private enterprises (In r’urél and urban areas)

] Unit: Percent

Urban area Rural area

- Own capital S _ 91,2 _ _ 203

- Non interest loan ' ' 3.1 38

- Banks credit - : 08 T : 19

- Credit cooperatives o _ 0.0 10

- Local authorities ' 0.0 . 03

- Worker contribution _ o D22 - 0.1

- Borrowing from individuals 1.3 ' _ 23

- Others _ : BT . ' 03

Source: MPI, 1998
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Constraints by enterprises

Most private enterprises have small capital as compared to that of the state-owned enterprises,
these enterprises was established since the early of 90s, so their creditability is still low. As a result, it
is difficult for them to access bank credit.

Complicated procedures and high transaction cost also make loans to the private sector less desirable
from banks' point of view because a small loan required the same procedures as a big loan.

The private enterprises met difficulties in accessing bank credits because bank credit is usually
provided to the enterprises having sufficient authorized capital, pledges of the owner and feasible
business plan. Sometimes, the enterprises have not sufficient legal documents related to real estates
for collateral. Some owners of enterprises have limited knowledge, so they are not able to formulate
efficient business plan and their abilities to build up medium and long-term business plan to pursuade
banks to give loans are limited.

Some owners of the non-state-owned enterprises are hesitated when borrowing from banks because

-they have to submit their accurate reports on financial situatiqn, profit and loss statement, the thing

that many owners do not want to submit due to different reasons.

Tabl_e' 16 The average capital of enterprises by ownership _
: ’ Unit: million VND

Limited liability companies

Year | Private enterprise Shareholding companies | State-owned enterprises
1991 175 . 754 19,650 3,909
. 1992 213 1,416 16,526 4,359
1993 185 917 14,225 9,070
1994 159 789 49,629 40,103
1995 204 810 © 11,492 66,895
1996 179 818 10,978 26,865
1997 128 1,032 10,412 11,688
1998 275 1,141 8,064 12,589
Source: MPI

© - Most the non-state-owned enterprises were newly established in recent years, so the owners of

these enterprises have not been trained for management and business administration. Approximately,
48.7% of private ehterprise’s owners have no specialized certificates or bachelors. Only 31.2% of
them have at least bachelor. '

Some non-state-owned enterprises lose their creditability as a result of cheating, so bank staff often
have pfudént_attimdg in providing loans. L.ack of a good accounting standard, low confidential level

of report of these enterprises makes bank staff more prudent to expand credit.

Constraints by banks

The credit institutions have prudent attitudes when pouring investment in the private sector because
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this sector is very risk due to lack of government bailout. In addition, the discrimination against the

private sector is rather popular, so bank staff seem not want to give loans (o this sector.

- The foreign banks branches are banks that can support this sector efﬁciently. However, most credit
extended by these banks are for foreign direct investment enterprises. Therefore, capital constraints to
small and medium enterprises could not be overcome. According to an official survey on foreign
bank branches, large share of credit is trade finance, short-term loans, guarantee. Major customers are
joint venture enterprises and 100% foreign capital enterprises.

- From the credit staff’s point of view, if the credit is efficient, profits beloag to the banks but in case
of bad loan, personal responsibilities are very serious. As a result, the bank staff is very strict in

appraising projects to give loans.

Constraints by collateral regulations

The private enterprises always met difficuities in getting loans from banks because they have to provide

* their pledge or mortgage collateral for such loans according to the credit rules. It is not easy for then to

obtain the land use right (including notary 'procedures. and procedures for evaiuation of collateral and
moﬁgages) be cause documents ﬂlustrating land use right and asset oWnctship have not stiphlated by
 law. In addition, the 'stipula:ion that enterprise’s collateral has o be located nearly credit institutions is
also dlfﬁcult faced by enterpnses Vlce versa, the SOEs have been no longer reqmred to prowde collateral
for their loans ThlS is one of constramt to credit to the prwate sector. o o
Pamcularly, the economic enterpnses espec:ally the pnvate enterpnses have dlfﬁCUl[iCS in obtalmng
the land use right certificates. Although some administrative reforms have been carried out, dxfﬁ_oultles :
in resolving complicated procedures related to land use right are still major obstacleo” In order to obtain
the cemﬁcatc of land use nght certificate of house ownership, individuals and households have to
declare the house location, land use right at city and provmc;al people commntments together wnh other
appropriate documents proving the origin of asset and land use right. Even with difficult documents,
entities have to pay.a lot of fee, .lhat cost about 25% of total real estate value. Owing to complicated
procedure, the number of individuals and entities having sofﬁc ient documents are not numerous. However,
credit rules stipulate that individuals and entities can borrow funds from banks only with meﬁ_appropﬁaw
document such as certificate of assets and land use right. 'I'herefore, it is difficult for the oﬁvate enterprises

to get loans from banks.

Other constraints
Beside reasons from enterprises, reasons from banks and some matters relating to collateral of loans,
some following reasons also constrain credit to the private sector: -

- Interm of general policy to the private sector (small and medium enterprises): Although the Law of



Domestic [nvestment Promotion are in force but in fact, it is not implemented yet because many
public offices still have beaurocratic attitude, less understanding, cooperating, serving the private
enterprises’ requirements subject to the Law.

Administrative reforms in the public services such as licensing the land use right, notary, investment
appraising took place slowly. These are constraints to the enterprises when completing procedures of
credit from banks.

Some state polices for expanding credit to the private sector have come slowly into effect, particularly

The Fund for Credit Guarantee to small and medium enterprises.
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A—2

Financial Situation of Some Major Customers of the Banking System!
(The Second Step: Innovation of the Financial Sector—Bad Debts)

Le Viet Duc

Ministry of Planning and Investment

To analyze and clarify with persuasive rationale the real financial situation of Vietnamese banking system
and of Vietnamese businesses is an extremely hard work since no individuals and organisations have so far
been willing to publicize information on their.t'mancial situation. In some cases, when being forced to do so,
individuals and organisﬁtidns try to hide real information and announée only information that has been modified
according to their own target in each pcﬁod of time. Due to these reasons, this report will compile general
inforﬁlation on thébverall financial situation of economic compon.ems to satisfy the demand Project’s Director
' Board in case of lack of data. This report is comprised of two parts: _

- The financial situatioh of businesses through anlnalyzing the real financial situation of the commercial
banking system. ' '

. - The financial situation of economic components.
Part 1 Financial situation of banking system

In the tWQ-leVel banking system, commercial banks, acting as one level, are also customers of and under
State admistration of the Central Bank. In additition to information about major customers in economic
sectors, it is necessary to have information about the financial situation of commercial banks because the

financial situation of business customers is reflected in the financial situation of commercial banks.

A) Bad debts of banking system in the early 1990s |
-~ Bad debts in Vieﬁamew banking systern are classified into 3 main cétegofies: credit arrears, delinated
debt for settlement and delineated debts . Compared with countrics in the region, in the early 1990s, the
total bad debts of Viet Nam are not considerable in terms of value, but very dangerous because the total
arrears and bad debts account for a big propotion in tﬁe total credit balance and a considerable ratio compared
with the registered capital and working capital of banks.
Bad debts have been blocking many banking activities and the flow of bank capital, preventing banks

from éxpa_n_dihg crédits of commercial banks and credit objectives of the Central Bank. Even in 1990, the

1 By Le Viet Duc, Department on General Economic Issues, Ministry of Planning and Investment
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too high overdue debt propotion ereated a crisis in all the corporate commercial banks system and credit
cooperatives in Viet Nam, causing a distrust in this system in all the 90™ decade. In late 1990s, thanks to
some in-time adjustments, bad debt problem was kept under control and did not cause a banking crisis and
macroeconomic instability like thatin 1990.

Debt situatation of banking system in the period before 1995 can be summarized as followed: After the
credit crisis in 1990, banking system and credit funds were restructured, resulting in an increasingly sound
growtﬁ of the banking system in the period 1992-1994. Bad debts accounted only 6% of the total credit

balance in late 1994, However, the balance sheet of the banking systerh worsened since 1995 as shown in

the following table.
Table 1 Bad debts in Viet Nam (%)

% compared with 1991 1992 1993 1994 1995 1996 1997
Total credit balance 197 137 .1 60 78 - 93 - 123

In which: _ : ‘ ‘
- State-owned enterprises 19.7 13.7 1.6 102 89 110 19
" - Private enterprises - - g o o e 42 135
Total capital of enterpnses 106.7 B8.1 . 955 855 . 619 758 63.5

In which: ' ' ' '
- State-owned enterprises 1067 1090 ~ 1256 . 1210 - 1055 1284 1285
* - Private enterprises S : ' , 175 - 514

Source: Viet Nam economy 1998, research program oa Asian financial and monetary crisis and its effect on Viet Nam’s
economy. Director: Do Hoai Nam, Center of Social Science and Humanity, Economic Instltute, Hano: 10/1998.
According to the State Bank, the arrear ratio of the total debt balance by 31/12/1997 was 13.3%, by 31/7/1998 was
13.6%.

" The data in the above table shows that after the. debt crisis in 1990, the ratio of bad debts in the restructure
of the banking system remained very high in 1991 and 1992 (19.7% and 13.7'%). The total bad debt in
comparison with the total credit debts decreased to the lowest rate in 1994 but increased égain in 1995.
Pamcularly, bad debts of state-owned enterprises kept remaining at a hlghcr rate than that of prwatc sectors,
proving that business activities and financial situation of the former was more e difficult.
To scttle businesses’ debts that seem unrecoverable, Vietnamese Government has considered the solution .
of deliﬁeating and wiping out the debts. According 1o the Stéte Bank’s data, the total arrear of businesses in
. state-owned banks permitted to be delincated before. 1995 t0 be settled in the 2™ phase of the totat debts
liquidation was 2233.2 bitlion VND. :
- Debts in Foreign _Commercnal Bank is 1,606 billion VND
- Debts in Industrial Commercial Bank is 472 bill_ion VND
- Debts in Bank of Investment and Development in _l_i?_billion VND
- Debts in Bank for Agculture and Rural Development is 38.2 billion VND
In the second general debt liquidation, the' State Bénk estimated f.hat the debt éligble for wiping out of 4
state-owned commercial banks reached 1,116.7 biilion VND accountmg for half of the total bad debts

mentloned above.
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Table 2 Arrears delineated for settlernent until 31/12{1995

1;:‘2;2‘:23::{;5 % compared Total debt value z:’l ;{fgg?:; Total value of
Banks , with the eligible to be ) debts ineligible
phase in the o . . debts in the ;
mobilized capital wiped out to be wiped out
payment net payment net :
Foreign
Commercial 1606 18.2 570 355 1036
Bank
Endustrial and
Commercial 472 3.6 421 89.2 51
Bank '
Bank for - . _
[nvestment and 117 7.1 87.5 74.8 29.5
Development : -
Agriculture 38.2 0.2 38.2 100.0 -
Total 22332 1116.7 50.0 1116.5

Source: Report from the Central Economic Committee.

The derivative debts_ not subject to being wiped out are mostly under the following categories:

- Debts of enterprises that are in constant losses and subject to adjustment by the Law on Bankruptcy.
-~ Debts of enterprises that have reorganised their production and have potential for development
to pay the debt later according to to the guide in the Interministerial Finance and Banking Circular

No 03/1997 dated Novcmber 22,1997.

However the situation of bad debts in banks keeps going worse. Accordmg to tabie 1 and updated data
of the State Bank, in the recent years, the ratio of bad debts in the total capltal of state-owned enterprises
remains very high and tends to go up By the end of 1997, the ratio of bad debts compared with the total

credit balance reached 12.3% and tncrcased to 13.1% by the end of 1998, 13.7% by the end of 1999. It can
; be said that due to worse financial situation of enterprlses bad debts ratio becomes too high and make
direct i impact on the financial situation of banks

Accordmg to Table 1, if 50% of the above mentioned debts could be recovered, the financial loss of
' comrnercial.banl.(s'is stil! very big. The financial situation of banks in the oublic sector is even more
' .worrymg In 1997 w:th the bad debts accountlng for 12.3% {or 13.3% according to the State Bank) of the
total debt balance and 128. 5% of the total capital, if only 50% of arrears is recovered the banks wrll lose
65% of their capttals In such a srtuatton the long term arrears and small regtster capital make the bank
more vulnerable in case of economic sudden changes o ) :

Bad debts of East Asian countnes before the crisis dccounted for about 10—20% of the totai credit debts
whtle thlS ratlo in Vtet Nam has exceeded 12% since 1997 up to now In the the 1990 decade bad debts
keep constantly hngher than the capital of the state owned enteprises. The situation is very worrying because
it means a great propotton of state owned enterprtses remains unable to pay debts especially when their
' busnness has Just overcome a declme and is hardly tor recover The debt rauo in the total capttal of private

enterpnses is lower but in compartsmn w1th the total oredtt granted it is also alamungly high (13.5% in
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1997).
The debt structure tends to get worse, too because the short-term debts and debts in foreign currency

also increase. In 1997, in the total arrears, short term debts accounted for 51.8%, debits in foreign currency

accounted for 40.7% while the long-term arrears accounted for only 6.5%.

B) Arrears in lending and guarranteeing of banking system until June 30, 1998

The East Asian economic and financial crisis has made a great effect on the potential of banking system
and its customers, making it more urgent than ever to reform the banking system. Arrears incfeased very
quickly in 1997- 1999 as mentioned above. Thls dangerous financial situation is attached with rlsks in
potentially fast increasing exchange rate because from one thu'd to 40% of the total bank loans are foreign -
currency while mOst enterprises only have income in local currency obtained by sellmg goods 1mportcd by
the above mentioned loans in the domestic market.? The risk in payment also i increases because the total
capital mobilized by the banks keeps constantly higher than the lending capital, reaching H2% by the end
of 1997, equal to that of crisis-hit countries in the East Asian countries.?

However, according fo official report, the financial situation of the bankilig systém in June 1998 was
still rather low compared with the assessement of many economic specialists. Paniculafy, international

audltmg compames insisted that the total value of non-profitable loans of Viet Nam is much hlghcr than the

. official figure announced by the Statc

Table 3 Debts of enterprises in bankihg system (%)

: o : : - .. Total arrears .. L
Total debts
gr' Banking system until - | % compared | b 4 by | % compared
er 30/6/1998 Total with the alone with the
. total arrears
I |State commercial banks 78819 7.431 94 4332 582
1 {Industrial and Commercial Bank 22387 4,165 18.6 . 2479 595
2 | Foreign Commercial Bank 9771 1,414 14.4 898 63.5
3 | Bank for Agriculture ' 24302 1,319 54 698 529
4 |Bank for Investment and Deveiopment 19884 480 24 249 518 .
5 | Bank for Poor People _ : - 2475 53 | 2.1 "8 15.0
Il | Corporate commercial banks S 11471 1,909 © 6.6 1012 | - 530
11l | Corporate financial companies : 246 - 19 1T 9 - 473
IV | Foreign banks branches : 17794 139 0.78 54 |- 388
V¥ 1Joint-stock banks 1515 - 229 ©15.1 | 213 93.0
Total 109845 9,727 - 8.8 5620 - 577

Source: the Central Economic Committee, "Report on settling bad dcbts in the banking syslem and ﬁnanctal msututlons
Septernber 12, 1998

the Word Bank (1998) and the Institute of Central Economic Administration (1998) _ oo

the Word Bank (1998) “Viet Nam Stralegy for national support in 1999 2002”, pa; page 12, Vletnamese version.
World Bank (1998) “Viet Nam - Gomg to take oﬂ"“ Economic repon in the Conference of Consultation group of
Vietnamese sponsors, Hanoi, 14 - 15 May 1999, page 8 ' B
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According to the above table, by June 30, 1998, the arrears compared with the total credit debts of state-
owned banks were only 9.4% while this ratio of domestic corporate commercial banks reached 16.6%.
The arrears of the corporate bank sector and joint - venture banks are the most worrying. In contrast, the
safety level of loans in foreign bank branches seems to be very high. However, due to the fact that these
banks are permitted to operate under a full market mechanism, not under any pressuré from Viet Nam
economic, political and social organisations they only make loans to foreign companies and joint-venture
enterprises, their safety is higher.

Taking bad debts of the total arrears into consideration, we find the-same danger as above: about 58% of
the total arrears of the banking syétcm is considered hardly recoverable, even unrecoverable, equal to 5620
billion VND. Especially, regarding this criterion, the state bank sector seem to be weaker than the corporate
bank sector. In the joint-stock bank sector alone, despite the low credit loans, 93% of the arrears is hardly
recoverable.

Another significant point is.that the arrears and bad debts of banks for agriculture sector and farmers are
much less than that of more luxurious banks which specialize in external economic activities (Foreign

‘Commercial Bank) or industrial and service enterprises (Industry and Commercial Bank). Throuéh this
'. fact, it is possible to make an indireéct assessment that agriculture and rural sector have better financial
situation than the urban sector.

In s_drhe corporate commercial banks , the arrears ratio in the total credit balance gets very.high, for
- example, debt ratio in Long Xuyen Quadrangle Bank reaches 98.21%, in .Nam Do Bank - 94.27%, in Hai
Phdng Bank - 62.11%, in Gia Dinh Bank -47.41%, in De Nhat Bank - 39.08%, in Viet Hoa Bank 29.06%,
in Sai Gon Indusfriél Commerical Bank - 28.36%, in Viet Hoa Bank - 29.06%, in Phu Tan Bank - 25.75%,
in Dai Nam Bank - 21 31%, in Eximbank 17.16%, Hanoi House Bank 17.76%...5. More than half of the
above mentioned arrears is 6 month overdue, a sufficient long time that commercial banks no longer make
loans to enterprises.

The poténtial Viétnamese banking .system is still very weak, thus_eaéy to be in.turmoil when encountering
difficulties. 4 state commercial bﬁnks accounted for 80% of the money mobilized, but in early 1998, the
ratio.of captial of the total asset and the ratio of capital of the total credit were only 5.3% and 8.9%
respet:tively. _

Besides the banks, 'people"s credit funds’ activities are not always safe and frequently encountering with
probiems at dlfferent serious levels i in different periods. In early 1990 there were about 470 people credit
funds in the whole COunRtry, mobllxzmg the total capital of 21.7 times as high as the registered capital, 0%
of which was short-term capital and at a very high mob:llzmg interest rate, at the same time using 93.8% of

the total capital for .lending, resulting in 73% of the debts overdue. As a resut], from mid 1990 to the end of

*- Le Dinh 'I'hu, Central Economic Department “chon on dealing with arrearss in the banking system and credit
organisations” 12 September 1998. '
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the year, 100% of the lending capital became overdue and mostly all people credit funds went bankrupt,
causing chain reactions that a series of corporate banks went bankrupt as a sequence.

The recovery of the people credit fund system went cautiously in the 90th decade along with the
promulgation of regulations to control it. By February 1999, there were 975 people credit funds all over the
country operating in 53 of 61 provinces. Although the crisis threat in this system is not very high, in about
5 years from 1996 to 2000, there were several négative signs in the activities of the system, leading to
increasingly worsened financial situation . By February 1999, in People credit fund basis, arrears accounted
for 4.2% the total credit debt balance; financial balance of People credit fund basis is low, about 30% of the
people credit fund basis could not cover the cost with the gain. The operation of people credit.fund in the
central and regional sector is beiter but there remains a high ratio of arrears in some places.

In 1999 and 2000, the Central Bank had to take many measures to simcmre and reafrangé and reorganize
credit funds to conform with regulations provided in the Law on credit institmions, at the s_aine time tp
strengthen the examination, instructions and support in time to decrease the debts in credit funds and
prevent a new crisis. By March 2000, the ratio of arrears of the total debt balance of credit fund basis
system in the m_buﬁtainoixé and midland area in the North was 2.1%, in Red River Delta was 4.2%, in the
former 4th Region was 1_.5%, Central Coast:2.8%, Highlahd:B.O%, South East Region:2.0% and the Mekung '
River Delta:5.7%. The arrears on the total debt decréased 03.88%.° |

To séttle the increasing debt situtation of enterprises in thé banking system, Ministry of _Findncc_:, Banks
have issucd the circular to provide 'gilideline on. solutions. The interministerial Financial and Banking
circular No. 03/1997 dated November 22, 1997 allowed the use of some capltal source for compensation.
Then, in the Decnslon No. 95/ 1998/QD dated 19 May 1998 the Prime Minister prowded solutlon to settle
delineating debis and arrears of state commercml banks .

In the second debt settlement, for debts cllglble to be wiped out, it is posstble to use the following capital
sources if agreed by the Ministry of Finance and approved by the Prime Mmlster

- Discount from the debt that State owned banks borrowed from the State Bank.

- State commercial banks distract from the fund prov1d1ng agamst risk. _

-~ Settled partly to the bank admmlstranon cost or used partly the proﬁt to be contributed to. '
Government for llquadauon _ ' _

Debts that are already on payment net but not Subject to béing wiped.oul_ will‘bv;'f subjcct_lo' the Law on
bankruptcy for eligible enterprises. Enterprises who have arrears in state 6wned banks due to s:ubje.ctive
reasons will be assigned responsibility to individuals or organisation_s and Slibject to legal sctﬁethe_nt, if._the
arrears are due to objective reasons, the enterprises will be settled ac_cording.-to the directions 'pxjovidéd in

. the current legal documents

5 Nguyen Khai, the State Bank: “Some assessments on the activities of People credi-;-fund basis”. Financial M_arkeé

magazine, No.10, May 2000.
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In October, 1998, the Government granted capital to state-owned enterprises to wipe out the delineated

debts left by the former subsidizing mechanism.

C) The situation of bad debts in the recent two years,

By the end of 1998, Vietnamese banking system consisted of 4 state-owned commercial bénks (accounting
for 2% asset of the banking system), 51 corporate banks with state-owned and private enterprises as their
share holders (accounting for 10% of the asset) and 23 foreign bank branches, 4 joint-stock banks (accounting
for 8% of asset). The total asset vaiue of the banks is equal to 38% of GDP, the total loan value equal to
22% of GDP and the total deposit equal t0 20% of GDP. In the two year 1999 and 20000, 2 corporate
commercial banks were merged and 4 other were close, decreasing the number of corporate commercial
banks to 46. In coatrast, in 2000, a joint-stock bank was added to bring theo total joint-stock banks to 5.

The situation of bad debts in the banking system in the recent two years could be described as followed:

Table 4 Movements of bad debt_s in the banking systerh in 1999-2000

. . 31/12/98 | 30/04/99 | 31/8/99 | 31/12/99 | 30/6/2000 | 31/8/2000
Bad debts of the totat debit balance {%) 13.6 13.7 134 o131
- Arrears N ' 6.0 ' - - 6.6 5.9 58
- Debts to be settled 438 46 4.5 '
- Delineating debts 28 26 27 -
Debis to be seftled and delineating debts | - 7.6 " 72 1.2 7.1 6.5 6.3

.. Before.April. 1999, delinéated debts were settled in the account “debtors”, therefore they were not settled
: to. the loan balance of the eﬁonémy. Since April 1999, according.to the new economic statistic system,
délincating debts have been settled in the account “delineated loans” and not in th.e loan balance of the
' economy. Data source: Sra:e Bank.

Table 4 shows that the arrears sifuation in the banking system has reached its peak by the end of 1999,
* coinciding the bottom of the GDP decline of the country. Howevef, the financial improvement of the
banking system is going at a pretty low speed in the year 2000. There is concern that the practice of lending
for paying the debts (debt swapping) may continue, making the real arrears even higher. By the end of
1999, hany Western economists still.th.ought that the banking debts of Viet Nam were similar to that of
| China,. but China often announced much higher figure éf bad debts than Viet Nam’s data. Even in early
1999, a highly prestigious mdnetary organisation said that the financial situation of Vietnamese bankin g

- system was only better than Russna s and Ucramc 5. _ |
The lmprovemcnt of the financial situation of the banking system is mainly based on thc economic
rccovery and new pol|c1es and mmatlvcs of the Government, the State Bank of Ministry of Fmance The
'econormc recovery in 2000 is resulted from the mcreasmg forelgn demand mCrcasmg mcome thanks to a

sudden hlgh increase in oil pnce durmg 2000 the mvestment and comsumptlon stxmulatlon of the
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Government and people’s increasing income thanks to a strong increase in domestic demand, Since demand
increascs, enterprises increase their sales, continue their reproduction and .get income to pay for the banks,

Regarding the debts to be settled and delineated, thanks to Government’s initiatives, mainly in terms of
wiping out and equitizing the debts, the ratio of these debts in the total credit debt balance constantly
decreased in the recent ewo years. Thanks to the above measures, by the end of 2000, Viet Nam has made
the first improvements in the two weakest aspects of the banking system, namely the vulnerability to
internal and external shocks and the low capacity in mobilizing savings and transfering savings to highly
effective investment projects.

In brief, the financial situation of the Commercial Banking system in Viet Nam has made a lot of
progress in the early 1990s after the banking crisis in 1990. Nevertheless, from 1995 to 1999 there went a
contradictory trend, resulting in bad consequences, especially that international financial and nionetary
institutions rated the prestige of Vietnamese banking system one of the lowest in the region. This made a
very bad i 1mpress10n in foreign investors about the mvestment envuonmem in Viet Nam .’ The situation has

gradually been 1mproved since 2000 thanks fo the proacnve economic recovery
Part2 Financial situation of the main custorers in the banking system

The ﬁnancnal situation of Vietnamese bankmg system is closely related to the ﬁnancml s1tuauon of its
main customcrs Mostly all the big borrowing customers are the General Company 90 91 of the State which
have a lot of membcr enterprises. Periodical reports of these general companies to the Govemment_ authonues
often have little information on the financial sitﬁatioﬁ but é lot of infonnation on the production and sale 6f
products under the plan. Most of the information relating the financial situation of the state-owned enterprises
and non-state enterprises is 1nsufﬁc:ent and inobjective, let alone the fact that it should be aud:ted by responsible
authorities. It is, thercfore, hard to say exactly and clearly about the real financial situation of those enterprises.

To prepare for thefo!loWing content of the report, we must base ourselves on various infonhatidn sources

from the relevant authorities of the Government to magazines and newspapers on economic research.

A) Customers from the state-owned enterpi-ise sector . _
By August 2000, the state sector has 5280 ent&rpriées; accounting for about 42% of GDP, over 50% of
export turnover, 15% of non-agricultural employment, ncaﬂy 40% of the state budget, 98% j'oint-vi:ntu'rc

projects with foreign invested enterprises, but accoﬁnting for more than 50% of the credit debt balanée of

En general, international corporations specializing in rating the health of banking systems calergorizé 3 criteria for sound
bankmg operations to 4 levels of trust from high to low namely A, B, C D. In Viet Nam in late 1996 and 1997 we had.

 wo criteria at B and one at C. But after the Eastern Asian ﬁnancml and econormiic crisis in July 1997 we had only one
B and two C. In the early and mid 1998, we had only 3C. ‘
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the whole banking system.® In 1998, 200 biggest state-owned entetprises alone accounted for 60% of the
total capital of the State and 40% of the total banking debts.® Most of the debts of the state-owned enterprises
are from over 1000 big enterprises.

The Vietnamese state-owned enterprises were always the biggest customer of the banking system during
the 90th decade although the propotion of banking credit granted for this sector graduaily decreased, If in
1990 and 1991, the banking credit for this sector reached the high rate of 90%, it {ell to 54.5% in 1998.
However, the problem existing during 90th century was how to settle bad debts and arrears in Vietnamese
banking system when most debtors were state-owned enterprises.

While many state-owned enterprises are in constant loss and unable to pay the banking debts, they still
get credit loans from statc-owned commercial banks without any mortgage. This h._as worsened the debt.
situation of state-owned énterprises, threatening the banking system _wﬁh a crisis if they are not supported
by the Government. The deliheatiﬁg, wiping, capitalizing or equitizing the debts in enterprises just have
low and shonft term cffects. financial situation of state-owned enterprises are still difﬁcult due to their
constant lo'sse_si in business. Since 1997, m}my state-owned enterprises have been supplemented with working
capital. The Government had to require state-owned co'mmcrcie.li banks to supplement credit capital for
state-owned enterprises. ' '

Compared with other sectors, state oﬁncd sectors enjoy a lot of priviledges in policy, such as easy access
 to scarce resources, especially bankiﬁg credit capital, preferences in land, in international trade, in opportunity
.and ability to make joilit-fen_turc with foreign enterprises. A state-owned enterprise even losing in their
business may obtai.n bank joan if they have a feasible bﬁsiness project no matter whether or not the project
is really feasible. However, the work.eﬂiciency of 'st.ate-owned enferpriscs is low, resulting in weak financial
" situation . According to the C.}eneral. Department of Statistics, in 1990, 80% of state-owned enferprises lost

in their business 89% of which were local state-owned enterprises under provincial control 1
The General Department of Statistics also estimated that the production cost in Viet Nam was often
higher than the international standards For example in the early 1990s, the energy and material cost in ure
producnon in Viet Nam was 2.35 times and 1 89 times as high as the mtematnonal standards. For chemical
' pfo'ducts the above mentioned costs were 1.38 and 1.44 times as high Considering the energy cost alone,
the V:etnamese cost price compared with the mtcmatmnal one was 1.26 times as high in paper production,
2.04 times as high in tyre production, 1.31 times in pottery production, 1 75 times in coal productkon 2.46
umes in fan and 1.95 times in pamt produtlon 1t is clear that producuon dlfhculty will lead to very poor

ﬁnancml snmanon of thc statc owned sector in the carly 1990s. The Government, therefore reapplied the

R "lbc World Bank (1999) and the Central Department on Enterpnsc Managcment Reform (2000) “Project on continuing
’ structure and reform of the state-owned enlerpnses ' - :
-* World Bank (1998) “Viet Nam - Going to take off?” Economic report in the Conference of Consultation group of
V“lctn.amese SPONSOrs, Hanm, 14 15 Decetber 1999
o Ta Thi Xuan (1992): “Inflation in Vlet Nam”. Viet Nam Social Science Publishing House.
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direct subsidizing policy from the state budget for state-owned enterprises in 1990-1992.

By the end of the 90th decade, the situation was much improved. However, this improvement was not
enough to reverse the situation. The cost price of many major industrial products remained higher than the
international standards, resulting in higher ex work price than the price of the like improted products (see
Table 5). Particularly, some domestic industries such as raw sugar have the price 70-80% higher than the
import price. Therefore, these industries must rely completely on the govem;hcnt protection. In some cases
such as cement, sugar cane, sugar, textile fibre, machine, electric equipment, chemicals, paper,
beverages...there were overspreading invesment which not only resutled iﬁ low efficiency of the investment

capital but also in long term harms.

" Table5 Comparison the domestic and foreign prices, USDfton

CIF imported price

Products Ex work price Difference (%)
Cement ' 50-60 40-45 30-50
Sugar RS 360-400 260-300 20-50
Construction steel ©L 300 260-280 10-12
Ure fertilizer 160-180 115-125 30-40

Source: The Government Pricing Deparment, quoting in Vu Minh Khuong “"Improving the efficiency -and international

- competitiveness of our economy”, Economic Studies Review, No 254, July 1999,

The production and financial situation. of the state-owned sector was a_lso'improved quickly in the early
half of the 90th decade. In 1995, the ratio of enterprises lﬁsing in business decreased to 10%.. However, |
Sir_lce 1 996 there was an dppositioﬁ trend: according to ﬂle Ministry of Finéﬁée, the ratio of losing enterprises

. increased at a rgthér fast rate. In 1996, 22% of the total énterprise_s lost in tﬁcir business. Beforé the
financial and. monetary crisis in Eastern Asia, only about 40% of enterprises made profits while the other
32% of enterprises continued being in loss. However, according to ihc Central Department of Business
Innovation,_ the ratio of losing enterprises in 1995 was oﬁly 16%, in 1996 - 16.5% a_rid in 1997 was 22%.
Tﬁe total creditors of state-owned enterprises was 100577 billion VND, 119000 billion VND in 1997
while the total debtors were only 64141 billion and 56000 billion VND respectively.'?

Eastern Asian crisis has increaséd .the number of enierpises losing in business, the ratio of losing business

reached 50% if fully calculated.'® By the end of 1997, the ‘weakest™ ‘inefficient” enterpﬁses (categorized

" Tran Hoang Kim and Le Thu (1992) “Economzc sectors in Viet Nam - Situatios, trend and soluuuns Statxsucs Publlshmg

House, Hanoi, Duong thu Huong (1995) “Innovation in monetary pohcy and hankmg system in “[nnovauon in ﬁnancral
and monetary policy and inflation control in Viet Nam", the Nationa! Politics Publlshlng House, Hanoi =~ .0 .
The Central Departmem of Emerpnse Innovation, xxx report to enhance and reorgamse producuon and strenthen the
equmz,auon of the Central Department of Enterprise Innovation™. 9/1998. Vietnamese information sources are different,

we just put here for your reference.

Nguyen Minh Tu (1998) “Vietnamese economic growth seen from the poml ofatwo reglons economy The Economic
Studies Review No. 242, 7/1998,
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based on the profit rate and banking debt rate) had nearly 20 thousand billions amd 43 billions VND
banking debts respectively, equal to 1.4 and 3 billion USD. Following is the financial situation of these
enterprises. (see Table 6)

The group of weak state-owned enterprises had the average debts twice as much as the value of state
capital. 50 enterprises in this group had debts that many times as high as the value of the c;lpital granted by
the government (that is the capital of the enterprises). Because most of these enterprises lost in doing
business, they were unable to pay the debts. In addition, since 1998, the demand pressure was released
while the competitiveness of the imported goods increased, resutlting in even worse production efficiency

and financial situation of state owned enterprises in 1998 and 1999.

Table 6 The financial situation of weak state-owned enterprises

" Criteria / Types of state-owned enterprises

Weak Inefficient operation
Number of enterprises in the group 71t - 1989
Number of laborers (thousand people) ' 183 583
Total debts (thousand billion VND) 19.5 425
Mere banking debt (thousand billion VND} 14.0 290
Government capital {thousand billion VND) 10.2 52.5
Pre-tax profit (thousand billion VND) -0.25 ' 5.0

Source: the Ministry of Finance and the Central Department of Enterpnse Innovation, quoted in the report of the World Bank
in the Conference of Vletnamese sponsors, 1271999

Table 7 Operation situation of state-owned enterprises in industries

* Unit 1995 1996 1997
I- 'I'otal number of enterprises Unit 1958 1880 1858
© 1- Public service enterprises - Same as above (sa) -7 ’ 69 73
2- Productive and trading enterprises - Sa 1881 1811 1783
3- Businesses making profit Sa 1582 1417 1498
4- Businesses recovering in their capltal Sa 109 119 69
5- Businesses making loss _ ' Sa 267 344 291
Ratio of businesses in loss/total enterprises % - 14.5 i9 16.3
11- Capital sources Billion VND 59798 71469 80011
i- Owner's capital Sa 40631 " 43660 46327
2- Borrowing capital © .. Sa - 13098 18897 34584
IN- Business result “Billion VND _
I- Tumover " Sa 63680 76440 86435
2- Pre-tax profit - Sa 3031 3851 4406
.+ Profit of profiting businesses Sa 3196 4151 4711
.+ Loss of losing businesses Sa -165 <300 =305
Iv- _Total contribution to the state budget Billion VND . 7896 8491 - 10357
. 1- Consumption tax Sa 3080 3537 5963
2- Profit tax Sa 1136 " 1463 2230
3- Tax and other charges. Sa 3680 3491 2164

Source: The Central Department of Enterpnse lnmvauon the Report on contiuous mnovatnon and equitization of state-

. owned enterprises, 9/1998,




The above data table shows that the ratio of losing businesses in 1996, 1997 increased very quickly
compared with that in 1995. If compared with the whole state owned sector, the ratio of losing businesses
in industry in 1996 was higher, but in 1997 was lower. In addition, it can be seen that the ratio of losing
enterprises in the General Cdmpany 91, 92 was lower than all the industrial sector in particular and ail the
state-owned sector in general.'* This can be explained with the fact that general companies enjoyed more

preferences than other sectors, especially they nearly enjoyed the status of monopoly.

Table 8 The operation situation of state-owned enterprises in trade

1997

Unit 1995 1996
I- Total number of enterprises Unit 1805 1778 1755
" 1- Enterprises making profit Sa 1355 1209 {184
2- Enterprises recovering their capital Sa 39 76 75
3- Enterprises making loss Sa 171 22t 267
Ratio of losing enterprises/Total enterprises % 9.5 12.4 - 15.2
4- Enterprises that not identifying profit and Joss Sa 240 272 232
50% Enterprises that not identifying profit and loss Sa . 16.1 20,1 21.8
+ Losing enterprises / total enterprises _ ST ‘
II- Total capital Billion VND 22 36.5 46.3
1- Owner’s capital Sa - ' ~ 10 . 89
2- Borrowing capital : Sa . 22 26.5 374
IIi- Business result Billion YND L Co
1- Turnover S8a 94.3 127 140
2- Pre-tax profit . . Sa 1.0 11 1.2
IV- Total level of contribution to thc state budget Billion VND 8.2 93 11.5
1- Turnover tax . : - - Sa 11 1.2 14
2- Profit tax " Sa 0.5 0.5 0.8
3- Import and export tax Sa 4.7 56 . 6.0
4- Excise tax . Sa 0 01 0.3 .04

Source: The Central Department of Business Management, the report on continuous innovation and equitization of state-
owned enterprises, 9/1998, the date not accounted for joint-stock with foreign partners.

For state-owned enterprises in trade sector, the ratio of losing busmcsses mcrcascd constamly in the
period of 1996-1997. Particularly, suppose that 50% of the state-owned enterprises wh:ch were not 1dent1ﬁed
loss or profit were losing, the ratl_o of losing enterprises would be 21% in those two years. The situatlon |
was even worse in 1998 and 1999 because the economy was declining greatly and the worst decline was.

_ happening in the service sector (GDP growth rates in 1998 and 1999 were 5.8% and 48%respect1vely
compared with 9.3% and 8.2% in 1996 and 1997)

Sbme additioﬁal information in the efficiency of state owned entérprisés can bé "put in as followed:
Accordmg to the General Department of Captial and State Asset management undcr Mlmstry of Fmance
in 1998, of nearly 5800 state-owned enterprises, only 37% effectivly operated while 46.4% were in dlfﬁculty'

with the bankmg arrears reachmg 1135 bllhon VND and 16.6% of ent_erpnscs were losmg wnth the arrears

14

According to the Department of Business Reform, the ratio of losmg state-owned emerpnses inthe General Company
90, 91 was 16.9% in 1996 and 13.2% in 1997.



of 1763 billion VND. The ratio of profit out of capital of Statc-owncd enterprises decreased constantly,
from 19.1% in 1995 to 14.5% in 1996, 10.8% in 1997 and 8.0% in 1998. Other criteria such as profit/
turnover, profit/fixed asset...also constantly decreased."* According to the Central Department of Business
Management Innovation, the member enterprises of the General Company losing in business in 1999
accounted for 14% the total member enterprises of government general companies. ' Gcr;eral Companies
91 of the Government accounted for 58.8% of the government’s capital but created only 37.7% turnover
and 52% contribution to the state budget of all the state-owned sector'” although their loss rate is lower
than other sectors.

The weakness of the state-owned sector led to its difficult financial situation, orginating from the
management mechanism of the state-owned enterprises which didn’t create the impetus for the enterprises
* to actively improve innovatives in production and business. Enterprises find that the government can still
financially suppon and enhance the protection, thus they want to rely on the government. The managernent
and orgamsauon of state- owned enterprises is too cumbersome, less efficient compared with private and
foreign invested cntcrprlses. In the same industry and with the same production scale, labour in state-
owned enterprises is twice or three times as much as in private enterprises. With the same fixed assets, -
labour in state-owned enterprises is 10 times as much as in foreign invested entcrpﬁse_s. Actually, after 6ne
yea'r.of equitization, the resutl of production and business, work productivity, tax to contribute to the state
budget, | post-tax profit, profit rate of equitized.entcrprisés increase by 2 or 3 times compared with the
- period before the equitization (see table 12). This is an clear evidence of the very low preduction efficiency
“ of state—owned enterpnses _

' Due to business loss, the chain debts among state owned enterprises and their bad debts to .commercial
bank.é have been increasingly _s.erioué. After the first phase c_Sf debt general settlement, the debts of state-
owned enterprises increased very quickly. If in 1996, the total debtors and creditors of state-owned enterprises

are 159.1 thousand billions VND, thcy mcreased to 170 thousand billion VND in 1997 of which 75 thousand

bnllnon was debtors and 95 thousand bllhon was creditors. ™ The debts continued gmwmg, in 1998 reached
' 175 Lhousand VND and i in 1999 199. 1 thousand blllloﬂ In 1999 the debtors accounted for 62% while the
debtors equaled 109% the govemment capltal granted to enterprlses  Almost all the above debts would

be unable to be pald because many debtors have d:sbandcd , gone bankrupt or merged and it is the government

" The data were surveyed on the 1200 enterprises under General Companies 90 and 91
. % The Central Department of Business Innovation and Management (2000 “PrOJecl on continuous organisation, innovation
~ and developmem of state-owned enterprises” _
" The Central Department of Business Innovation and Management {2000} “Project on continuous organisation, innovation
and development of state-owned enterprises”™ )
< " The Central Institute o_t" Economic Management Research (1998) “Report on Viet Nam's economics in 1998” Hanoi 3/
% The Central Department of Business Innovation and Management (2000}
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who has to suffer mostly all the loss. ™

To lessen the financial difficulty of the state-owned enterprise sector, in 10 year period from 1991 to
2000, the Government has invested an additional capital of 41 335 billion VND in state-owned enterprises
in which 8000 billion VND was invested in 1997-1999 period (2016 billion was supplement to working
capital, 1464 billion was compensation fbr 1oss) to help enterprises with financial difficulty. Also in the last
10 years, the Government has granted preferential credit of 70 thousand billion VND, in 1997-1999 alone
8685 billion VND. In addition, during the last 3 years, the Government aléo exempted tax of 1351 billion
YND, wiped out the tax debts of 1088 billion YND, delineated debts of 3392 billion VND, slackened
debts of 540 billion VND, discounted the depreciation of 200 billion VND 2!

Along with the above supportive measures, to basically settle the long debt situation, the Prime Minister
has issued the Decision No 95/QD on settlement and liquidation of public debt phase two. The restucture
and'rcorganisa(ion of the prodution, disintegration, mergence and bankruptcy of state-owned enterprises
alone made the banks unable to recover 1400 billion VND in phase two of .thc settlement and liquidation of

debts. However, the financial situation of state-owned _enterprises by the end of 1999 was nbt considerable

improved because a significant number of enterprises in this sector kept doing loss in business. Only since

2000, thanks to growing foreign demand, increasing oil price and the demand stimulation policy of

Government, the economy recovers and the financial situation of state-owned enterprises started being

improved.
Year Caitat (billion VND) C"g‘;;f"ﬁ;:‘ﬂ‘;‘:;‘f“
. Propor- | . - o
corporste wn.lpany : qu{iﬁza- equ‘il:iza- Aﬁcr.l (t‘:.::?\::'.?'lf- TumT Profit (;S:::' Labour ul':f?: )
fion tion year ment over . l:_sta;e income
. R y , capital | - o | budeet .
Transportation coliation Agent 1993 6.2 650 18.21 980.1| 8985| 784.0( 4118( 4900
Refrigerating and Electrics Company 1993 160| 1500 - 250( 9500| 35600f 11000{ 2400] 1313
Hiep an Shoe company - 1994 48 48] 300| 108.8| 2488.9| 8296 920] 1635
Long An Export processing Co. : 1995 35 65| - 301 1653) 9563 1556 2326
Viet Phong Co. ’ . 1995 79 120 300 29741 1457 13631 1337} o)
Bee honey Co. i 1996 25 .25 300| 1176 8375 : 000| 1333
Binh Dinh Ship building Co. 1996 .15 . LIS 507| 6388 Bl6.6| 4633( 1063
Sai Gon Hotel - - 1997 180 ~172( - 400 S : e 1000 i .
Minh Hai sea products export processing Co. 1996 10.0 128 51.0 - . 694 1143
Hai Phong bus Co. 1996 1.8 18] 7 400 1210] 1200 1200| 1000] 1166
Dong Giao Rock Co. 1996 3.2 32 393 183.1 1940 947 1017
Hanoi woodware Co. 1996 04 05 . 0.0 ) ’ ’

Source: Central Department of Business Management Innovation, 8/1998.
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3 The Central Department of Business Innovation and Management (2000)



B) Private sector

In this report, private economic sector includes farmers, households and domestic private enterprises.
Although a number of researches on its activities have been carried out, systematically information regarding
the financial situation of this sector is still limited. Thercfore, this report is only intended to give a general
assessment of this sector.

In Viet Nam, private sector accounts for more than 40% GDP in the period of 1996-2000. The majority
of this Sector, making up 34 % of GDP, consists of household businesses, mainly those in agricultural
production and service provision. Other private economic entities, mainly small and medium sized
enterprises, accounts for only 7%.

The above figures show that private sector plays a no less important part than state sector in the national
economy. In 1990s, however, the financial situation of this sector was much more difficult than that of
other sectors, as it had lower economic potential and competitiveness while receiving little support from

- the Government.
One of the biggest financial problems facing private enterprises was that they often lacked capital to
meet their own need. Baék to early 1990s, up to 95% of their capital was contributed by friends and.
_ relatives free of interest. Cépital borrowed from commercial banks and through other form of mobilization
“accounted for a small proportion. Thus, private. businesses owed little debt to banks and other financial
.orgénizations Most of them owed almost nothing to banks. However, in 1989-1990 a small number of
pnvate enterprises borrowed large sums of capital from credit funds while their operanon was not efficient.
This situation led credit funds to crisis in mid 1990s.

By 1991-1992, only 8% of prwate enterprises in cities and 2 % in rural areas had access to capital
sources at banks and érédi_t cooperatives, but most of these loans were of small value, not more than USD
300 each. Structure of caprtal sources accessed by private enterprises in cities was almost unchanged, with
sclf—ﬁnéncc accounting for 76%, contribution from staff 13.5%, non-interest loans 5%, loans from banks
and credit_ cooperatives 0.6%, from private sources 1.6%, and capital from other sources 3.3%* Fortunately,
the proportion of bank loans extended to the non-state sector increased every year from 10.1% in 1991,
18.2 % in 1992, 31.5% in 1993, aﬁd 37.5% in 1994. At the same time, credits cxtended to farmers also
mounted: VND 359 billion in 1991, VND 1579 billion in 1992, VND 4246 billion in 1993, and VND 8526
billion in 1994. |

- With little chpital from external sources, private sector businesses do not have the serious problem of
heavy debts. The debt-to-asset ratio of .privatc_'cnterprises in cities was just around 3.6% in 1990 and 4.7%

_in 1991, being 3-4 times higher than that of the households. However, these figures were much lower than

n

2 Suatistics from a survey on SMEs in Viet Nam by Ministry of Labor, Invalid, and Social Affairs in cooperation with the
: Intemauonal Labour Organization
¥ Pham Ngoc Long (2000) “Money Policies and the Refonn in Viet Nam”
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that of state-owned enterprises in the same period: 25.7% in 1990 and 23.4% in 1991, In recent years, bank
loans extended to private sector (including foreign invested enterprises) have increased: 44.9% in 1995,
48.2% in 1996, 50.3% in 1997, 48.1% in 1998 and 50% in 1999. The majority of these loans were granted
to farming households: VND 10375 bitlion in 1995, VND 12000 billion in 1996.% Loans granted to non-
agriculture sector accounted for a lower percentage but tended to increase in the following years.

Working capital of private enterprises made a large growth in the period 1991-1996. The average working
capital of each small private enterprise cstablished under Law on Private Enterprises increased 2 fold.
Capital of limited companies were 10 times more than that of the above private enterprises, but the total éf
capital shrank from VND 2 billion in 1991 to VND 1.6 billion in 1996. Capital of privatized enterprises
also increased. Generally, the growth of capital in private sector increased 17% over the period 199 1-1995.
The increase in the number of enterprise and in the average capital of each enterprise resulted in large
output growth of this sector.

Gene_ral.estimation based on revenue and contribution to the state budget, small sized private enterprises
are the most effective, then comé limited companies, and privatized companies and cooperatives rank
third.* Based on the improv.ed performance ahd financial situation of privatized companies as bompared
with state-owned cnterpnses it can be concluded that private enterprises can achieve a sound financial
record. Table | shows that their overdue debt was only 4.2% of total debts by 1996.

If prwatc sector was n_ot ‘recovered in 1991-1995 and its ﬁnanciaE situation was not irﬁpro_véd by the
open-door deregulation policy, ﬂie genera.l growth rates have even decl_ined at faster pace with less b_f their
contribution. In 6rder to improve the compctitiv.encss in the incre'asingly difﬁcult st.ages of ﬁevelopmént,
private enterprises are in a desperate néed for.ca.pitai in order to enlarge tl.i.eir prbduction scale ahd capacity,
modernize their équibm_ént, machinery and technology, and develop human resources. However, the sad
fact is that capital growth rates of this sector have been minus for 4 consecutive year.s 1996-1999, even —10
% in 1999, |

The banking and financial system of our country is stili under-developed. Corﬂplicated collatéfral and -
examination"procédures, tégether with corruption, bureaucracy and immorality have mushroomed during
1990s, forcing 20% of small and medium sized enterprises (SMEs) to mobilize their o.wn capital Banking
loans extended to this sector ts also very limited. On the one hand, this is becausé banks are not wnllmg to
lend pnvate investors for their low rehablllty and high cost involved. On the other hand, strict regulations
in granting loans also discourage investors. The waiting time, which used to be 3-6 months, sometimes up
to 1 year, now has been shorter, but gtill too long for investors to scize their .busincss c.).pp()..rtﬁni.tics'. Ih

1990s, the Government set up a number of investment-stimulating funds to provide soft loans to investment

#  Pham Ngoc Long (2000), as mentioned above

23

Nguyen Huu Dat (2000) “The development situation of private economic sector in Vlct Nam in the period 1990-2000"
Economic Study, Vol 262, March 2000 :
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in underdeveloped areas and industries. In principle, private enterprises could benefit from these funds. In
reality, almost soft loans were granted to state-owned enterprises and only 10% of them were for private
enterprises.

By now, access to medium and long-term sources is still a big challenge for private enterprises because
most of them can not meet bank’s requirements regarding collateral. A survey by World Bank shows that
53% of small and medium sized privafe enterprises in Viet Nam consider capital shortage as the biggest
obstacle to théir business. Lacking capital, private enterprises are unable to modernize their machinery and
equipment or enlarge their production. The Government’s instruction for commercial banks to continue
providing loans for loss-making state-owned enterprises without requiring collateral has also further limited
the accessible capital for private enterprises. In addition, complex and vague regulations on land use rights
cause a lot of difficulties to private enterprises in enlarging land area for their production. The result is that
many private enterprises have to operate with outmoded machinery and equipment in cramped factories.
Thus, their products can hardly compete in the international market: The compctiti\;eness of our products
is presently based on low cost price, not on quality.

The common trend in recent jears is that investors have unpeaceful mind and wait for new changes in
policies while .delaying the implementation of their projects. Particularly, investors have even found

- themselves being discriminated when they are put under increased supervision by the Government to cope
with the impact of East Asian c_coriomic crisris (e.g. the proportion of bank loans extended to this sector in
1998-.1999 deceased as compared with that in 1997). As a result, during 1990s, despite the continued

" growth in general production, a large number of private enterprises had to terminated their business or

declared bankrupt, another considerable number were facing serious financial situation with increasing

' overdue debts, bad debts and.rillegal capital appropriation.

The gcnefdl outcome was that production growth rate of private enterprises decreased sharply since
1996-1997. GDP also descended from 8.5% in 1995 to 4.2% in 1998 and continued its way down in 1999,
Their comi)etitivcncss also decrcaged in.'compaﬂson' with that of state-owned enterprises and foreign invested
enterprises. Itis becoming increasingly difficult for private enterprises to sell their prodﬁcts because their
prices are high .an.d their quality is not up to customers’ expectation. Most of the inputs and outputs for
~ private enterprises’ business come from the domestic market, which has been stagnant in recent years. And
- most of these transactions have been'conductcc.i via personal relationships (only 20% ‘of private enterprises

sell their products in big cities and 33% produéts from this sector are sold to state-owned enterprises™).

- Stagnant produéﬁon and decreased revenue have led private sector to more serious financial situation.
: Aéééi‘diﬁg to Table 1, the proportion of overdue debis to banks made up by this sector soared from 4.2 in

19.96 to 13.5 of 't_he total debts in 1997, and conti_nﬁed its way up in 1993, 1999, It is expected that this

figure may gradually dccreasg: in 2000 on the background that the national economy will be rehabilitated

% Executive Summary of Survey on small non-state enterprises by the Ministry of Labor, Invalid and Social Affairs
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and that the State Baak has faken some steps to solve this problem.

A more general outlook shows that the private sector and the foreign invested sector is more effective
than the state-owned sector though these sectors are in a more disadvantaged position. In the long run, the
state-owned sector will pursue the import-substituted policy, depending heavily on the Government’s capital
and protectrion. while the later two sectors will foliow the export-oriented policy. Considering the ratio
between export turnover and total revenue of ditterent scctors in 1997, the state-owned sector’s figure is
estimated at 17.2%, while the private sector in the processing industry and the [oreign invested sector can
achieve 46.6 and 46.2 % respectively.”

In the manufactuning industry alone, there have been 600,000 private entérprises of very small size and
5,600 small and medium sized enterprises {SMEs) by 1999, producing a totél of 28% in the industry’s
GDP. On the other hand, many SMEs, especially enterprises of relatively large scale, have taken the lead
arﬁong exporters. For example, 457 SMEs employing 100 workers m the areas of textiles, foo'twe'ar, aquatic
products, leather broducts, foodstuff and drinking, wood processing, non-metal processing, have exported
an average of 75% of their products.”™ Furthérmore, private enterprises also play an important part in
creating jobs for the society. _ _;

On the other hand, table 13 shows that all privatized state-owned emerpﬁscs after 1 year in operatibn
have prbduced increased working efficiency despite many difﬁéultics_ at the eaﬂy stage. Pﬂcularly, profit,
budget contribution and wage onan average Qorker of these enterprises have beer_l much improved. This
can prove the fact that all enterprises Will be m_oré active in exploring opponunitieé for their own business

“and devleloping lﬁemﬁelves when they h#ve to existina éompétitive environment with little, if any, sﬁpbort
from the Government. And private sector consists of such enterprises. | _

In summary, the situation of private cnterpriscs regarding their business, production, ﬁhance, and debts
was gradually improved in the first half of 1990s, énd then.r'eached the best level.in 1995-1996. After that,
growth rates of production, revenue and profit decreased sharply causing a lot of difficulties for this sector.
The proportion they account for in banks’ overdue debts also went up. However, the general situation has

‘got slightly improved since the beginning of 2000.

C) Foreign invested sector
Before the occurrence of the Asian financial crisi§ in 1997, most of foreign 'iﬁvésted. projects were
making profits and in sound financial situation. The totat revénue of this sector increased from USD' 151
million in 1991 to USD 3605 .million in 1997 (23.9 times higher). Its budget conu_'ibution also rose from
USD 128 million in 1994 to USD 315 million in 1997. Overdue debts in banks were fairly loyw.r.--F.or"eign

invested enterprises usually borrowed cépital from foreign bank branches, and as shown in Table 1, overdue

¥ The General Statistics Department, survey conducted on.July 141997 on the revenues of industrial en'ler'prises o
*®  The World Bank (1999) “Viet Nam — about to take off?”
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debts of these banks (1 year after the Asian crisis) was only 0.78% of the overall balance, of which only
38.8 % was bad debts, the lowest level in Viet Nam’s banking system.

The regional economic crisis, which broke out in 1997, had strong and spreading influence on foreign
invested sector in Viet Nam in two dimensions: implementing the licensed projects and attracting investment.
Regarding financial situation, after the Asian economic and financial crisis, most of foreign invested
enterprises operating in Viet Nam faced difficulties and loss. Many export producers operated with moderate
capacity due to diminished market and competitiveness. For a variety of reasons such as the parent company
went bankrupt, foreign currency devaluated, the IMF limited the transfer of capltal abroad for investment,
banks set up stricter regulations for granting loans it became more dltﬁcult for exports competitiveness
was reduced, “many foreign invested companies operating in Viet Nam faced a lot of problems. Some
in\restment projects even had to slow down their implernentation”

According to Viet Nam Economic Times, Ho Chi Minh City had 683 foreign invested projects by
December 315t 1997 w1th a total reglstered capltal of USD 10 br}lrorr The disbursed capital in this area
was USD 3.7 billion, accountmg for28.8 % that of the whole country, of whlch 32.3% was bank loans. The
number of loss-making enterprises tended to increase, 188 in 1995 237 in 1996 296 in 1997. The proportion
of loss-making enterprrses was 433% 2 7

After the crisis, the exchange rate VND/U SD tended to increase to cope with devaluauon of many Asla
currencnes, creating loss for lmport-substltutron producers Investment projects in restaurants hotels and
ofﬁces met a lot of difficulties. A large number of debts nominated in foreign currencies expired when
domestic consumer price index and foreign exchange tended to increase, raising the cost of borrowing
. loans and reducing revenues. According to a report b.y Ho Chi Minh City’s Department of Planning and
Investment, nearl)r 70% of foreign invested enterprises were making loss in 1999. In 1998, foreign invested
enterprises did not recruit more employees, they even dismissed 10,000 employees. These enterprises also
continued to face financial difficulties in 1999, and only saw a slight improvement since the beginning of
2000. . |

_Foreign inveetore in Viet Nam are bound by regul.ations on the minimum proportion of export in their
tota output, and on self-financing in terms of foreign exchange. However, many new enterprises that have
only been in operaﬁon_ for only a few yeare can not meet the above requirements. Another difficuity is that
Viet. Nam is a small-scaled market, with low purchasing power which has been continuously diminished
since 1996. Many enterprises have come to saturation in areas whieh used to be very attractive before
1997. Such areas inelude hoteis, offices, car and motorbike assembly, home electronic products, steel for
.construction, cement, sugar, derergene Thus, emerprises in this sector faced different problems like slow
increase re.venues, longer investment return, difficult financial situation.

Difficult financial situation of foreign invested enterprises in key areas can be indirectly reflected through

#  Viet Nam Economic Times dated June 24th 1998: “ Encourage investrent from two directions™
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the way they use their designed capacity. Figures in table 13 indicate that there is no area where foreign
invested enterprises use up their designed capacity. If we consider 70% of the designed capacity as the
minimum profit making point, then only 3 out of 30 forcign invested areas (10%) (including crude oil,
ceramic tile, and footwear) can see profits and the rest (90%) are making loss. If the above point is 60%,
then only the steel industry can be added to the list of profit-making enterprises. On the other hand, there is
up to 19 out of 30 areas (63%) where foreign invested enterprises only use 30% of their designed capacity.
This analysis can be a good justification for the difficult situation facing this sector.
Table 13 Usage proportion of desighed capécity of mabhihery'and
equipment in foreign invested sector, as of 31/5/1998

o . Unit: %

Types of products Prt?;):r- Types of products Prt?g::r- Types of products Pl;?g,?r-
1. Crude oil 78.0 |11, Fridge _ 2(.8 |21 Wine {4.3
2. Electricity 159 |12. Washing machines - 213 |22, Beer : 26.0
3, Steel . . 61.5 13, Air-conditioners 123 123. Softdrinks - i 260
4. Cement : 25.5 {14. Video C 35.7 | 24. Cigarette box R 13.7
5. Glass for construction 0.1 |15, Transformer > 250 Kva - 50.0 |25. Canned milk 10.0
6. Hygienic ceramics 3.2 | 16. Fabrics of different kinds 9.0 |26. Fertilizers . 16.4
7. Ceramic tiles 75.7 | 17. Cloth of different kinds 230 |27 Insecticide 571
8. Motorbike 28.1 |18, Garments 22.5 |28 Paint - - .- ¢ 48.1
9. Automobiie 30 |[19. Shoes ' N 76.6 |29. Plastic for home products 20.0
10. Television 50.0 [20. Sugar and cane 46.2 |30, Plastic material 47.8

Source: The Ministry of Planning and Investment, Overview report on foreign investment in 9/1998.

Méanwhilc, the international investment bonimlinity continues to estimate that inve.stment in Viet Nam
has not much been improved, taking éccoﬁnt of high risks and i.nvcstment cost involved, incompiefe and
weak banking and ﬁnancial.system, changeable tax and import_—éxport policies, difficult foreign exchange
control, underdeveloped infrastructure, cumbersome licensing and land clearance... |

I 2000, although the National Assembly of Viet Nam has revised Law on Foreign Investmént in order
to meet the dspiration of iﬂvestors, foreign investors have not yet shown their interest in the Vietnamese
market. What they concern most is that laws are fairly open while sub-laws seem to tighten the incéntives
set forth in laws, and that it is difficult to carry out the rules of laws. Another problem f_acing.foreign :
investment in Viet Nam is that in recent years, Vietnam's comparétive'advahiagcs suéh as cheap labor, low
production cost, plentiful natural resources, ... are loosing their position due to increasingly harder bofnpeﬁtion
with that of other countries in the regions. However, in the common trend of deveiopment around the
world, the financial situation of foreign invested enterprises in Viet Nam has been, and will be ilﬁbmved

since 2000.
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1.1

A—3
Ad hoc Measures to Deal with the Banking Debts

Nguyen Ngoc Bao
State Bank of Viet Nam

Assessment on the financial performance of financial institutions including
SOCBs, joint-stock commercial banks, foreign banks, joint venture banks,
and local people’s credit funds.

Present financial performance of credit institutions
- SOCBs:
The charter capital of the Bank of Agriculture and Rural Dév'elopnient is VND 2,200 billions equivalent

to USD 150 millions. This of other three SOCBs is VND 1100 billions per each one approximate to

USD 75 millions, The ratios of the owned capital (charter capital and its supplementary reserve fund) to
the assets (including contingent commitments) of SOCBs are lower 8% of international minimum level.
The difference between avérage lending and mobilizing interest rate tends to decrease in recent years.

This ratio of 1999 was under 0.2% per moenth. The profitable ability of SOCBs is weak. The ratio of their

- profit to the average owned capital is over 5%. The ratio of their operating costs to assets is over 7%

while this ratio of the commercial banks of regional countries is only over 2%. The operating productivity
is léw. The ratio of overdue debts i§ rather high, it is approximately or over 5%. The retained earning of
SOCBs is only enough to pay the fees for.using government capital (6% of charter capital). While they
have to reduce the lending interest rate to areas 1, [lI-highland, island, Khmer ethnic group according to
government policy. |

Joint-stock commercial banks:

The charter cépital of joint-stock commercial banks is small. This of a few urban joint stock banks has

not yet reach to the required level of authorized capital. The clai_méd legal capital is about USD 3.5-5

- millions for a joi.nt. stock bank in urban and USD 350 thousands for one in rural areas. There are only 6

among 50 banks atrained the ratio of the owned capital to the assets over 8%, the others attained at lower
ratio. In comparison with SOCBs, the operating costs of the joint stock banks are rather high and its

competitiveness is limited. The ratio of overdue debts in some banks is below 5% while that in most of

- the 6thers is over 5%. Many banks make losses and fall in insolvehcy danger. The return of all the banks

is diminishing.
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People’s credit funds:

At present, there are nearly 900 tocal People’s credit funds in whole country. These funds mobilize
capital and lend to their members. Their average owned capitél is about VND 1.3 billion. Their credit
outstanding is over VND 4 billion and profit is low. Although many people’s credit funds have high ratio
of overdue debts but in many provinces and cities they exposed high credit quality.

Foreign bank branches in Viet Num:

The charter capital of a-foreign bank branch is USD 10-15 million. Their credit provisions to a customer
are not subject to the limitation of 15% of owned capital. The ratio of overdue debt in these branches is
less than-1%. All of them are making profit. The ratio of their profit to the owned-capital is nearly 10%
and the ratio of the profit to the assets is about 4%. |

Joint venture banks:

There are four joint venture banks at present. The charter capital is USD 15 million per each. The
credit provision to a customer is subject to limitation of 15% of owned capital. There are only two banks
(INDOVINA Bank and VIDPUB.LISH bank are operating efficiently and providing high-qualified

services. The others are operating inefficiently.

Some general conclusions about financial performance of Vietnamese credit institutions (excluding

branches of foreign banks)

Small operating scale: the owned capital of Vietnamese banks is only equal to 1/6 of that of the

: reg.ional banks. Therefofe, it limited the ability of mulﬁfunctipnal operatihg expansion and the
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diversification of banki'ng products and services, as well as the ability of credit provi'sion to the economy.

The high-risk level is measured by the criteria of low solvency, low ratio of owned capital to assets,
and too high ratio of overdue credit. outstanding. Additionaily, the SOCBs have to make the priorities of
capital, interest rate, and lending conditions to some customers directed by go?emment pblicy,_Many
reasons bring abéut this situation of Victnamese credit institutions but mos.t of them come from the_ risks
of the borrowers. '

Low profitable ability is measured by the criteria of the ratios of. the profit to the owned capital and the
profit to the assets. The reason of low profitable abiliiy is mainly due to fow q&al_iﬁcaﬁon of credit, partly
due to low productivitjr, backward technolqu, weak management, as well as mixed commercial and
directed credit. R

The SOCBs _are'ope.rating mainly in credit sewice#. The other banking services especially the s‘erv'ices
of a modern bank is rarely offered. _ | ‘

‘Many SOC_Bs operate iﬁ lager area. Their opérating costs are rather high because thf: s_in_all iterns of
fund mobilization and loan provision (USD 50- '100) takg a s'igniﬁcan.t ratio.

The technology qualification used in Vietnamese banks is far below in comparison with this in the
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regional commercial banks. This depends mainly on the skills of bank staffs to use modern equipment.
In many cases, the operating costs grew up because the available modern equipment was used inefficiently.

In addition, the tax policy on lending services of instaliment is not clear. Because the tax rate of
foreign-borrowing interest is 10% and the fee of government's capital use is 6% of charter capital, the
SOCBs and some joint stock banks have no retained-profit to create the functional funds especiaily the
operating-development fund.

Because the owned-capital is small, the provisioning has just formed I year ago and faced to many

“challenges, the liquidity of assets is not high even low, the short term mobilized capital is used to make

medium- and long-term loans, so high risk of credit in some commercial banks affects the security of
credit institution system.
Vietnamese credit institutions have low competitiveness and integration opportunity, the high return

area of money market in domestic is competed by foreign bank branches.

The causes of weak financial perfoi'mance of the Vietnamese credit institutions

Viet Nam'’s economy in r'eal'ity has still been in transitional process, low efficiency and competitiveness,
improper structure, slow SOEs reform. Therefore, there are many making-loss and insolvent enterprises.
This put many banks face to high ratio of bad debts, low revenue, and low profit. |

Insufficient and inconsistent legal framework make commercial banks face to high risks and non-

. complementation.

- In general, the determination of the operating plans of commercial banks is not clear. Thus, the

determination of owned-capital scale is also not exactly in quantitative side. This induces constraints for
govemmént in providing charte;'capital to SOCBs and for commercial banks in supplementing charter
capiﬁi by themselves.

The managerial and operating mechanism of commercial banks is initiaily forming or gradually
transforming to the market pn'nciplc.. In which the financial autonomy is limited, the prior credit directed
by government is not déﬁned distinétly but increasingly.

There are tdo many joini stbck banks and local people’s credit funds while they by themselves lack the
necessary conditions to compete and operate vigorously.

The opérating management of commercial banks has been weak, the qualiﬁcaﬁon of.banking personnel

has been low, and the operating technology has improved slowly.
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Review of the ad hoc measures implemented by the government and
SBV since 1997 to deal with the banking debts of the enterprises
(especially SOEs) and of the farmers

The year 1997

Decree No 59/ND-CP dated 3 Oct 1996 on financial management of state owned enterprise in article
12 defined: “the fund mobilization of SOEs is not atlowed to be over its charter capital.” However,
because of not enough condition for applying, govcmment issued the memo No 6755/KTKH dated 31
Dec 1996 to temporarily delay implementing the regulation on fund-mobiiizing limitation of SOEs.

Resolution No 49/CP dated 6 May 1997 of government’s annual conference (parliament) defined:
“SOE is allowed borrowing loans from SOCBs without collateral, and without Ii‘mitation‘ by its charter
caﬁiml, but with consideration to its ope;rating efficiency. For SOEs made losses since last year&, if they
present efficient alternatives of operation and agreements Qf ministries, provincial committee, cities

belong to central government, banks continue giving loans to them, For the farmers borrowed bank

loans, if they face to difficulties, they may receive the debt relief and new loans to continue their

proa'uctiori _ _ : ,

The SBV issued the memo No 417/CV NH14 dated 31 May 1997 on the gmdance to implement the
urgent SOluthIIS of government relative to bankmg activities.

Circular No 03/ 1997fITI'UNHNN-BTC dated 22 Nov 1997 on the guxdance to deal with the remamed
overdue debts of SOEs and cooperatives up to 31 Dec 1996 in SOCBs stated: “the overdue deb:s caused
acuvely by the banks, SOEs, and farmers have to retrieve exhaustedly. The overdue debts caused
objecriﬁely by non-resistible reasons are considered to cancel or to carve out within 3-5 years. .ln this
time, the borrower has not to pay their interest. In case of non-proﬁtable busines.s;, the overdue debts.are
relieved withir; 3-5 years.bur the borrower continue paying the interest.”

Memo No 959/KTKH dated 3 Mar 1997 on implemchtation-'bf the. investment-credit planin 1997
stated: “continue transforming the shori-term ﬁmd of commercial banks into medium- and long-term
loans to planned investments...” _ :

The SOCBs continue reducing 30% of lending interest rate for the area I (highland, islan&, Khmcr ‘

ethnic grdup, and the area of natural disaster, where customers are thainly farmers). -

The year 1998

Continue implementing the above resolution decided in 1997, excluding the settlement of overdue

debts. _ y
Decision No 52/1988/QD-TTg dated 3 Mar 1998 on implementétion of the investment credit plans in

1998 defined that the government's investment projects can use the assets generated from their loans to
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guarantee the debts of the loans. The enterprises are not permitted to transfer, purchase, or mortgage the
assets belong to planned-credit capital of government if they are being in debt,

Directive No 08/1998/CT-NHNN 14 dated 3 Oct 1998 on improvement of credit quality to contribute
to economic growth and ensure the security and efficiency of credit institutions stipulated: the overdue
debts before 30 Jun 1998 from enterprises which faced to difficulties, the credit institutions are permitted
to retrieve the principal value first, then retrieve the interest later. The overdué debts over 12 months, the
credit institutions can retrieve them at normal interest rate. For overdue-debt confiscation, if the confiscated
assets have enough legitimate papers and property rights, the credit institutions can auction or account to
reduce debts. The overdue debts caused by natural disasters, the borrower can enjoy the debt relief. For
overdue debts of loss making enterprises, the credit institutions can consider to redefine the maturity of

loans but this loans is subject to the maximum of 15% of their total credit outstanding.

The year 1999
Decision No 67/1999/QD-TTg dated Mar 3, 1999 of Prime Minister on banking policy supporting
agricultural and rural development stated: the farmers (including plantation owners) were not required

mortgage for a less than VND 10 million loan. The foans of over VND 10 million are required mortgage.

- The Cooperatives, plantation owners, agricultural cooperatives, SOES, which works as dealers of rice

export and fertilizers import, are allowed to use the assets formed by loans for loan guaranty.

" Decree No 27/ 1999[ND—CP dated Apr 20, 1999 on revision and addition to regulation on financial

- and accounting management'of SOEs, which accompanied with the decree No 59/CP at article 11 stated:

© “Besides the stgte—in_vested capital, the SOEs were allowed to mobilize capital under the forms of securities,

- borrowed capital, joint-venture capital, and other forms. The capital mobilization should be in accordant

with the legal regulations and not effected on ownership form of enterprise. Issuing bonds, shares to

mobilize capital must follow current legal regulations.”

- Decision No 13/ 1999/QD-TTg dated Feb 4, 1999 on investment credit in the years of 1999 stipulated:

The unf_’mished projects has been lent by which credit institutions (SOCBs or Investment and Development

~ General Office), in 1999, that should continue to provide the loan according to the progress of construction

- and defined capital structure in investment decision. The investor has responsibility of investment

efficiency and on-ume payment
Decision ZSOIQD—TTg dated Dec 24, 1998 on rice-export and fertilizer- -import management in 1999:

Commercial banks should provide capital appropriately to the enterprises to buy rice from farmers and

B () imbort fertilizer and allow them dsing assets formed from loans for loan guarantee.

Decision No '1(4)'-7/QD-‘TTg dated Nov 17, 1999 on the solutions to overcome disastrous natural calamities

in Central Plfdvinces: The Government spend VND 500 billions from the SBV refinancing fund to lend

 to farmers wiﬂmut coil_éteral. The interest rate of short-term loans is 0.3% per month, rr_:cdium and long-
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term is 0.4% per month. The flood-effected farmers and enterprises, which have loans from credit

institution, were considered to relieve, to carve out, or to cancel their debts depending on their losses.

The year 2000

Continue to apply credit mechanism stated at decision No 67 and decree No 27 and decision No 107;

Decision No 237/1999/QD-TTg dated Dec 24, 1999 on rice-export and fertilizer-import management
for the year 2000: the enterprises which works as rice dealers were given loans sufficiently and were
allowed to use the assets created from loans to guarantee for their debts as above decision.67/1999/ QD-
TTg | : '

Resolution No 11/2000/ND-CP dated Jul 31, 2000 defined seven ad hoc measures to guarantee for
loan and directéd solutions to deal with the debts of flood-effected farmers in practical situations.

Circular No 10/2000/TT-NHNN]1 dated Aug 31, 2000 of SBV to be guideline for the decree No 10
above. '

Decision No 266/2000 QD-NHNN1 dated Aug'. 18, 2000 defines the terms, the limitation for loan

. without collateral from joiht-stock banks, joint-stock financial companies, and joint-venture banks.

3. Assessment on direct effects of the situational measures on the financial situation

of the commercial banks

After several reforms, the number of SOEs reduced from 12300 to 5280 but its oﬁtput took 40% of GDP.

The rural area, which takes nearly 80% of total territory, where 76% of population live in over 12 million

households, produced.over 25% of GPD. This showed the ifnportant role and position of SOEs and rural

sector in economic stabilization and development in general, and in banking safety and development in

particular. Therefore, situational measures of government and SBV on credit policy and mechanism for SOEs

and farmers also have direct effects on the finance of the commcfcial banks at certain period. The SOCBS are

under big influences, such as:

31
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The positive effects of the situational measures in short—term

The prioritics of credit condition to SOEs and farmers are appropnate wnth article 10 in Law of Credit .

. institutions. Therefore, credit institutions are willing to expand credit wnthqut the wOITY of, bad ef_fects_ on

the financial conditions, because the credit risks of these loans mainly originated since before 199'7.

Practical evidence shows that loans to farmers are efficient, low risk. If credit risks of ﬁém loans appear

they will be considered and settled by government. - | | |
Delaying the lmplcmcntatlon of the Decree No 59/ND-CP and permmmg the SOEs borrow loans

from SOCBs without collatéral had created good conditions for SOEs contmuelborrowmg loans from
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Commercial bank (mainly from SOCBs) for investment, production, business, and avoiding possible
interruption and crisis. This is very easily to be seen, because in the capital structure of investment,
production, and business of SOEs, the owned capital takes a small proportion (only 5% - 20%), the main
éapital is loan of commercial banks. Most SOEs were allowed to be given more loans to invest in
unfinished construction, production, avoiding bankruptcy for several SOEs and for the whole financial
system because of chain reaction.

Limit the increasing bad debts of the commercial banks. The SOEs and the farmers have to mobilize
capital equal to 2 - 5 fold of their owned capital but they lack the borrowing conditions. Especially, they
can not make profit continuous_‘.ly in many years and their assets used for loan guaranty are unsuitable. If
the banks retrieve and lower down their loans immediately, the overdue debts would increase. Thus,

based on the ad hoc measures to lower down the amount and proportion of foans of SOEs gradually.

. When equality among economic sectors were attained, the borrowing quality will be reach easier.

~ Because crédit outstanding to economy continues increasing, the commercial bank has assistance of
gdvemment to deal with the bad debts, the income of SOCBs although decreased somewhat but is
rcstoﬁng in 1999-2000.

These ad hoc measures created the opportunities for credit expansion to farmers, changed credit
structure, dispcrscd.the risk, .utilized pdtential of agricultural and rural economic sectors, created
opportunities for SOEs and privafe eﬁterprises to develop. Therefore, the commercial banks have
dpportu_n_ity to 'expz.md credit market in the rural area. - -

The solutions guaranteed for SOCBs to keep the credit grthh rate, to expand business scale, and to
inérea;e the scalé of customer from 12% to 18% 'cach_ year in the last lhréc years.

Allow ing the SOEs and farmers to enjoy the debt relief, debt cancellation and debt carving out provided
time for SOCBs to restructure their assets, “gradually clean their balance sheet”

The situational measures had wiped out the doubts of depositor, they continued putting their money in
the cbmmercial banks, especially in SOCBs. The lesson on the reasons and experiences to deal with the

crisis of Asian countries, which were heavily effected by monetary-financial crisis, is that the role of

~ government is very critical. The government is a supporter for the commercial banks to stand up against

- the bad effects of unexpected changes on money market.

The negative effects of the situational measures -
The situational measures mainly deal with the constraints of SOCBs and_. SOEs. These measures did
not creaté a “fair pIaying field” for all banks and enterprises particularly fdrjoint—stock banks and private

enterprises. These make conimércial banks and SOEs continue to depend on these bailouts of government,

- and deter lhe_ihcentivé,s to SOCBs and SOEs to compete and develop. In the transition of Viet Nam, this

needs to be accepted appropriately with the economic structure and institution.

87



These measures created inequality among economic sectors, among commercial banks, and caused
the certain doubts about the government’s mechanism and policies. The attraction and transfer of customer-
SOEs to SOCBs mechanically does not encourage the competition among commercial banks by improving
service quality, providing customers with the best, most modern banking services.

The temporary debt carve-out or debt cancellation for SOEs and farmers are situational measures. It
takes not one or two but several last years, but_no effective measure was created to replace. Sometimes,

SOCB was considered a subsidy measure to get credit, therefore the number of SOEs and farmers have

“overdue debts increased. This weakens credit ability of SOCBs and it possible causes the deficit of

charter capital.
' These measures cause the dependence of SOEs and farmers, when they meet the difficulty in doing

business due to objective impacts. On the site of SOCBs, there is a manifestation of easing the lending

“condition and procedures even they lack caution when doing risk evaluation to decide lending to farmers

and SOEs. This makes the crcdit risk tend to increase. At the same time, the issuing loans to non-state
enterprises draw too much attention at asking for property mértgage. The techniqhe of loan evaluation,
ﬂlc.lcgal status and the financial ability of customers, the efficiency, feasibility and .solvency of investment
projects, prodﬁction, business and service plans were not considered importantly to evaluate the risks to
use appropriate'lcnding procedures. '

Situational measures deterred banks to improve the guality of marketing services and risk evaluatlon

_and to research and determme business target of commcrcmi banks.

Because SOCBs contmue to give loan to inefficient SOEs, it attnbutcs to slow down the SOE rcform,

- for example: the bankruptcy according to The Law on bankruptcy happen very scarcely, the evaluation

of SOEs is difficuit etc.

4. Assessment on positive effects of situational measures on the bank’s decision
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The owned capital of SOEs is very small. Their ratio of owncd. capital to mobilized capital is ].:5. The
capital of SOEs is mainly bank loan. It is not easy for the banks to retrieve their loﬁns from SOEs and to -
reduce bank loan in SOEs. Because if _the'bank do that, the enterprise wiﬂ possibly have to stoﬁ their
working, the overdue debts will be high, and it.will affect economic grﬁWth and embloymént. Therefore,
delay implementing the ratio 1:1 between the owned capitél and mobilized capital according to articie

11 of Decree 59/CP is proper. wacvcr, this warns the banks that they needs appropriate solution for

- lending decision to SOEs to avoid the credit risk. In reality, the comrhercial banks have applied the

following solutions: _
«  Provided more loans to SOEs, who produce'and can'ieq out bu_siness steadily .‘md effectiveiy, and

have ability of solvency, to help them carry out the investment projects or effective and feas.ibi.lity



business plans. The number of these enterprises is about 40% of total SOFs.

+  Gave loan to SOEs, which do not have losses yet but have unstable business and low financial
ability, and face difficulties in selling their product, by each time. Evaluated, controlled and assessed
the risk for each loan strictly. The bank also refused to give risky loan.

+  The bank refused giving loans to loss-making SOEs, who have insolvency becaus.e of any reasons,
but applied the solutions to retrieve the debts.

The regulations of commercial banks on loan guarantee with assets applied for SOEs and other
enterprise, including farmers, are detail and adequate. However, in practice there are some obstacles
from administrative procedures. Thus, it is difficult for banks to apply these regulations sufficiently,
quickly and to nﬁeet the operation of enterprises. For example, the value of guarantee assets of enterprises
is very small. If the entefprises want to mortgage the main production chain, they need have allowance
of People’s committee of province or city or allowance of ministry of Finance. The value of land use
right has not been defined sufﬁcicritly by legal framework. The other forms of guarantee have not allowed
by law. Hence, the regulation of government that SOEs can borrow loan from SOCBs without mortgage
is appropriate with practical situation. This creates legal framework for SOCBs have autonomy to selcét,
to exam and to decide to give loan and take responsibility to retrieve debts. Because the responsibilities
of SOCBS were raised up, they have to establish and apply the mechanism of evaluation, control, and
supervision more restrictedly.

The mechanism of debt rel.ief, debt cancellation, and debt confiscation created opportunities for SOCBs

to release non-performing and bad debts, to sell confiscated property to retrieve debts, or to examine the
real credit quality, and financial ability to plan appropriate business direction. '
. With the giving loan of up to VND 10 million (up 0 VND 20 million from Sep 2000) to farmers
without mortgage, bank can expand its business, simplify borrowing procedures and fees to be appropriate
with current weak and slow situation in planning and providing certificate of land use right in rural area
in the past time. '

SOEs, which export rice and import fertilizer, rural cooperatives and plantation owners are allowed to
use the assets formed by loans for guaraﬁtcc of short-term, medium and long-term borrowing. That is an
c_ffcﬁfive measure to deal with difﬁc.ultics fo.r loan guarantee by as.sets, to increase the loan security.

In the side.bf historical situation and conditién of money market in the previous time, the situational

- measures have made SOCBs consolidate their positive-factors, increase their ability of credit-risk
evaluation and manager the operation and financial situation of borrowers more stric'tly. Because of the

' following reasons: . - _
+  Because the loan guarantee by assets was not allowed, SOCBs had to set up a strict lending
. procedure. Based oﬂ the criteria of the ratio of owned capital to the debts {at least 25%), the solvency,

" the overdue and bad debts, SOCBs evaluate the risk level of enterprises. If the solvency of enterprise
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is low, the bank will refuse to give loan because this is loan without mortgage.

+  To give loan to SOEs, SOCBs have to classify them regularly into prestige and non-prestige
enterprise. Based on appropriate criteria SOCBs apply suitable credit policy to eliminate the credit
risks. The SOCBs have to analyze, estimate the financial situation of SOEs regularly to retrieve the
debts.

»  The commercial banks have invested in improving their abilities on fund mobilization, evaluating
the credit-risks, the legitimacy of loans, the financial ability and especially the efficiency and
feasibility of each iéan project.

«.  The commercial banks have required carrying out the research and analysis on the SOEs and
rural market. .

The situational measures were applied in the backgrouﬁd, in which the legal framework of banking

activities arc being supplemented and completed release the situational measures, promote competition,
and provide more autonomy and responsibility to credit institutions. Therefore the commercial banks

and SOCBs start to be aware their problem, they increased their ability and qualiﬁcétion in business

operation and management.

Assessment on measures to release ad hoc measures and to set up a stable
and effective financial sector |

The implemented measures to release above ad hoc measures

The government and SBV noticed and applied the ad hoc measures to avoid a broken danger of -

~ financial sector, of which the main cause is not the weaknesses of commercial banks. Therefore, several

measures were applied to eliminate the ad hoc measures gradualiy by issuing new policies and mechanism
to adjust both borrowers and commercial banks in order to create quick and stable changes. As details:
»  SOE reforms
In the transition of Viet Nam, the quick reform of SOEs is véry important, which affect the
elimination of ad hoc measures on banking credit of government. The govemnieht pro'mulgated
several regulations to réquire ministries and govérnment o_fﬁceé at different .,leveI's to promote
rearrangement for SOEs. For example, the Decreé No 44 (Jun 1998), set the target to équitizé 1000
enterprises to the end of the year 2000, decree No 103 (Sep. 1999). Thereby, the rearrangement of
SOEs is going on by the following alternatives: equitization, in contracts, leasing,,sclling,
consolidating the corporations, and consolidating the public-benefit enterprises, The re_s_dlts showed
that the restructuring in each SOE and in whole SOE secto.r is following the positive._diréctibn.
Therefore, the recent credit regime has eliminéted.the particular regulation to apply the common |

- regulations SOEs. This has promoted SOEs reform.



Scheme for development:

Up to now, Ministries, branches, and local offices have done the scheme for long-term, medium-
term development very well for each branch, product and for each region. Therefore, enterprises
and commercial banks have opportunities to determine strategies for business development. Thereby,
credit regime has eliminated some constraints, increased the autonomy of credit institutions, especially
the power to decide, examine, and expand the range of customers.

Promote the provision of land-use-ﬁght certificate, establish guaranteed transaction mechanism:

In the past 3 years, under the instruction of government, The Land General Office had cooperate
with local office to promote the provision of the land-use-right certificate. Up to now, over %0% of
farmer hbuseholds and 17% of household in urban area were given land-use-right certificate. At the
same time, the activities of Notary Office is in order and several regulation on guaranteed transaction
was issued (however, some regulations were not applied). According to current situation, credit
regime required a loan guarantee by land-use-right. It required the landowner to carry out the right
order of procedures for mortgage, at the same time the éredit institutions were allowed to give loan
of VND 20 million without mortgage.

Administrative réform of government offices:

Administrative reform closely related to procedurés to provide loans. Recently, Government
issued decree No 52 (May 1999) on investment procedures, decree No 17 (Mar 1999) on land and
Decision of Government reje'ctihg license applied for enterbrises. These created opportunities for
project, which have demand on loan to approach to the banks, the unnecessary documents, and
- technical regulations of credit regime were eliminated. |

: Exﬁort liberalization and import control:

In recent years, the export activities are expanding toward liberalization and the import activities
are under strict mﬁnagement. Therefore, the credit regime has adjusted to expand their customers of
foreign currency loans to all export enterprises. The exchange rate managément was transformed
into ﬂoatihg-managed mechanism.

. Real estate market: _

Together with amendments of the Land Law on the land lcasiﬁg, land delivering, and new

stipulations of 'govéi’nnient 6n the. righté and obligations, procedures in land transactions, the recent
| loanégﬁarantee mechanism defines more detail the auction and give more autonomy to the credit
institutions. . . |

Changes in'policy, developtﬁé_m credit mechanism of Government:

The Decree No 43 (May 1999) of government stipulated that, the _cfedit for development investment
wbuld be carried by the govcrriment‘s development fund with limithtion‘ of the recipients, including

. the bailouts, interest subsidies after investment. Therefore, the credit mechanism rejected the favor
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regulations on the priory customers and expanded their customers.

The government and SBV have promulgated synchronously and implemented efficiently the credit
mechanism. The discriminations of transactions and transactional registrations were limited. The credit
institutions were given more autonomy. The administration interventions in credit activities were removed.

Complemented and implemented legitimately the mechanism of risk dealing: the government would
consider and deal with the directed loans if their risks happen. For example, the loan to overcome the

consequences of natural calamities, the loans to farmers without mortgage etc. The banks bear by

- themselves about the risks of the loans that they have decided. The risk-provisiohing fund is extracted

before tax and is used in accordance with certain regulation. This is appropriate with current economic

condition of Viet Nam,

Complement the methods of operating management in order to evaluate credit risks exactly.

The measure§ to set up an efficient financial sector:

Canj} out the measures of state control on business activities of credit institutions toward the market
mechanism: '

The measures enforced since 1997 up to now had created legal framéwork for credit activities,
minimized the administrative interventions to business activities of credit institutions,. and forced the
commercial banks to take responsibility in their business activities.

The main broblcm that needs to be dealt is how to reduce the overdue debts and to imp.rove the
commercial functions of comr_nerciai banks. In certain period, the noh-coﬁunercial loans need gradually
to be rejected or classified clearly. _ _

Using many consistent measures to reorganize the joint-stock banks ari_d retain at appropriate level.
the.inef’ﬁcient banks are allowed to disintcgrate, to go bankrupt, merge to be stronger for competition.
All activities of the SOCBs should be restructured and reform totally

Improve the owned capital to expand business and avoid the risks efficiently:

Imblementing the Decree 82, in Oct 1998, the gdvemment supplementéd the charter capital for SOCBs
and required joint-stock banks to supplement their charter capital within 3 yéars at the minimum level of

over VND 70 billion for urban ones. Maybe, in thé condition of Viet Nam-US commercial agreemént,

* together with the orientation of globalization, it need to increase the owned capital of commercial banks

2-5 folder than the current capital in next few years. To guarantee the rauo of owned cap:tal to assets
over 10% needs employ the measures to restructure and increase the owned capital.

Business Administration:

The commercial banks had invested in néw machinery, equipméht and technolbgy to'sup"ply customer

- mew products. Especially, the banks had lmproved the paymcnt process, mformatlon collectlon to increase

the efficiency of business managemem to puarantee competmveness wnh other commercnal banks, and



to prepare for regiona! integration.
- Apply modern business technology:
Gradually, SBV gave guidelines to and required the commercial banks to apply the modern business
technique on foreign currency, exchange rate, interest operations etc.
- Apply the methods of credit risk evaluation:
- Because project appraisal and risk evaluation gradually approach to the international orders, therefore
the commercial banks have selected the more suitable loans, and avoided possible risks.
- The government has dealt with the credit risks, mainly the loans to SOEs, farmer households, and
cooperatives. Up to now, government has dealt gradually with the bad debts under the subsidy period of
“SOEs and part of directed loans by debt cancellation and temporal debt carving out. However, the
principle capital has not been repaid sufficiently to commercial banks.
- Strengthen the inspectioh, supervision of SBV, coordinate with internal audit of commercial banks,
determine to judge the inefﬁc_ient banks esPcciélly joint-stock banks.
- Require commercial banks carry out regularly the audit system with high tevel of confidence and

declare the business activities of commercial banks.

6. Assessment on the effects of the credit limitation and interest-ceiling instruments
to the effectiveness and stability of banking sector

6.1 Credit limitation instrument _

Credit limitation instrument is a direct adnﬁnistraﬁive instrument of SBV to control the increase in credit
provision of credit iﬁstitution to the economy. This is 3 mean to attain t.he intennédiate objective about the
growth of payment capacity, to aim the final térget of monetary policy about the inflation restrain and
control. In developing countries, tﬁe financial market is fbrming and developing, the indirect instruments
of market meéhanisrﬁ have not appeared or been strong enough to restrain or control thé increase of money
supply. In this cﬁse, the credit li_tﬁitation ins@ment 'plays a certain role. However, the credit limitation
instrament has | some constraints: '

- This is a direct administrative instrunent. It does niot accord with the happenings of money market.
In the case of low eéor_:bmib gréwth, deflation, or normal inflation, the credit limitation instrument not
ohly is inefficiency but also is obstacle of monetary policy.

- Thére is no exact and sufficient foundation to allocate the credit limitation to credit institutions. It is
very compléx :to.determinc. The credit limitation only controlled about 85% of crédit outstanding.

- The amount of credit of foreign bank branches, joint-venture banks, rural joint-stock banks, and People’s
credit funds was not controlled by credit limitation. Thus, itis difficult to control the credit growth in

-~ accordance with the credit limitation. This induces inequality among credit institutions.
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- The loans in foreign currency take about 30% of total credit outstanding. It is not necessary to be
subject to credit limitation, because loan in foreign currency was controlied by exchange rate regime.

- The mechanisms of award and penalty and of credit limitation purchasing were not applied in
practice. Thus, the effectiveness of credit limitation instrument is not strong and not flexible.

In the case of Viet Nam, the money market is developing toward liberalization but many factors,
which may cause high inflation including external factors, have been existence. The indirect instruments
were formed but their effects are limited. The crédit limitation instrument consists of both positive
and negative effects. Therefore, in coming years, the monetary policy will utilize the credit instrument
as following:

- Inthe case that high growth of money is a main factor pressuring inflation at high level, the tightened
monetary policy of SBV will employ synthetically all measures including credit instrument to control
the growth of money. . '

- In the case that the money market operates normally, or SBV implements the relaxed monetary
policy, the 'credit instrument is not necessary for SBV to control the growth of money.

These mean that SBV not give up the credit instrument but retain it for necessary cases. This may

accord with the management of money market in Viet Nam at present and in few coming years.

6.2 Interest rate instrument

Ih prévious time, the interest rate policy is ré_formed gradﬁally t_owérd liberalization. The interest ;egimc;
increasingly becomes flexible and appropriaie with the demand aﬁd supply of capital market. The inﬂétion
was restrained and controlled (from 3 digits to under 10%). The credit institutions are given more rights to
determine thelr operating interest. Thus, the competition in money market has mcreased but government
still possibly controls the interest rate. 'I‘hls was manifested in high growth of fund mobilization and credit
to economy of credit mstltutnons (about 15%-25% per year) |

The current mterest regime continues to reform toward the market-based interest regime, hberallzatmn
but retain under the control of government, and accord with the progress of SOE refo_rm, the objectives of
monetary po(icy, and the happenings of niabro—economy. Thereby, the mobilization of domestic saving and
foreign capital stands at high level, the value of Vietnamese dong is stable, and the annual dbjectives and
long-term targets of government for economic dévelopmcnt have been implémented. _

After several changes in policy and méchaniém, the current interest regime is as following: the deposit
and lending interests among credit institutions have been liberalization. the government controls the lending
interest only. _ _

- . The regime of basic interest in Vietnamese dong has applied since Aug 2000. The crcdit'it_lstitution*.s

set their iendiﬁg interest to the customer in accordance to the regulation that lending interest is not

over the determined basic interest and oscillation margin of SBV in each period. (In 8-9/200, the basic
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interest is 0.75% per month, the oscillation margin is 0.3-0.5% per month). The announcement of
basic interest based on considering the commercial lending interest to the best customers of the group
of credit institutions selected by the SBV governor in each period. The basic interest and 6scillation
margin are announced monthly. In necessary case, the SBV will announce the adjus_tment timely. The
credit institutions consider adjusting the lending interest to the customers actively and appropriately
with the change of basic interest.

- The regime of interest in foreign currency (USD): the short-term lending interest is not over the
level of interest of three-month loans in the inter-bank market of Singapore added to maximum 1%
per year. The medium-and long-term lending interest is not over the interest of six-month loans in the
Singgpore’s inter-bank market added to maximum of 2.5% per year.

The responses of market, credit institutions, depositors, and borrowers proved the abmﬁa basic
interest and foreign currency interest regimes are relevant to the ﬁnancial liberalization. However, in
the viewpoint of liberalization, the market-based interest both consists of the factors that may induce
negaﬁve effects on money market aﬁd stands the control as details:.

- Inthe one hand, the lending interest is still controlled by maximum level. This may constrain the
long-term loans in risky economy. In the other hand, because the inter-bank market has not been
ofgéhized, the foundation to determine the basic interest is not sure. Simultaneously, because the
iending interest i§ c.ontrolled by ceiling, lhany credit institutions low down their interest to compete.
Thus, the found :ércdit'ciréulation'happened and credit-risks increased.

- 1In the cases of .libéral depos_it infefest and unequal competition amdng banks, the join-stock banks
will be vulnerable even fall in insolvency if the .depositors withdraw their money massively to put in
the 6thers when the.mone'y market fails or when any SOCBs increases its deposit interest suddenly.

With the objectiv.e that inierest liberalizatioﬁ to accord with the condition and happenings of money
market and domestic macro-economy, and with the effects ot exchange rate and foreign currency
i:nterest, the interest regime in coming years can be changed:

- . Make domesti;: inter—markét opetatc, using'intcresi of this market to determine basic interest. When -
the money market develops steadily, the announcement of basic interest should be cancelled to move
to interest_managemeﬁt of SBV (rediscounting interest, ﬁﬁancing interest, overnight interest).

- Besides, in near future, SBV should consider an aiternative to employ again the administrative

_ measure of lending and deposit interests if money market operates extraordinarily.
7. Assessment on elimination of depression of financial sector

In the case of transitional economy, the managerial mechanism, which stands the orders of both old and

- initial market institutions, is gradually becoming to entire. The inadequate infrastructure, imbalances economic
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structure, weak competitiveness, non-synchronous legal framework make the financial sector vulnerable and

risky. Therefore, implemeniing the depressive policy to financial sector is suitable with the reforms of many

countries in the world especially NIC countries and transitional countries.

In recent years, the government and SBV have removed gradually the depression regime and policy in

accordance to the progress of economic reform in general and-of banking system reform in particular. The

vigorous reforms to promote investment, production, and business of all economic sectors consisted of the

followings:

The laws of State Bank of Viet Nam and of credit institutions, which enacted in Dec 1997 and have
been effective since Oct 1, 1998, are very important legal framework to remove the depression of financial
sector, and to understand more clearly about banking operation. 7

The credit regime and loan guarantee enacted by the decision No 324/ Sep. 1998 and Decree 178, Dec
1999, and regulations on security and security supervision of operation of Vcommercial banks proved no
discrimination among commercial banks. These appreciated the legal framcwofk; removed the
“acquaintance” and command mechanism, and minimized the interventions in operation of commercial
banks. | o

" The credit regime has developed toward liberalization in recent years. Previous time the interests of
deposit and lending are determined by SBV. At present, the deposit interest and lending interest in the
inter-bank market are liberalized. In additioh the implementation of current basic interest reflects rharkct
interest and orients the money market as well as encourages the competition. -

The reserve requirements have been reduced from 10% to 5 % at present. The credit ccﬂmg applied to

commcrc:al banks has removed. The SBV expanded their refinancing operatlon to commercial banks

- including joint-stock banks.
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Many markets (namély treasury-bond market, inter-bank market of foreign currency, and opening
mafket operations) have formed to help the monetary operate effectively and heip' commercial banks
restructure their assets with ﬁigher liénidity.

The foreign currency surrender reduced frdrﬁ 100% to 50%. The adminis&aﬁv_e measures to control
fofeign currehcy inflow and oﬁtﬂow have beeén limited. Tﬁi_s is relaxed gradually based oh the economic
restructuring and the foreign reserve of government. The cpm:’hercial banks are aﬂo_wed to carry out the
foreign exchange acti\}'itie.s in both domestic and abroad rﬁoney markets .séfely and cfﬁ_cicﬁtly.

The policy, regulation, and law havc' created an equal playing field for Victnamese credit iﬁstitﬁtions
and foreign bank branches in Viet Nam in fund mobilization and loans in VND. For example the forclgn
bank branches are allowed to mobilize fund by deposits in VND up to 25% of their liabilities.

The value-added tax on bankmg credit operation is exempted. The enterprise-income tax is implemented

as the same ratio for all commercial banks.
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