future reform of SOEs.

6-2 Analysis of Enterprise Law of 2000

Actual legal framework for domestic business activities is composed by SOE Law, Foreign Investment
Law, Enterprise Law , Law on Cooperatives and related decrees and other tegal documents.

The Enterprise Law was enacted in January of 2000, and up to March 2001, Decree Nr. 2% and Nr. 3%
were promulgated as implementing provisions. Until 1999, establishment of business entities was under
license system but after the enactment of the Enterprise Law and Decree nr. 2 the system shifted to be by
registration at the registrar of company and about 200 license requirements were abolished.

The Enterprise Law is highly appreciated by international aid agencies, domestic companies and foreign
investors. In this Law, innovative ideas It.)ased on market economy for Viet Nam are introduced. Until the
end of 1999, establishment of business was governed by different laws and regulations. Therefore, the
legal process of setting up private businesses was quite cdmplex. It took time and money especially because

' endorsement of chairman of the communist party was required before registering at MPIL.

The form of business permittéd to establish under the Enterprise Law are limited iability company,
shareholding company, pri\}_atc company and partnership. After the enactment of the Enterprise Law,
establishment of non 'stafe owned enterprises under private initiative is increasing significantly. The Enterprise
Law is also applied to equitized and corporatized ex SOEs.

However, the issue of property rights related to SOE reform has not yet find practical solution. The most

~ important issues are lj the right of the founder, 2) the right over fixed asset and 3)clear definition of the
right to interferc in the managcrial affairs of those SOEs transfo;"med into shareholding companies.

Article nr. 1 of SOE Law defines about SOE but in t.he case of shareholding company and limited
éompany under the Enterprise Law, practical answer on .whic.h would be the applicable law is not yet found
in the folloﬁing cases: 1) those enterprises with state 'predominant share corresponding to more than 50%

- of total capital and 2) those companiés limited Ihaving one member. In those cases, whether the state as the
owner investor sﬁould follow the SOE Law or the Eﬁtérprise Law remains unclear. Basically we could say
- that the state should follow the Enterprise Law, but article 52 of SOE Law clcar.ly determines that if the
state holds sh.ares'at enterprises established under the laws other than the SOE Law the state can interfere
to thc. enterprise’s affairs éorresponding to the capital amount invested in such enterprises. This proﬁsion
practically negates the article 1-2) of the Enterprise Law.?. Actually, we can’t find aﬁy 100% state owned

shareh_oldiﬁg cbmphny but if such a cese appears, there will pfobably be a discussion on the applicable law

% Decree 02;_20([)-ND~CP on Business Registration

22

Decree 03-_2000—ND-CP Pro.viding Guidance for the Implementation of the Law on Enterprises
‘2 According to article 1-2) of the Enterprise Law, SOEs, former SOEs transformed into shareholding company or limited
. liability coiﬁpany and thqse' companies owned by political organization o sociopolitical organization should comply

with the Enterprise Law.
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and it is important to solve the potential conflict of this legal jurisdiction,

SO.E follows the SOE Law concerning its scope of busine.ss, management of assets and capital. However
following the process of reform, various forms of SOEs is appearing. Equitized SOEs are still under the
influence of SOE Law in accordance with the state capital invested and it is important to clear cut the scope
of application of the SOE Law for the future. It is recornmendable and reasonable, if the state holds part of
the capital of the enterprise, the state should comply with the Enterprisc Law.

Article 46 of Section 2 of the Enterprise Law refer to the socio political organization which are permitted
to be the sole owner of SOEs transformed into company limited haviﬁg one member. Decrees 388 and 50
dctcrnﬁne the activities of those sdcio political organizations. The policy direction of transforming.the

_ remaining large number of SOEs into companies limited having one member applying the Enterprise Law
is already clearly cxpres'scd by the government. ’rhe role of the Enterprise Law will bcccme more and more

important as the key legal document to regulate the players of the market €Conomy.

6-3 Analysns of Decree on Equitization of SOEs (Decree Nr. M)

- Article nr 1-2) of Section 1 of the Enterprise Law determines that SOEs transformed into limited hablllty
company and shareholdmg company should comply. with the Enterprise Law. Detailed instructions related
to the transformation process of the SOEs are determined iﬁ Dccrce nr. 44 of June 1998. Furthermore,

| thbsé business areas not subject to equitization .are also determined at the aftachrhent to the Decree nr.44
(refer to the attachment 2). _ |

The number of equmzed SOEs is about 400. the pace of equ:tlzatxon remains slow Despite the government
audacious plan of equitizing 1, 000 SOEs durmg 2000 the result is not promismg '

Major factors which are considered deficiency of the decree on equitization are as follows: l)tlme
consuming agreement on the final value of SOE due to unclear criteria of valuation practiced by the Ministry
of Finance; 2) delay of policy direction toward bad debt issue; 3) ineffective go{rcrnmental instrument to
cope with redundant iébor for those SOEs withoﬁt Volumary capacity to tackle the problem; 4) amount
corresponding to the sale of share is kept by the state and not commissioned to t.he. transformed eﬁtcrprisc.

In addition, due to the low level of internal capital accumulation and. insufficient disclosure of information
toward potential investors are also creating barriers to &ittract investment capital from general public. To
cope with this problem, the government issued Prime Minister’s Decision 145% and Circular 132% of the
Ministry of Finance aliowing foreign investors to acquire shares corcesponding to up to 30% of the légal
capital of concerned SOE, However, business sector of which fdreign investors are.pcnni(ted_ o acqﬁirc
shares under this Decision is limited to those consumer goods sector not considered important to the state

(refer to attachment 3).

M Decision 145-1999-QD-TTg on the [ssuance of Regulanon on the Sales of Shares to Fore:gn lnvestors

% Circular 132-1999-TT-BTC Guiding the Sale of Shares to Forelgn Investors
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Furthermore, at the stage of pilot equitization® under the Decree 28, criticism arose toward massive
acquisition of the shares by the management to avoid such a public reaction, provision limiting the number
of shares to be acquired by managerial cadres was included in Decree 44. Due to this limitation, incentive
for equitization reform led by capable and interested managers was considerably battered.

Equitization of SOE under the Decree on equitization emphasizes the consensus among workers and
their initiatives. The equitization plan can not be implemented without agreement with the labor union

. organized under the communist party. It means structural deficiency of the equitization since majority of
_ workers tend to oppose to the reform itself.

Sihce the pace of the equitization remains slow against expectation of the government, there is voices
demanding amendment to the Decree 44 on equitization. The govcrninent considers too carl'y the idea
since it will have significant influence over the draft amendment of the SOE Law and draft decree on
implementation of the Enterprise Law,

In this area, ADB, CIDA, AusAid, EU and other aid agencies are providing technical assistances by
engaging with individual SOEs selected by CERD Vto implement equitization felying on expertise of

international consultants.

6-4 Aﬁalysis of Decree on Lease, Managetﬁent Contract and Sale of SOEs _
Deéree 103 of 1999 made possible .the reform of small scale SOEs under financial difficulty by way of
management contract, lease, auction to thé public ;and sale. However, those small SOEs with low importance
_to the state éuffering from _chrqnicle loss find real difﬁculty in aﬁracting interested managers or investors.
Therefore no example of -alrca:_idy transformed SOEs exists except those in the course of pilot transformation
under technical assis'tance' of ADB. |
According to the impfementing provisions of the Decree 103, those SOEs concerned follow the criteria
for transformation into shareholding company or co-operative. In the case of SOE having capital of more
than 50 billion Dong it could be transformed into shareholﬂing corhpany.
Experimental auction was implemcnfed by AusAid assistance toward SOEs under Haiphong People"s
Conirhittee from 2000. However, after the determined period for the project completion, no one was

“successfully transformed by this auction process.

6-5 Background analysis of corporaiization of SOEs
The Enterprise Law approved by the National Assembly in June 1999 includes provision on company
limited having one member to transform SOE to 100% state-owned limited liability company. However,

the Entcfprise Law does not include the detailed provision related to the criteria of transformation of SOEs

¥ Legamex of Ho Chi Minh City was selected for pilot equitizati.o.n but failed due to criticism toward dominance of the

General Manager and his family over the shares issued. _
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into limited company having one member, The government instructed MPI (specifically CIEM) to draft the
detailed implementing provision to determine the procedure for registration under the Enterprise Law and
organizational structure to be adopted after the transformation. The draft is not yet completed as of March
2001.

This process design is considered vitally important because large number of remaining SOEs will
eventually be subject to this instrument® . The actual major instrument of SOE reform is equitization
(based on Decree 44/1998ND-CP). This measure basically means partial privatization but majority of
SOEs are not in situation to permit direct equitization (privatization). Furthermore, not all of those SOEs
are suitable for equitization. To serve. as recipient for those SOEs, there is necessity to create the form of
the company limited having one member owned 100% by the state organizations to give time fer preparatien
toward equitization or other forms of transformation. By transf‘orming SOEs to limited company having
one member, those enterpnses wiil redefine their capital under the Enterprise Law and will clear cut the
rights and respons1b111ty of owner 1nvestor and management. According to CIEM, the pre-requ:sﬁe for
transformation into limited company having one member are as follows

- clarify Iegai procedure to transform SOEs into company limited having one member
- tothose SOEs transformed into company limited having one member, determine the rights as the
mdependent legal person and at the same tlme determme the legal rights of the state as the
" owner '
-~ determine basic criteria for management structure of company limited having one member
- design practical procedure for transformatlon of SOE into company llrmted havmg one member
- select type of SOES subject to transformation into company limited havmg one member

What CIEM emphasizes on this measure to transform into company limited having one member is
clarification and systermatization of the interference right of the state over SOEs concerned. There is no
clear definition whether to deem the Minis_try of Finance or line ministry as.thc owner of SOE capital.
Since indicarion of capital source at the time of establishment is not deﬁr\ed determination of exactly
whrch government agency should take investment respons;b;llty is also not defined. lt means that the right
of interference and ownership is not related to the capltal investor. Therefore, when the SOE is running
successfully, several governmental agencies maintain the right of mterference by usmg the govemmental

- agency status but once the SOE is in difficulty, structural deficiency is revealed ro cletermine which
governmental agency is practically responsible for. To remedy sucha deficiency, the concept of transformmg

into company limited having one member arose. Transformation of SOE into company llrmted havmg one

' This measure set Largel toward transformation of those emerpris&s established specifically by fatherland Front ACorf'u'nunist

Party and its subordinate organizations (Youth Leaguc Hero Mothers Association of Retired Soldiers, etc.). It seems

that there is general fear to lose actual preferential treatmens by followmg the draft décree 1o be 1mp1emented uniformly
under the Enterprise Law.
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member means realistic and innovative reform instrument by determining investor agency in the government,
defining right and responsibility of such an agency and determining agency to bear direct responsibility
over the investment.

The Enterprise Law comprises with only five provisions for company limited having one member (refer
to attachment 4). Therefore, relationship between the state and the management should be defined for
those SOE subject to this instrument. Specifically, treatment of accumulated debt and appointment criteria
of managers should be clearly defined.

If we search for the positive aspect of this reform measure, provided that (alfy SOEs are transformed into
company limited having one member® , there will be improvement at the level playing field since all forms
of enterprise shall comply with the same Enterprise Law. |

In the case of company limited having one member, owners will be either SOE, state agency or
sociopolitical organizations. Accofdiné to article 240 of the Civil Code, sociopolitical organizations are
defined as communist party, (labor) union, youth league, business association and other forms of organization.
According to SOE Law, it should be applied to the portion of share owned by the state in company limited
having one member. Under ﬁctual legal framework, the right of interference of line ministries is still quite
significant.

Provided that _thc méislratibn, financial reporting and other requirements are applicable to companies
having one member, there is positive effect for separating the ownership and mahagement right from the
state at certain extent. It means that under Entérprise Law, the state receives the status of limited liability
member anﬂ the founding member. 'f‘he asset of the company limited having one member will be registered
iﬁ the form of cap.ital invested by the state and therefore transparency concerning state investment will be
endorsed.

ADB is providing technical assistance to implement SOE transformation into company limited having
one member responding to the request of CERD from 2000. Based on the result of this pilot project,
detailed procedure will be designed for transformation of SOEs into company limited having one member.

Considering from the longer term, almost all remaining SOEs will be transformed into company limited
having one fnémber but further imprbvement of manapement of state asset should be introduced. The state
should limit to own the value of the 'criterprise up to the value invested and give up the direct ownership
over the asset belonging to the enterprise facilities.

We can't ignore the linkage of company lirhited having one member with amendment to the SOE Law.
Discussion amoﬁg goverﬁment 6fficiais i‘s'.sti_ll ongoing vﬁth conservative faction insisting on the
i.mprover_nent and ehlargemeﬁt'of SOE Law aﬁd reformist faction insistiﬁg to abolish the SOE Law after
transformation of all SOEs undef the forms regulated in the Enterprisc Law. Therefore, 6pini0n on selection

criteria of SO_Eé to be tfansfbrmed into company limited having one member differs significantly from one

3 CIEM calls this pfocess “ corporatization™
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agency to the others including its size, financial status, etc. For example, one of GC manager thinks that
only GCs should bear the form of company limited having one member. One of research institute official
feels that such a reform should be limited to smail and medium SOEs. The other government official says
that all those SOEs owned by governmental agencies should be subject to this transformation, and so on,

The policy direction on this reform is not yet defined since the draft decree on company limited having
one member was repealed by the Standing Committee in December 2000. It is worth of observation on how

next Party Congress (to be held in April 2001) will consider this issue.

6-6 Policies related to debts and redundant workers at SOEs

The lack of suitable policy measure to cope with accumulated debt and redundant labor issue were long
considered biggest obstacles for the smooth irhplemenlation of SOE reform.

Ab_out 720;000 workers lost their job at the SOEs as a result of SOE reform and rcstmctun’ng.implemented
from 1989 to 1992. They received retirement allowance prbvided from the state budget and SOE budget
based on Decree 176. Those workers were absorbed by newly established SOEs and by increasing foreign
investment compahies at that time. While economic growth was stable by increasing demand for Vietnamese
product and export, the business result of SOEs was also promising. In such a circumstances SOEs contracted
new borrowings ffom financial institutions to renovate equipmenfs and recruited new WOrkers without
paying attention to rcpaymcnt capacxty for the future After the ﬁnancnal crisis of 1997, forclgn investment
in Viet Nam shrinked dramatlcally and SOEs agam faced financial dnfﬁculues and needs for reducmg the
tabor power. The government thus enacted Prime Minister Decision 1772 and Decision of the Fmancc
Minister 93% in an attempt to sdlve this situation. _

Basically, the decision 177 of the Prime Minister'régulates the.establishm_ent of reform funds™ addressing
those SOEs to be equitized under Decree 44, Soon after the issnance of this decision, Decision 95 was
issued by .the Ministry of Finance to enlarge the scope of its application to those small scale SOE:s to be
transformed into shareholding companies, limited liability companies or co-operatives'ﬁndcr Decree 103
by way of lease, sales, management contracts, etc.. In addition, de'c_ision. 177 of the Prime Minister f)uts
more focus on provision of funds to induce the workers to buy shares issued at th_e'time of cquitiia.tibn and

measures {0 solve the redundant labor issue. However, the decision 95 of the Minister of Finance also

Decision 177-1999-QD-TTg on Organization and Operation of Funds for Support of State Enterprise, Restructure and
Equitization :
Decision 95- "OOO-QD-B’IC promulgalmg lhe Regulation on Managemenl Collection, Remtttance and Use of State

Enterprise Restructure and Equitization Support Funds ,
% Article 1, Decision 177 of the Prime Minister on “establishment of equitization. shpport fund at SOEs under direct
management of the central government, local people $ comm:ttee and restructured SOEs under GCs
Article 14, Section 2 of Decision 95 of the erustry of Finance on support fund for payment of debt at SOES sub]ect 0

reform by way of management contract, sale and lease.
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includes solution to solve the bad debt problems™,

The type of funds to be established based on the decision 77 of the Prime Minister and the Decision 95

of the Ministry of Finance are as follows:

—_—

training and retraining of redundant labor force for re-employment
2. subsidy for those who choose voluntary retirement
3. financial support to the employees to buy shares at the equitized enterprises
4. injection of fresh capital to strengthen the capital base of SOEs subject to reform
5. tosolve bad debt problems of SOEs subject to reform
Those funds are established at central level, local people’s committee level and GC 91 level and will be
- managed and controlled in accordance witﬁ each level’s reform plan.
The source for establishmént of the funds are expected to be the follows:
1.  capital collected from selling of-state owned shares of SOEs
2. dividend revenue from shareholding entérprises and limited liability companies comresponding
to the share bwnca by the state

3. revenue from the sell of the stock and assets of SOEs and debts settlement

4. . revenue from the sale of residual assets of SOEs winded up

5. donation from org'anizationé, individuals and assistance from international organizations

6. allocation from the state annual budget _

Considering the actual pace of SOE reform, the resource from 1 to 4 above shall be insigniﬁcant and the
establishment of funds af first phase will exceeds the financial capacity"c_)f the government. The decision
177 of the Prime Minister established the fund for SOES to be equitized. However, since it is difficult to
find the cabital source, establishrhent 6f the fund itself is looked with skepticism.

The mechanism is to automaiically release the necessary amount after the approval of reform plan of
each SOE. Priority will be given to the training and retraining of redundant workers, social allowance for
retired and laid off wbrkers but in the case of SOE reform at the local people’s committee level suffering
from accumulated debt, the amount to be allocated will be too small to produce significant effect. In
addition, SOEs taking decision for reform are very limited provided that after the equitization they will

“loose the financial su.pport- from the government. Espécially in .lhc case of SOEs at local level suffering
from accumulated losses, realistic policy approach on the distribution of tﬁe funds should be established.

Thé creation of SOE reform funds is innovative and will ccrtain'iy speed up the reform process when

" administered propérly and it is reasonable to consider that the major source for the funds would come from
international conﬁ’ibution on'4) and budget allocation on 5).

If these funds become available in practice at the_ﬁrst phase, realistic solution to solve the redundant

labor will be .put in place. F_inancial burden relafed to retirement allowance for voluntary retirement, retraining

of workers and social sccuﬁty will also be lightened.
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However, major international assistance capital source shouid be the World Bank, ADB, IMF, IFC and

bilateral assistance and thus, severe negotiation over SOE reform is expected in the future.

6-7 Other related laws
6-7-1 Bankruptcy Law

There is a drafting team for amendment of Bankruptcy Law. The actual Bankruptcy Law is in the
situation of codified but not applied regulation. The main reasons are said to be as follows: 1} legal
fundament of the provisions is vague; 2)petition for declaration .of insolvency impbses burden of proof
to the third party; 3)workers do not file petition for bankruptcy with fear of ioosiﬁg their jobs; 4)creditors
do not file petition for bankruptcy with fear of bearing responsibility for contracting bad debt; 5)
management does not want to recognize responsibility for the failure; 6) the value of assessment 10 proof
the bankruptcy is more ekpensive than the residual vatue of the bankrupt éntérprise; 7) non existence of
élear authoﬁty and uniform procedure at the econdrrﬁc court over bankruptey cases; 8) no clear distinction -
between civil procedure and criminal procedure toward bankruptcy cases.

Under actual circumstances of which 6wnersﬁip and management ﬁghts are not clearly distinguiShcd,
it is difficuit to impose self-discipline to SOE managers. Even at the court trial, it is difficult to attribute
clear responsibility over managerial decision_on disposal of the cntcrprisc assets. Depending on the
situation, civil trial is ransformed into criminal trial under the chai'ge of misuse of the state asset. If it is
not possible to.clear cut the responsibility of owner ahd managemgﬂg line ministries with feéu" of bearing

: rcsponsibility for the failure, end up providing sﬁbsidy before bankruptcy going tllfdugh pfoccss.

Economic court is in charge of b.ankruptcy. cases of SOEs but such a case is quite rarély brought for
the court settlement. The legal procedure for abstention éffoﬁ suc.h as reorganizatioh Or corporate
restructuring should also be established. In addition, judges and officials at economic courts should be
trained to understand the procedure for bankruptcy of SOEs. It is pracucally xmpossnblc for the economic _
court to be independently mvolved in the bankruptcy cases of SOEs since unpredictable lnterference
from the government is stili pcrmllted. Concerning the proceedmgs, under the situation where
comprehensive civil or criminal procedure law are yet to be enac_:ted, economic court fears criticism from
employees and line ministries to adjudiéate bankruptcy of SOEs.. Before adjudication of banl.ui'i.lptcg./, Lﬁe _
economic court does not have budget to proceed on the asscs'smc.nt of the bankrupt entity. Lack of
independence of the judiciary is one of the obstaules _ _

It is expected that the draft amendment of the Bankruptcy Law will be exammcd at the General
Assembly during 2001, It is reguired to streamline procedure and simplify the Law in order to transform

it to a practical regulation easy of application especnally for SOESs.

112



6-7-2 Labor Code

Labor Code in Viet Nam is the most advanced labor law in the world. However, if we compare with
the actual reality of Vietnamese labor market, huge gap is recognized. The actual Labor Code will fit to
the matured market economy with matured labor market and in addition, the state should have certain
economic power to implement perfectly the established provisions.

According to the Labor Code, basically alt enterprises should have a labor union, however it will be
difficult to impose to those small scale enterprises. Labor union are organized without exception in the
case of 100% SOEs.

One chapter is devoted to the function of labor union in the Labor Code. Almost atl workers understand
the basic principle of the Labor Code.

In addition, representative from labor union is entitled to participate in the management of GCs and

. SOEs. The role of the representative of labor union are; 1) inspection of management role 2)participate

in the managerial decision by way of voting right; 3) represent workers at business plan and business

s_tratcgy.

Vietnamese labor market is still in its infant stage when considering the labor conscience, willingness
for pursuing the job, etc. If Viet Nam try to enforce this modern Labor Code in actual circumstance, the
burden on those SOEs in the course of the reform will be quite significant. Since the conscience of
workers did not changc'much from the time of planned econdmy at SOEs, the compliance to the Labor
Code will serve as the obstacle to the early adaptation of workers to the market economy.

The govemment should, for the certain extent refrain from strictly enforcing the Labor Code by

enacting temporary legal measures while the SOEs are in the course of the reform. However, to avoid

possible social insecurity it is not poséible to pursue premature and drastic reform. The reforrn should
follr)w the necessary steﬁ by confirming the results from each step establishing the mechanism to absorb
the cost of the next stage of the reform.
.' The decrsnon 177 of the ane Minister” of 1999 and the decision 95 of the Minister of Finance® of
2000 dctermme such a mechamsm
However instead of relymg on thrs enterpnse reform fund, SOEs should graduate from this system as
s00n as pos_sr_ble and c_-stabhsh the environment to comply mdependcntly to the actual Labor Code. It is
l_iOt possible ro_ think separately on the issue of cutting the redundant labor and improving labor productivity.
In 1990 the number of SOEs was 12,000 and in 2000 this number has dramatically decreased to

5,700. As a resuu]t, the number of employees at SOEs also decreased significantly in the process of SOE

3

Decision of the Prime Minister NO 177-.1‘:'.399—Qb-'l'1‘g on organization and operation of Fund for arranging and Equitizing
State-Owned Emerpnses

Decrsmn No. 95- 2000-QD BTC pmmulgaung the chulatlon on Managcmcm Collecuon Remittance and use of State
Eaterprise Restructure and Equmzauon Support Funds )
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reform, huge aumber of workers lost their jobs. According to the figures provided by Viet Nam General
Confederation of Labor — VGCL, until 1992, aimost 700,000 workers were laid off of which 40% were
reemployed getting stable job positions, 40% were reemployed but not in stable job positions and remaining
20% are still unemployed. The unemployment rate is increasing caused by recent economic crisis and

actual average rate is 7.3%. The most alarming unemployment figure is 14% of construction workers

and 15% of machinery industry.
7. Assistance from international organizations and Japanese bilateral cooperation

The observation of international agencies stationed in Hanoi over SOE reform in Viet Nam is quite skeptical
and they express strong concern over reform using limited company with one member as an instrument of
transformation. Majbrity of opinion says that transformation of SOE into limited company having oné member
will further strengthen the state dominance and intcrferénce over thc management even after the transformation
and it merely means that the state wdl hold the SOE as they are by changing only the form of its existence
without significant change in its govcmmg structure. :

World Bank and IMF are going to choose different approach by enhancmg pressure from trade and
commercial transaction aspects, therefore not touching directly in the issue of SOE reform itself. The intention
is to improve the actual commérc_ial transaction and contract law in line wit US based UCC.

ADB ﬁvili continue providing technical assistance toward equitization and privatization to pursue reform
of SOEs. '

The legal reform assistance from Japaﬁ started when inflation turned to rerﬁain under_control. in 1991.
Responding to the i'equest from Vietnamese government to provide technical assistance on Civil Code and
Commercial Code, project under JICA's “Policy Assistance Progrém” was established in 1995. The first
phase finished in December 1999 and the second phase started in 2000 for further lmprovcmcnt of the Civil
Code, human resource devclupment and provision of office equlpment However no substantial ass:stance
refated to business law field is so far provided. In Viet Nam, Mlmstry of Justice plays qulte limited role over
drafting, enactment and implementation of laws and rcgulatlons Such a function is scattered at the ministries -
in charge of respective legal areas. Since JICA's legal assmtancc determines the Ministry of Justice as a

counterpart, there is no possibility to cxtcnd an assistance over entcrpnsc related laws and regulatmns including

SOE Law which are under the jurisdiction of MPI
8. Issues and recommendations related to legal aspects of SOE reform -

The new Enterprise Law is not exactly sirmitar to the ones of other developed nations with peculiar regulations

and articles. It is not common to have voting preferential shares in Company Laws of civil law countries but
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this could be the reflection of the government intention to keep the state cights over those equitized SOEs,
Due to such peculiar provisions, the Enterprise Law reserves possibility of development against the original
concept of company law of guaranteeing the free market operation. This aspect will also be reflected to the
separation of ownership and management of transformed SOEs under the Enterprise Law.

The issues related to SOE reform from the legal aspect are as follows:

lack of practical regulations to cope with redundant labor problems at SOE reform

provisions related to financial independence, responsibility of sole owner and responsibility of
ménagement are not included in Section 2 of limited company having one member of the Enterprise
Law
- legal framework concerning capital contribution and the owner (shareholder) is not clear enough at
the draft decree on limited company having one member
- decrees 90 and 91 on General Corporations need to be amended to streamline its reforms
- model company charter for GCs needs to be amended to follow the reform
- . provision on merging corpora_tion, capital contribution by the state, consistency with decree on
limited company having one member are needed to be clearly defined in the draft amendm.ent of SOE
Law. _
- economic contract regulation needs to be afncnded in compliance with the contract relationship
change following the SOE reform
- clear definition should be introduced on what aspect of economic transaction should be treated
under the criminal prosecution -~ -
- discrimination between State holdiﬁg shares and other form of share ownership should be minimal
- no provisions related to rights.of SOEs over sharehoiding of their subsidiaries
- no indication related to regulation on financial reporting of limited companies having one member.
There is fierce resistance over actual draft on financial reporting regulation toward non SOEs being

prepared by the Ministry of Finance. '

We can not ignore. the influence of the amendment of SOE Law and the upcoming implementing provisions
of th_é Enterprise Law and nioniton_‘ing is needed to foresee how it will be reflected to the future of SOE
| reform.

Viet Nam asks for assistance to promote legal improvement in the area of Civil Code, Civil Procedure Law,
Criminal Law, Criminal Procedure Law and other economic law areas but on the area of Trade Law and
Companj./'Law, it is seemed that p'referen_ce. is given to work independently without interference of foreign
assistance. ' |

In relation vﬁth SOE reform, there is strong determination of the govemnient to develop the enterprise

related laws along with the SOE Law closely linked up with the state’s economic policy. Therefore, effort on
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time consuming consensus building among MPI, Party Congress, Standing Committee of the General Assembly
and ministries is considered essential to determine the future of SOE reform

The actual situation of SOE reform is quite unstable but from legal point of view, we can resume our
recommendation into the following five points:

1) To amend the SOE Law and limit its application oﬁiy to public utility enterprises.

2) To apply Enterprise Law to those existing SOEs by transforming them into shareholding companies
or limited liabiiity companies. .

3) To urgently establish the management with transparency and predictability by strengthening the
regulation oa financial reporting, business management scheme and defining the right and responsibility
of investors related to SOE to be transformed into limited liability company.

4) To introduce different articles which define clearly the scope of responsibility and rights of the
State as the shareholder to complement the actual Enterprise Law.

5) Build up the mechanism of which the public can monitor the result of the State investment (e.g.

compulsory reporting to the National Assembly on the financial result of SOEs).

10. Conclusion

In this paper, we tried to find the solutions to overcome the unstable business cnvironment by analyzing
and classifying several légai framework s_ﬁrrodndi_ng .the SOE reform in Viet Nam.

By pursuing SOE reform, SOEs .'will acquire larger self determination rights in retuﬁ of looéing the umbrella
in the form of state protection. However, larger' self determination rights means, at the same time, that the
business risk will also increase. There is an néed for acquiring know how and skills to bear the risks. In
addition, there is also needs to recognize and understand the change in the legal framework at the changing
business environment. _

| The .legz'il framework to réguiatc the market economy iﬂ Viet Nam is not yet in its completed form. Even
after the change of applicable law from SOE Law to Enterprise Law, actual Enterprise Law is still a premature
law to foresee the future dcvclopmcnt of the market economy. _

This means that for those enterprise managers there is a requuement not only to cope with the managcnal
risk but also to cope wnh the market risk caused by unstable legal system in evolution. The direction of lifting
up the state protection and therefore to withdraw from intcrdcpendent relationship, enterprises should contribute
to establish the practical ‘market rules as the main players of the market economy. The restructured ex-SOEs
w1ll play the principal role in the market since private sector cntcrprlses are still in its infant stagc of
development. Therefore, who are able to contribute more to the establlshmem of the rule based market are
those transformed SOEs. Those ex—SOEs should actively develop recommendat_lor_ls to the government as the

key players of the market instead of waiting and asking for special or preferential treatment to the state. The
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legal development in those developed market economy nations is marked by demand from the actual players
of the market economy on rule making and enforcement and the establishment of market regulation by the
government responding to such an action.

The law should be transparent and reliable worth of compliance by the people and should not only be the
instrument of the state control. We can not forget that the major rule makers should be the enterprises which
are the pillars of the market economy. Actual SOEs are comparable to adolescents in search of independent
life from their parents. They want to be independent but still are not sure of being able to survive alone. The
direction of SOE reform is already determined. Tﬁis is the road for self discipline and financial independence.
This is the road paved for SOEsl. But at fhc same time, it is indispensable that the SOEs cooperate and
participate to enlarge and pave this road. The governmeat is not able to carry the SOEs demanding for
protection and not contributing to the wealtﬁ of the state anymore. SOEs which became large after restructuring
and re-arragement should try hard totplay the key role at the maturing market by pursuing internal volunta;’y
reform from now on. The managers .of SOEs should be determined, not only to learn tfrom the practical
business environment but also to carry on their role of creating the legal framework suitable for their market
economy.

Viet Nam, étlong with reference of several models from develbped countries, is trying to develop the
concerned laws with large Mgin for the State to intervene in the practical management and influence over
the shareholders meetings of those transformed SOEs. 1

IME, Werld Bank and ADB recommend the intrbductien of Anglo-American model of corpbrate governance.
However, Viet Nam is in searcil ef management mechanism to prévent the misuée of the state assets rather
than strengthening the shareholders nght concerning state owned shares o_ver SOEs. Here, we should recognize
the difference of the perception Between the 'objec_tive of Victnamese enterprise management and the expected
govemance mechanism to be introdﬁcéd by intemationél aid agencies. Only after understanding such a different
perception, design of fair and efficient SOE management system will be possible.

SOE reform in Viet Nam is not yet in the full implementation stage. It is still in its experimentai stage.
Number of experiments ended up in Ifailure and different market epproaches such as SME development also
appeared. The actual Search for consistent, uniform and reliable legal environment for different forms of

enterprises will still continue for the near future.
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Attachment 1
Control mechanism of Vietnamese SOEs established by laws and regulations

{according to the Constitution, Civil Code, SOE Law, Enterprise Law,

Law on Government Organization and other regulations)

Vietnamese citizen

National Assembly Communist Party Congreass

| |
v

Prime Minister’s Office

Local People’s GC91 |g., |-Political organizations, sociopolitical
Committee organizations (Communist Party,
and Ministries - Fathertand Front, Provincial or _
: - Muﬁicipal Committee, Confederation of
. ﬁ‘j - v | [Apor, wcmen Unjon, War V_ctclr'a.q
o SOEs GC90 SOEs Assrociation, Farmers Association, Youth
Union, etc)
" 4 v > 4 |
) SOEs |} | l
T
0 *+ SOEs
1 X
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Attacbment 2
Supplementary provisions
(Attached to Decree Nr. 44/29 June 1998)

Criteria of selection of SOEs to be equitized

L

C L

.

Existing SOEs not to be equitized

Public Utility SOEs defined in Decree Nr 56 —CP of 2™ October 1996

SOEs with state capital of more than 100 billion requires the approval of the Prime Minister or the

Government for equitization. SOEs with state capital up to 100 billion require approval from ministers,

Local People’s Committee or People’s Committec under the direct control of the central government.

Manufacturing of products and services which are under the state monopoly such as explosives,

hazardous chemical products, nuclear products, imprinting of money and bills, infrastructure building

of domestic and international transmission network.

The state will hold dominant or preference shares at the time of equitization of following SOEs:

Public utility SOEs ﬁaving capital of more than 100 billion
Extraction of rare metals
Large development of mineral resources

Technical services related to oil extraction

- Fertilizers, pesticides and chemical products

Large production of non-metal and raré mineral products

La;l'ge production of électricity and distribution

Maintenance of aircrafts

Post and telecommunication services

Railway transportation, air transport and sea transportation _

Printing in large scale, pubiication and manufacturing of alcohol, beer and tobacco
Investment banks and banking for poor

Large scale businesses related to energy and oil production

Those SOEs not mentioned above can be transformed into shareholding company without dominant or

prefcreﬂtial shares hold by the state or other ownership forms.

Prime Minister

Phan Van Khai

119



120

Attachment 3
State-owned sectors which are permitted to sell shares to foreign Iinvestors

(Attachment to the Decision of Prime Minister 145-1999-QD-TTG on 28 June 1999)

—

— b e
B = B

S

Garment

Shoes

Leather products

Production and processing of agricultural and fish products
Ohter consumer goods '

Production of construction materials

Road transport, domestic water transport, container transport -
Development of educational materials

Toys

Hotel, trading, service

. Machine manufacturing

Export of the above products



Attachment 4
Legal provisions on single owner limited liability companies

(Law on Enterprises Section 2, Articles 46, 47, 48, 49, 50}
Company limited having one member

Article 46 Company limited having one member (Cong ty trach nhiem huu han mot thanh vien)

1. A company limited having one member is an enterprise owned by an organization (herein after
called company owner). The owner shall be responsible for due payables and other property obligations
of the company limited by charter capital of the enterprise.

2. A company owner has right to transfer all or a part of charter capital of the company to another
organization, individual.

3. A company limited having one member shall not be allowed to issue share to the public.

4. A company limited having one member has its own juridical person from the date of being issued

with business registration certificate.

Article 47 Rights and obligations of a company owner
1. A compahy owner shall have following rights:
a) Determine the contents of the Charter of the Compﬁny, to amend, modify the Charter of the
company; - ' ' |
b) Determine company'management organization structure, appoint, terminate, remove management
- pdsitions of the compaﬁy stipulated in the article 49 of this Law;
¢} Decide the adjustment of charter capital
d) Decide investment measures having the value equal to or more than 50% of total vaiue of the
assets recorded in accounting books of the company;
e) Decide to sell the propert.y having thé value equal to or more than 50% of total value of the assets
recorded in accoﬁnting books of the company;
f) Organize to monitor and assess business operation of the company;
g) Decide the distribution of profits;
h) Decide the rebrganization of the company;

i) Other rights stipulated in this Law and the Charter of the Company
2. A company owner shall have following obligations:

a) Contribute capital in full and in time as registered,;

b) Comply with the Charter of the éompany;
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¢} Comply with the provisions of laws on purchasing, seiling, borrowing, lending, leasing and
leasing to between the company and the owner,

d) Implement other obligations in accordance with provisions of laws.

Article 48 Restrictions of the rights of a company owner
1. A company owner shall not be allowed to withdraw by himself/herself a part of or whole charter
capital.
2. A company owner shall be only allowed to withdraw capital through the manner of transferring a
part of or whole charter capitai to another organization or individual,
3. A company owner shall not be allowed to withdraw éompany‘s profits when the company ha.ve

incapability to pay due payables and other property obligations.

Article.49 Company .managcmcnt organization structure
1. Subject to business lines, the structure of i'ntern-al management organizétion of a company iimited
having one member consists of the Board of Directors, Director (Gcncral- Director), Company’s
President and the Direétor (General Director). '
2. Pchrs and duties of the Board of Directors, Company’s Prcsidént, the Director (General Director)
of a company havih.g one member are stipulated iﬁ the Charter on the basis of the provisions of this

~ Law and other provisions of relevant laws.

- Article 50 Increase, reduce of charter capital
A company limited having one member may increase, reduce charter capital through the manners of;
1. Increasing, reducing of charter capital of company owner,

2. Adjusting charter capital in respective with the value of assets of the company.
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Attachment 5

Relevant laws and regulations related to SOE reform

No. | ISSUED AGENCIES | TITLE OF DOCUMENTS
I LAW
L. |National Assembly Law on State-Owned Enterprises in 1995
2. [National Assembly The Civil Code in 1994
3. [National Assembly Law on Enterprises in 1999
I . RESOLUTION
Standing National No.60/1998/NQ-UBTVQHI10 dated 28 August 1998 on promutgation of
Assembly Committee | democratic regulations in state-owned enterprises.
Il DECREEs
I. |Government No.18/CP dated 13 May 1995 making detailed provisions on the
implementation of the rights and obhgauons of domestic agencies assigned and
rented Jand by the State.
2. |Government No.34/CP dated 27 May 1995 on the obligations, rights, and organization of the
General Department of State Capital and Assets Management in SOEs.
3. |Government No.39/CP dated 27 June 1995 issuing the Chater® Model of State General
Carporations,
4. |Govermnment No.64/CP dated 9 October 1995 issuing temporary regulations on the
organization and activities of leasing companies in Viet Nam.
5. |Government No.92/CP dated 19 December resolving the interests of workers in bankrupt
enterprise.
6. |Government No.96/CP dated 27 Decembcr making detailed provising on the implementation
of Law on Tutnover Tax and the Law on Amending and Supplementing the
Law on Turnover Tax.
7. | Government No.28/CP dated 7 May 1996 on transfernng S0me state-owned enterprises into
S joint-stock companies.
8. |Government No.50/CP dated 28 August 1996 on the establishment, reorganisation,
- dissolution, and bankruptcy of state-owned enterprises.
9. {Government ' No.56/CP dated 2 October 1996 on the public service state-owned enterprises.
10. |Government No.59/CP dated 3 October 1996 issuing the Regulations on ﬁnanc1a1
: management and business accounting in SOEs.
- Regulations on financial management and business accounting in SOEs
(promulgated in conjunction with the Decree No.59/CP dated 3 October 1996
of the Government). '
1i. |Government No.25/CP dated 26 March 1997 on amending some articles of the Decree
No.28/CP dated 7 May 1996 on Lransfonmng some SOEs to joint-stock
companies.
12. {Government No.28/CP dated 28 March 1997 on renovatmg of salary and income
o ' management in SOEs. '
13. | Government No.38/CP dated 28 April 1997 on amending and supplementing some articles
of the Decree No.50/CP dated 28 August 1996 of the Government on the
. establishment, reorganisation, dissolution, and bankruptcy of SOEs.
14, |Government No.110/1997/ND-CP dated 18 November 1997 on supplementing the salary
coefficient of managenal title and allowanices of the enterprises leaders
(pmmulgatcd in conjunction with the Decree No.26/CP dated 23 May 1993).
15. | Government No. 44/1998/N D-CP dated 29 J une 1998 transforming a SOE to a joint-stock
N company. =
16. | Government No.48/1998/ND-CP dated 11 July 1998 on stock and stock market.
17. |Government No.51/1998/ND-CP dated 18 July on amending, supplementing some articles
' of Decree No.87/CP dated 19 December 1996 making detailed provisions on
implementing managenal decentralizatlon preparatlon, accept and payment of
: state budget.
18. No0.57/1998/ND-CP dated 31 J uly makmg detailed provisions of Trade Law on

Government

import, export actw.ltlcs mtcrmed@ry exhanging agent with foreagn countries.
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19.

Government

No.61/1998/ND-CP dated 3 October 1998 on the inspection, examination
activities in enterprises.

20.

Government

No0.82/1998/ND-CP dated 3 October 1998 issuing the list of legal capital of
credit institutions.

21

Government

No.84/1998/ND-CP dated 12 October 1998 making detailed provisions of
impiementing Law on Special Consumption Tax.

22.

Government

No.90/1998/ND-CP dated 7 November 1998 issuing the regulations of oversea
lpans and payment management,

23.

Government

No. [00/1998/ND-CP dated 10 December 1998 on financial regulations of the
State Bank of Viet Nam.

24,

Goverament

No.102/1998/ND-CP dated 21 December 1998 on amending, supplementing
some articles of Decree 28/1998/ND-CP of the Government making detailed
provisions on Law on VAT.

25.

Government

No.07/1999/ND-CP dated 13 February 1999 on promulgatmg the democrauc
regulations in SOEs.

- The democratic regulations in graSsruOtS

26.

Government

No.10/1999/ND-CP dated 01 March 1999 on supplementing Decree
No.195/CP dated 31 December 1994 of the Government providing the details

and guiding the implementation of some articles on working, rest time
according to Labour Code.

27.

Government

No.11/1999/ND-CP dated 3 March 1999 on the prohibited circulation goods, .
trade services not to be carried out allowed, goods and services to be limited in
trading (if it is trading it have to comply with certain conditions).

28.

Government

No.22/1999/ND-CP dated 14 April 1999 regulating oversea investment of
Vietnamese enterprises.

29.

30.

Government

No.17/1999/ND-CP dated 29 March 1999 on assigning, transferring, leasing

out and rerenting, heritating procedures of land use right and mortgage capital
contribution by the value of land use.

Government

N0.27/1999/ND-CP dated 20 April 1999 on amendmg and supplementmg the
Reguiations on financial management and business accounting for SOEs

(promuigated in conjunctlon wnth Degree No 59/CP datcd 03 Octobcr 1996. of
the Government).

3L

Government

No.84/1999/ND-CFP dated 28 August 1999 on reorganizing the General

Dcpanmcnt of State Capital and Assets Management in SOEs under the
management of the Ministry of Finance.

32.

Government

No.103/1999/ND-CP dated 10 September 1999 on assigning, selling,
contractmg out, and leasing state-owned entcrpnses

33

Government

No.03/2000/ND-CP dated 03 Februaxy 2000 on guldelmes for lmplemematlon

| of the Law on Enterprises.

34,

Government

No.10/2000/ND-CP dated 27 March 2000 on the regulatlon of minimum
salaries in SOEs.

1V

- DECISIONS OF THE PRlME MINISTER

fu—

Prime Minister -

No.90-TTg dated 7 March on continuing SOE arrangements.

2. |Prime Minister No.91-TTg dated 7 March on the expenmental establishment of general '
I corporations.
3. |Prime Minister No.51/TTg dated 21 January 1995 rcgulatmg basm dcprecnancm regime on
e fixed assets in SOEs, :
4. | Prime Minister No.397/TTg dated 7 July 1995 on the transformauon of managenal obllganons
: of state capital and assets.
5. |Prime Minister No.185/TTg dated 28 March 1996 on canfymg SOBs into specnal class.
6. |Prime Minister No.186/TTg dated 28 March 1996 oa promulgatmg the list of SOEs in special
class.
7. |Prime Minister " |Nu.548/TTg dated 13 August 1996 on the establlshment Steenng Committee of
' Equitisation accordance with Degree No.28/CP dated 07 May 1996 on
: . transformation of some SOEs to joint-stock companies.
8. | Prime Minister

No.745/TTg dated 8 October 1996 on ranking of SOEs in the special class.
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Prime Minister

No.1021/TTg dated | December 1997 on establishing Working Group on
Artangement of SOEs in Hanoi and Ho Chi Minh city.

10. {Prime Minister No.1085/1997/QD-TTg dated 15 December 1997 on supplementing members

to Working Group on Rearrangement of SOEs in Hanoi and Ho Chi Minbh city.

11. {Prime Minister No.51/1998/QD-TTg dated 16 January 1998 on supplementing members to

: Working Group on Rearrangement of SOEs in Hanoi and Ho Chi Minh city.
12. |Prime Minister No.225/1998/QD-TTg dated 21 January 1998 on issuing regulations on
publicized finance of state budget of all levels and funds setting up from
. contributed sources by people,

13. | Prime Minister No.68/1998/QD-TTg dated 27 March 1998 on allowing the experimental

establishment SOEs in training and research institutes.

i4. |Prime Minister No.83/1998/QD-TTg dated 15 April on the salary regime and allowance of

members of Board of Directors, and Supervisor Committee in General
corporations and large-scales independent SOEs.

15. | Prime Minister No.111/1998/QD-TTg dated 29 June 1998 on the establishment of National

- Committee on Enterprise Reform.
16. |Prime Minister No.113/1998/QD-TTg dated 6 June 1998 on transforming Northem Central
' and Southern airports into public service SOEs.
17. |Prime Minister No.635/1998/QD-TTg dated 22 July 1998 on leader members of National
: Enterpnsc Reform Committee.
18. | Prime Minister No.764/1998/QD-TTg dated 24 August 1998 on the establishment of Export
S Awarded Fund.

19. | Vice-Prime Minister- | No.01/1998/QD-DMDN dated 19 September 1998 on promalgation of the
Head of National Regulanons of organisation and operation of National Enterprise Reform
Enterprise Reform Committee.

Comumnittee
20. |Prime Minister No 1 11/ 1998/QD -TTg dated 29 September 1998 on the members of leadershtp
: 5 on National Enterprise Reform Committee.
21, |Prime Minister No.205/1998/QD-TTg dated 19 October 1998 i lssumg reguldttons of exemption
. - tax stores. :
22. |Prime Minister No.212/1998/QD-TTg on promulgatmg re&ulatlons for outside territory stores.
23, |Prime Minister No.225/1998/QD-TTg dated 20 Noveinber 1998 on the promulgation of
Regulations on macking public of financial situation of state budget at all levels
- : and other funds contributed by citizens.
24. |Pritne Minister No0.254/1998/QD-TTg dated 30 December 1998 on executing of export and
: import activities in the year 1999.
25. | Prime Minister No.24/ 1999/QD TTg dated 13 February 1999 on ranking of SOEs into special
' class.
26. |Prime Minister No. 1221999/QD ’I'I’g dated 10 May 1999 issuing Regulatlons on the criterion
e ' and norm of using car in administrative offices and SOEs.
27. {Prime Minister - No.145/1999/QD-TTg dated 28 June 1999 issuing Regulatton on selling shares
- | to foreign investors.
28. |Prime Minister No.150/1999/QD-TTg dated 8 July 1999 on the general inventory of and
|- e reevaluation of assets in SOEs.
29. |Prime Minister No.177/1999/QD-TTg dated 30 August 1999 on organlzauon and operation of
L Fund for Arranging and Equitizing State-Owned Enterprises.

30. |Prime Minister No.187/1999/QD-TTg dated 16 September 1999 on reforming the organization

and management mechanism of state managed forestry.

31. |Prime Minister - No.208/1999/QD-TTg dated 26 October 1999 on amending, supplementmg

' ' Regulattons on criterion and norms of using car in administrative offices and
SOEs, accompanied with Decision No 122/1999/QD-TTg dated lO May 1999
o] issued by Prime Minister.
32. |Prune Minister No.119/1999/QD-TTg dated { December 1999 on organizing Mission Group of

establishing an experimental sheme of general corporations investment into
member enterprises.




33.

Prime Minister

No0,233/199%/QD-TTg dated 20 December 1999 on issuing Guaranty
Regulation by Government for foreign debts of enterprises and financial
institutions.

34,

Prime Minister

No.51/2000/QD-TTg dated 3 May 2000 on assigning the target of equitization
and ownership diversification of SOEs (1st stage), in the year 2000,

35.

Prime Minister

No.55/2000/QD-TTg dated 22/5/2000 on authorising the rights to decide
selling, contracting out and leasing SOEs whose state capital from VND t
trillion up to iess than 5 trillion,

Prime Minister

General Department of
State Capital and Asset

Management

36. No.72/2000/QD-TTg dated 21 June 2000 on ratifying the list of specially
ranked SOEs.
v ' INSTRUCTIONS
1. {Government Prime No.262/TTg dated 02 May 1995 on asmgmng the preparation of lmplementmg
Minister regulations of Law on SOEs.
2. |Govermment No272/TTg dated 03 May 1995 on acceleratmg the organization,
Prime Minister rearrangement of Union of Enterprises, general corporations. :
3. | Government No.500/TTg dated 25 August 1995 on acceleratmg the reorgamzauon and
Prime Minister rearrangement of SOEs.
4. |Government No0.573/TTg dated 23 August 1996 on fac1lltatmg general corporauons
Prime Minister established by Prime Minister to stabilise activities. :
5. (Government No.748/TTg dated 10 October 1996 on the implementation of Regulations of
Prime Minister financial management and business auditing in SOEs promulgated in - -
conjunction with Decree No.59/CP dated 3/10/1996 of the Government.
6. |Govemment No.135/TTg dated 4/3/1997 on drafting Regulations of the Board of Directors
Prime Minister and Control Committee in general corporauons and SOE wnth Board of
' Directors.
7. | Government No.658/TTg dated 20 August 1997 encouragmg the 1mplemem:atlon of SOE
Prime Minister equitasation process.
8. |Govemment No.20/1998/CT-TTg dated 21 April 1998 on the enhancement of SOE
Prime Minister rearrangement and renovation. - :
9. |Government No.10/1999/CT —T'I‘g dated 29 Apnl 1999 on solvmg enterpnses pctmons
Prime Minister )
10. | Government No.1%/ i999/CT TTg dated 10 May 1999 on the revision of the lmplementatlon
Prime Minister of Law on SOEs.
11. |Government No.15/1999/CT-TTg dated 26 May 1999 on the completion of orgamsauon
Prime Minister rformance of general corporatiotis,
12. | Government No.20/1999/CT-TTg dated 20 July 1999 on the 1mplementat10n of Law on
Prime Minister Enterprises.
VI : ~ DECISIONS OF MINISTERS _
1. | Govemor of the State | No.104/QD-NHS dated 02 May 1995 on the promulgatlon of Chater Model of
Bank of Viet Nam Financial companies in General corporations.
2. ] Minister of Ministry of | No.1215 QD/TCCB dated December 1995 authorizing some tasks of
Finance enterprise’s financial management to the General Depanmenl of State Capltai
and Asset Management.
3. jMinister of Ministry of | No.838 TC/QD/TCDN dated 28 August 1996 on the promulganon of “Model
Finance of Financial Regulations of State General Corporations”.
4. |Minister, Head of No.01/CPH dated 4 September 1996 on procedures for transfomung SOEs to
Central Steering joint-stock companies,
Committee of SOE
Equitization ' : '
5. |Minister of Ministry of [ No.861 QD/TCCB dated 14 September 1996 assigning the tasks to General
Finance : Department of State Capital and Asset Management.
6. |General Director of

No 838/TCDN/QD/VP dated 4 October 1996 making provision on some
conlents, responsibilities of management and the authority of dealing with
financial issues of General Department of State Capital and Asset Management.
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Minister of Ministry of
Finance

No.995/TC-QD/TCDN dated 01 November 1996 on the amendment,
supplement of “Model of Financial Regulations of State General Corporations”
promulgated in conjunction with Decision No,838 TC/QD/TCDN dated 28
August 1996,

8. |Minister of Ministry of | No.238/LLDTBXH-QD dated 08 April 1997 on the promalgation of the sample
Labour-War Invalid of wage book of SOEs.
and Social Affairs :

9. [ Minister of Ministry of No.832/TC/QD/CDKT dated 28 October 1997 on the issue of Regulations of
Finance internal audit.

13. | Generat Custom Office | No.50/1998/QD-TCHQ dated 10 March 1998 issuing document and guldelmes

of custom procedures for export and import cominodities.

11, {Minister of Ministry of | No.0385/1998/QDD-BTM dated 28 March issuing regulations of solving

Trade procedures between the Minisiry of Trade and organizations and individual in
: dealing with the license of import and export commodities; setting up of
: foreign representatives in Viet Nam.

12. |Governor of the State | N0.324/1998/QD-NHNN1 dated 30 September 1998 on promulgating lendmg
Bank of Viet Nam regulations of credit organizations.

13. | State Security No.04/1998/QD-UBCK3 dated 13 October 1998 on promulgating orgamzauon
Committee and performance regulations of security company.

14, |State Security No0.03/1998/QD-UBCK3 dated 13 October 1998 on promulgating organization
| Committee and performance regulations of security company and control fund company.
15. {Ministry of Finance No.1405/1998/QD-BTC dated 19 October 1998 on amending item 3, Article 4

issuing the provisions on limited prices of land renting by domestic
organization promulgated in conjunction with Decision No.1357/TC-QD-TCT
dated 10 December 1996 of the Minister of Ministry of Finance.
16. Mmlstry of Trade No0.1291/1998/QD-BTM dated 20 October 1998 issuing the regulations of
~-_| managing and using the Export-awarded Fund. '
17. Mlmster of Mmlstry of Ne.1461/1998/QD/BTC dated 20 Oclubcr 1998 on thc definition of the value
Finance of equitized SOEs.
18. | Minister of Ministry of  No.101/1999/QD-BTC dated .../... /1999 on the promulgatlon of Regulations
Finance on management and use of transpoﬁatlon means in administrative agencies and
S o SOEs. -
19. | Minister of Ministry of | No.38/2000/QD-BTC dated 14 March 2000 issuing and announcement of the
Finance application of Viet Nam accounting standard and auditing system.
20. |Minister of Ministry of | N0.95/2000/QD-BTC dated 9 June 2000 on the promulgation of the
Finance Regulations of management, collection and use of the Fund for Support,
Rearran&ment and Equitization of SOEs.
vul - ' CIRCULARS
1. |Ministry of Finance No.36/TC/TCDN dated 27 Apnl 1995 gmdmg the depreciation regulalton of
- oo fixed assets in SOEs.
2. |Ministey of Planning | No.03%/BKH-QLKT dated 27 February 1996 guiding the criteria of clanfymg of
and Investment large independent SOEs having the Board of Director.
3. |Joint-Circular the State | No.01 TT-LB dated 03 July 1996 of Inter-Ministries guiding the procedures on
~ |Bank of Viet Nam- asset mortgage and deposit applying for SOE and the procedures of notaration
Ministry of Finance- | of mortgage, deposit and guarantec contracts of bank loans.
and Ministry of Justice
4. |Ministry of Finance No 47/TC/TCT dated 17 August 1996 guxdmg on the implementation of Decree
: No.39/CP dated 27 June t995 and Decree No.28/CP dated 07 May 1996 on
o . rcglstrauon fees.
5. {Ministry of Finance ©~ | No.530/TC/TCDN dated 30 August 1996 gu1dmg o financial issues, 5e!lmg and
o issuing of shares in transforming SOEs to joint-stock companies in accordance
. with Decree No.28/CP dated 7 May 1996 of the Government.
6. |Ministry of Labour- . |No.17/LDTBXH-TT dated 7 September 1996 guiding on the policies for
War Invalid and Soc;al workers in SOEs to be transformed to joint-stock company in accordance with
Affairs

Decree No.28/CP dated 7 May 1996 of the Government.
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Ministry of Finance

No.70 TC/TCDN dated 5 November 1996 guiding on the distribution ot after-
tax profit and management of SOE funds.

8. [Ministry of Finance No.73 TC/TCDN dated 12 November 1996 guiding on the preparation, making
public and examining of annually financial report in SOEs.

9. |Ministry of Finance No.75 TC/TCDN dated 12 November 1996 guiding on the management and
use of capital and assets in SOEs.

10. |Ministry of Finance No.76 TC/TCDN dated 15 November 1996 guiding on the regulation of

. wrnover, cost, and products and services price of SOEs.

11. |Ministry of Planning | No.01 BKH/DN dated 29 January 1997 guiding on the implementation of
and Investment Decree No.56/CP dated 2 October 1996 of the Government on the public

service SOEs. :

12. |Ministry of Finance No.06 TC/TCDN dated 24 February 1997 guiding on financial management

: : regulations in public services SOEs.

13. jMinistry of Labous- No.13/LDTBXH-TT dated {0 April 1997 guiding on the preparation of unit
War Invalid and Social | cost-based salary and management of wages and incomes in SOEs.

Affairs

14. |Ministry of Labour- No 14/LDTBXH-’I'T dated 10 Apnl 1997 guiding on the prepamtmn of labour
War Invalid and Social | norm in SOEs.

Affairs :
15. |Ministry of Finance No. 25 TCfI’ CDN dated 15 May 1997 gmdmg on the proccdurcs and prmmplcs
Sl of dealing with financial issues in dissolving SOEs.
16. |Ministry of Planning | No.08 BKH/DN dated 11 June 1997 guiding the implementation of Dccrce
and Investment No.50/CP dated 28/8/1996 of the Government on establishment,
reorganization, dissolution and bankruptcy of SOEs and Decree No.38/CP
dated 28/4/1997 of the Government on amendmg and supplemenlmg some
: L articles of Decree No.50/CP. :

17. | Ministry of Finance No.44 TT/TCDN dated 8 J uly 1997 gmdmg the dealmg w:th exhange

' Lo difference of SOEs. S

18. | Ministry of Finance No.57 TC/TCDN dated 22 August 1997 amendmg, supp]cmcntmg Cm:uiar

No.76/TC/TCDN dated 15 November 1996 of Ministry of Finance on guidance
- : of turnover, cost and cost-price of products and services of SOEs.
19. | Ministry of Finance No.64 TC/TCDN dated 15 September 1997 guiding the regulations of _
formation and use of the reserve of in stock deprcc:atlon, spare of bad dcbts,
. reserve of stock depreciation of SOEs.
20. |Ministry of Finance No.68 TC/TCDN dated 25 September 1997 guiding the management of the use
: of the State’s financial supports for SOEs, -

21. |Inter-Circular the State | No.3/1997/TTLT/NHENN-BTC dated 22 November 1997 guiding the
Bank of Viet Nam disposition outstanding debts of statc—owncd banks by reorgamzmg the
Ministry of Finance | activities of banks after inspection.

22. |Inter-Circular MOF- | No.90/1997/TTLT-BTC-NHNN dated 19 Decernber 1997 guldmg the ﬁnanual
the State Bank of Viet managcmcnt regulations of public service SOEs in the explouauon and
Nam protection of irrigational works. :

23. |Inter-Circular MOF- | No 971997/ TTLT-BTC-GTVT dated 31 December 1997 guldmg the financial
Ministry of management rcgulauons of public services SOEs in registration and control
Transportation and fields.

Communication . . _ S o
24. |Ministry of Finance No.98/1997/TT-BTC dated 31 December 1997 providing the equipment,
N management and use of telephone, fax in the state agencics.
25, |Ministry of Finance No.14/1998/TT-BTC dated 05 February 1998 guiding financial managcmcnt
' : regulations and business account of self-auditiong SOEs. :

26. |Ministry of Finance N0.24/1998/TT-BTC dated 26 Febmary 1998 guldmg the management and use

of reinvested capital of SOEs. " -

27. |Ministry of Finance

No0.32 /1998/TT-BTC dated 17 March 1998 gmdmg the 1mplementanon of tax
policies and budgct collcctu)n of pubhc service SOEs. -
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Ministry of Finance

No.40/1998/TT-BTC dated 31 March 1998 guiding on the regulations of

management, allocation and distribution of state budget expenditures by the
State Treasury.

29.

Ministry of Finance

No.41/1998/TT-BTC dated 31 March 1998 guiding on the regulations of
concentration, management of state budget collections by the State Treasury.

30.

Ministry of Finance

No.52/1998/TT-BTC dated 16 April 1998 guiding the organisation of internal
auditing body i SOEs.

31. {Inter-Circular MOF- | No.56/1998/TTLT-TC-NN dated 23 April 1998 guiding the ﬁnancml
Ministry of management regulations of public service SOEs in shipping security field.
Transportation and
Communication : . :

32. | Ministry of Finance No.104/1998/TT-BTC dated 18 July 1998 on guiding financial problems in the

process of transforming a SOE to joint-stock company (in accordance with
Decree No.44/ND-CP dated 29 June 1998 of the Government).

33. | State Bank of Viet No.06/1998/TT-NHNN1 dated 15 August 1998 guiding on the implementation
Nam of some issues relating to banks in the proci:ss of transforming SOEs into joint-

stock companies,

34. | Ministry of Labour- No.11/1998/TT-LDTBXH dated 21 August 1998 guiding on the policies for
War Invalid and Social | workers in the process of transforming a SOE to a joint-stock company in
Affairs accordance with Decree No.44/1998/ND-CP dated 29 June 1998 of the

Government. :
35. |Ministry of Finance No.117/1998/TT-BTC dated 22 Augusl 1998 guiding on the implementation of
- preferences of tax and fee in accordance with the Article 13 of Decree
No.44/1998/ND-CP dated 29 June 1998 on transforming a SOE into a joint-
: : stock company, -~ .
36. |Ministry of Finance  |No.18/1998/TT-BTM dated 28 August 1998 guiding on the mlplememauon of
Decree No.37/1998/ND-CP dated 31 July 1998 of the Government on import-
gy -~ .. - |export activities, intermediary agent when trading with countries.
37. |General Custom Office | No.03/1998/TT-TCHQ dated 29 August 1998 guiding on the implementation
of Chapter [l of Decree No.57/1998/ND-CP dated 31 July 1999 of the
Government provided the detailed nmplementauon of Law on Trade on the
L = . | custom procedures for forelgn commodities.
38. | Generat Custom Office | No.04/1998/TT-TCHQ dated 29 August 1998 guiding on the lmplementauon
: : : of Chapter [ and Chapter [V of Decree No.57/1998/ND-CP dated 31 July 1998
of the Government provided the detailed implementation of Law on Trade on
the custom procedures for foreign commodities.

39. | General Custom Office | No.06/1998/TT-TCHQ dated 03 September 1998 guiding on the reg:stranon

managemem and use of enterprise’ code in im-export activities.

40. | State Bank of Viet No.07/1998/TT-NHNN1 dated 28 September 1998 guiding the lmplementanon
Nam of some issues relating to banks in transforming a SOE into a joint-stock

: : company (in accordance with Decree No.44/1998/ND-CP dated 29 June 1998).
41. |Ministry of Finance No.130/1998/TT-BTC dated 30 Septermber 1998 guiding on the transferring,
receiving and dealing with ﬁnanclal problems of SOEs during the course of
Mmerger processes. - .

42. |Joint-Circular No.06/1998/TTLT- TCCP BLDTBXH BTC dated 20 October 1998 guiding the
Government Personnel |implementation of Decision No. 83/1998/QD-TTg dated 15 April 1998 of the
Department-MOLISA- | Government on the wages and allowances of the members of Board of

"IMOF . - ~ | Director, members of Supervisor Committee of State Corporations and large-
: scaled independent SOEs,

43. Mlmst.ry of Trade . No.1311/1998/QD-BTM dated 31 October 1998 promulganng regulatlons by

export replacement and temporary import.

44. | General Custom Ofﬁce No.10/1998/TT-TCHQ dated 19 November 1998 gmdmg on the custom

procedures for trading by tax-exemption commodities in accordance with
Decision No.205/1998/QD-TTg dated 19 October 1998 of the Prime Minister.
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45.

Inter-Circular MOF-
Ministry of
Transportation and
Communication

No. 154/1 98/ TTLT-BTC-BGTVT dated 4 December 1998 guiding on the
regulations of financial management of public service SOEs in domestic
shipping field,

46. |Ministry of Finance No.157/1998/TT-BTC dated 12 December 1998 guiding on the implementation
of imposing VAT on credit and banking acrivities.

47. | General Customn Oftice | No.13/1998/TT-TCHQ dated 14 December 1998 guiding on the management
of import tax and VAT on material import activities for producing export

- goods.

48, |Inter-Circular MOF- | No.161/1998/TTLT-TC-GTVT dated 16 December 1998 making guidance on
Ministry of the financial management and allocation and payment in public service SOEs
Transportation and in infrastructural railway repair field.

Communication

49. | Ministry of Finance No. 163/ 1998/'1'1’ BTC dated 17 December 1998 gu1dmg the 1mp!ementauon of
Law on VAT in air-shipping services.

50. |Ministry of Finance No.164/1998/TT-BTC dated |7 December 1998 guiding the unplemematlon of
Law on VAT in postal and communication services.

51. |Ministry of Finance No.168/1998/TT-BTC dated 21 December 1998 guiding on the implementation
of Decree No.84/1998/ND-CP dated 12 October 1998 of the Government

- making the detailed provisions of Law on Special Tax.
52. }Ministry of Finance No.171/1998/TT-BTC dated 22 December 1998 making gu1dance onthe
o S implementation of internal audit in SOEs.
53. |Ministry of Finance No.174/1998/TT-BTC dated 24 December 1998 gu1dmg on the imposing VAT
L . on postal and communication services.

54. |Ministry of Finance No.175/1998/TT-BTC dated 24 December 1998 guiding on the implementation

' of Decree of No.102/1998/ND-CP dated 24 December 1998 of the Government

_ lamending, supplementing some articles of Decree 28/1998/ND-CP dated 11
May 1998 of the Govemment promulgating detailed 1mplementanon of Law on
: VAT.
55. iMinistry of Finance No.180/1998/TT-BTC dated 26 December 1998 gundmg on the supplement of
- VAT accounting. :
56. | Ministry of Finance No.181/1998/TT-BTC dated 26 December 1998 guldmg on VAT accounting in
' mfrastructua] constructions, agncultural forestry manufactunng and

: R : processmg

57. | Ministry of Trade No.2l/1998/TT- BTM dated 24 December 1998 guxdmg on lmplementmg the
regulations for trading exemption tax commodities promutgated in conjunction
with Decision No.205/1998/QD/TTg dated 19 October 1998 of the Prime
Minister.

58. {Inter-Circular No.08/1998/TTLT-VGCP- BCN dated 28 Decernber 1998 on the steel prices’

Government managerial mechanism.
Commuittee of Prices-
Ministry of Industry :
59. | Ministry of Finance No 187/i998/’IT BTC dated 29 December gu1dmg on the supplements to VAT
: in postal and communication services.

60. | Ministry of Finance No.189/1998/TT-BTC dated 30 December 1998 gu1dmg on the lmplementatlon
of internal-audit in SOEs.

6l. |Ministry of Finance No.191/1998/TT-BTC dated 31 December 1998 guiding on the VAT
accounting in infrastfuctural censtructmns agncullural forestry, manut‘actunng
and processing. '

62. |Inter-Circular No.18/1998/TTLT-BLDTBXH-BTC dated 31 December 1998 making
MOLISA-Ministry of | guidance on the clarification of salary fund when SOES fail to make the budget
Finance - and profit contributions. -

63. |Inter-Circular

MOLISA-Ministry of

Finance

No.L7/1998/TTLT- BLDTBXH—BTC dated 31 December 1998 provrdmg
guidance on ranking of SOEs.
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Ministry of Labour-
War Invalid and Social
Affairs

No0.03/1999/TT-LDTBXH dated 9 January 1999 on revising of poverty
standard under Circular No. 1 1/TT-LDTBXH dated 21 August 1998 on the
policies for workers in the process transforming SOEs to joint-stock companies
in accordance with Decree 44/ND-CP of the Government,

65.

Ministry of Finance

No0.23/1999/TT-BTC guidance on the formation and checking of financial
reports in 1998 of SOEs.

66.

Ministry of Finance

No.62/1999/TT-BTC dated 07 June 1999 gu:dmg on the management, use of
capital and assets in SOEs.

67. | Ministry of Finance No.63/1999/TT-BTC dated 07 June 1999 guiding the managcment of turnover,
costs and products and services price in SOEs.

68. | Ministry of Finance No.64/1999/TT-BTC dated 07 }une 1999 guiding the regulation of after-tax
profit distribution and management of funds in SOEs.

69. | Ministry of Finance N0.65/1999/TT-BTC dated 07 June 1999 guiding the implementation of

R financial public of SOEs.

70. | Ministry of Finance N0.66/1999/TT-BTC dated 07 June 1999 guiding on the formation and
amendment of the Financial Regulations of State Corporations.

71. |Ministry of Labour- No.23/1999/TT-BLDTBXH dated 04 October 1999 guiding on the

War Invalid and Social | implementation of reducing weekly working-time in SOEs.
Affairs
72. |Ministry of Finance No.132/199%/TT-BTC dated |5 November 999 on guiding the sales of shares
; : for foreign investors.

73. {Ministry of Finance No.08/2000/TC-TCDN dated 19 January 2000 on amending, supplementmg
Circular No.63/1999/TT-BTC dated 7 June 1999 of Ministry of Finance on
guiding the management of turnover, cost and price of products and services of

. SOEs.

74. | Ministry of Labour- No.07/2000/TT-BL.LDTBXH dated 29 March 2000 guiding some articles on
War Invalid and Social | labour of Decree No.103/1999/ND-CP dated 10 September 1999 of the
Affairs Government on assigning, selling, contracting out and leasing of SOEs.

75. | Inter-Circular No.10/2000/TTLT-BLDTBXH-BTC dated 04 April 2000 guiding on -
MOLISA-Ministry of |supplement guidance for Inter-Circular No.17/1998/TTLT-BLDTBXH-BTC
Finance dated 31 December 1998 on ranking of SOEs.

76. | Ministry of Finance No.47/2000/TT-BTC dated 24 May 2000 gu:dmg on financial issues in

assigning, selling SOEs.

77. {Inter-Circular No.11/2000/TT-BLDTBXH-BTC dated .. ./.../2000 guiding on the
MOLISA-Ministry of |implementation of wage and allowaoce adjustment in enterprises.

Finance

78. | Ministry of Finance No.51/2000/TT-BTC dated 2 June 2000 guiding on financial issues in
contracting out, leasing of SOEs which provided in Decree No. 103/1999/ND-

‘ CP dated 10 September 1999 of the Government,

Vil : ' OFFICIAL LETTERS

1. |Viet Nam General No.1104/LTD dated 13 September 1996 on guiding the contents of Trade-
Confederation of union activities in transforming SOEs to joint-stock companies in accordance
Labour | with Decree No.28/CP dated 7 May 1996 of the Government,

2. }National Steering No.3731/CPH dated 22 October 1996 ...
Committee of
Equtisation : -

3. |Government No.6755/KTTH detailed 31 December 1996 on postponing the regulations of

mobilising capital limit of SOEs in accordance with Article 11 of Decree
: No.59/CP.
4, |Ministry of Finance No.1310 TC/TCDN dated 24 Apnl 1997 on the working-capital provision in
: : 1997 for SOEs.

5. |National Committee on | No.O2Z/DMDNTW dated 5 October 1998 on answering the problems during the

' SOE reform equitisation process.

6. |Ministry of Labour- No.4320/LDTBXH-TL dated 29 December 1998 on guiding the regulauons of
War Invalid and Social | wage payments in enterprises.
Affairs . '
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7. | Ministry of Trade No.0975/TM-XNK dated 31 December 1998 on the list of MNF countries and

special preferences in trade relationship with Viet Nam.

8. |Ministry of Trade No.7280/TM-PC dated 31 December 1998 guiding on the regulations of

commodity sources in order to apply Decree No.94/1998/ND-CP.

9. | Ministry of Labour- No.549/1999/LDTBXH-CSLDVL dated 27 February 1999 on the
War Invalid and Social | implementation of poverty standard.

Affairs :
10. |Government Office No.12/VPCP-DMDN dated .../... 1999 correcting the Regulation of
Democratic implementation in SOEs (promulgated in conjunction with Decree
N0.07/1999 ND-CP dated 13 February 1999).
11. |Government No.06/CP-DMDN dated 28 January 1999 on the approval of the comprehensive
. programme of SOE arrangement. .

12, | Viet Nam General No.686/HD-TLD dated 9 June 2000 guiding on the responsibilities of Trade-
Confederation of union in implementation of Decree No.103/1999/ND-CP of the Government on
Labour assigning, selling, contracting out and leasing of SOEs.

IX GUIDING DOCUMENTS

General Department
for Management of
State Capitat and
Assets in Enterprises

Guiding the procedures of mortgage and deposit in lending capital from bank.

National Steering
Committee of
Equtisation

Guiding the formation of comprehensive programme of SOE arrangement.
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2—4
General Corporations and State-Owned Enterprise Reform in Viet Nam

Tomoo Marukawa

Institute of Developing Economies
Introduction

State-owned enterprises (SOEs) account for 44% of industrial output and 30% of GDP in Viet Nam in
1999. Compared to their significance in the Vietnamese economy, however, few empirical researches have
been made on Vietnamese SOEs. In place of a scientific appraisal of SOEs’ performance and the effect of
reform, a routine image of SOEs and a routine policy recommendation are shared by aid donors, whlch claims
that “Vletnamese economic goals remain seriously threatened by a large number of loss-making SOEs,” “The
Government’s plan to equitize, divest or close one-third of the 5300 SOEs in the coming three years is an
important step, which if implemented firmly can make a very positive contribution,” “In the meantime, it is
vital that the SOEs be subjected to greater discipline and transparency.”(The World Bank et. als. {2000] pp.9-
10) But have the past reforms been useless in improving Vi.etnamese SOEs’ productivity? How are Vietnamese
SOEs governed at the moment and which aspects of SOE governance must be strengthened in order to put
them under greater dlsc:lplmc” These questions must be addressed before reaching any recommendation to
SOE reform.

One of the key factors to be assessed in answerirlg these questions is the effect of General Corporations
(GCs), or Tong Cong' Ty, on the e.fﬁciency and autonomy of SOEs. General Corporations are intermediate
institutions l}etween the government and SOEs. They were established since 1994 by reorganizing the former
“Entekprise Unions™ whlch also were intermediate institutions. The furlction of these institutions, however,
were to be changed from agents of the state planning apparatus to entetprise groups that could be coniparcd
to Korean chaebals |

The functlon and effect of GCs were largely neglected in previous reports on Vietnamese SOEs. In the
Vietnamese Gmcmment s development strategy, however GCs are assigned a major role. In the draft Ten
Year _Soc:o-Econormc _Development_Strategy for 200 I~2010, it is stipulated that “SOEs shall be the leading
actors in dcvelopillg production of import_a_nl materials and in.high-tech industries. [The state will] take
contrel of ece_nomic groups' in petroleum, eleetricity, ' coal, airlines, railways, marine transport,

telecommunications, mechanics, construction materials, fertilizers, banking, insurance and auditing.” In the

U A brief outline of GCs is desc'ribed_ m Marukawa [1999]. For the details of the history and operations of GCs and
' enterprise unions, see Jerneck [ 1995],[19971.
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additional document of this draft, it is also stipulated that “In order to make GCs strong pillars of national
economy, their management must be modernized and improved.” On the other hand, some Vietnamese
economists denounce GCs as being “monopolies,” or “small ministries” instead of being corporate groups,
suggesting that there has not been a major change in their function since the time of Enterprise Unions. In any
case, taking their presence in the state sector and the importance attached to them in the Development Strategy
into consideration, a policy recommendation on SOE reform is incomplete without an assessment of the
present function of GCs and a proposal for GCs.

The purpose of this paper is to explore the present function of GCs, and assess the effect they had on the
profitability and productivity of SOEs. The paper first begins by a deséription of how decision-making power
and profit are shared between SOEs, GCs and the government. Next it discusses whether the present distribution
of decision-making power and p.roﬁt is conductive to the improvement of efﬁciency.and profitability of
SOEs. In the third part of the paper, an assessment of productivity growth since the formation of GCs is made.
Finally, it makes proposals for the.improvement of the structure of GCs. |

The study is based on interviews to ele';ren GCs and seventeen member SOEs of GCs, and a2 questionnaire
survey to 212 GC members throughout Viet Nam. The interviews were made by the author in December 199% |
and Augtmt 2000, and the questionnaires were distributed and collected by the Central Institute for Economic

Management in September and October 2000.

1. Decision-making rights of the government, general corporations and
state-owned enterprises

GCs cover a large proportion of Vietnamese state sector. The seventeen fnajor GCs whiéh are supcr\;riscd
directly by the Prime Minister, or “GC91s”, organize a total of 563 SOEs (9% of éll SOEs in Viet Nam), 603
thousand employees (35% of all SOEs) and the total of their capital amounts to 83,282 billion VND (56% of
all SOEs)(See Table 1). “GC91s™ occupied 36% of the total revenue of all SOES i.n_ 1997, ﬁhﬂe t_he ﬁéventy-
six GCs which are supervised by central ministries and pro.vincial people’s committécs, or “GC90s™, occupied
18%.. GC91s made up 64% of all the before-tax profit of SOEs, while GC%0s made up 17%. (CIEM [2000)).
These figures apparently imply that GCs have substantial power over the domestic economy.

But at the same time it is true that there are ma_hy doubts about the importance and necessity of GCs. Some
SOE managers and economists in Viet Nam interviewed by the author regard GCs as redl.;ndant entities .that
have little authority over SOEs. These remairks, hbwever, are not enough to prove that GCs are méanir;glcss
entities. It is necessary to identify what kind of pﬁwer the GCs have over their subsidiaries and to what extent.

It is also necessary to identify to what extent the GCs have autonomy from the government.
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Table 1 Viet Nam General Corpbrations (Décree 91-Ttg.) data of 1999

Market Share
. No. of . Business Pre-tax Budget in the
Name Abbreviation - affiliated .| - Affiliated companies - (V(;?B’t:illlj ?u"igezg turnover, profit .| contribution | industry (%)
enterprises | _ mploy (VNDbill) | (VNDbill) | (VNDbill) | *1 Dataof
o . 1997
Electricity of Viet DVN 45 |Power plants, power service companics, 23610 | 64700 | 13815 1,950 2,088 108.5
[ Nam © e} transmission compantes e e
17 coal mines, 3 coal processing and trading
companies, travel agent, coal trading and
. . ‘ ‘ forwarding company, beer and beverage
Viet Nam National VINACOAL 41 - | company, emining chemicals company, mining | 1235 | 76,091 4,015 8 192 104.3
Coal Corporation . AR ” .
: engineering institute, 2 coal selecting
companies, 4 coal mine machinery factories,
______________________________________________________ SCNO e e b
E\jet Nam National 30 texiie milts, 4 wool mills, 18 garment | T TTTUTTTTTTOUTTY T T T T
Textile and Garment VINATEX 49 factories, 4 textile machinery factories, 2 4,603 92,852 6,583 80 204 297
[Corporation | . _lod applied institutes, financial companyetc. i 1)
Viet Nam Paper 9 paper mills, chemicals and materials factory
C N VINAFIMEX 19 for paper industry,trading companies, 2 match 1,068 12,700 2,304 43 125 425
orporation factories etc.
o B cigarette factories, 2 tobaccs factories, T T
Viet Nam National , ackage printing and materials factory, trading
Tobacco Corporation VINATABA 12 Eompany, tobacco machinery factory, LI31 2,157 5,730 -85 1215 104.9
(EUURUUURURRRN Y SUUNRURRIIO materials and service company Lol
Thai Nguyen Iron and Steel Co., Southern Iron o
Viet Nam Steel Co.,_ Da Nang Iron Co:, Metallurgy Co. of Ba‘c
Corporation VS§C 11 Thai, Hanoi, Quang Ninh, Hai Phong, Ho Chi 2,432 19,830 5,520 49 233 105.9
Minh, VSC-POSCO Iron Co., Kyoei-VINA
....................................................... TronCo.eic. . e S
Apatite Co.. Pirite o, Fertilixers Co,, 71y
| Pesticides Co., Chemicals Co., Rubber Co.,
Viet Nam National Battery Co., Soap Co., Detergent Co,,
Chemical Corporations VINACHEM 40 Synthetic Paint Co., Industrial Gases Co,, 1330 35,000 5,200 130 204 323
Institute of Industrial Chemistry, Workers'
________________________________________________________ Schools, 19 joint venturesetc. S ___......f... 4
Viet Nam General 21 Rubber companies, Investment N T N R B R R
Rubber Corporation GERUCO 35 and construction co., Rubber production and 3,738 80,000 1,948 143 218
___________ b lEmporteo. B e e
se e r’;’;‘t‘:t’l‘g}‘ VINACAF 57 37 coffee farms, etc. 1235 | 21,560 1,800 55 55 34.6




9e1

Market Share
No. of . Business - | Pre-tax Budget in the
. . . Capital Numbe
Name Abbreviation affiliated Affiliated companies (Vl:g:ill) erlrlur:io rezsf turnover profit contribution | industry (%)
enterprises Y (VND bill) | {(VNDbill) | (VND bill) *1 Data of
1997
Viet Nam Southern 23 food companies, 3 food processing and
. > 4 )
Food Corporation | VINAFOODH 34 _____ _‘:'!‘!‘}?&?I‘Z‘?‘J!E.Q‘F‘R‘!‘?‘E%.‘E‘&.-.-_-__-.----....--....8.5. ........ 1 4‘900 ....... 1 '543 ___________ 7 650 ______
Viet Nam Northern | . 30 food companies, food processing and | < <o | ecson | a1+ ea | < |
Ll N N 1
Food Comporation____ | YINAFOOPL | M | management companies,ete, | WO T IOt TSRO NG B
Telephone equipment co., Post and telecom ||| 7Ty
) equipment co., Long distant telephone co.,
Viet Nam Post and : ; : .
IR International telephone co., Computing and 5
gelecom{numuauons VNPT 85 data communication.co., Post co., Post and 14,272 96,892 13,067 2,900 1,991
orporation telecam construction ¢o., Schools, 8 joint
_______________________________________________________ vemures oo
7 shipping companies, Haiphang Port, Saigon R N R
Viet Nam National port, Quangninh port, 15 service companies _) ”
Shipping Lines VINALINES 21 (trade, labor cooperation, trade centers), 8 2,905 22,300 2,306 135 230
SRS N SRS U joimtvenwres - lcd
Viet Nam thpbm_]dmg VINASHIN 26 12 dockyards,_é! ship repairing \.works, . 253 9,500 765 4 25
[ Industry Corporation ;" L.} electronic equipment co., shippingco, etc. | 1. ... § ISR S MR
Viet Nam Airlines Vietnam Airlines, Air services co., Airport ||y T T
Cie atio ! 19 ground services, Aircraft maintenance center, 1,602 10,817 6,797 339 774
LSO AU S | Airpewolete. | IS | NUSUOS SRR ASURUUU SO
Processing and distribution co., Gas co., . S R A
Viet Nam Qil and Gas Engineering and construction co., Drilling
Corporation PETROVIETNAM 18 mud co., Trading co., Tourist and service co., 13,828 13,930 30,676 5,587 15,176 105.4
________________________________________________________ [Insurance coecc. bl
Hoang Thach Cement co,, Haiphong Cement | | | 177
) ¢o., Bim son Cement co., Hatien 1 Cement
Viet Nam National ¢o., Hatien 2 Ceément co., Dong nai roof -
Cement Corporation - VNCC 1 construction material co., Danang building 7357 ;6’302 3.819 580 632 44.5
: materials co., Cement gypsum co., Materials
transport co., Technical materials co., Chin Fo
Total of 17 GCs 563 83,282 603,331 122,461 12,244 23,487

*} Business tumovers of GCs inciude those of other industries, thus they may exceed 100 percent.

(Source)Nguyen Manh Hung, Cuc co quan chinh phu doanh nghiep lon cua nha nuoc & du bao nhu cau eo ban cua thi truong, Hanoi, Nha xuat ban thong ke, 1998.

Cenitral State Enterprise Reform Committee, Summary Report on Reform and Development of State Enterprises, 2000




In order to assess the distribution of power between SOEs, GCs and the government, I selected twelve
different aspects of decision making in enterprise management (See Table 2). In the followings of this paper
and in the tables, “SOEs” refer to the members or subsidiaries of GCs, “GCs” refer to the headquarters of
GCs, and “the government” include such ministries as Ministry of Finance (MOF), Ministry of Labor, Invalids
and Social Affairs (MOLISA), Ministry of Planning and Investment (MPI) and the line ministry of GC. [ also
categbrized the dccision—making process of SOE management in Viet Nam into four types. (1) SOE makes
decisions on its own without seeking approval of GC or of the government. (2) SOE proposes decisions and
GC approves or disapproves them without consulting the government. (3) SOE proposes decisions, GC
approves them, and GC seeks the approval of the government. (4} GC proposes decisions and seeks the

approval of the government, and after the approval, GC lets its subordinate SOEs implement the decision.

Tabie 2 Distribution of decision'-making power between the government, GCs and SOEs

The case of VINATEX
R Gov't GC SOE
Inwardinvestment e e
_. Capacity expansion using retained profits | b . L A .
__Establishment of anew factory | G L o
. Large scale investment . 1 G | G | L .
Productionplan -~ . ] G G b L ...
Prices - . S SRR NUNUSUUUUUN SUSURR A
Procurement of materials .~~~ . - -4 A
Sales A .
Personpel e e b
. ofhighranking officials - - . .. . -0 G Lo Lo
.. of middle managers and below that - 4 A
Employment = - - e e A
Total Wages -l N Gl L
Distribution of wages and bonus G L

A: Full Autonomy, L: Limited Rights. Need approval from upper authorities, G: Rights to approve or disapprove
(Source) By the author. Based on interviews,

Investment decision-making _
'I‘hé cunéni government regulations on investment decision making divide SOE investments into three
-~ groups, A, B and C, according to the size and importance of the investment. Investments are also classified
by the soﬁrce of capital: State bu'dget' capital, credit guaranteed by the state, and profits retained by SOEs.
Investments that use state budget capital need the approval of the Prime Minister, or of government ministries,
or of the local people’s committee, regar_dl_essrt_)f their size. .For investments that use credit guaranteed by
_tﬁc state, GCs have the authéritf to decide group B and group C investments by themselves in the case of
GC915, whi_lé in the .case. of GC9OS GCs can only decide group C investments by themselves. SOEs can
: décidc_ those invcs;mcﬂts that use their retained profit and fall under the category of groups B and C (CIEM
- [2000}) The disﬁibution of investment decision;making power as stipulated in the regulations is indicated

graphically by (A) of Figure 1.
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Figure 1 Investment decision making power of SOEs, GCs and the Government

{A) The regulation (B) The reality
Source of capital Source of capital
Bank ioans Bank loans
bi{:[zt With | Without | Retained DWe [ With | Without | Retained
ca i%al gov't gov't profit ca 1gt al gov't gov't profit
p guarantee | guarantee P guarantee | guarantee
A ) ~ Govt't A !
size] B | Gov't ¢ 7 B size] B | Gov't
C - SOE - C

(Source) By the author. Based on interviews

But the actual distribution of decision-making power is like (B) of Figure 1. The sphere of investments
which SOEs can decide at their sole discretion is much smaller than what is stipulated in the regulations,
while GCs have much larger decision-making power.

The distribution of decision-making power, however, differs between GCs.. Among the eight GCs which
gave me clear answers to this issue, two GCs, hamely,_ VNCC and TVN (§ee Table 1 for the meanings of
the abbreviations.), said that all typés of ._investments regardless of their size needed to be appro\;od oy the
GCs, and for the Iar.gcr.ones by the government. In these cases SOEs have no autonomy on in#ésﬁnent '
decision-making. Six GCs, namely, VINA’I‘EX VNPT, VINACHEM VINACAFE SUNIMEX and EVN
on the other hand, admitted that SOEs could dctcnmnc some sorts of investments, SOE’s autonomy, however
is much limited than what is snpulated in the regulatwns In the case of VINACAFE for cxample subordmatc
SOEs can only decide investments up to 500 rmlllon VND (36 thousand US dollars) even ‘when t.hey use

| retained proﬁts In the cases of VINATEX and VINACHEM SOEs can decide only additional mstallments
of equipments to existing plants with their retained profits. _ _

The scope of aufonomy of SOEs is not the same even among the SOEs that beiong to the same GC.
Seven VINATEX-member SOEs had autonomy in, respectively, “investments up to 1 million US dollars,
but the bidding process of those investments over 500 thousand US dollars fnust be.super.\"ised by
VINATEX,” “addition of equipment,” “investments that fall under group C,” “investments up to 500 million
YND (36 thousand US doliars),” while two other VINATEX members had no autonomy at all. There
seems to be no rule that govems the scope of autonomy of each enterpnse The reason why the two SOES
under VINATEX had no autonomy was perhaps becausc they had almost no profit which made them
impossible to retain profits to reinvest. But besides this, I couldn’t find any relationship between the scope
of autonomy and the size and profitability of each enterprise. The scope of autonomy z;lso. varied in the case
of VNPT members. _

| The questionnaire survey provides more general information on the decision-making power of SOEs.
" Table 3 shows the result of the survey of 212 SOEs which ar;;- nllembers.of GCs. Itis noteworthy that 45%

of the respondent SOEs are not allowed to decide to invest on their own even when they borrow money
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without the guarantee of GCs, and 34% cannot decide on their own even when they use their own retained
profit. According to the aforementioned regulation, SOEs must have full autonomy in deciding investments
in these cases. Even independent accounting enterprises are not completely independent in making decisions,
although they seem to have relatively more discretion than other types of SOEs, namely dependent accounting

enterprises and non-productive units. This impression can be confirmed by the value of the “degrees of

discretion™? shown in Table 3.

Table 3 SOEs’ autonomy on investment decision-making

All SOEs{N=212) Independent accounting SOEs (N=134)
Source of investment funds | Borrowed by the Acclmi- Baorrowed by the Borro- Accu-
SOE, subject to | Borrowed lated b SOE, subject to wed b mulated
the guarantee of { by SOE S OEy the guarantee of SOEy by SOE
 Degree of autonomy ol GC - GC y
SOE decide at its sole discretion - 8 93 120 7 78 LX)
Subject to approval of GC 125 81 63 81 45 45
Subject to approval of the Government 8 5 2 -7 5 2
SOE is only consulted for its view - 27 10 6 10 . 2 2
SOE can not decide 4 2 2 0 0 -0
Number of respondents 164 182 185 99 121 124
Degree of discretion - ‘ : ' ' -
SOEs 0.50 0.76 0.83 0.54 0.85 0.86
GCs 0.53 0.28 0.21 0.50 0.21 0.20

(Source) Questionnaire survey of 212 GC member SOEs.

GCS have much larger discretion on invcstmcﬁi decisions than stipulated in the regulations. The scope

. of discrct.ion variés amohg GCS, however, and the largest case is EVN, whi.ch can determine investments
up to 600 billion VND (43 million US dollars) without the approval of the government. The second largest
is.GERUCO, which can decide up to 200 billion VND (14 miilion US dollars), but this discretion is given
only when it invests in agricultural projects. When GERUCO invests in industﬁal projects their discretion
is.limi_tcd to 1.5 billion VND (1 million US dollars). VINATEX and VINACAFE have discretion up to 100
billion VND (7 hillion_US doilérs), and SATRA has discretion up to 20 billion VND (1.4 million US

~ dollars). VNCC and TVN have authority to decide investments of group B and C, but the actual upper limit
. value of their diécfetion was unclear. It is said that Ho Chi Minh City People;s Committee has authority to

decide investments up to 150 billion VND, so EVN and GERUCO have gréatcr autonomy than Ho Chi

- % *“The degree of discretion” is a coefficient calculated from the data shown in Table 3. The total decision-making power

that shall be divided among SOES,.GCS and the government is defined to be equal to unity, and this value is distributed
to the three actors according to their inVolvemcnl in the decision-making process. When the respondent SOE selected
“SOE decide at its sole discretion,” a value of l is giveli lﬁ SOE, and when it selected “Subject to up]jroval of GC,"0.5
is given to SOE and 0.5 to GC. In'the case of “Suhjeét to the approval of the government,” 1/3 is given to SOE, /310
GC, and 1/3 to the gov;emment, and in the case of “SOE is only consulted for its view,” 1/3 to SOE_and 2310 GC, and
in the case of “SOE cannot decide,” 0 to SOE and 1 to GC. In the last two cases, it is presumed in the calculation that

GCs have authority to make decisions without seeking apbfoval of the government, but actually it is unclear whether
GCs can decide on their own or not.
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Minh City. It appears that GC91s have greater autonomy than GC90s, and GCs with larger capital have
greater autonomy than smaller ones.

The variance in the scope of autonomy among GCs and among SOEs is a prominent feature of Vietnamese
state sector compared to t_hat of China, where decision-making rights are well-defined according to the
status of government organs and enterprises. In Viet Nam, even the scope of autonomy of SOEs belonging
to the same GC differs, and there seems to be no rule governing the determination of the scope. The lack of

rule suggests that GCs have a free hand in giving or not giving autonomy to subordinate SOEs, which can

be a major source of power for them.

Business plans

The government uses olans or targets to govern GCs. The government gives GCs plans of turnover, profit,
" tax payment, and production volume. The total wage budgets of GCS are related to the fulﬁllmént'of plnns
and targets. If they cannot reach the target their wage budget w1ll be cut. If the manager failed to attain the
targets for several consecutwe years, s/he mlght be dismissed.

All of the etght GCs 1 1nterv1ewed received targets from the govemment There are usually several targets,
but annual turnover and profit are always included. Some targets reflect the specific business of GCs: for
example, production volume of coal (TV_N), prodnction volume of cement (VNCC), tralue of exports
(VINATEX, SATRA), and arca of cultivation (GERUCO); ‘These plans usually come from NlPl, but in some
cases, from the Ministry of Industry (MOI). Most GCs are gi.ven targets of their amount of tzlx payments
(“budget contributions™) from MPI or MOF, which include payments of value added tax; corporate income
tax and capital use tax. The importance of this target, lnowever, ha_d diminished between my first ficld research
in December 1999 nnd my second field research in August 2000 SOEs responded that tax payment was a
strict target in 1999. and the wage budget was linked to the fulfillment of this target. But it became a “guideline”
or “indicative plan” in 2000, because along with the introduction of value added tax in 1999 (Tajika [2000]),
the correlation between the attainment of turnover target and the attainrnent of tax target became stronger so
that tax targets would be redundant when GCs had turnover targets.

After receiving the targets from the govemment GCs subdivide these targets and give them to subordmate
SOEs. All of cight VINATEX-member SOEs and six VNPT- mémber SOEs I 1nterv1ewed responded that
they received turnover targets or growth rate targets of turnover from GCs. Seven VINATEX members and
three VNPT members among them received targets on the amount of tax payment Other targets these SOEs
received included the amount of proﬁt and the frequency of telephone calls. _

Table 4 shows the responses to the questionnaire survey on whether SOEs have autonomy in determmmg
enterprises’ business plans 74% of the SOEs couldn’t decide business plans on their own and needed the
approval of GCs and/or the government The acmal autonomy of SOEs may be even smaller than Table 4

indicates, since there seems to be a tendency of SOEs to exaggerate their scope of autonomy. The mﬂuence of
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GCs to the business plans of subordinate SOEs can be scen in the SOEs’ response to another question asking

SOEs to select the degree of influence the GCs have on enterprises’ planning activities from “strong,”

“moderate,” and “weak.” 111 SOEs out of 205 respondents selected “strong,” 76 selected “moderate,” and 18

“weak.” If we evaluate the grip of each GC to its subsidiaries by giving weights (3 to “strong”, 2 to “moderate”

and 1 to “weak™) to these responses and calculate the average, VINAFOOD1, VNCC, VINATABA and

VNPT had the tightest grip, while VINACAFE and GC90s were the loosest (Table 3).

Table 4 SOEs’ autonomy on business plans
" Types of SOEs All SOEs Independent Dependent Non-productive

Degree of autonomy accounting SOEs | accounting SOEs units
SOE decide at its sole discretion 57 45 12 0
Subject to approval of GC 134 88 44 2
Subject to approval of the Governmeat -1 -0 0 1
SOE is only consulted for its view 13 I 11 l
SOE can not decide 0 -0 0 0
Number of respondents 199 130 66 3
Degree of discretion

SOEs 0.65 0.69 0.57 0.56
GCs 0.38 0.3 0.44 0.67

(Source) Questionmaire survey of 212 GC member SOEs.

Table 5 The degrees of GCs' influence to enterprise management

Planning | Investment{ Finance Orgfam-. Personnel | V28¢5 and Average
R e ; . zation bonuses

AllSOEs . |... 25 o 1.2A 24 124 | 23 .22 24 .
VINALINES =~ | 20 1o k4 g 19 L2b . 2.1 )] L7 ... 19 .
VSC 23 .1..023 27 123 23 120 23
EYN 26 |24 | 24 127 ) 27 .24 25 .
[GERUCO | ... 25 . L..24 25 .23 19 ..1....20 4 23 .
VINACAFE | L7 1. L7 ke S L7 1] 18 | 18
TVN 24 ] 24 ... 24 L2 21 ]xb o 23
VINAFOODZ | 22 | 22 .| 18 ] 22 | 22 122 21
 VINAFOODY - | . 30 .)...28 | 28 A3 25 2T 27 .
VNCC . 30 1,030 4 30 ) 25 | 20 .30 1. 28
PETROVIETNAM_ | 23 1230 23 12T 23 120 4 23 .
VNAirlines | .. 2.1 19 ... 20 .24 | 23 |20 21
VINATABA ... 30 . 30 ... 20 120 4L 23 LA 25
VINACHEM | 24 - 23 . 20 )23 | 21 120 | 22 .
VINATEX . | . 22 A5 22 22 22 1.2y 22 .
VNPT 28 [ .28 ... 28 1...26 4 25 |...26 ] 27 ..
GC0s M | S 15 ] 18 . 1.8 ... L7 L7
Others 20 | 25 2.0 2.5 2.5 2.0 2.3

+ The indicates the average of SOEs' evaluation of GCs' influence. The scores were calculated by giving weights to the
evaluation, as 3 to "strong”, 2 to "moderate”, and 1 to "weak."
(Source) Questionnaire survey of 212 GC member SOEs.

The practiée'of setting plans through the hierarchy of the govcmﬁlcnt, GCs and SOEs suggests that GCs

~ and their subordinates are still governed by the planning syétem, and GCs act as agents of state planning
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apparatus.

Prices

According to the Law on State Enterprises, promulgated in 1995, a SOE has the right “to decide at its own
discretion the buying and selling prices of the products and services, except those products and services of
which the State is to decide the prices.” (Viet Nam Law and Legal Forum, June 1995) |

But our questionnaire survey suggests that in some sectors this right of SOEs is substantially restricted by
GCs and/or the government. Table 6 summarizes the responses to the question on the autonomy in setting
prices. It is noteworthy that about a half of the respondent SOEs cannot decide pric.es on their own. The scope
of auténomy differs a great deal among various sectors. The degrees of discretion (Seé footnote 1 for the
meaning of this index) of SOEs belonging to different GCs are shown in Table 6. While SOEs belohging to
the steel industry (VSC), cereal distribution (VINAFOOD 1 and 2), textile and: ganhent industry (VINATEX)
and GC90s have almost full autonomy, SOEs belonging to the elecmc:ty sector (EVN), coal mdustry (TVN),
tobacco sector (VINATABA), and post and telecommumcatlons industry (VNPT) have small dlscreuon The

result of post and telecommunications sector, one of the most restricted sectors, is also shown in Table 6,

where only nine out of sixty-eight SOEs have rights to set prices by themselves.

Table 6 SOESs' autonomy on prices of products and services

L Types of SOEs| 11 SOEs | VNPT members
Degree of autonomy - . - . ;
SOE decide at its sole discretion 95 9
Subject to approval of GC 52 24
Subject to approval of the Government 7 4
SOE is only consulted for its view 33 24
SOE can not decide 11 -9
Number of respondents 191 68
Degree of discretion
SOEs 0.7 Size of samples
GCs 0.32 :
VINALINES ] 088 | ... L
NS 100 Al
BN e L 037 . 10 ]
GERUCO o] 074 o8 ]
VINACAFE o 089 ]
TYN 034 1. . ]
VINAFOQODZ e 100 1 .6
VINAFOODY L esr 8]
PETROVIETNAM 083 .3
ViewamAitines Ll 080 ...l i
VINATABA ] 042 |2 i
VINACHEM e 12
VINATEX ] 098 | AL ]
YNPT 043 ... o8 .
GC0s ] 098 ... 20
Others 0.78 4
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One of the reasons for the small discretion in specific sectors is the government’s restriction on prices of
certain products and services. The government restricts the prices of cement, electricity and paper for
newspapers. Besides this, GCs may have their own price policy, restricting the pricing behavior of member
SOEé. VINATEX and VINACHEM have minimum price regulations on internal trade among members in
order to protect suppliers of materials. TVN has a price list of coal by which member SOEs must abide.

GERUCO has a minimum export price for the purpose of avoiding price competition among member

enterprises.

Trade partners and competition among GC members

Just as the Law on State Enterprises stipulates, most SOEs covered in our survey have the autonomy to
select their market and from whom to buy their inputs, but when they export their products or import their
inputs their discretion becomes smaller (Table 7). The large discretion of SOEs on marketing and
procurement, however, may not be an indication that GCs respect SOEs’ rights, but rather a reflection of
the fact that GCs are yet to establish controls over the_ marketing of suboi‘dinlatc SOEs. A SOE complained
to me that its parent GC was trying to fo;'cc itto impoﬁ materials through a GC-related importer, even when
cheaper sources of matérials were available. Another GC was forcing its subordinate SOEQ to export and

import through its subordinate trading company, in order for the GC headquarters to have its own source of

income.
Table 7 SOEs' autonomy on market
C Types of markets 1‘)0.‘meustic market | Export and import | Market for inputs
| Depree of autonomy
SOE decide at its sole discretion 138 72 131
Subject to approval of GC - 33 55 27
Subject to approval of the Government 0 3 0
SOE is only consulted for its view 7 13 4
SOE can not decide i 5 1
" |Number of respondents 173 143 158

(Source) Questionnaire survey of 212 GC member SOEs.

The propoﬁion of intra-GC trade to total sales and procurement of SOEs ié quite high, théugh it is
unclear whether this is the result of GC’s control or the result of free trade. SOEs sold 43% of their
- products to other GC members, and bought 28% of their inputs from them (Table 8). The high proportion
- in some GCs may reflect their vertically integrated and monopolistic structure. For example, EVN is consisted

of power plaiﬁts, Uahsmission cbmpénics, electric equiprﬁent companies and power service companies, and
* it monopolizes domestic power production and supply (See Tabie 1). Since there are no other trade partners,
it is natural that the intra-GC trade rzi_te will be very high. VNPT is in a similar situation. VINATEX also

has a vertically integrated structure, with spinning, weaving and apparel enterprises and textile machinery
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enterprises, but since the market shares of VINATEX members are not monopolistic in these markets, the

intra~-GC trade rate is low,

Table 8 The percentage of intra-GC sales and intra-GC procurement to total sales

and procurement

i Sales N Procurement - N
AUSOEs | 4% ) . W7 i 28% ... (.
VINALINES | - 4% | .. 6 ... 3% |3
VSC . 0% | . 2 N% 2]
BYN 9% ... 7 66% | ... 4 |
GERUCO | 4% | 3o 9% | .3 .
VINACAFE 1 66% | 9 | 3% |3
TYN T s6% | 4L 435% 1 8
VINAFOOD2 | .. 8% |3 Lo Th L3 ]
VINAFOODL | 20% | ... 2l 6% | 2
PETROVIETNAM | 5% )2 0% ¢+ 2. ]
Vietnam Airlines ;| 29% ) .. S bl 10% 1 .4 |
VINATABA | - . 4% ). 2 L 35% |2 ]
VINACHEM - | - 20% ). 9 1. 15% 1 .9
VINATEX | . 26% | o 10 . 21% |83
VNPT - oL 66% | 27 2% | ... 6 |
GC%0s b 4% | 13 [ .. 4% 1.1 ]
Others 48% 1 43% 2

(Source) Questionnaire survey of 212 GC member SOEs.

“The abovementioned nionopolistic structure rﬁay not necessarily lead to mono'poiistib behaviors by GCs,
because there may occur intra-GC compefitiohs' Most GCs havé inéihy SOEs améng their méfubcrs that
provide similar products and serv1ces because GCs derive from Enterprise Umons estabhshed in industries.
In the cases of VINATEX VINACAFE and VINAP[MEX thcre are fierce compctltlons among thelr
members. In other words, these GCs haven't reorganized the stmcture they inherited from Enterpnse Umons

. yet into a more strategic co'rp'lorate structure that have synergy among .its members rather thah éompctiﬁbn.
Even in the case of VNPT, which séems' to have a stronger grip of subsidiaries than othef GCs, .th.e GC
cannot cease the competition among its subordmate companies. In the cases of VNCC and VINACHEM
however, GCs are trying to avoad mlemal competition by dividing the market by area (VNCC) orby -
products (VINACHEM). . _

Table 9 shows the result td the question about SOEs’ main c'ompetitors in the domestié _market and the.
severencss of compctitioh they face. It is remarkable that more than half of the SOEs face compeﬁtion with
members of the same GC. TVN, VINATABA and VINACHEM have a high rate of intra-GC co_mbetilion,

* and in the case of VINACHEM the competition is also \l'ely s',f:ve:'réT On the other hand, those GCs that have
tittle internal competition, namely, EVN, GERUCO, VN Airlines a.m'd VNP’T, ﬁay poséibly be monopoli_zing

the market.
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Table 9 The degree of competition and main competitors in the domestic market

Severe- Which are the main competitors? (multiple choices)

ness of SOEs of SOEs Foreign

compe- | the same | outside the | Non-SOEs invesl:'d Impo:itcd Sngﬁled N

tition* GC GC ' enterprises Boods goods
AISOEs | 28 1 . S2% | . 13% | 63% | . V% ). BB 1 3B% ] 180
VINALINES | 37 0 57% | .B6% | 86% | . 57% 1. 0% [ 0% | .7 .
¥sC . 40 | .. 67% | 61% | 100% | __. 67% |...67% {1 | 0% | ....: 3 .
EVN ... 20 ... 25% . [...90% | 0% | 5% | 50% | 5% |3 .
GERUCO | 26 | . 29% |.._.86% | . LS 0% ). 4% 1 29% | ... 7.
VINACAFE =~ | 25 1. 57% 1 51% | . 86% | . $B% |..0% 1. 0% 7...
VN ] 29 1. 85% | . .62% | 2% | . 0% | 2% | 5% | 13
[VINAFOOD2 1 35 1. Be 0% 1 . 100% | 3¥%_[.BR | $Be |6 ]
| VINAFOODI | | 33 1. 13% | 6% | 100% f . 0% | .0% | B3% [ 1 8 .
YNCC - . 35 1. 0% [ 100% | 0% | .. 0% | 0% | 0% | . 2 .
PETROVIETNAM 313 67% 33% 3% | 0% 1 0% | 0% | 3
VNAidines 1724 1 T33% 1 C100% | s0% | 7% 1 0% | 1% | TTTeT
VINATABA " | 30 ] 00% 1 50% | 0% | 0% | 0% | 100% |2
VINACHEM | 34} n% 1 e1% | 61% | ... 8% | ...75% | 8% | 1 2
[VINATEX | 29 | . 8% 1. 92% | 5% ) 8% . [...42% | &% | ] 12
[vNeT ] 24 | 7% | 18% | 35% | . W% | 2% [ 0% |64 .
GCs 34, ). 5%..]...88% | % .| 68% | 6% | - 7% |2
Others 35 50% 50% 100% 0% 0% S0% 2

* * Average score of SOEs’ evaluation. Very severe=4, Severe=3, Less severe=2, No competition={
(Source) Questionnaire survey of 212 GC member SOEs.

Personnel and employment
_ The top manageré of GCs and subordinate SOEs are appointed according to the Model Charter* of GCs
with .iittlc exception. The system described in the Model Chartcr is as follows: the top managing body of a
GC is the Board of Manageinent, the 'member‘sr of which are appointed by the Prime Minister in the case of
GC91 and by the head of thersupervi.sing authdrity in the case of GC90. The Director General, who is the
heaﬁ of the acting managerﬁent, is also a member o.f the Board of Management that is appointed by the
Prime Minister (in the case of GC91). The superﬁsing authority, based on the proposal from the Board of
Managcmeﬁf, appoints Deputy Dircctor Generals, who are not the members of the Board. The top managers
of GC-member SOEs, namely'the General Director, Deputy General Director and the Chief Acéoﬁntant,
are appointed by the Board of Management of the GC, and the rest of SOEs’ officials are appointed by the
General Director 0f the SOEs. _
The above rule was. followed by every GCs and SOEs I interviewed vﬁth only one exception; in this case
the GC also appointed the division chiefs of the SOE. In our questionnaire survey 80% of the SOEs can
appdint dcpaﬁment :ﬁanagcrs by themselves, which is consistent with the Model Charter, but 18% of them
~ need to ask GCs for approval, which contradicts with the Charter.

Although the rule of appointing pefsonnel is the same for all GCs and SOEs, the perception to the

3 Every charter 'qf GC91s is pr(')mulgat.ed ﬁ'dfn ther.Govcmment, and the contents ére almost the sarﬁe. Sée, for example,
_“Chartér of Organization and Operation of Viet Nam Posts and Telecommunications Corporation™ (Decree No. 51-CP,
. 1995), : '
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strength of GC’s influence on personnel matters differs among SOEs. Table 3 indicates that SOEs under
EVN, VINATABA, VINAFOOD! and VNPT regard that GCs have rather strong control on personnel
matters, while SOEs under VINACAFE and GC90s perceive a loose control, This suggests that there may
be a difference in the actual implementation of the rules.

The rights of SOEs to recruit and dismiss their workers, which are stipulated in the Law on State
Enterprises, seem to be guafanteed in most cases. I found no cases in thé interviews where SOEs were
interfered by GCs on fabor matters except for one case in which the SOE,. located iﬁ Central Viet Nam, was

~ encouraged by-the GC to employ as many people as possible. This is because the GC intented to promoté_
employment in the undcrdeveldped area. In the questionnaire survey, 94% of the SOEs have the autonomy_
in recruitment and 98% have the autonomy in dismissal of their workforce. V.I.NACOAL, however, SIegﬁis
to have a policy to restrict t_he aufbnomy bf member SOEs. Five SOEs out of fifteen members of VINACOAL

need to ask for the approval of the GC when they recruit workers.

Wage budger and distribution of wages _

The wage budget, or total wage, is one of the indicators which the government uses as a means to control
GCs and SOEs. The wage budget is negotiated between MOLISA and GCs every year. The wage budget is
linked to other indicators that represent the performance of the GC. In the case of VINATEX, for example,
the percentage of total wage to annual turnover is negotiated between MOLISA and the GC. VINATEX, in

* turn, will control the amount of wage budget of its members by detérmining the percenﬁge of total wage to
annual turnover of each member. _ '

However, the indicator to which the wage budget is linked is not always the turnover. In the case of
VNPT, for example, the frequency of telephone calls was used as a variable to determine the wage budget
in the case of a telephone service company, and production volume of a specific product in the case of a
manufacturing enterpnse

In VINACAFE the wage budget of the GC as a whole is linked to the amount of coffee beans produced
in the same year. VINACAFE negotiates w1th MOLISA every year about the ratlo of wage budget to the
amount of coffee beans produced. In the cases of TVN, VNCC, GERUCO, and EVN, the value of coal
production, the volume of cement production, the vol.ume'of rubber production, and thé amou.nt of electricity

" generated are used respectively as variables that dctermiﬁc their wage budget. _

- The Law on State Enterprises gives SOEs the right to distribute wages and bonuses to their workers at
Ithcir sole discretion. Despite this Law, however, SOEs don't have a free hand to pay wages. Many SOEs
complain that they are restricted by the regulation which MOLISA proniulgated in the 1980s that confines
the highest wage of a SOE within three times of the average wage. It seems that the discretion of SOEs is
also restricted by GCs, since the 'S(.)Es rcspo'nding to 6ur cjuestionnaife evﬁlu_at_ed_ that there is “_'.morc than

moderate” influence from GCs to SOEs wages and bonuses (Table '5). In another questioﬁ more than half
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of the SOEs responded that they could not decide wage payments on their own (Table 10). These results
suggest that in many SOEs the enterprise’s right on wage and bonus distribution is substantially limited by

GCs. In this aspect, GC acts as an agent of the government that assures the fulliliment of the wage target.

Table 10 SOEs' autonomy on wage payments

Independent Dependent .

Degree of autonomy Types of SOEs| 41 s0Es accounting accounting Non'r:;?:cme
SOEs SOEs :
SOE decide at its sole discretion | 9 05 .32l 2
Subject to approval of GC | 00 4 66 | 0 L 4 .
Subject to approval of the government | 4 4 . S 0 L. U
SOE is only consulted for its view | 9 4 b Sl 0 ..
SOEcannotdecide | 1 Lo Lo 0 ] 0 ...
Number of respondents : 204 132 - 66 6

(Source) Questionnaire survey of 212 GC member SOEs,

The Distribution of prof 1s

The Model Charter of General Corporatmns stipulate that GCs are “entitled to manage and utilize capital,
land, natural resources and other resources of the State” and “to redistribute the resources it receives frm_n
the State to their member units to be used and managed by the latter.” This suggests a structure in which
GCs are who]ly state- owned cntcrpnscs and GCs are in turn holding compamcs of their member units, the
cap;tal of the latter are remvestment of the caplta! GCs received from the State. If we regard GC as the

“owners of SOEs’ capital, GC must have the nght to share the profits generated by member SOEs, and the
State in turn must have the right to share GC’s ﬁoﬁts. ' '

According to a government circular,? the proﬁt of a SOE, which is the surplus of its revenue after
deducting costs and value added tax, are to be distn'bnled as follows: First, corporate income tax, which is
25-35% of profit, and capital use tax, which has no fixed rate to the profit but determined by the government
in advance, must be paid.- SecondIy, if there are éapital contributors other than. the state, dividends must be
paid to these contributors. Thirdly, the reniaining profit must be distributed in the foliowing funds: 10% to
financial reserve fund, 50% to development investment ﬁmd, and 5% to severance atlowance reserve fund.
The rest of the profits can be put into reward fund and welfare fund, but the maximum deduction level for

- these two funds are twd to three months salary. If there are remaining profits after deducting for the above
funds, ﬂlé rest must be .p'ut into development investment fund. GCs have the right to concentrate a part of
enterprise funds to make GC’s own funds.

The actual distribution of profits in SOEs is shown in Table 11. These figures are calculated from the

: questionnaire survey by omitting the loss—making firms and firms that provided only partial or inconsistent

* “Guiding the Dlstnbutton of Aﬁer Tax Proﬁts and Management of Funds in Sm(e Enterprlses (Circular No. 64/1999/
TT-BTC). o ’ i
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information, and by complementing the incomplete data using other information on the questionnaire

survey.
Table 11 Distribution of profits in SOEs (Average)
N Development| Reward
Bu.d ge‘t Financial investment | and welfare GC fund Othfm. and N
coatribution | reserve fund omissions
fund fund

19951 349 4 05 | ] 263 1 3L 22 SUUR DUDURNR: % SN DU 144
1998 | 439 | A4l )] 233 4. ] 150 | .82 | . . 63 | ... 164 .
1999 40.3 5.0 242 15.8 8.1 6.6 158

(Source) Questionnaire survey of 212 GC member SOEs.

We can summarize our findings from the survey as follows: First, the govérmﬁent’s porti(')h_ of profits
(“budget contribution™), namely the corporate income tax and chpital use tax, is 34.9% to 43.9% of total
profit. This ratio is consistent with the above regulation and my interviews. The government’s portion in
each GC, howéver, shows a great diversity. The govemmént’s portions in TVN, 'VINATEX,..VINAFOOD
and VINALINES are very high compared to the average. This high ratio seems to result from the low
profitability of these industries.

Secondly, the portion that is conmbuted from cntcrpnses proﬁts to GCs is nsmg This may be an
mdlcauon that GCs grip to theu mcmber SOEs has become tighter. There is also a great difference in this
percentage between GCs. V[NAFOODZ, PETROVIETNAM and VNPT _c_onccntrate a large portion of '
SOEs’ profits. On the other hand, some GCs, such as VINALINES, GERUCO an& TVN cbiléct only a
sma.ll pbrtion of SOEs’ prﬁﬁts. ' _

- Thirdly, the portion distributed .to rewérd and welfare fund showed a considerable drop since 1998. In
total, the government’s portion and the GC’s portion have risen, the SOE’s portion (financial reserve fund
and dcvelopment investment fund) has slightly risen and the cmployee 3 pomon has dropped.

The exact measurement of GC’s portion, however, is not an easy task. Thm is because SOES contributions
to GCs come not only from their after-tax profits but they are also deducted from their revenue as costs. In
the case of VINATEX-membe_:r SOEs, no portion of SOEs’ profits is contributed to the GC, but the i:ayménts
to the GC are included in SOES’ costs. SOEs pay a fixed poﬁion of their annual tumovcl;. The actual ratio
was 0.05% 1o 0.2% of the turnover, and it is negotiated every yeéir. In GERUCQO, also, the cdhtn'but.ions_to
the GC from member SOEs are deducted as costs, _vi;rhich amount to 0.45%-1.3% .of tum(_iver. These GCs
say that MOF has allowed the SOEs to deduct this payment as costs. In SATRA, éGC9O under the jurisdiction
of Ho Chi Minh City, payments to the GC are made both from the cost and from the after-tax proﬁt, ie.
0.7% of sales and management expenscs and 20% of after-tax proﬁt VNPT collccts 2to 10% of mcmbcrs
after-tax profit. VINACAFE collects 10% of after-tax proﬁt and 30% of deprecmtlon funds and VNCC

collects 3% of after-tax profit, 50 to 60% of dcvclopmcnt investment fund and the entire deprecmnon
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fund. In EVN, the GC’s revenue consists of funds collected from members’ development investment funds
and the price differentials that the GC charges upon the electricity which is sold from its dependent-accounting
power plants to independent-accounting power service companies. In SUNIMEX, a GC90 under Ho Chi
Minh City, funds are collected irrcgu!arly. The GC holds a meeting of the directors of members to discuss
and determine the collection of funds whenever the GC needs money for large investments.

Considering the complexity of profit sharing between SOEs and GCs, the aforementioned result in
Table 11 may not correctly reflect the real distribution. But since it is difficult to let SOEs describe the
intricate system of profit sharing in the questionnaire, we must satisfy with the available data for further

apalysis.
2. The distribution of rights and enterprises’ profitability

I have described in the previous section how decision-making power and profits are shared between the
government, GCs and SOEs. In this section and the next section the relationship between the distribution of
power and profits ahd enterprise efﬁciency is explored.

The economic theory of firm ieac.hes that to combine residual rights of control and residual returns provides
strong incentives to the efficient use :of an asset (Milgrom and Roberts, .1992). Based on this theory, many
economists argue that it is impossible to realize the bptjmal combination of residual rights and residual
returns within the confines of public 6wncrship. Therefore, they argﬁc, it is imperative to privatize SOEs as
quick as.possible in order to réﬁlizé the optimal ownership structure (Woo [1997], Blasi, Kroumova and
Kruse [1997], Lipton and Sachs [1990])

But the ékﬁérieﬂce of privatizétioh in Russia tells us that r'apid.'pri.vatization may be followed by ﬁ long
period of economic difficulties before reaching the “optimal ownership structure.” These difficulties may
even create p@litical pressures to revert to the old system. Russia’s difficulties can be explained at least in part
by the undérdeﬁ_:[opnien.t of its market system. Opti'mal alldcation of ownership and resources will not easily
be achieved without a well-developed market system, but both developing countries and transitional ccoﬂornies
lack such a Systéin {Ishikawa [199')’]). Therefbre the creation and development of a market system must come
first, and after the market syétcm is mature enough so that a smoqth reallocation of resources and ownership
rights throﬁgh market transactions can be expected, large scale pﬁvaﬁzation may lead to an ideal result.

The creation of a market system and the improvement of its function is a time-consuming process which
needs the actions of both the government and economic actors. The government must establish market
institutibns_ such as the stock exchang'e and make laws and legal structure that govern the market, but on the
other hand ecb'nozr_.lic actors who act in the.market and create spontaneous institutions must also emerge. In
this contéxt, the reform of state-owhed. enierprise into a more market-oriented entity is a meaningful measure

to create economic actors of the market. State-owned enterprises can be a vital part of the market economy by
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having the autonomy to transact in the matket and the incentive to gain profit from the transactions in the
market (Groves, Hong, McMillan and Naughton [1994]). Even when the ownership structure remains
unchanged, the transfer of managerial rights from the state, and the introduction of inceatives to SOEs may
create a significant change in enterprise performance. The effect may be both positive and negative, depending
on the amount and combination of managerial rights and incentives given to the enterprise. This is why I
focused on the distribution of control rights and profits. .

We found in the last chapter that in Viet Nam the rights of GC-member SOEs is substantially limited by
GCs, and GCs are in turn subject to the control of the government, especially in production planning, investment
and wage. The information can be summarized as Table 2. ' _

Will enterprise behavior change if the distribution of rights between SOEs and GCs is changed? Table 12
shows the relations of SOE's right.s, GC’s rights and the distribution of enterprise profits. SOEs’ autonomy is
measured by the average “degrees of .disc'retion”(Scc footnote 1) on the determination of investment, business -
strategy, business plans, prices and wages, whereas GCs’ rights is measuféd by the SOE’s evaluation of GC’s
influence (See Table 5).. First, there is a negative correlation bctwécn the SOE's discretion and GC’s influence:
the more autonomy SOE has, the less influence GC has. Secondly, the more autonomy SOE has, the portion
of reward fund in enterprise profit rises and GC fund’s portion falls, but there is no r’glzitioh with development
fund’s portion. Thirdly, the more influence GC has, reward fund’s portion falls and GC fund’s portion rises.
This result suggésts that SOEs increase remunerat_ibn to their employees whén they have more autonomy, and

'GCs grab more when their influence to SOEs is larger. But neither of them increases énterprisé development

fund when they have larger rights.

Table 12 Correlation between degree of discretion, GC's influence and profit distribu_t'ionr

(139 samples)

})cgr cc of Influence of | Development | Reward fund's | GC fund's

discretion of . . . .

I SOE GC fun_ds.portlon portion _ ppnlon _

| Degree of discretion | b e
Influence of GC -} 0393 L LSS IR SRS SUURURRRR N
| Development fund's portion | -0013 | 0061 | NSRRI ORISR R
Reward funds portion | 0211 | o172 | 0333 i ] Y O
GC fund's portion -0.196 0.159 - 170 - 0234 1

(Source) Questionnaire survey of 212 GC member SOEs.

Table 13 shows the relationship between SOE'’s profitability and SOE’s rights, GC’s rights and the distribution |
of enterprise profits. The samples are divided into_ two groups; SOEs under VNPT and other SOEs, because
the extraordinary high profit rate of VNPT mémbcrs, which mﬁst be the result of their monopoiy, makes it
impossible to explain the profitability of all SOEs ina siﬁgle equation. The three équalions in Tabié 13_'share
similar features: larger development fund’s portion aﬁd smaller rewird fund’s poﬁioﬁ contribute to profitability.

No relationship, however, was found between SOE’s discretion, GC’s influence and profitability. -
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Table 13 Regression analysis of SOEs' profitability

Dependent variable Profit/ Asset Profit/ Turnover Profit/ Asset

Non-VNPT Non-VNPT VNPT

1999 1999 1999

. . - -0.127 -0.094 0.092

Degree of discretion of SOE (-131) (-1.34) (1.13)
-0.004 -0.006 -0.037

Influence of GC 0.12) (-0.25) (-1.03)
. . 0.284x+* 0.114* 0.032

Development fund's portion (3.15) (175) 0.43)

\ . -0.187 -0.139 -0.216%#*

Reward fund's portion (-1.55) (-L61) (-2.02)
’ . -0.036 0059 -0.056

GC funds portion _ (-041) (092) - (0.66)
Adjusted R2 : 0.115 0.041 0.028
N 3 72 67

Note. *** and *** represent 10 percent, 5 percent, and 1 percent significance levels, respectively,
N= the total sample size.

T-statistics are in the paremheses

(Source) Questionnaire survey of 212 GC member SOEs.

If the enterprise put more money in the development fund at the expense of a smaller remuneration, the
profit rate will increase. But neither the expansion of SOE autonomy nor the increase of GC’s influence
~ contributes to the rise of the portion of developrhent fund. One interpretation of this result is that a change in
the distribution of rights bctween SOE and GC has no effect on enterprise profitability. But a more likely
mtcrpretauon is that such change does have effects on enterprise profitability, but the effects are sometimes
posulve and sometimes negative, depcndmg on the type of market. This hypothesis is examined in the ncxt

Sectlon
3. Enterprise’s autonomy and productivity

- Mcasuﬁng énterprise efficiency by the profit rate had difficulties because the profit rates in Viet Nam’§
i.ndustri-és.seemed to be seriously affected by the market structure of industries. In this section, we try to
measure efficiency by total factor prodﬁotivity (TFP).
., The méasureﬁent of TFP_fequire_s é. complete set of price indices, but this is lacking in Viet Nam. Instead,
i use the voiumes and values of main products of the enterprises covered in the questionnaire survey to
calculotc the prices of various products and sefviceé Our sample size is not big, but since it covers a Wide
" range of mdustnes price mdlccs of many products and services could be derlved (Table 14) Giving weights
accordmg to the mput matnx of 1992 China’s Input—Output Tdblc to each price index, the aggregate capital
price mdex was calculated Regressmn analyses are made from panel data of 79 manufacturing and mmmg
" enterprises among the survey of 2l2 SOEs covermg the ycars 1995 1998, and 1999. The analysns estimated

production function as well as TFP growth and the differences of efﬂcnency caused by the differences in
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enterprise autonomy and GC’s influence. I use a Cobb-Douglas production function,
In(Y/L)y=c+PIn(K/L)+ X a; A+ g,G+2fF+e

where Y represents output (in 1995 prices), K is total asset of enterprise (deflated by the capital price index
calculated in Table 14), and L is the ﬁ_umbcr of employees. Due to the lack of data on value-added and fixed
capital, T use output and total asset instead. Therefore, in this equation K includes both fixed capital and
material inputs. A, is a dummy variable thét represents time (1998 and 1999), and G, feprcsents the GC. (or
industry) to which the enterprise beléngs. F, represents potential determinant.s of productivity, such as the age
of enterprise, whether the enterprise is an “independent accounting unit” or not, enterprise’s liability to capital
ratio, the ratio of contract labor to total employmént, enterprise’s evaluation of the ﬁerceness of competition,
the degree of enterprise autonomy, which is the avcrégc of the “degrees of discretion” on all the aspects of
managerial decision-making illustrated in Table 2, the degree of labor redundancy, \l;'hich IS the average of

enterprise’s evaluation of redundancy in 4-point scores, and the degree of GC’s influence measured in the

" same manner as Table 5.

‘Table 14 Price indices

o 1995 1998 1999 ~ Weight*
Manufacturing o - , . o o
Steel R 100 101 102 0.161
Electricity 100 . 100 100 - . 0.048
Paper ' ' 100 - 106 119 0.052
Rubber ; 100 64 35 : 0.017
Coal 100 110 T 126 0.005
Cereal : 100 106 103 - 0.028
Cement 100 98 92 0.099
Petroleum 100 100 100 0.037
Tobacco 160 98 - G4 0.005
Chemicals 100 160 99 0.195
Textiles 100 159 162 0.115
Post and telecom products 100 - It 03 0.021
Electric equipment 100 100 100 0.044
Electronic machinery 100 128 118 ' 0.025
Machinery _ 100 245 . 248 0.000
Ceramic 100 104 ' K 99 0004
| Agriculture : 100 - 16l . .o 201 | - 0034
Service VT I [ e
Shipping 100 95 -89 0.011
Telecommunications | 1 10 138 oot
Agriculture _ -
Rubber : 100 58 55 - 0.01
Coffee 100 93 - 100 0.000
Cereal 100 17 - - 103 ' 0.080
Capital price index : 100 110.8 110.2 '

* Price indices of each sectors are multiplied by the weights to obtain the aggregate Capital Price [ndex.
(Source) Calculated from the data of questionniaire survey of 212 GC-member SOEs. '
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Table 15 Production function of Vietnamese SOEs

Modet | Modeal 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8
Constant 0.626%++| _(.135 £.343 0.455 0,250 { 804* 1.509** 0,951
(2.73) (-0.46) (-0.73) (-0.96) (-0.63) {-1.96) {2.35) (-0.82)
in (K/L) (}.855%++ 0.799%*%]  (L813%*¥]  (B43**x} QR0+ 0.837#%¥|  (.T62+*¥| (.OpREF+
(16.10) (14.01) (13.50) {13.90) (13.91) (4.10) (11.50) (8.72)
Yearn .
1998 0.0628 0.0751 0.0725 0.0550 0.0616 0.0575 0.0948 0.0001
R ©s0 | @ | om | e | osh_ | @8 | osh | ©0)
1999 0.0387 0.0722 0.0656 00484 (.0598 0.0540 0.0685 -0.0189
(0.31) 0.74) {0.66) (049 0.61) (0.54) (0.46) (-0.10)
GC:
Electricity
""""" P N B B T I E T o L I I
e Lasn | ase | @sn | asy_ | @ | 4
i X 0.403%** 0.4Q2% 4% 0.367%+* 0.364+** 0.458 %%
| Chemes ) a1 | e, | e | esy |em |1
Textile and 0 0.354%* {.351%* 0.319% -0.326%* -.256
______ "”“*"’“‘ )23t 2o g ey L
’ 0.109 0.091 0051 00194 0.0193
Post and telecommunications | | 076 | @62 |03l | e ||
Electric technical eguipment
RN PR 7 Tr R I PETTT Y- R VYl I R Ry
| Flestramie andmtomate L. @3 | esy | e | aew few | |
Plastic (.91 %4k 0.899%** 0.746%%* 0. 782%** 0.88G**»
_______________________________________ @09 | 699 | 02 | e |esy | |
Industriai ceramic and glass '
" e wd agricienl R B RPN Iyl Sy T TT Rt S o S
. machinery | 1 (520 | 520|330 | sy |esao | Lo
Cc;ai ) 0.209 -0.181 0.126 0.159 £0,281*
-1.46) | (117 (0.78) (-1.0%) (17D
Firm's characteristics: - o :
Age of ﬁnﬁ 0.00461 000444 0.00597* 000553 00044
L ot L a3 | o | am | as Loy ||
0.919%%* 0.904%+* 0.519+=* 0.569% =% 0.611%%*
Independent accounting unit | - les3e | sao | ewm les lemw |1 1
. 0,0236%%)  0,0240%*  -0.0214**% -0.0211%¥] -0.0223**
| fmbiytocapialrato ] e | 3w sy Lam a1
0.0521
..... commacthaboreatio | ol o
0.0878 0,0986 0.0613
.... Degrevof competition | Ll laay Lasn_lesn | ]
_ 0.241 0.343 -0.132 1.018
Degree of entefprise astonomy | | los0 | 88y | 1oL 023 |02
Degree of labor redundanc 0.236%
ey e
. 0.0342 .265* 0.332%
Degree of GC's influence _ ©.32) “1.75) (1.78)
Adjusted R2 0.531 078 0.719 (.726 0.728 0.708 0.470 (0.599
N 33 233 230 227 230 219 i55 72

Note. *,**, and *** represent 10 percent, § percent, and ] percent significance levels, respectively.

. N= the total sample size. T-statistics are in the parentheses.
(Source) Calculated from the data of questionnaire survey of 79 GC-member manufax:tuﬂng and mining SOEs.
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The result of regression analysis shown in Table 15 tells us that, first, TFP (coefficients of time dummies)
of SOEs has grown during the period from 1995 to 1998, although the coefficients are not significant. The
annual growth rate of TFP was 1.9% to 2.5% during the period from 1995 to 1998, and 1.0% to 1.8% during
the period from 1995 to 1999. These figures are lower than many estimates of TFP growth in Chinese state
industries during the 1980s, which range from 2.4% (Jefferson, Rawski and Zheng [1992]) to 4.5% {Groves,
Hong, McMillan and Naughton [1994]),.but still positive. This result suggests that there was .a slow but
positive progress of enterprise productivity since the establishment of GCs.

The second point that draws our attention is that neither the degree of enterprise ’autonomy nor the degree
of GC’s influence has significant influence on SOEs productiﬁty. If we divide the samples into two groups
according te the fierceness of competition they ere experiencing, however, significant influence of these
factors can be detected. Model 7 of Table 5 shqws the result of a regression of 53 SOEs Which experience_
low to medium competitien {those that selected “severe,” “less severe,” and “no competition”_fo_me question
en domestic market compet{tidn), and Model 8 shows the result of .:24 SOEs which suffer “very severe”
domestic market competition. It is remarkable that the coefficient of the GC’s influence is significantly negative
1n the case of low to medlum competmon but s:gmﬁeantly posntwe in the case of very severe competltlon
This result is mterestmg because it underpins the hypothesis posed in the previous section that a change in the
distribution of rights between SOEs and GCs leads to a change in enterpnse performance but the direction of
change is the opposite dependmg on the types of market. When SOEs are in a hnghly competmve market, a-.
nghter grip by the GC will lead to a higher product1v1ty, but when the market i is not 50 competitive, a larger
GC’S influence decreases"producti\;ify, possibly beceuse this streﬂgﬁlens: monopoly. . _

. Some other interesl;i.ng'r-e_s:ults rﬁust be [So'inted out. Firs'f, ;he mofc l.eve:r'aged SOEs are, the less pro_ductive.:
Secondly, those SOEs which face fierce c.'onipe'titio'n tend to be rﬁo:re preductive;'although the coefficient isl
eot significant. Thirdly, those SOEs which perceive more labor redendax_icy tend to: be more productive. The
management’s perception of labor redundancy is not equal to the actual labor redundancy. This result may be

interpreted that SOEs which have stricter perception on their labor redundancy tend to exercise more effort to

improve productivity.
Conclusion

Through the detailed description of the role of GCs in the first section, we confirmed that GCs have strong
influences to subordmate SOEs that they cannot be neglected in the discussion on Vletnamese SOE reform.
They exercise a strong control on SOEs in investment, production planning, personnel, wages and pricing.

‘The portion they collect from SOE’s profit is also rising. _ |
But GC’s strong control on SOEs does not necessary mean that they have become a consolidated business

group that can be compared to the business groups of Korea and other Asian countries. The main purpose of
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GC’s control is to fulfill the plans received from the government, and in this sense GCs can still be regarded
as agents of the state planning apparatus. The high incidence of internal competition among the members of
GCs indicates that, although GCs have significant control on certain aspects of SOE management, they
haven’t exercised their control to reorganize the internal structure to create synergy among their members.

This observation leads to the first policy recommendation of this paper: The behavior of GCs must change
from that of an agent of state planning apparatus to a business corporation. To induce GCs to change their
behavior, the government-GC relationship must change. The government must stop giving plans on investment,
production, and wages to GCs, and instead govern GCs through a corporate-like governance structure, in
which the state acts as a major shareholder of GC. In order to make such a structure, the reorganization of GC
headquarters into a joint stock corporatton, introducing privétc shareholders beside the state, may be meaningful.
At the same time, incentives must be given to the managers of GCs to let them maximize GC’s profit.
Professional managers, instead of bureéucrats, must Bc in charge df GC management. They must be
‘compensated, selected or dis.missed accdrding to their performance, wﬁile at the same time a effective system
to monitor their peffori_nance must be introduced.

The ahﬂysis in iﬁe ‘Vsccond section indicates that if SOEs have incentive to increase the portion of development
fund in their profit tﬁeir profitability may increase. But neither simply expanding enterprise autonomy nor
simply incréasing the influence of GC induces the increase of development fund. The productivity analysis in
the third section'provided. similar results,. but it showed that the effect of an increase in GC’s influence leads
to opposite results depending on the ﬁcr'ccnc.ss 6f competitién: when the enterprise faces very severe competition
the incréﬁse of GC’s influence leads to higher 'prodﬁctiQity, but when the enterprise faces moderate or little
competitioﬁ the increase of GC’s inﬂuence leads to lower productivity.

These anélyses lead to the second poiicy recommendation of this paper: The direction of GC's internal
power structure reform may differ according to the competitive environment. When members face very fierce
competition, especially with entcfprises outside the.GC, including both domestic and foreign ones, a
consolidation of GCs with stronger influence of the headquarters to member SOEs ﬁxay lead to higher efficiency,
provided that GC ﬁcadquartcrs has incentive to behave like business corporations. But when the competition
is not so ﬁercé, especially when corhpetition with enterprises outside the GCis weak, a consolidation of GCs
may lead to even weaker cémpctiﬁon, causing the decfcase of enterprise productivity. In this case, it is better
to expand the at_ltbnomy of SOEs, or even dissolve the GC and let SOEs be free to compete on their own. This
recommendation is illustrated in Figure 2. There are two destinations of GC reform: If there is fierce competition
| inside the GC, bﬁt there are few competitors outside (Case (A} in Figure 2), SOE’s autonomy must be expanded
or the GC must be dissolved in order not fo hindér competition. If there is severe competition from outside the
GC((C) and (D)), the consolidation of GC, provided that it be followed by substantial restructuring of GC’s
structure, including streamlirﬁng its internal struc.tﬁre and adjusting'internal duplications, may enhance its

cépa_bility to compete in the market. If competition is weak both inside and outside of the GC (B), there is a
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serious problem of monopoly. SOE’s autonomy must be expanded or the GC must be dissolved to create

competition.
Figre 2 The direction of GC’s reform
4 severe
Internal competition
.y
Expansion of SOE
Autonomy or dissolution ®)
of GC
No competition : . Severe
External competition
v
(© : (D)
Consolidation of GC
No competition
(Source) By the author.

In short, my recommendations on GC reform propose the introduction of two different kinds of incentives.
One is internal incentives, which the owner of GCs, the government, provides to thé GC. It may include a
performance-based compensation to the managers of GCs and a system to monitor their performahce. The
GCs, in turn, may provide incentives to their subordinate SOEs. Another kihd of incénfives can be called
external incentives, which is actually the pressure of competition. Internal incet;ﬁves lead to the rise of efficiency

only when the GC is exposed to external pressure of competition.
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