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(3) Examination of differences in facfor scores by location

We examined the difference in factor scores by head office location (northern and southern enterprises)
to see if there are differences for each extracted factor. The findings showed significant differences in the
following four factors:

First factor;  External environment dependent

Second factor: Creativity

Sixth factor: Planning

Eighth factor: Self-conclusion

[t was found that northern enterprises were strong in the first, third and eighth factors, while southern
enterprises were strong in the seventh factor. Analyses of these findings lead us to believe that northern
enterprises are more influenced by external environment in their operations, while southern enterprises

are engaged in more systematic operations.

Table 25 Examination of differences in factor scores
by head office location
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(6) Examination of differences in factor scores by years of operation
Then we examined differences in factor scores by years of operations using data for the year of
registration. Examinations were made for two groups, enterprises less than a year in operation (registered
after the enactment of the New Corporate Law in January 2000) and those over a year in operation
(registered before 1999), and then another two groups, enterprises less than five years in operation
(registered after 1996) and those over five years in operation (registered before 1995).
The findings showed no significant differences in all factors for two former groups (enterprises registered

in 2000 and those before 1999). However, the latter two groups showed some significant differences as

follows:
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Fifth factor:

Eighth factor:

Ninth factor

Executing ability

Self-conclusion

 Multilateraily planning ability

In the fifth factor (exccuting ability), enterprises registered before 1995 were found stronger, while in

the eighth and ninth factors, those registered after 1996 were shown to be stronger.

These findings suggest the following conclusion.

# The New Corporate Law enforced in January 2000 has had little impact on Vietnamese

entrepren

eurship.

# Enterprisers with more than five years of experience have a degree of executing ability, but those

with less experience are listening to others’ opinions but lack this executing ability.

Table 26 Examination of differences in factor scoresby time of registration
(Enterprises registered in 2000 and those registered before 1999)
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Table 27 Examination of differences in factor scores by time of registration
(Enlerprises registered after 1996 and those registered before 1995)
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(7) Comparison with similar surveys in Japan

262

A similar survey was reported in Japan’s 1999 White Paper on Small Enterprises. The Japanese
questionnaire survey was conducted for 2,000 operators of small and medium-sized enterprises, and 414

of them responded. The findings were put to similar factor analysis and the following seven factors were

extracted.
First factor: Planning
Second factor: Risk-taking posture
Third factor: Judgment and action taking
Fourth factor: Monitoring
Fifth factor; Endurance
Sixth factor: Flexibility
Seventh factor: Asériptioﬁ of causes
Corhpared with the findings of the survey of Victnamese business operators, the first factor (planning)
in the Japanese Sﬁrvey indicates that Japanese bus.iness opcratorsuare inclined to conduct their Businésses

according to plan, and the second factor (risk- takmg attitude) also indicates their intention to take nsks in

_ operatmg their busmesses Generally Japanese enterpnsers are said to be more intent on aVOIdmg risks

than American and Talwanese counterpartq Vietnamese enterprisers are more conservatlve and weaker
in planmng

The analysns by Japan’s White Paper divided the sample companies 1nto the successful group and the
unsuccessful group and verified whether there was a significant difference between the two groups for
each factor A significant difference was found in such factors as Judgment and action taking,”

“monitoring,” and “flexibility”. _ ' _

A smular analysis was made in this survey of Vietnamese business operators, but httle 31gn1ﬁcant
difference was observed. There are three reasons for this. First, unlike the responses from Japanese
enicrprisers who are accustom.cd to Qﬁestionnaire surveys, those from un.accu'stomed. V_.ietnamese
respondents do not seem to reflect what they really héve in mind. Second, they are not inclined to disclose
the real state of their operation, and accordingly, it is open to question whether their réspénse_s' about the
results of their mariagernént, on the basis of wﬁich their success or failure should be judged, are reliable
or not. Third, because of the relatively short hiéibry of pri\'fat.e company management, Vietnamese Business
operators’ experience is limited, and therefore, there seems to be no significant gap among them in

regard to their awareness as corporate managers.



7. International comparison of management environment surrounding entrepreneurship

The environment surrounding corporate management has a major impact on the formation of
entreprencurship. The following is a comparison of Viet Nam with Japan, the U.S. and Taiwan on this point,
by referring to the “Survey of the Comparative Japanese and American Conditions for Venture Startups”
which was conducted by Nomura Research Institute at the request of the Small and Medium Enterprise Agency.

In terms of the social environment for entrepreneurship, big companies enjoy a high social status in Japan,
and school education provides few opportunities to absorb knowledge about business founding. By contrast,
in the U.S. and Taiwan, the social status of small businesses is relatively high, and people have many
opportunifies to see their family members or relatives launching on new businesses and experience business
manageﬁlent by themselves. In Viet Nam, the social status of privafe companies is low, and it is close to that
of Japan’s small enterprises. Opportunities o lcafn how to manage enterprises are very limited in Viet Nam.

Once enterprisers fail, it is almost impossible to rehabilitate, and thus business risks are enormous. This

situation is never adequate in fostering entreprencurs,

International comparison of social environment and education for fostering enterprisers

Vietnam Japan America Taiwan
Social Social status of private | Social status of big : The frontier spirit that Being an owner-
p . - - p . N .
environment | enterprises is low. companies is high and respects independence businessman is received
There is a strong ., - that of small companies | has prevailed since the hllgh?réhan li»(emg a
perception that being | I8 low.Ther s 3 SU0g | country was founded. | A MEEKEr
' esitation for standin .
succc_ssfgl and ) out ) _ g Entre;.:renel..mal relatives have owner-
cutstanding results in A p.opular saying is experience is respected, | bysinessmen, and
losing money. The nail that sticks out and retry is always business operation is felt
B'usincss failures will get a pounding. allowed. gamllltar. i
virtually wreck the Once one fails in . ti?g:gall;;(;:!ru\‘:i thm
chance of rehabilitation. ?USI_II?‘SS, he ‘t'““ find - drawing from busingsses,
ew chances to and big losses can often
rchabilitate. be avoided.
Schoot No entrepreneurship No entrepreneﬁrship Lower-grade No entrepreneurship
education | education is given in education is given from schoolchildren are education is offered.
schoals. primary to high schools. | educated in business
Recently business Recently, founding. Courses for
schools have been entrepreneurship fostering entrepreneurs
opened education has started in are offered by more than
et ) some universities and 200 universities and
graduate schools. colleges.
Private Noprivatesector ~ | Such seminars have been | Many universities and Such seminars for
sector . seminars on business frequent in recent years. EC‘{'EP"O“F Organizations | enterprisers are few.
i . : : old serninars on :
seminars foundmg.are available. - business founding for
' ' E entreprencurs.

(Source) Prepared on the basis of the "Survey of the Comparative Japanese and 'Ame_rican Conditions for Venture Startup”.
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The following table shows a comparison of educational background of enterprisers. The structure of
educational background of Vietnamese enterprisers is similar to that of Japanese or Taiwanese counterparts.
About 60% of Vietnamese enterprisers are graduates from middle schools, high schools or vocational colleges.
Those with higher educational background tend to wish to be employed by state-owned enterprises. According
to a questionnaire survey of university and college graduates that was conducted in 1999 by the Ministry of
Education and Training with the cooperation of the World Bank, 97% of them were employed by enterprises,
mostly state-owned. A hearing survey also shows that many graduates wish to work for state-owned enterprises,

and those with higher marks are actually employed more often than others.

Comparison of educational background of enterprisers

Viet Nam Japan us. Taiwan
Middle schools, high schools, 56.8% 57.6% 23.8% 7%
vocational colleges '
Universities, graduates or 36.8% 39.6% 43.7% 24.1%
dropouts - _ '
Graduate schools 1.4% - 2.7% 32.5% © L 33%

Notes 1) Data for Viet Nam show the findings of the questionnaire survey. "Middle schools, high schools, vocational
colieges" include "others".
2) Data for Japan and the U_S. show the results of the FY 1996 survey by the Waseda Unwersnty Entrepreneur
Study Group.
3) Data for Taiwan are from the Exccutwe Yuan of Taiwan. -

. Employment courses '_of u'niversity graduates in Viet Nam

' Tgital En:gineering : Econoﬁlics & Law
Responses ' . : 6,304 - | 1,174 : 1,208
Employed o 97.08% 97.96% 97.93%
State-owned enterprises 76.57% R1.77% 63.49%
Private companies 13.61% 10.73% 23.42%
Foreign-affiliated companies 6.90% - 5.45% 11.01%
Self-employed - 2.92% . 2.04% 2.07%

{Source) MOET (1999)

The business eﬁvironmcnt of enterprisers and socio-economic conditions for corporate ménagement alsb-
greatly influence the formation of entrepréﬁeurship. Compared with Japan, the U.S. énd Taiwan, the Vietnamese
business environment is much behind in terms of the availability of seeds, incentives for business startup, the
business environment at the time of startup and at the time of buéingss expdﬁsion, ﬁnancigl. resources and’
market conditions. Especially Viet Nam is noticeably'béhind in financial resoﬁrces and n'iarkét édnditiohs :

" Inthe U.S. and Taiwan, by contrast, various ofﬁcxal and pnvate forms of support for enterpnsers are avallable
at every stage from startup to busmess expansion, and this arrangement helps rediice enterprisers’ risks at '

these stages.

264



8. Factors hampering entrepreneurship

(1) General impediments to entrepreneurship
There are many impediments to entrepreneurship, including economic and social factors. The OECD
report “Fostering Entrepreneurship” gives the following factors. |
1. Institutional impediments: time and cost for startup |
2. Impediments from competitive conditions
3. Bankruptcy system
4. Impediments from the taxation system
5. Impediments from administrative procedures
6. Delayed payment

7. Intellectual property rights.

(2) Impediments in Viet Nam
These factor analyses based on questionnaire s'irrvey.s and hearings that complemented them have
made it poss1ble to extract some causes that hamper the development of entrepreneurship in Viet Nam
These causes can be grouped into three: (1) enterprisers’ lack of skill and abrhty, 2) madequate mfomiation

necessary to promote business; and (3) the social and economic environment that hampers entrepreneursh ip.

1) Enterprisers’ lack of skill and ability | |
Entrepreneiirship is nurtured when enterprisers acquire prnfessional kndwledge and skill _(e:ipertise)
necessary for eorporate rnainagement. Behind the fact that Vietnamese entrepreneursship is overly

influenced by chang'es. in the external environment seems to be the lack of such expertise.
Education regarding corporate management in Vietnamese universities focuses more on professional
knowledge necessary for middle management in big companies, centering on przietical espects such as
accounting and labor affairs. Students have fewlopportunities of reeeiving etlncaition and trnining
about business planning and promoting their abilities that are required of businesé managers' Many
enterprises are operatlng in their own ways, and this seems. to lead to the present state of Vietnamese

entrepreneurshlp that hampers systematic promotion of business.

2) Inadequate information necessary for business pr_émotion _
The second issue that plays an important role in nurturing entreprenenrship is the inadequncy of
information. Corporate management requrres decision- makmg by choosmg from various kmds of
information in many aspects such as market, customers competitors technoiogy and policy In Viet

Nam, however, the amount of information available to enterprisers is limited, and 1nstead, there are
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many kinds of unreliable information.
Business support scrvices are also underdeveloped, making it difficult to obtain professional

information necessary for business management by enterprisers.

3) Social and economic environment hampering entrepreneurship
Moreover, the social and economic environment for Vietnamese enterprisers contains many factors
that hamper the development of entreprencurship. The following four are particularly responsible for

this trend.

1. High business risks

If entrepreneurship is taken as meaning the intention to launch and expand a business, this intention
is determined by enterprisers’ judgment of expected profits that are generated through operation as
well as subsequent risks. The greater the risk is, the more entrepreneurship is restrained.

Generally,lbusiness risks exist on two occasions, at start-up and at the time of expansion. In Viet
Nam, however, risks can occur even for successful business. . Not a few managers have the fears that
when they become famous because of successful business, they may receive harassments from
government organizations such as public security authorities, taxation office and customs house or
demanded by friends to give them money. The first kind of risks (at start-up) and the second type of
risks (at the time of business cxpanéion) are larger than in other countrics. Furthermore, the existence

of the latter risks itself is weakening entrepreneurship.

ii. Low social position of private sector enterprises
There isa genei'al pei’céption that employees of private companie_é are lower in social posiﬁon
than those of state-owned enterprises. The perception that competent students get jobs at state-
awned entérprisés or 'foreign_-afﬁliéted companies also pr'evails in society. It is also believed at least
in part that business success is the 're.sult_o‘f unlawful operations, and thus even successful

businessmen’s social positién is not always high.
Th_e' above-mentioned social perception. of corporate operaﬁoﬂ not only directly impedes the
fonnalion of eritrepreneﬁrship but also generates an at.t.itlidc for successful enterprisers to hide their

success from others. This attitude keeps successful experiences from being transmitted to others.

idi. Difﬁcuity in 'raising'f.unds
The difficulty in raising funds is the most frequently pointed out among the problems which
enterprisés are faced with. Supply of funds to private sector companies is steadily increasing, but

the shortagcs of fﬁnds for capital investment are impéding corporate growth and development. This
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is a big headache particularly for export-oriented companies that have to modernize their production
facilities through capital investment.

Behind the background of difficult fund raising is the issue of mortgage that arises from the
inadequate land system as will be reviewed later, and thus the financial system alone should not be

blamed. However, these causes are interacting with each other and spoiling entrepreneurship.

iv. Undeveloped social infrastructure
Eatrepreneurship is also affected by slow construction of social infrastructure in such forms as
electric power, and the water supply and drainage systems. Among others, the difficulty in securing
industrial water 1s greatly discouraging the intension to expand business operations. Especially
there are many disputes over land ownership in the northern area. Many enterprises, which virtually
hold industrial land, are not provided with “red book” necessary to exercise théir rights of mortgage.
There is also é problefn that industrial parks, which can emnbrace medium aﬁd smail-scale enterprises,

have not been sufficiently constructed.

Fig. 5 Problems surrounding Vietnam_eSe_en!répreneurship

-

(1) Enterprisers’ lack
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9. Measures to enhance entrepreneurship

{1) Attitude toward entrepreneurship promotion

The foregoing analyses indicate that entrepreneurship in Viet Nam has not reached a level high enough
to lead the private sector’s growth and development. Therefore, it is necessary to take measures to
improve entrepreneurship in order to help the private sector grow and develop further.

Judging from the fact that most enterprisers want to expand the scale of their operations, measures (o
be taken Lo improve entrepreneurship should focus on improving their attitude to higher levels. Specifically,
this will be attained when enterprisers acquire professional knowledge and skill (expertise), accurately
appraise risks, and proceed with their businesses systematically and strategically. In essence, it is important

for enterprisers to acquire and utilize expertise and prepare the business environment where they can

make best use of their expertise.

(2) Measures to enhance entrepreneurship

We would like to make the following five proposals on the basis of the concept shown above,

1) Substantial education and training of enterprisers
| As is clear from factor énalyses based (.)n' the questionnaire survey, problems with Vietnamese
. énterprisers are that without a definite management policy, they are strongly affected by the external
environment and thus cannbt make prompt decisions about capital investment and other plans. Behind
such problems lies the fact that enterprisers do not have adequate knc.wledge and know-how on corporate
mané.gement or do not want to acquire, and that opportunities are .nc')t available for those who want to
acquire.

At present proper business education is given by only a limited number of universities including
Hanoi Economic University.. The courses of many other universities of economics are iimited to
accounting and taxation systems. Education and training courses at VCCI and other organizations
focus merely on practlcal aspects Under the circumstances, it is necessary to expand the courses for

' nurturmg and training enterprisers at colteges and universities and increase the opportunities for

enterpnsers to receive such education and training.

2) Expansaon of business support
When their prcsem knowledge and skill is found inadequate and insufficient, corporate managers
should make positive use of outside professionals, including management consultants, law consultants,
accd.unting consultants and other forms of manégement—support consultatioh.

. For this purpose, it is important:
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# To nurture management consultants.
# To provide incentives to utilize consulting services.

# To increase consulting services at support organizations.

3) Accurnulation and sharing of information on successful experiences at private sector enterprises

Enterprisers’ experiences of successful business are of great help to other enterprisers. In Japan and
other advanced countrics, information about business successes and faiiures are collected by mass
media, entrepreneur support organizations and administrative organizations, and is transmitted to other
enterprisers through various media.

In Viet Nam, by contrast, there is little transfer of such information on business success to the next
generation. One reason for this phenomenon is that many enterprisers are worried that the transfer of
such information might invite harassment. Another major reason is that the awareness of this problem
is missing among mass media, entreprencur support organizations and administrativé organizations.

In 1999 the Young Entrepreneur Association started a system to commend successful entfeprenéurs
and published a book on 20 cbrﬁmended entrepreneurs. However, the book only introduces these
entrepreneurs, and fails to report on what problems they had faced and 'wh.at efforts they had made to
solve those pfoblems. o _ |

It is recommended, therefore, to coliect information on business success by managers of successful

'~ enterprises, analyze and appraise the information, and release it, so that other enterprisers. may refer to

it in performing their own business.

4) Promotion of capital investment support measures
In developing the private corporate sector, it is essential for enterprisers to expand their operations
by reinvesting profits they have gained. Our questionnaire surveys reveal that many enterprises attach
importance to reinvestment of proﬁts; while not a (ew enterprises have missed obpoﬁunities to expand
their operations simply because of the difficulty in raising funds and various other constraints that
prevented such reinvestment.
In order to promote capital investment, the following measures should be taken. _
# To provide incentives for capital investment by éstablishing a domestic invéstment
encouragement law, for instance.
# To provide funds for c'apital investment.

# To construct industrial parks and provide factory attached apartment houses. -

5) Promotion of exchanges among entrepreneurs

Exchanges among enterprisers play a significant role. They can consult with each other about



bottlenecks and problems and generate new ideas about business by mutually exchanging their opinions.
This proc'ess of mutual exchanges should stimulate and enhance entrepreneurship, In Viet Nam,
however, such exchanges are infrequent, and institutions and organizations for mutual exchanges among
enterprisers are limited to industrial associations such as VCCI as well as UAIC (Union Association of
Commerce and Industry) that binds associations by sector and associations by regional sector. It is

advisable to promote the activities of these organizations and enhance exchanges through such activities.
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Appendix: Questionnaire

Questionnaire on Management and
The Direction of Growth of Private Enterprises

Company name:

Name of respondent:

Address:

Telephone No.:

Fax No.:

Major products:

1. Profile of your compan

1. Industry
1) Food processing; 8) Meta{ household goods
2) Clothing 9} Agricultural machinery
3) Construction materials 10} Machinery & tools
4) Plastic products 11} Cars, mbtorcyclés&parts
5) Furniture & woodworking '12.) Electrical products & parts
6) Leather goods 13) Shipbuiidiﬁg, etc.
7) Ceramics 14) Computer software*

15) Others

2. Organizational format
13 Company of limited liabilities
2} Joint stock company
3) Partnership
4) Privale Icompany
5} Cooperative (non-agriculture)
6) Individual and business group(very small business)

7) Household

* italics are supplemented or changed by Vietnamese party
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3. Numnber of employees (regular employment)

1995

1996 1997 1998

1999

2000

4. Amount of paid-in capital

Million dong

5. Location of the headquarters

1) Mountainous and midland areas in the North

2) Red river delta

3) The central area

. 4) Central Highlands

* 5) The East areas and Mekong river delta

6) Others:
6. Year of start-up

7. Year of company registration

8. What were the levels of sales and profits in 1999 compared with those in 1998 (1998=100)

Sales.

Profits:

%

9. What is the ratio of profits to sales?
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I1. Background for the founding of the business

10. How was your business founded? (Please choose one answer.)
1) Started the business by myself
2) Started the business with other family members
3) Started the business with a friend(s)
4y Started the business with a foreign partner(s)
5) Bought the business from an SOE
6) Bought the business from a farhily member(s)
7) Bought thc business from people other than family members
8) Inherited the business from a family member

9) Others

11. Backgfound for staﬁ-up
1) I want to operate business on my own judgment,
2) I‘w.ant to demonstrate my capab.ility.
3) I want to earn moré income.
4) There were some seeds for commercialization.
5) I found my former job unpromising.
6) I found no other jobs. _
Ty I was advised to start up by friends and dcquaintances.
8) I wanted to have my own time.
© 9) 1 wanted to engage in something that is helpful to society.
10) The present job is my family business in which [ have been engaged.

11) Others

12. Why did you choose the present product line?
1) Had experience in manufacturing
2) Was a traditional, local product
3) Family members had been engaged in the industry for a long time.
4) Copied people who were successful
5) Was able to secure raw material supply
6) On the advice of a friend
7) On the advice of the local government

8) Others
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_ 13. What skill or know-how have you acquired before the establishment {or registration) of your company?
1} General knowledge about corporate management.
2) Production technology. Production control technology.
3} Product development technology.
4) Sales and marketing.
5} Know-how regarding fund raising.
6) Control of employees.
7) Information about regulations for the projected business.
8) Know-how about export.
9) Preparation of business plans,

10) Others

14. What problems have you expected to occur beforé the establishment {or registration} of your company?
1) Difficulty in raising funds necessary for the establishment of the company.
2) Troublesome and time-consuming registration procedures.
3) Difficulty in securing factories and procuring production equipment.
4) Difficulty _in developing customers.
5) Difficulty in procuring raw matériéls.
6) D.i.fﬁculty in developing production technology.
7) Difficulty in securing employees.
. 8) Harassment from related drganizations.

9) Others

15. What actual problems have occurred at the time of start-up?
1) Difﬁculty in raising funds necessary for the establishment of the company.
2) Troublesome and time-consuming registration procedures.
3) Difficulty in securing factories and procuring production equipment.
'4) Difficulty in developing customers.
5) Difficulty in prdcuring raw materials.
6) Difficulty in developing production technology.
7). Diﬁ'lculty in sccuriﬂg employees.
8) Harassment from related orgmizations.

9) Others
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16. Please select one of the following degrees of your present satisfaction compared with your expectation at
the time start-up, and encircle the applicable number,
1) I am very satisfied.
2) I am somewhat satisfied.
3} I am somewhat unsatistied.
4) I am very unsatisfied,
5) Self-achievement.
6) Income
7) My own time,

8) Overall evaluation.

III. Cbstacles to business expansion

17. At what levels were your sales and profit in 1999, compared with your projection?

- {Sales) (Profit)
1) Much greater sales than projected 1) 1)
2) Slightly greater sales than projected. 2} - ~2)
3) Almoét the same levels of sales as projected. 3) : 3)
4) Slightly snﬁalier sales than projected. 4) 4)
S)IMuch smaller sales than brojected. - 5) -5
6) Others. . 6) 6)
7y My businesé has not started up vet. 7 _ 7

18. What are the reasons for greater profits than projected?
1) The scale of the domestic market has greatly expanded.
2) We have been able to make products with great cbmpétitivcness.
3). Competitors' influence has weakened.
4) The price of our products has risen.
5) The price of raw materials has declined.
6) We have tried to reduce production cost.
7) Our exports have increased.

8) Others.

19. What are the reasons for smaller profits than projécted?

1) The scale of the domestic market has become smaller.
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20.

21

22,

23.

2) The competitiveness of our products has declined.
3) Competition with other companies has intensified.
4) The selling price of our products has dropped.

5) The price of raw materials has risen.

6) The production cost has risen.

7) Our exports have decreased.

8) Others

How do you want to utilize your profits?

1} We _will use profits to expand the present business.
2) We will use profits fo start up a new business.

3) We have no plan to use. profits immediately.

4) We will divide profits among business owners.

5) We will distribute profits to employees.

6) Others

Future expansion of your business
1) We will iry to expand as much as possible.

2) We will try to expénd step by step.

3) We will maintain the present business scale.

4) We wish to reduce the present business scale.

5) We are considering a withdrawal from the present business.

(To those who selected 1, and 2. in 21.) Why do you want to expand the scale of your business?

1) To secure greater profits.

2) To gain economies of scale.
3) To win over competitors.

4) To demonstrate my own capability.

5) To contribute to society.

6) Others '

(To those who selected 3., 4. and 5.1in 21.) Why do you want to expand the scale of your busmess‘?
B Because the prcsent busmess is not promlsmg

| 2) Because the cxpanswn of busmess elltdllS nsks

3) Because it is dlfﬁcult to secure funds



4) Because know-how on corporate management is insufficient.
5) Because the present profits are sufficient.
6) Because there is a risk of inviting harassment.

7} Others

IV. Qualification of manager

24. Gender of the president
1) Male 2) Female

25. President's age
At the time of founding the business: years old -

At present: —__years old

* 26. What is the academic background of the pre31dem‘?
1} Lcss than 12 years of schooling
2) High school diploma
3) Training or associates degree
4) Bachelor's degree
5) Master degree
6) Doctorate degree
7) Others |

27. For each of the following 30 items, select the most applicable judgment of your behavior or thinking.
1. I agree very much.
2. 1 agree somewhat,
3. I don't agree somewhat.

4.1 don't agree at all.

Selections

1) Iwill give it a try, sink or swim 1 23 4
2) ltry to organize many kinds of mformation logically instead of relying on I 234

one kind of information

3} Iwill take a risk even if [ fail.

4) I want to accomplish an outstanding level of achlevement

5) I want to do things in my own way.

6) I will do anything patiently even if it takes time,

...._._.._.._
e ol e
uuu_uw
Calaa]ele

7) When a trouble occurs, [ will try to think out how to solve lt in my own
way without losing time. '
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8) [do not hesitate to adopt good views even if they are different from my 1 234
oW
9) Talways follow the procedure that is familiar to me. 123 4
10) It depends on good or bad luck whether [ will succeed or not, 123 4
1i) The key to success is in my own efforts. 12314
12) I cannot achieve my objective under such difficult situation, 1 23 4
13) I take my failure as an indication of my inability and give up. 1 23 4
14) Before I launch something, [ try to collect as much information as possible. 1234
15) I proceed with my plan based primarily on my own idea. 123 4
.116) 1 try to estimate the probability of success. 1 234
17) I do many simulations to find out thé best measure for the situation. 1 234
18) I decline any unreasonable request even if it comes from the best friend. 1 23 4
19} T adopt others’ advice and consider the business from many perspectives. 1 23 4
20) I check competitors and similar ideas and then work out my own plan. 1234
21) I consider friends preferentially in making a team. 1234
22) I don’t want to succeed at the cost of others’ trust. 1 23 4
23) I don’t want to change what has been decided once. 1 23 4
24) | cannot promptly overcome oppositions and criticisms from the people 123 4
around me. L o '
25) My failure is the result of the lack of support from the people around me, - 1 23 4
and therefore | am not responsible for that.
26) Once [ start a project, I will carry it out. 1 23 4
27) I want to bet on a big hit, - 1 23 4
28) 1 eamestly try to build up personal connections. 1 23 4
29) Even when I fall into a complicated situation, I make my own judgment. 1 23 4
30) It is more important to act than just thinking. 1 234

28. Which ethnic group does the'president belong to?
) King |
2) Ethnic (minority)
3 Ch.inesc
4} Vietnamese people living abroad

5) Others

29. What was the previous occupation of the president?

1) Military 5) Foreign firm in Viet Nam

2) SOE 6) Engagéd in another position in our company
3) Other govemnmental orgzinization 7) Lived abroﬁd

4) Other non-state-owned enterprise 8) Others

30. Is the president or his/her family a member of the Communist Party?

DYes. = - 2)No.

279



31

32,

What was the occupation of the father and mother of the president?

The occupation of the father The occupation of the mother

1} Professional or technical occupation 1) Professional or technical occupation
2) Manager of a business 2) Manager of a business

3) Clerical or service worker 3) Clerical or service worker

4) Farming, hunting, fishing or forestry 4) Farming, hunting, fishing or forestry
5) Manufacturing worler 5) Manufacturing worker

6) Military : 6) Military

"~ 7y No work 7} No work

8) Others 8) Other

Do you have any family members who reside overseas at'pr'eséht?

1) Yes. (Country)
2) No.

V. Fund raising

33.

34.

280

How did you raise the funds needed to start your business? (Please circle all the answers that are
applicable.) | |

1) Bofrowed from a state-owned bank

2) Borrowed from .a private, comrﬁerciai Joint stock bank

3) Botrowing and investrﬁent from other firms

4) Own funds

5) Subsidies from the government _

6) Borrowed from financial institutions other than banks (credir institurion (credit cooperative, people’s
credit fund... })

7) Borrowing or investment {rom relatives, friends and/or acquaintances

§) Borrowing or investment from over-seas Vietnamese '

9) Others

How did you accumulate your own funds?
1) Real assets {cash %, real estate %, others_ %)

2) Financial assets (bank deposits__%, private loans/ mutual loans__ %, cash__%)

3) Others (Be specific)




3s.

36.

37,

33,

Does your company have sufficient funds?
1) Surplus
2) Adequate

3) Insufficient.

In what form are your company managing (investing} surplus funds?
1) Real assets (cash %, real estate_ %, others %)
2) Financial assets (bank deposits__%, private loans/mutual loans__ %, cash__ %)

3) Others (Be specific)

In what form does your company plan to manage (invest) surplus funds?
1) Real assets (cash__ %, real estate__%, others__ %)
2) Financial assets (bank deposits__ %,
Long-term bank deposits with (preference loans for capital investment if commercialized %,
Private loans/ mutual loans__ %,
Gold investment securities .if commercialized %,
Stock market if estaBlished_%).
3) Others (Be specific)

When a stock market is established, do YOu want to utilize it as a place to manage (invest) your funds?
3] Want to consider the stock market as a place for mahaging (investing) our funds.
2} Don't want to use the stock market.

3) Don't know.

39. Does your company receive funds from overseas Vietnamese?

1) Yes 2) No.

40. When you can obtain funds from overseas Vietnamese in the future, in what form do you want to manage

(invest) them?
1) Real assets (cash__ %, real estate %, others__%)
2) Financial assets (bank deposits__%,
Long-term bank deposits with preference loans for capital investment if commercialized__ %,
private loans/ mutual loaﬁs___%, '
. gold invcstmeht securities if commercialized %,

stock market if established_%).
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3) Others (Be specific)

41. In what forms is your company raising funds?
1) Internal reserves_ %.
2) (Funds from overseas Vietnamese) %,
3) Contributions from general partners (with unlimited liability) and friends ...%
4) Private loans/ mutual loans__%,
5) Bank deposits__ %,
6) Others (Be specific)

42. In what forms does your company plan to raise funds?
1) Internal reserves__%.
2) (Fuﬁds from overseas Vietnamese) %,
3) Contributions from genefal partners (with uhlimited liability) and friends_ %
4) Private loans/ mutual loans_ %,
5) Bank deposits %,
6) Others (Be specific)

43. When a stock market is established, do you want to utilize it as a place to maﬁage (invest) your funds?
1) Want to consider the stock market as a place for managing (investing) our funds.
2j Don't want to use the stock market.

3) Don't know.

44, As real investment, to what form do you attach i.mponancc?
1) Inventory investment
2} Equipment and machinery investment
3) Real estate investment
4) Move to an industrial park

5) Others

V1. Export activities

45. What is your present export ratio?
1) 0% 2) Under 20% 3) Under 40%
4) Under 60% 5) Under 80%  6) 100%
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45-1. What are the percentage compositions of your export markets?
1) Japan{ %) 2) Europe( %) HUS( W) 4) Taiwan{ %)
5) Hong Kong( %) 6) Singapore( %) 7y Other Asia( %).

45-2. What was the average annual growth rate of your export value for the past five years?
1) Under 10% 2) Under 20% 3) Under 30%
4) Under 40% 5) Over 40%.

45-3. What is the present FOB ratio in your exports?
1) FOB 0% 2)FOB under 20%  3) FOB under 40%
4) FOB under 60% 5) FOB under 80%  6) FOB over 80%.

45-4. Do you wish an early conclusion of the Vietnamese-American trade agreement?

1) Yes 2) No.

46. What are constraints on your export activities? (You may choose more than one answer.)
1) The need to obtain exporf quotas
2) Cannot directly accesé overseas buyers
3)'N0 one in the firm is proficient in English.
4) No one in the firm is broﬁcient in clerical work for export.
5) Export reguiations
6) Cumbersome red tape for exports _
7) Difficulties in obtaining overseas market information
8) High tariffs
9) Others. Pleasc specify:.

10) Do not export.

46-1. If there are ﬁny problems with respect to exports, please describe them in concrete terms.

47. How do you obtain information on export markets? (Yoh may choose more than one answer.)
1) TV, radio

: 2} Newspapers, magazines (domestic)



3) Newspapers, magazines (foreign)
4) Trade or specialized publications
5) Other companies in the industry
6) The Chamber of Commerce & Industry (VCCI)
7) Exhibitions and trade fairs
8) Libraries
9) Domestic exporter-maker
10) Suppliers of materiats and parts
11) Government agencies (VITRADE of MOT)
12) State-owned enterprises
13) Overseas buyers
14) Domestic private exporters
15) Private technology information service firms, consulting firms

16) Others

47-1. Are yoh satisfied with the present availability of information on overseas markets?

1) Very satisfied © 4) Very dissatisfied
2) More or less satisfied 5) Can't say which.
3) Rather dissatisfied

48. How do you evaluate your competitiveness in export markets?
1) Very strong '4) Poor
2) Strong 5) Very poor
3) Average 6) Don't know.

48-1. What country do you think will be Viet Nam's greatest export competitor_i.n the future?
I)IChina 2) Indonesia 3) Thailand 4) Myanrﬁ_ar
5} Bangladesh - 6) Cambodia/Laos -~ 7) Others: '

48-2. At what average annuai rate do you think your export value will grow up to 2010?
13 Under 10% 2} Under 20% 3) Under 40%

4)Under 60%  5)Under80%  6) 100%

48-3. What export ratio do you estimate for 2010?

1) 0% 2) Under 20% 3} Under 40%

284



4) Under 60% 5) Under 80% 6} 100%.

48-4, What will be the percentage compositions of your export destinations in 20107
1) Japan( %) 2} Europe( %) HUS{ %) 4) Taiwan{ %)
5) Hong Kong{ %) 6) Singapore{ %) 7} Other Asia( %o).

48-5. What will be the FOB ratio in your export in 20107
NDFOB 0 %; 2) FOB under 20%;  3) FOB under 40%,;
4)FOB under 60%;  5) FOB under SO%; 6} FOB over 80%.

49. What kind of supporting measures for exports are necessary? Please circle up to three answers from the

list below.
1) Provide information on export markets
2) Provide credit information on trading partners

" 3) Streamline procédures for export permit and export red tape
4) Provide export credif from public financial institutions
5) Create a traﬂe insurance systerﬁ
6) Increase transparehcy of export tariffs
7) Improve the .ﬁgenéy fdr inspection of export products
g) Provide training on intémational standards for te.chnology, etc.
9) Provide consulting services on exports

10) Support research a.nd.developmem and techr_lology developmént to enhance export competitiveness

11) Create one-stop centers to provide supporting services for exports.

12) Others

. 49-1. Please describe in concrete terms what kind of supporting measures you wish for increasing exports.

50. Has the business exempted from the. business income tax, whenever it
1) Exported products to new market
2) Had new export f)rbduét |
)} Gained a large eXbort tumover than that of previous year, or S

" 4) Had all 3 of these above conditions
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5L

52.

Custom procedures concerning export are:
1) Easy

2) Normal

3} Difficult

4) Very difficult

Does the enterprise suffer a loss compared to SOEs due to burden of custom procedures?
1) Yes
2) No

If "Yes", please states the foss:

VIL

53.

54.

286

Problems and managerial challenges

What are the problems you are facing in marketing?

1) Demand shortage

2) Slow pay'm_ents frotn customers
3) D.ifﬁcu'lty in advertising

4) Physical distribution to customers
5) Regulations on sales of products

6) Regulations on and permits and licenses for marketing

7) Others

What are the problems you are facing with respect to production?

Ry Ag'i-ng of production equipmcnt

2) Difficulties in maintenance and repairs of production equipment
3) Lack of information on production technblngy

4) Shortage of suppliers of production equipment

5) Difficulties in obtaining replacemént parts -

6) Difficulties in securing high-quality raw materials

7) Shortage of raw materials

B) Shortage of power supply

9) Shortage of skilled labor




35

56.

57,

57

10} Regulations on and permits and licenses for production

1) Others

. What are the problems associated with the procurement of raw materials and parts? (You may choose
more than one answer.)
1) Increases in domestic prices of raw materials and parts
2) Increases in import prices of raw materials and parts
3) Depletion of raw materials
4} Deterioration of the quality of raw materials and parts
5) Instability of raw materials and parts supply
6) Tariffs on imported raw materials and parts
7) Transportation of raw materials and parts
8)IA shortage of funds needed for securing supplies of raw materials and parts

9) Others

What are tﬁe problems you now have in relation to your production facilities? (You may choose more
than oﬁe answer.) _

1) Facilities are too smallﬁ to increase production capacity.

2) Poliution prob_iems around the plant.

*3) Probiems in product shipment

4) Problems in.securing manpower and means of commuting

5) Problems in securing electric power and water

6) Sharp increases in land leasing charges

7} Others

Does your company have a plan for capital investment within five years?
1) Yes.
2) No.

-1. If you have a plan for capital investment, please give the detail.

(Example) Plan to move and expand the factory after three years.
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57-2. What is the amount of the funds necessary for your capital invesiment?

58.

59.

60.

000 USD

What are your problems in making capital investment? (You may choose more than one answer.)
1) Shortage of funds for capital investment

2) Difficulties in obtaining high-performance production equipment

3) Difficulties in obtaining used equipment

4) The land is too small to add capacity.

5) Difficuities in securing new site

6) Difficulties in obtaining licenses and permits for plant and equipment investment

7) Others.

What are the problems you have conceming technology development? {You may choose more than one

answer.)

1) A shortage of technology staff |

2) A shortage of ﬁxnds for fechnology development

3) A shortage of equipment for technology development

4) Difficulties in obtaining inforrﬁation on technology

5) Lack of places to consult regarding technological problems
6) No need for teéhnblogy development

7} Others

What itern below best describes your assessment of your present business?
1} Successful.

2) Somewhat successful.

© 3) Unsuccessful.

61.
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4) Somewhat unsuccessful.

What are your present managemenf problems? Please circle éll the answers that are applicable.
1) Constraints on fu.nd-raising

2) Shortages of raw matenials and parts -

3) Aging of equipment

4) Inadequacy of distribution networks

Sj Shortage of technological know-how

6) Competition with other firms in the industry



7} Stagnation of the product area

8) Shortage of skilled labor

9) Overall shortage of labor
10) Shortage of electric power supply
11) Inadequate means of transportation

12) Others

13) No problems

62. Is there any possibility that your company changes its corpbrate form?
1} Yes.
2) No.,

62-1 If there is such possibility, what form do yoﬁ have in mind?
1) O.wner-managed combany.
2) Partnership. _
3) Enterprise with limited liability.

4) Joint stock company with limited liability.

62-2 W_hy do you choose the above form?
1) Manager can be employed.
2) Itis advantageous in raising funds.
3) It is helpful in diversifying business operations.
4) It is helpful in expanding the scale of business.
5) Others

VIII. Needs of support

63. Are you a member of groups of comimerce and mdustry or industriai associations?
1) Yes.
2) We would like to, but there are no é.ppropriate organizations.

3) Don't want to.

63-1. If "yes," which ofganizations do you belong to?

1) VCCl (Vletnamese Chambcr of Commerce and Industry) -

2) VCOOPSME (Central Councnl of Cooperatwes Union and Smail & Medium Enterprises of Vietnam)
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3} UAIC(Union Association of Industry and Commerce)

4) Trade associations—Names:

5) Regional association of employers—Names:

6) Other organizations (Association of Women Entrepreneurs, etc.)}—

Names:

63-2. What are the benefits you expect from your participation in various groups of commerce and industry?
1) Obtain various information
2) Will make it easier to make requests to the government, etc.
3) _Mdre opportunities to attend seminars
4) Possibilities of joint undertaking in production and marketing
5) Possibility of joint ownership of plant and equipment

6) Others: Please specify:

63-3. Do you evaluate the prcse'nt commerce and industry organizations, positively or negatively?

(VCC) (VICOOPSME) (VAIC)
1) Highly positive, }) 1) 1) .
2) Relatively positive. 2) 2) 2)
3) Relatively negative 3) : 3) | - 3) .
4) Negative. ) 3y )
5) Don't know. 5) 5) , | 5

64. Last year, how many times the government officials visited your firm per month? (The'averagé number

of visits per month)

times

65. Last year, how much money did you spend as informal payments to government officials? -

(in 1,000 VND)

66. Do you know that a new Business Law has been enacted?
1) Yes, I know the content of the law very well.

2} Yes, I know the law has been enacted, but I don't know about its content. -
3) No. |
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67-1. (To the companies that started up before December 1999)
Do you think that it is advantageous to register before the enactment of the New Enterprise Law?
1) Yes.
2) No.

3) Pon't know.

67-2. (To the companics that started up after Januvary 2000)
Do you think that it is advantageous to register after the enactment of the New Enterprise Law?
1) Yes.
2} No.
3) Don't know.

68. Do you know Law on domestic investment promotion
1) No

2} Yes. Have you acceded to the preferences provided by this law? Yes/No

69 . What kind of supporting measures do you wish for private enterprises? Please circle up to five answers
| from the list below.
1) Creation of indusirial parks for plant relocation and expansion
2) Easing of regulationé on plant and equipment investment
3) Enhanéemeni of the government's investment promotion system
4) Expansion of bank lending
5) Financial assistance to exports
6) Easing of regulations on exports
7) Provide overseas information
8) Technology guidance and consul'tationr
9 Creation of e.ducational institutions for engineers, technicians, etc.
10) Provide technology information
11) Provide inform.t;ation on managemeﬁt
12) Create 'bpportuni.tics for education and training in business management
13) Create t.)'pportunities for education and training in technology development
14) Tax incentives, exemﬁtion and reduction -
15) Enact reievant laws
16) Streamline administrative procedures

17} Improve transportation infrastructure, such as roads, ports and harbors
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18) Stable supply of electric power
19) Improve water supply systems and sewerage
20) Suppert the creation of industry associations

21) Provide information on various supporting measures

22} Others

69-1.Please describe in concrete terms the supporting measures you wish.

202



4—3

Trend and Outlook for the Availability of Funds through Banking System
and Remittance from Overseas Vietnamese to Non-state Economic Sectors
(Supply Side Analysis)

Hitoshi Sakai

Nomura Research institute

1. Introduction

a) In the developing countries, private enterprises usually raise funds from informal financial systems, financial
inétitutions, equity markets; venture capital funds, trade credit and/or remittance from overseas.

b) Since the Asian Economic Crisis 6f 1997, the governiment of Viet Nam has become more cautious about
fostering the equity market or venture capital funds. It has imposed strict trading restrictions and price
movement limits on the equity market, making it difficult to realize capital gains even if one lists shares
there. Asa reéult, all of the six venture cabitai funds whiéh existed in 1997 have been either dissolved or
forced to suépend their activities. Although.an equity market was launched in 1999, it is not an attractive

: p\acé to raise funds yet. As the gdvemment is expected to remain cautious about the development of the
equity market due to the ups'eind downs of Asian equity markets in the midst of the Asian Economic Crisis,
equity financing is not likely to become a significant means of fund raising for private enterprises in Viet
Nam |

¢) The decrease in investment opportdnities resulting from the deceleration of the domestic economy has
increasingly made enterprises and individuals to manage their funds through bank deposits. As a result,

| ﬁnanci.al institﬁtions have abundant cash, with which they are b:uying SBV’s T-bills and government bonds.
Under these circuﬁ:stances, since the 1990s, the government has taken a series of measures in rapid succession
to ease the financial institutions’ lending stance to private e'ntefprises. The resultant sharp increase in bank
lending to private ehterprises h#s had an impact on their use of informal financial systems. For example,
the UNDP’s surveys of household income and expenditure taken in 1992/1993 and 1997/1998 show that

_ the weight of borrowing from informal financial systems declined as monetary policy was ¢ased and that
{_he Wéight of borrowing from financial institutions increased between these years.

d) Questionnaire surveys on demand for funds by private-én'terp'rises alone ar¢ not an accuraté measure of the
prbblem of fund shortages éxpe_rienced.by private enterprises.. The quéstionnafres only show demand for
funds withiout aﬂy regard to would-be borrowers” abilities to repay loans or the soundness of their businesses.

. The increase in lending to growth sectors and the decline in lending to the sectors-with poor profit growth
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prospects are a sound development. Since the Asian Economic Crisis, the developing nations have faced
the following two issues and have taken the following countermeasures against them: (i) financial sector
reforms, which have consisted of applying brakes to banks’ lending that do not take into account the borrowers’
ability to generate cash ﬂows;.thc disposal of non-performing loans stemming from increased lending to
the real estate sector; the enactment of the movables collateral law; the improvement of the financial
institutions’ credit screening ability to go with improved disclosure by corporations; the prevention of a
chain of bank failures; and assuring depositor protection; and (ii) corporate sector reforms, which have
consisted of the improvement of corporate governance; enhancement of the surveillance system against
inadequate or illegal financial disclosure; and the enactment of corporate liquidation law and corporate
rehabilitation law in addition to the bankruptcy law. However, since Viet Nam has been little affected by
the Asian Economic Crisis, it has been siow to realize the above issues. As a result, its crisis management
systcm is fragile, Therefore, it is not appropriate to take measures to increase credit supply to private
enterprises without taking into account their credit risk colely becausc surveys have found that Viet Nam’s
private.enterprises hnve heavy demand for funds. Another problem is that since the enactment of the
business law, a large number of private enterprises has been registered, but their corporote fabric is fragile.
If this situation contmues the registration of private enterprises could result in many bankruptcies if the

: economy turns downward This is espec1ally 50, as the economic growth rates of the Asian countries are
expec_ted to decline in 2001 below the levets of 2000 because of the expected deceleration of the US
economy. Financial institutions will increasingly makc'flight-to-quality' in their lcnding acﬁvities, becoming

. increosingly selective in their lending to pﬁvatc enterprises. Thus, they wil.l.place greater emphasis on the
evaluation of credit risks of private enterprises. _ _ _

¢) Given tnece backgrounds, this report will examine (i) the present status of lending by the banking system to
the non-state economic sectors because bank toans reprcscnf the principal source of funds available to
private enterprises and (ii) the.leveis of remittance to Viet Nam by Overseas Vietnamese, which has been on
-the increase, and Qill make some recommendations, It may .safcly say that the loans from banking system
and the remittance by Overseas Vietnamese are the two biggest source of funds avallable to private enterpnses
because of the former amount to USD 4 billion and the latter amount to USD 3.5 billion in 2000. Other_

sources are smaller compared with them.
2. An overview of the development of the non-state economic sectors in Viet Nam
Since the start of the renovation course in 1986 (the Doi Moi pollcy), when Vlct Nam's economy was re-
directed from the traditional planned economy to a market economy, the non-state and pnvate econormic

sectors in Viet Nam have experienced a remarkable development. Especially since the early 1990s, the non-

state economic sectors have developed rapidly. Factors in the rapid dei.'elopment of these sectors are as

204



follows:

(1) The State reduced its staff. The numbers of state agencies and their staff, military and public security
staff have been reduced. Furthermore, many state-owned enterprises, mainly under the control of district,
cities and unions as well as of the central govehunent, have been dismantled. Consequently many people
have become unemployed doe to loss of jobs or compulsory early retirement. The unemployed had to
seek opportunities in private business.

(2) The repatriation of overseas workers. Workers, especially young people who had left Viet Nam to work
in such countries as the former Soviet Union, Eastern European socialist countries, and Germany returned
to Viet Nam. They brought back capital and technologies. Some of them had technical or professional
qualifications. Without employment, they also had to seek opportunities for making business in the non-
state ecotiomic sectors,

3 Vietnaxﬁese living abfoad.

4) Viefﬁamese workers in the United States, Australia, Germany, Eastern Europe and elsewhere made
hoge amdu__nt of remittance to their relatives at home for domestic business investment, company
establiéhment or other purposes (Appendix 1}.

(5) The private dcvclopfnent of border trade with China, Laos and Kampuchea has resulted in a sharp
increase for funds ralsmg that can be mvested in company establishment or business development.

(6) The emcrgcnce and developmem of the real estate market w1th an increase in the number of land
transacnons Many poor Vietnamese have become rich tha.nks to the proceeds from the sales of land and
they spent these proceeds on business investment. Otherwise, due to the growth of foreign investment in
Vlet Nam a great deal of land has been used for the 1mplementat|on of investment pro_;ects The owners
of such land received money in cxchange for their land. Many other land areas were also used for the
implememation of road, city and commercial center building projects, resulting in considerable amounts
of compensatory payments to former residents. These people, after acquiring new homes, invested the
rest of their money in business >

Such a remarigabi_e progress of tt%e non-state economic sectors has generated a iargc number of customers

for banks which p.rovidc developmeot Ioans to lhcm Because, the ﬁnancial independence of the non-state
economlc sectors is low In Ho Chi Min City, the average owner 's equity of the non-state economic sectors
occuples 28 % of total capltal and l1ab111t1es have become more important to their business activities (Table 1).
The larger the private enterprises are, the hlgher the liability leverages are (Table 2). The smaller the private

ehterprises are,'the lower the liability leverages are (Téblc_ 3).
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Table 1 Capital and liabilities of non-state economic sectors by form of enterprises in .
Ho Chi Min City in 1998

Unit: VND billion

" Formi of enterprises - | - - Total assets (%) Qwner s equity (%) ~Liabilities (%) -
Limited Co. i1,805 100 31,678 3t 8.127 69
Joint Stock Co., 5,889 100 1,099 19 4,790 81
Private Co. 1,473 100 541 37 932 63
- Total 19,167 100 3,318 28 13,849 72

(Source) Tax Service Office of HCMC

Table 2 Capital and liabilities of non-state economic sectors by form of enterprises in
Ho Chi Min City in 1998 with over 10 VND billion registered capital

Unit: YND billion

~ Form of enterprisés -

- Total assets (%) - | © Owner's equity: (%) - “Liabilities (%) -
Limited Co. 2,148 100 690 32 1,458 68 .
Joint Stock Co. - 4477 100 778 17 3,700 83
Private Co. 381 100 i21 32 260 68
Total 7,006 100 1,589 23 5417 77

(Source) Tax Service Office of HCMC

Table 3 Capltal and fiabilities of non-state economic sectors by fonn of enterpnses m
Ho Chi Min City in 1998 wnh less than 1VND billion registered capital

-~ Unit: VND bllhon

'F.orm' of eﬁtérpﬁSeS'..

Total aisets (%)

:é:-O'\imé'rf’S eqmty (%)-'i‘s | Liabilities (%) -
Limited Co. 3,228 100 1,065 33 2,163 67 -
Joint Stock Co. 650 100 48 7 . 602 93 -
Private Co. 790 100 256 32 534 68
Total 4,668 100 1,369 29 3,299 71

(Source) Tax Service Office of HCMC

Due to the lack of capital, private enterprises in Ho Chi Min City mainly invest in trading and service which

do not require much investment in fixed assets (Table 4). Private enterprises concentrate much on current

assets which have high coefficient of capital. Some fields of which the bapitai invested in fixed assets is

minimum are sport & culture: 0%, science & technology: 4%, ébnﬂnerée' 16%. ..The'lar‘g'ef the eﬂtérﬁﬁéés’

scale of business i is, thc more the rate of fixed assets mvcstcd 1S. Howevcr thc level of § mvcstmcnt in ﬁxed

capital is low, the technology and equipment are out of date. These will damage to the competmveness of the'

non-state economic sectors’ product.
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Table 4 Assets and capital of non-state economic sectors by sector in Ho Chi Min City in 1998

Unit: VND million

(Source) Tax Service Office of HCMC

- {(continued)

Agriculture,

forestry and

irigation

Agriculture ] 0.0 - 0.0 - . R -
Mining 4 0.1 141 0.0 75322 9,684 | 129 65,638 | 87.1
Industrial 850 | 16.1 259,166 | 827 5,220,560 2,526,325 | 48.4 2,694,235 | 51.6
processing .
Power 3 0.1 3 0.0 . 2,085 1,856 | R9.0 228 11.0
production

Construction 336 6.4 10,166 32 1,548,754 1,052,206 | 67.9 496,547 | 32.1
Commerce 3,047 377 27,260 8.7 7,352,765 6,169,820 | 83.9 1,182,945 16.1
Hotels, 398 1.5 2,520 08 238,796 92,205 § 38.6 146,591 { 614
restaurants :

and service . . . :

Transport and 44 0.8 2,019 0.6 213,91 66,551 1 31.1 147,359 | 68.9
ware house -

Finance and 26 0.5 1,310 04 4,212,805 3698346 | 878 514,459 | 122
credit ’ . : ’
Science and 3 0.1 9 0.0 1,152 1,102 | 957 50 43
technology ' . '
Financial . 138 2.6 1,305 0.4 33,790 19,692 | 583 14,097 | 41.7
investment . :

Education 1 0.0 33 0.0 195 473 | 595 321 405
and training . o )

Sport and 3 0.1 13 0.0 28 28 | 100.0 - 0.0
culture

Activities for 421 8.0 9,347 3.0 258,308 168,847 | 65.2 89,961 | 348
individual o . . o

TOTAL 5282 | 100.0 313,384 | 1000 19,167,754 | 13,810,751 | 72.1 5,357,002 | 279

: 1 - 12-14+16 14 15=14/12 16 17=16/12
Agriculture, forestry 8,175 4,969 60.8 3,206 39.2
and irrigation :

Agricuiture 0 - - - -
Mining 75,322 2737 36.3 47,951 63.7
Industrial processing 5,220,560 2,600,211 383 3,220,349 61.7
Power production 2,085 1,423 68.3 - 661 31,7
Construction . 1,548,754 585,733 37.8 963,020 62.2
Commerce 7,352,765 1,771,676 4.1 - 5,581,088 ©759
Hotels, restaurants 238,796 175,243 734 63,553 26.6
and service - : .

Transport and 213,911 82,295 385 131,615 61.5
" warehouse T IS ? ‘
Fi_nal_rce_g_r_xd credit 4,212,805 515,454 122 3,697,351 87.8
Science and 1152 1,043 90.6 T 108 94
technology SRS L o L
Financial investment 33,790 24,900 73.7 8,889 26.3
Education and 795 424 534 371 467
training S :
Sport and culture 28,129 28,129 100.0 : - -
Activities for .+ 258,808 - 128,075 49.5 - 130,732 © 505
individual . :

TOTAL -, .. - 19,167,754 5,318,851 278 - 13848902 1 7 722

{Source) Tax Service Office of HCMC
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As we can see from table 5, most technology and machinery standard of enterprises in private sector are at
average or backward level. This results in the low competitiveness of the products. Undoubtedly, the main
reason is the lack of capital. The sequence of backward technology and machinery leads to the inadequate
industrial manufacturing automation in the business sector. Table 6 shows that semi-automatic machihery in
the private business sector only takes 29.23%, while enterprises which have mechanical and semi-mechanical
machinery take over 50% of the total surveyed enterprises. This situation affects the labor productivity as well

as the production effectiveness of the private sector.

Table 5 The technological machiery standard in private sector (1998)
Unit: number of enterprises

:.Forms 'of | Advanced - | i Average . ool Backward | Total i
l Corporanon 1 1667 3 50.0 21 333 6 100
2, Ltd. Company 501 10.10 410 © 828 15 7.1 : 495 100
3.Private 121 628 163 353 16 8.4 191 100
enterprise i '

4. Cooperative 1 1.41 61 85.9 ’ 9 12.7 71 100
Total . S 64| 839 637 83.5 62 8.1 763 100

(Note) Numbers abbreviated as Nums
(Source) Industry Bureau of HCMC’s survey

Table 6 Automatic level in prwate sector (1998) ‘
. . - Unit; number of cm.erpnses

Formsof L} Automatic - |- S
1. Corporation - Ao 1667 0 1] 16T - 2) 33.33] 0 2| 3333 6 100
2.Ld. Company | . 2| 0401 156 31.51 97 196 - 164 33.13] . 76| 1535 495100
3.Private - - 56( 29321 - 34 178 S56] 2932 . 45] 23.56] 191100
enterprise - R ) | - . .
4. Cooperative - - 10{ 14.08 12| 169 28! 39.44 21 29.58 718100
Total 21 026 2231 2923  144] 18.87 2500 3277 144 1887 763[100

{Note) Numbers abbreviated as Nums -
{Source) Industry Bureau of HCMC's survey (1998)

3. The rapid development of non-state banks in Viet Nam

Before 1998, there were only four commercnal banks, approxlmately 200 urban credit funds and 7,100 mral
credit cooperatives operating in Viet Nam. During the two years of 1998 and 1999, nearly 99 pcrccnt of the
urban credit funds and rural credit cooperatives collapsed or went bankrupt On the other hand, non state
banks in Viet Nam achieved a steady growth during the 1990-1997 peried. Viet Nam’s bankmg system now
mcludes the following:

(1) State-owned banks, including four state-owned commerc:al banks and two pohcy banks

(2) Non-state banks, including 52 joint-stock commerclal banks and joint-stock financial companies; 27
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branches of foreign banks, four joint-venture banks and 970 People’s Credit Funds.

Since the early 1990s, state-owned banks that used to monopolize capital mobilization and lending in the
past have faced strong competition from non-state banks, thus the share of states-owned banks the lending
market has been shrinking. The non-state banks extend loans to the non-state economic sectors. The state-
owned commercial banks also began to extend credit to the non-state economic sectors due to the reduction of
the state-owned enterprises, their traditional customers.

The demand side analysis for the availability of funds always points out that there are many shortages of
loans to the non-state economic sectors. However, the shortages of loans to the state-owned enterprises are
common things as well now in the midst of a budgetary cutback to state-owned enterprises. The quality and
reliability of some questionnaire surveys and interviews are not assured due to the exaggerated information
provided by private entrepreneurs. Their complaint on government policies and bank’s practices may be
right, though without proper and sufficient proof. The information gained in such surveys and interviews
should be verified based on transparent financial positions of private enterprises. The other side, another issue
exits in that data on bank loans extended to private enterprises are not available because these data are not

collected officially from the banks.

4. The trend of exiending loans to the non-state economic sectors in Ho Chi Minh City

Chart 1 The trend and the outlook of extending loans to the non-state
economtc sectors in Ho Chi Minh City
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Ho Chi Minh City is the argest economic, financial and commercial center in Viet Nam. 1t is estimated that
by the end of 2000, the City will account for 19 percent of GDP, 29 percent of total industrial output, 25
percent of total services and 34 percent of the budget revenues of Viet Nam,

Viet Nam’s four largest state-owned commercial banks do not have headquarters in Ho Chi Minh City.
They only have branches. In Ho Chi Minh City, there are 19 joint-stock commercial banks and joint-stock
financial companies, 15 branches of foreign banks and 20 People’s Credit Funds. Banking operation in Ho
Chi Minh City accounts for 31 percent of the total capital mobilization market and the same percent of the
total lending market in Viet Nam (as of August 31, 2000}. In Ho Chi Minh City, thé proportion of loans
extended to state-owned enterprises is of_ten fluctuating between 25 percent and 38 percent, which is lower
than that in the whole country, declined from 55 percent in 1995 to 49 percent in 1999. The outstanding loans
to state-owned enterprises amounted to VND15,865 Billion in the end of 1999, to non-states economic sectors
amounted to VND29,580 Billion in the same date. In the end of August 2000, the outstahding loans to state-
owned emerprises amounted to VND18,609 Billion, to non-states economic sectors amounted to VND30,621
Billion. This low proportion of loans to state-owned enterprises in Ho Chi Min City for the follo&ing reasons:

(1} The number of state-owned enterprises operating in Ho Chi Minh City is not large (Table 7). There are

few general corporatlons few large enterpnses or those under the control of the ccntral govcmmcnt
Those that exist there are mainly state-owned enterprises under the control of the municipal government

or subsidiaries of state-owned enterprises under the control of the central government.

Table 7 'Kinds'of"productive bfgahizati'o'ns in Ho Chi Min City,1996~'1‘99'8'

Total numbers 31,244 25,1 59 24

State sector 303 287 284
- Central 122 122 . 120
- Local 181 167 164
Non-state sector 30,741 24,583 23,803
- Private enterprises, corporations and 827 . 8l6 704

Ltd. companies _ o

- Co-operatives 79 R . 71
- Individuais and families 29840 23,703 23,028
Foreign invested companies 200 287 312

(Source) Industry Bureau of HCMC

(2) The non-state economic sectors, mcludmg private enterpnses _|omt-sl0ck and limited compames have
grown very fast, takmg the lead in the nation both in numbcr and scale f'or the followmg [easons:

{a) A market economy already exnsted in the former Saigon (now Ho Chi Minh City) before 1975.
Therefore, the non-state economic sectors in the City are well poSitioned for further development
under the nation’s renovation policy. Civilians have become more flexible énd_ are encouraged to
establish private companies and éxpand their busineSses. |

(b) In Ho Chi Minh City, there is a large community of overseas Chinese, who densely live such as
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Table 8 Business position of non-state economic sectors by
district in Ho Chi Min City in 1998

District The number of |  The number of .. Salegrevenye . | ' . Total asgsets
g . enterprises : emp.loyecs Tl oL HldrEaeg v 2
N number .1 "% | number | ‘% | VNDmillion| % VND million | . %
District | 925 18%] 14,448 5%| 9,943,902 24%| 3,562,613 19%
District 2 37 1% 881 0%] 146,631 % 62,993 0%
District 3 384 7% 4,220 1%] 3,309,100 8%| 2,646,726 14%
District 4 - 124 2% 1,601 1% 657,101 2% 299354 2%
District 5} 22550 - 10%] - 8,281 5 .0 3%} 3.240,327:1 8% 72,375,277 | % 12%
District 6§ - 257 5%| 168439 | 54%]  2,762387 | u 7%| - BRO258 ¢ | v 5%
District 7 118 2% 2,231 {%)| 4,094,013} 10% 747,162 4%
District 8 145 3% 3,100 1%| 853,812 2% 311,104 2%
District 9 51 1%4] 4 488 1% 238,160 1% 144,347 1%
Districe 10| - 2847 5| - 5% 003,755 1 | - U1%) - 1,880,958 f 4%{ 0 B47,939 | 4%
“District 11|, 5282017 §%] - 5766 |~ 2% 3,054,632 | = 7% - 1,459,322 =] .0 8%
District i2 100 2% 7,234 2% 987,234 2% 551,741 1%
o Vap 166 3%| 15,584 5%]| 1,113,282 3% 639,020 3%
Tan Binh 6353 12% 18,483 6% 3,972,420 9% 1,475,384 8%
Binh Thanh | - 440 3% 8,526 3%| 1,691,384 4% 1,042,060 5%
Phu Nhuan 31 6% 6,078 2%| 1,268,646 3% 568,333 3%
Thu Duc 103 - 2%| 28,371 9%] . 719,016 2% 351,351 2%
Cu Chi 61 1% 1,854 1% 177,086 0% 77,400 0%
Hoc Mon §1 2% 1,463 (0% 226,548 1% 52,986 0%
Binh Chanh 177 3% 8,575 - 3% 1,806,550 | - 4%| 1,071,824 . 6%
Nha Be 12 0%| . 6 0% 18,470 0% 150 0%
Total 5,282 100%; 313,384 100%| 42,163,715 | 100%| 19,167,754 100%

(Source) Tax Service Office of HCMC

" District 5, 6, 10, 11 and are very dynamic in business and are often successful in foreign trade. The

business position of overseas Chinese in Ho Chi Minh City shows about 60 % in employees and near

30% in the number of enterprises and sales volume and total assets (Tabie 8).

{c) Many residenté of Ho Chi Minh City have relatives living abroad over 1.5 million people, who

usually send money home to help their families develop business operations or establish business

- networks with other countries.

(d) The City’s authorities have adopted oper and clear administrative mechanisms in 2000. They offer

incentives with respect to taxes, land, and administrative procedures for the establishment of private

enterprises in order to stimulate the development of the non-state economic sectors.

| (e) Trade and commercial activities between Ho Chi Minh City and Cambodia, Thailand and Singapore

are growing.

{f) The amount of foreign investment flows into Ho Chi Minh City is the largest in Viet Nam,

(g) The City’s neighboring areas, such as the provinces of Ba Ria-Vung Tau, Binh Duong and Dong Nai,

are also developing rapidly.
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During the period of 1990-1996, the City witnessed a fast growth in the amount and proportion of loans

extended to the non-state economic sectors for the following reasons:

(1) The growth was in line with the rapid development of the non-state economic sectors, which was
reflected particularly in the growing number of private enterprises, limited companies, joint-stock
companies and 100 percent foreign-owned companies sct up in this area.

(2) Many non-state banks, including joint-stock commercial banks, joint-stdck financial companies, joint-
venture banks and branches of foreign banks, have been established and éxpahded in scope in the City.

(3) The state-owned commercial banks toék a strong shift into extending loans to the non-state economic
sectors.

Howevel;, the proportion of loans extended to the r;on-state economic sectors has been stagnzil{t since 1997

after the Asian Economic Crisis for the following réaSOns: |

(1) The Asian Economic Crisis.broﬁght t.he non-state economic sectors losses in 1998 (Table 9). Therefore,

generally spééking, banks would not extend loans to the non-state economic sectors.

Table 9 Profit or loss in non-state economic sectors by forms of

enterprises in Ho Chi Min City in 1998 - . '
Unit: VND milliqn

Fomrsofmlerpnses Salesrev ue

Lid. Company 7,374,040 2,320,705

Corporation 2,039,013 [,895,841
- |Private enterprise 272,362 269,255
Total - 4,685,416 4,485 802

(Source) Tax Service Office of HCMC

(2) The uncovering of extremely serious violations in credit relationship between banks and private
enterprises, including Apco, Minh Phung, Duong Thanh Chong, Ngoc Thao and Nam Do, have brought
bank officials to trial and discouraged many banks from making new loans to the non-state economic
sectors.

(3) The People’s Committec of Ho Chi Minh City has applied for bank loans for many projects in order to
stimulate demand, which would be carried out by the state-owned enterprises. The guarantee of the
City’s authorities has made banks ready to extend loans to these p’rojccts‘. As of August 31, 2000, there
were a total of 112 demand stimulation projects worth over 4,000 billion dongs, 733 billion of which
have been committed by banks to state-owned enterprises for the implctn_cntation of these projects.

(4) Many state-owned enterprises which won bids for thé implcméntation of rdad, bridge and housing

projects found themselves short in capital. They had to apply for bank loans.



5. The Trend of extending loans to the non-state economic sectors in Hanoi (Chart 2)

Chart2 The trend and the outlook of extending loans to the non-state
economic sectors in Hanoi
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Table10 The proportlon of Ioans extended to non-state economic sectors (NSES) in Hanoi

) . Unit; VND million
Year To tal oulstandmgloans : Outstandmg loans extended to SOEs

Ouistanding Girowth rate in Quustanding Growth rate in | Proportion in
: : loans : percentage loans - percentage percentage
- 19%0 738,202 - 714,306 - 96.7 %
1991 825,018 11.8 788,711 £0D.5 85.6 %
1992 942928 14.3 891,778 131 95.0 %
1993 - 1,878,836 99.2 1,424,078 59.5 75.8%
1994 7,758,389 313.0 3,116,745 118.9 65.5%
1995 8,120,380 4.9 4,760,058 527 58.4%
1996 16,302,567 100.2 7,152,000 503 53.8%
1997 18,035 056 10.6 _ 9804998 371 54.3 %
1993 23,445,572 30.0 12,426,153 26.7 33.0%
1999 32,620,000 39.1 17,451,710 404 53.5%
31/8/2000 36,599,640 : 12.2 19,471,008 11.6 53.2%
{Source) Hanoi s University of Economics, Nov. 2000
Year Qutstanding loans extended to NS £S
Outstanding Growth rate Praportion in
: loans - in percentage | percentage
1990 23,896 - 313 %
1991 363,078 52.0 14.4%
1992 51,150 - 40,1 . 5.0%
1993 N 454,758 789.1 24.2 %
1994 - 4,641,664 920.0 345 %
1993 - 3,380,322 -11.2 47.6 %
1996 9,150,567 171.0 46.2 %
1997 8,230,057 -10.1 45.7%
1998 - 11,019,419 - 339 : 47.0%
1999 15,168,290 | . 37.6 46.5 %
~ 31/8/2000 17,128,632 12.9 46.8 %

(Source} Hanoi s University of Economics, Nov.2000



Though Hanoi is the capital of Viet Nam, it is the second largest economic center after Ho Chi Min City in
the country. The proportion of loans extended to state-owned enterprises in Hanoi has always been higher
than that in Ho Chi Minh City for the reasons that the headquarters of the four largest state-owned commercial
banks in Viet Nam are all in Hanoi. It is also the home for headquarters of nearly 100 general corporations as
well as of the largest state-owned enterprises in Viet Nam. Many huge loan agreements are implemented in
Hanoi. However, outstanding loans extended to the non-state economic sectors have been increasing sometimes
sharply and at other times more steadily in Hanoi between 1990 and 2000 for the fbllowing reasons:

(1) The non-state economic sectors in Hanoi, particularly private enterprises, joint-stock and limited
companies, are less developed than those in Ho Chi Minh City. However, they are developing at the
second strongest pace, after Ho Chi Minh City, in the country. '

(2) Over the past ten years (1990-2000), the proportion of loans to st_ate—owhed enterprises has been declining
rapidiy while that of loans to the non-state economic sectors has been increasing rapidly for the following
T€as0ns: _ _

(a) Siate—owned enterprises have been restructured, with many of them having gone bar_lkrupt orr been
dissolved or privatized.
{b) The de.velopment of the non-state economic sectors has been cncouragcd,r resultihg in the establishment

of many private enterprises, joint stock and limited companies.

6. The trend of extending loans to the non-states economic sectors in the whole Viet N_ar'n'(Chart 3)

Chart 3 The trend and the outlook of éxtending loans to the non-state

A economic sectors in the whole Viet Nam
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A. The backgrounds of the increasing in loans to the none-state economic sector between 1990 and 2000

According to an analysis of the trend of the proportions between loans extended to state-owned enterprises
and those to the non-state economic sectors between 1990 and 2000, the former decreased rapidly while the
latter increased remarkably in the whole Viet Nam during this peried for the following reasons:

(1) Viet Nam has conducted three courses of state-owned enterprise restructuring in the periods of 1991-
1994, 1995-1997 and 1998-2000. As a result, the number of state-owned enterprises has been cut by 50
percent from 12,300 to 5,789 due to dissolution, bankruptcies, integration or privatization. However,
there still exist many ailing state-owned enterprises, which are burdened with heavy bank debts. These
inciude Nam Dinh Textile Factory, Ha Bac .Nitrogenous Fertilizer Plant and Thai Nguyen Iron company.
There also exist many state-owned corporations operating with the amount of debt exceeding the limits
as‘stipulated by law. Banks cannot provide further loans to these borrowers.

(2) The non-state economic sectors have grown rapidly, as demonstrated by the fact that:

(a) As of August 31, _2060, 451 state-owned enterprises had been privatized in Viet Nam. These new
private enterprises are recciving bank loans.

{b) More than. 13 million rural households have become business and production households, which are
receiving loans from banks. By the end of August 2000, the outsténding loans that the Agricultural
and Rural Development Bank of Viet Nam had exteﬁded to 6.5 million such households amounted to
28,000 billion dongs, a 38-foid ingrease from 1990, and accounted for 73.8 percent of its total outstanding
loans. Other banks are also increasing their lending to the non-state economic sectors. The Industrial
and Commercial Bank of Viet Nam has maintained regular credit retations with 228,873 non-state
small and medium-scale enterprisés with the outstanding loans surging from 5,896 billion dongs, or
50.9 percént of its total outstanding loans., in 1995 to 8,642 billion dongs, or 51.6 percent of the total,
in 1997.

3) Banks have helped implement many foreign projects, cx.téht;ling credit to the non—staté economic sectors.
{(a) The Agricultﬁral and Rural Development Bank of Viet Nam has received and implemented 46 projects

sponsored by the ADB, WB, AFD, KFW totaling UsD1.2 bil'lion, USD382 million of which has been
disbursed. Many of these projects are big projects and include the VN2561 project worth USD49
mi_iiion ﬁnénced by the WB to extend loans to peasant households in the fdnn of capital rotation.

{b) The Industrial énd Cormnefcial Bank of Viet Nam has been serving as the project agent to implement
EC.projects, providing funds totaling USD22 million to the Vietnamese repatriating from Hong Kong,.

(c) The proje.ct. of German Balance Bank to finance the Vietnamese workers repatriating from Germany
totals 166 billion dongs.

{d) The project of Taiwan Fund for the Development of Stall and.Medium-scale Enterprises to extend

loans to such firms amounts to USD20 mitlion.
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(e) There are also many other projects from such countries as the Czech Republic, France and Britain.

(4) Banking operation requires continuing credit extension to raise banks’ returns and profits, Therefore,
the banks were combc!led to extend loans to the non-state economic sectors in the face of the change in
their customer base. State-owned enterprises, which used to be their only éustomers, have been decreasing.

* (5) The real estate market has emerged and has been developing in Viet Nam.

(6) The development of businesses and trade requires bank loans.

(7) In order to rectify the shortage of funds in the non-state economic sectors, the following policies put into
force recently.

(a) The government and the State Bank of Viet Nam have encouraged banks td extend loans to the non-
state economic sectors. The State Bank has published a specific set of rules and regulation.s on the
credit extension to these sectors. A regulation of the Bank has raised interest rates on loans to the non-
state economic sectors compared with those to state-owned enterprises, and encouraged the banks to
boost lending to the non-state economic sectors to make risk premiums. _

(b} The government and the State Bank of Viet Nam have deregulatéd the banking system and curtailed
the monopdly of state-owned commercial banks. Many nqn-stéte baﬁks have been established and
they have experienced rapid growth. Thus, the four state-owned coﬁuﬁerci_al bahl_cs can no lolngef near

' monopolize the leriding market as in the past. These banks together accounted for 70-74 percent of the
lending market share in 1990, but the figure has.dropped to 68 percent since the endrof 1999,

(c) According to the goyefnment’s rcgulation, rural business and production households can borrow up
to 5 miltion dongs from banks without collateral. The ceiling of such loans was faised to 10 million
dongs in March 1999 and to 20 million dongs in September 2000, The government and the State Bank
of Viet Naﬁx are ready to allow well-performing non-state enterprises to borrow up to 100 ﬁi_illion or
200 million dongs, for example, without collateral.

{d) The government has reduced the tax imposed on banking operatiohs in the rural areas.
B. The backgrounds of its stagnation in loans to the non-state economic sector between 1997 and 2000

(1) Since 1996, there has been a series of losses and bankruptcies among private entetﬁrisés, and joint stock
and limited companies. Many private enterprises with huge outstandihg bank loans have been 'broug'ht' to
trial, which has made banks reluctant to extend new loans. _

(2) Many state-owned enterprises and stafe-owned corporation§ doing.business or providing services in
such important fields as gas and petroleum, post and telecommunications, electric power, .b.r'idge and
toad building borrowed money from banks for the implementation of big prcjjects, thus réising the
proportion.of ou'tstanding loans to state-owned entei‘prisés.

* (3) The reliabilities of private enterprises has been very low because of the following factors:
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(a) Private enterprises were involved in most of the economic cases that have been brought to court.
There have been many cases relating to the collapse or bankruptey of or swindling in private enterprises.
The state management authorities complain a great deal about private enterprises.

{b) Private enterprises have been responsible for the largest proportion of overdue debts to banks.

(c) Many private enterprises have registered as businesses but have no head offices or moved their head
offices so frequently that the management authorities have no information on them. During the first
half of 2000, 300 private enterprises in Ho Chi Minh City disappeared without leaving any trace.

(d) Private enterprises have not been able to obtain sufficient information on the market after the Asian
Economic Crisis, particularly the international markets, and have not been competitive in terms of
technologies and product quality.

{4) The banks are also at fault.

(a) The procedures and regulations that banks set are so rigid and strict that private enterprises cannot
meet them, and the banks’ credit officers are unable to complete documents for lending.

(b) Bank staffs do not have skills that are good enough for project management, examination and/or

assessment,

7. Outlook for the proportion of loans to the non-state economic sectors in the whole
Viet Nam after 2000

(D Thé proportion 6f loans to be extended to the non-state economic sectors by the whole banking system
| is forecast to climb after 2000. The govemmént has dissolved or forced state-owned ailing enterprises to
go' out of business and resold, leased or privatized other state-owned enterprises, thus reducing the density
of state-owned entérpris‘es in the whole economy. By the end of August 2000, Viet Nam had privatized
up to 451 state-owned enterprises with total registered capital of 2,281 billion dongs. It is expected that
800 state-owned enterprises will be privatized by 2001. The number of state-owned enterprises will be
reduced to 60 percent c;f the present figure by 2005 and to 30-35 'percenl by 2010, The Vietnamese
govemment sets the target of completing by 2005 the privatization of the state-owned enterprises \;vhich,
in its judgment, do not have to be 100-percent state-owned. On the other hand, there is a trend running
counter to fhe above-mcﬂtioned one. That is, the govemmént has decided to maintain its exclusive
OWnership on enlérprises in such key areas as electric power, gas and petroleum, telecommunications,
airline and navigation. Asa result, a considerable proportipn of existing state-owned enterprises will be
maintainéd aﬁd will be able to rec_jcivé bénk loans.
(2) Aftera period of the Asian Economic Crisis in the 1996-1999 period, when a series of collapses and
| bankrilptciés of private enterprises as well as in joint-stock and limited companies occurred, the non-

state economic sectors have started recovering and regained the former pace of growth from the middle
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of 1999. The newly amended Law on Enterprise, which went into effect on January 1, 2000, replacing
the old Law on Enterprise, has created a new, clear and complete legal environment, which is conducive
to sustainable development of private enterprises, and joint-stock and limited companies in accordance
with the relevani laws. Between January 1, 2000, when the new Law on Enterprise went into effect
nationwide, and September 30, 2000, 7,664 new enterprises, including 3,737 limited companies and
3,559 private enterprises, with total registered capital of more than 4,500 billion dongs were established.
The number of new enterprises was three times larger than in 1999. In Ho Chi Minh City, during the first
eight months in which the new Law on Enterprise was in effect (Jénuary - August 2000), the number of
- newly-established non-state enterprises stood at 3,446, increasing by 98 percent from the level of the
same period of 1999, Their total registered capital stood at 3,590 billion dongs; up 64 percent from a
year earlier. Among the newly-establishéd enterprises, 2,084 were limifcd companies, 1.213 private
enterprises, 141 joint-stock companies and eight single-owner limited companies. The presem number

of private enterprises, joint-stock and limited companies will increase after 2000.

8. Policy options for the av"ailability of funds through banking system to the non-state
economic sectors '

Based on the above discussion, the following policy options are recommendabie throﬁgh formal ﬁnancial

syétem to the non-state ecoromic sectors. _

a) The government should éllow well-performing non-states enterprises to be 'able-to borow fundé from
banks up to 100 million or 200 mitlion dongs without collateral prov1ded that they have successive
healthy finam:lal position and have feasible projects, _

b) The government should request banks to adopt risk management.syStem to borrowers not only non-states
enterprises but also state-owned enterprises, such as preferential/risks premium interest rates, credit rating,
prompt conversion of collateral into money, debt-equity cbnversid_n ,ete.

c) The government is preparing for the setting-up of the guarantee fund system for small and medium-sized |
enterprises. The impleme_ntati_on is expected without delayed. -

- d) The government and the State' Bank should allow to the non-state econémic.sec.tors to issue commercial
papers and prepare the exchange market of commercial papers. -

e) Since the government of Viet Nam does not always recognize financial institutions’ right to dispose of
real estate which was handed to them as payments in subrogation, the real estate collateral Syétem in
effect is not functioning properly. This is one of the reasons for banks’ reluctance to lend to some private
enterprises. In addition to the real estate collateral syst_cm,'the movables collateré,i law should be enacted.

f) Because neither the disclosure system nﬁr the auditing system have been es.'lablished, the .deve.lopment of

the equity market at'the present slow pace is deemed to be appropriate. -However, the disclosure and
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auditing systems should be established soon for the purpose of credit screening by financial institutions.
Even if there is heavy demand for funds on the part of private enterprises, lenders cannot extend credit
unless these systems are solidly established. The Asian Economic Crisis has clearly demonstrated that
rather than the problem of financial institutions’ reluctance to lend to private emerprisés, the issue of
depositor protection in case of failures of financial institutions has greater social impact.

g) As long as general corporations enjoy monopoly or oligopoly, they impede the growth of private enterprises.
The unemployment resulting from the reduction or dismantling of general corporations is a problem that
should be addressed by social insurance or other forms of safety net an‘d should not be used as an excuse

to keep them as they are..
9. Asurvey of remittance from overseas Vietnamese

(1) Size of remittance from overseas Vietnamese

Table 11 Size of bank remittance (in U.S. dollars)

e A . Y 1996 - < Y1997 Y1998 00 1 o Y1999
Total remittance from overseas USD 470 USD 400 USD | UsD 1.3
Vietnamese (via banks) milllon milllon billion billion
(Remittance from Viemamese in n.a. n.a. n.a. UsSD 700
U.s) e R million
{Remittance to Ho Chl Mlnh Cxty n.a. n.a. USD 600 usD 710
from overscas Viemamese) milllon mililon
{Remittance to Ho Chi Minh City na. - na UsSD 160 - | USD 250
from Vietnamese in U.S) million million
(Remittance to Ho Chi Minh City n.a. n.a. UsD 180 UsSD 180
from Vietnamese in Europe) ' milllon milllon
(Remittance to Ho Chi Minh City na. na. uUsD 130 USD 140
from Vietnamese in Australia) milllon milllon

{Source) Forex Control Division, Ho Chi Minh City Branch, State Bank of Viet Nam,

Total remittance via banks from overseas Vietnamese in 1999 amounted to 1.3 billion U.S. dollars,
which was equivalent to 5 percent of Viet Nam’s GDP, 11 percent of its total exports or total DA funds

received from 45 countries.

Table 12 Amount of hand—carned funds to Viet Nam (Estlmate)

: SX9g9s FY1998 = Y1999 SY2000°
Total number of temporary 168,000 259,000 280,000 6 I2 000
visits to Viet:Nam (man-visits) — : 3 R : :
Estimated amount of funds 2000 2500 3000 3500
brought infper visit (USD) o - : - L
Amount of funds brought into | USD 340 USD 650 USD 840 USD 2.14
Viet Nam (USD) | million_ - mitlion million billion

{Source) Forex Control Division, Ho Chi Min City Branch, State Bank of Viet Nam

The State Bank of Viet Nam estimates that total remittance from overseas Vietnamese including funds

brought in by those making visits to Viet Nam amount to a little over 3.5 billion U.S. dollars. -
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Table 13 Scale of investment by overseas Vietnamese
(in 1,000 of 118, dollars)

~Y1989 -

2 Y1990 Tl U YI99E Y1992 = Y1993 i Y1994
6,300 9,940 11,330 7,000 1,270 550
C Y1995 i Y996 Y1997 - Y1998 Y1999 -
92,930 70970 1,200 8,200 156G -

(Source) Overseas Vietnamese Committee

Investment in Viet Nam by. overseas Vietnamese is concentrated in Ho Chi Minh City, Donnai Province
and Bindung Province. Since investment by overseas Vietnamese has been declining in recent years, the
government of Vietnamese has begun to ease regulations. The government decision No.175, taken on
August 19, 1999, ended the overseés rem.ittance tax and aliowed Vietnamese residents to receive the
remittance in foreign currencies. The State Bank Circular 1, issued on April 16, 1999, permitted resident
and non-resident individuals to receive the remittance in foreign currencies. This has allowed domestic
banks to make payments in foreign currencies to the recipients of overseas remittance and aliow them to
make foreign-currency deposits and re-remit the remittance to overseas. In October 1999, the Business
Association of Overseas Vlctnamese (BAOV) was established in Ho Chi Mmh City and received
authorization from the Ho Chi Minh Peoples Commrttee In 2000 thc govemmcnt allowed overseas
Vietnamese to purchase homes in Viet Nam, simplified the visa procedures for entry to Viet Nam, adopted
the domestic national treatment regarding visa fees and otherw1se 1mproved the treatmcnt of overseas '

Vietnamese. The Overseas Vietnamese Management Comrmttee srudles the presem condmon of overseas

Vietnamese and makes pollcy concerning them. Mr Nguyen Duy Nien, whc was appmntcd as thc

Minister of Forcrgn Affairs in February 2000, is a former chairman of the Committee. Accordmg to Dr
Vinh of Ho Chi Mmh Polltrcal Academy, the govemmcnt of the Viet Nam and the party are now studying

how to take advantage of the potentials of overseas Vietnamese.

{2) An overview of Vietnamese in the U.S.
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(a) Vietnamese population in the U.S. and its distribution _ _
There are 2.5 million Vietnamese living abroad comprising one million in the United States, 350,000
in Awstralia, 340,000 in Canada 300,000 in France 180 000 in Germany, 150,000 in Taiwan, 100 ,000
in China and 70,000 in Japan ESpecrally in the State of California, U.S., a large number of Vrcmarncsc
is workmg in the Silicon Valley, which has given an impetus to the development in Vlet Nam of
software technology for personal computers For cxample FPT, whlch is thc largcst state-owncd :
information technology company in Viet Nam has begun to develop the U.S, market by taking advantage
of technological know-how and distribution networks of the Vietnamese living in the United States.
(b) Living conditions
The Vietnamese living in the United States have on average more education and income than the

U.S. average.



Table 14 L).S. cities with large Vietnamese population

Anaheim-Santa Ana 71,826 Seattle, WA 12,621
{Orange County) CA

Los Angeles-Long Beach, CA 62,568 San Francisco, CA 12,448
San Jose, CA 54,218 Dallas, TX 11,521
Houston, TX 33,039 New Orleans, LA 11,419
Washington, D.C. area 23,413 Bemardine, CA 11,320
San Diego, CA 21,118 Sacrament, CA 10,651
Orkland, CA 16,732 Philadelphia, PA 10,416

{Source) U.S. Census Bureau, October 1, 1998

Table 15 A Comparison between the Vietnamese population in the U.S. and
the U.S. population in general

R R e B U8, average <l b Vietnamese in ULS, i
Those living in the U.S, West 22.4% - 55.3%
Those under the age of 34 years 51.2% 58.4%
Those with college education or more 23.9% 42.2%
Those living in cities s : 86.6% 95.6%
Those with annual income of $75,000 or more 16.4% 24.9%

(Source) U._S. Census Bureau, October 1, 1998

(3) Recipients of remittance
Five percent of all houscholds in Viet Nam are receiving remittances from overseas Vietnamese.
However, 85 percent of the recipients are households in large cities, including Ho Chi Minh City and
Hanoli, and are reléti#ely well-off. In Ho Chi Minh City, in particular, 600,000 persons out of the total

population of six million are receiving remittances from overseas Vietnamese,

Table 16 Distribution of households receiving remittances from overseas Vietnamese

] Noth [ " Ceniral -
15% 17%

Distribution of households receiving remittances
{Source} Forex Control Division, the State Bank of Viet Nam:.

e Objcctivcs of remittance

The objective o'f remittances is to éuﬁport the livelihood and businesses of famities and relatives living
in Viet Nam. The planning and investment Bureau of Ho Chi Minh City Peoplé’s Committee is focusing
on the use of the funds of overseas Vietnamese fér investrnent.

(5) Frequency of fémittahces .

Féﬁy-ﬁve perrcent of Vietnamese in the United States make on average four remittances a year, each in
the :imo_unt of from 150 to 500 U.S. dollars. The remaining 55 percent do not make regular remittances,
but they remit somewhere between 100 to 5,000 U.S. dollars a year.

(6) Methods of remittance
: (a). Banks

* The remittances are made via the foreign banks in the country in which the sender lives and domestic
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banks in Viet Nam. Since the recipients receive the money at branches of Vietnamese banks, it is
possible to know the size of remittances. Incombank, which is the second largest bank in Viet Nam in
terms of assets, handled somewhere between 10 million and 15 million U.S. dollars"iﬁ remittance
through its branch in Ho Chi Minh City alone in 1998 and 40 million U.S. dollars in 1999. Vietcombank,
the largest bank in Viet Nam in terms of assets, annually handles a total of 80 million U.S. dollars in
remittance Afrom overseas Victnamese at its bfanches across the country. The remittances péak during
the Christmas season and just before Tet, Viet Nam’s New Year.
(b) Officially recognized remittance agency:

« Vina USA is a mail order company, which has post office boies and has received special approval
from the U.S. govemrﬁent to handle remittances without using bank accounts. It has 40 offices in Viet
Nam. When a request for remittance to a Vietnamese living in the United States is pres_e_ntéd at it.s
office by a would-be recipient of a remittance, the request is transmitted by facsimile to thé New York
Cffice, which in tum send it on fo Vietnamese in the USby facsimile or post. The party receiving the
request can instruct the New York Office of Vina USA to .make the femittéﬁcé. The amount of.funds
remitted via Vina USA is not known. |
« Although Western Union has a large number of remittance offices in the United Sfates, it is not

' authérized to receive U.S. doltars in Viet Nam. Thefefbre, it makes remittances via ACB Bank, which

- is the largest non-state bank in Viet Nam The annual amount of remi_ttancé via this rodté is somewhere
between 18 million and 20 miltion U.S. dollars. |
+ As a receiving agent in Viet Nam, International Tourism & Investment Consultancy Co. was established
under the wing of Viet Nam General Labor Confederation to handle remittances to households in
remote areas. The-_lnté:matibr.lai Tourism & [nvestment Consﬁltancy Coisa state—oﬁned travel agénéy, '
which has approvz.llr from the government to handie receiv.ir.\g of Ul.S. dollars in Viet Nam lf delivers
the money to the recipients’ homes by motorcycle.

" (¢) Quasi remittance transactions

» Under this system, when Mr. A, a Vietnamese resident in the United States, wishes to make a remittance
to his relative Mr. X in Viet Nam, he gives the money.tb Mr. B, Mr. X’s relétive, fﬁend or Bﬁsiness
partner in the United Sﬁtes. In return, Mr. B’s pértner Mr. Y, a Vietnamese resident, gives the equivaient
armount of money to Mr. X. This method is used for raising business capital in. Viet Nam for trading or

investment purposes.

N Probosals for making use of overseas Vietnamese funds .~ _
Since the second half of the 1970s, China has been establishing investment corporations in each of the
provinces to receive funds from overseas Chinese and investment them in promising projects. In the -

1980s, these investment corporations expanded the scope of their activities to enter into joint ventures
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with foreign companies or to float bonds in overseas financial markets while at the same time accepting

funds from overseas Chinese, However, in the 1990s, some of these corporations became insolvent and

went bankrupt because their borrowers had made poor or bad investment in real estate. In view of these

Chinese experiences, the following measures are recommended in the short term to increase the availability

of funds to the non-state econormic sectors in Viet Nam.

{(a) The government should enact Overseas Vietnamese Investment Promotion Law to establish legal
foundation and protection provisions for investinent by overseas Vietnamese.

(b) The government should introduce further preferential treatments for remittance and investment from
overseas Vietnamese into their mother country.

(c) The State Bank could set up the domestic investment funds for them with some favorable treatments.
In the future, the domestic investment funds should be viewed to develop to the domestic investment

corporations.
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Entrepreneurship in Viet Nam and Promotion of the Private Sector:
Some Judgments from a Survey

Nguyen Dinh Tai

Central Institute for Economic Management

This short paper highlights some issues related to entrepreneurship in Viet Nam and provides some findings

and remarks drawn from the results of the recent survey conducted by CIEM with JICA's support.
1. Outline of the surveyed firms

The survey has _studied 452 businesses of Viet Nam's private sector.

- Of452 firms 1.53 limited liability companies (34%), 127 private enterprises (28%), 76 non-agricultural
cooperati#es (17%), 54 business households (1.2%), and 42 shareholding companies (9%).

- 284 (63%) from 452 surveyed firms are located in the South of Viet Nam and the remaining 168
(37%) have sieges in the North. This p'roportion, to a certain extent, reflects current "economic power"
of the 2 main regions of the country.

- Withregard to labor size.,. of 432 firms having réported the number of laborers 184 firms (43%) have
less than 30 léborg:rs, 131 (30%) héve from 30 to 99, and 117 (27%) have over 100 laborers.

- Ambng 452 studiéd firms 197 (.43.6%) are.established before 1996, 207 (45.8%) were registered
between 1996 and 1999. and the remaining 48 (10.6%) have just been registered in 2000 under the
Enterprise Law.

- The 452 private firms in study have covered 510 industries, i.e. many private firms run simultaneously
2 or more industries. This work focuses on 14 most popular industries in terms of share in employment

and GDP.
2. Factors affectirig entrepréneurship: Findings from the survey

2.1 Motivation for the formatioﬁ of the business
Perhaps, one 6f the most obvious expressions of entrepreneuréhip is motivation to create a business.
Motivations differ from é social groﬁp to another one, from region to rcgioﬁ .and even from country to
couhtry. Thus, the answers given by the business fbunders of different category may help us to understand

g baékgrouﬁd.for the funding of firms.
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Among 470 firms giving answers for the question "How was your business founded”, 137 firms
(29%) informed they started the business by themselves, 129 firms (27%) started the business with
other family members, 117 (25%) founded the business with friends. Others ways such as bought
the business from people other than family members (3%), bought the business from a family member
(1%}, bought the business from an SOE (1%), or inherited the business from a family member (1%},
represent rare cases.

With regard to the questions relating to background for start-up or, in other words, driving force
to do business, the most interesting finding is that the wish to engage something that is helpful to
society is the biggest driving force for all forms of business (for cooper'atives 40%; for limited
liability companies 30%; for business households 28%,; for shareholding compahies 27%; and for
private enterprises 24%). Other 3 impdrtant motivations {of nearly same percentages) are willingness
of the managers to operate business on their own judgment; to demonstrate their capacity; or to
engage in their family business.

As far as the reasons to choose the present product line are concerned, the survey gives the
following interesting findings: _ .

+  Having experience in man'u.facturing ié a key reason absolutely of businesses of all forms.

Follow it the reas;ons that the choice has come frcsm traditional products, engagement:of family

- members, and ability to secure raw materials. Other motives sucﬁ as "cépied" succ_éssful people,
on the advice of a friend, or on the advice of the local government have little impact on the
decision of managers. _ _

+ ' Interms of choosin ga ;:ertain industry, experience in manufacturing is the strdngcst motivation

. (On experience rely 73% mahagers in cars, motofcycles&parts_ .industry, 65% in agricultural
machinery, 50% in metal household goods, 49% in machinery&tools, 48% in plastié products).

Like the case of form of business, the advice of a friend, or the advice of the local government in

choosing the product line have insignificant influence on the decision of managers.

2.2 Problems and challenges to the private firms
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A range of factors associated with production, marketing and other business activities have strong

impact on entrepreunership. The survey has jdiscovered a number of problems and managerial challenges,

which encourage or discourage the development of the PS.

The "weakest point” of Vietnamese private managers appears to be the lack of know-how regarding
fund raising and know-how about exports. This reflects the lﬁgacy of the discouraging fund raising
mechanism and export constrairits, that were pervﬁded in the past, rather than weakness of business
management. |

The biggest diﬂ'lc.ulty, perhaps, common for all business forms as well for almost all industries in



study is difficulty in developing customers. It reflects an unhappy reality in Viet Nam today, when
many domestic products cannot find customers and export markets.

Following this difficulty, private investors continue suffering difficulty in raising funds necessary
for the establishment of the firm, difficulty in securing factories and procuring production equipment,
and troublesome and time-consuming registration procedures.

On the question "How did you raise the fund needed to start your business?, 314 firms chose the
answer "Own funds"; 163 firms borrowed from credit institutions including state-owned banks (96
cases), commercial joint-stock banks (51 cases) and non-bank credit institutions (16 cases); and 281
had to use informal sources such as borrowing or investment from relatives, friends, acquaintances,
over-seas Vietnamese and others (according to the survey, 19 firms receive funds from overseas
Vietnamese). The results of the survey have reconfirmed the fact that there exists a weak relation
between private enterprises and commercial barks, in other words, enterprises of the private sector
get. insignificant access to basic services of the bank.

It is to note that some industries whicﬁ are considered as key or driving branches (agricultural
machinery, machinery & tools, cars & motorcyles, electrical products, shipbuilding, or computer
software) hardly acceded to investment credit from banks.

. A good finding concerning the fund raising matter is. the fact that the informal financial market is
the "main supporter" for pr.ivate investors in their starting-up. The founders of cooperatives were

}hose who dependcd on this market for help at most (46%), next, shareﬁolding companies (43%),
then limited liability companies (37%), and lastly private enterprises (29%). and business households
Q9%).

On the simple and s&aight question "Does your company have sufficient funds?, great majority
of firms (69%) have. given the "well-known" answer "Insufficient”, the most sericus state of fund
insufficiency (72.2%) is recorded in "big" firms. Just remaining 3 1% informed they had surplus or
adequate funds. - .

Less difficult, but still burdensome is harassment from related organizations in establishing the
business. Of 452 firms in question 48 firms complained about harassment from local authorities.
Mo_reover; the degree of harassnient does not_change since the beginning of the economic reform

- until now. _ ‘ _ |

Ou the question what problems the firm ié facing in marketing, about_hal_f of firms (49.3%) refer
to slow pay;ﬂents of éustomers, a third (33.6%) complain about demand shortage. Slow payments
- have become ektremely séribus in e_lec.tn'cai pr_odﬁcts&parts (78.9%), agricultural machinery (72.7%),
E ceramics.(69..6%), cons_tn_k:tion materials (60.8%), and pléstic products (59.1%). Demand shortage
is considered a Big obstacle for ceramics (50%), furniture & woodworking (40.4%), machinery&tools
. (39.3%), food processing (34.5%).
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Regarding the production problems the studied firms are facing, the most notable difficulties for
all business forms are old, backward production equipment; shortage of skitled labor, and lack of
information on production technology. Old equipment has become more serious in small and very
small firms.

They ate too small facilities to increase production capacity; difficulties in securing manpower
and means of commuting; difficulties in securing electric power and water; and sharp increases in

land lcasing charges.

A permanent problem for almost all private firms is the problem in making capital investment.

Three “classic” difficulties they are facing are shortage of funds for capital invcstme'nt; the land too

small to add capacity; and difficulty in securing new site. The survey has reconfirmed the above
impediments which many other studied have found. It is to say, the sharpest demand in solving
these problems comes from big firms operating in agricultural machinery, machinery&tools, food
processing, clothing, and export compﬁnies.

As far as the problems 'conceming technology development are concerned, all -questions put to
the investigéted firms deserve paying great attention. A shortage of funds for technology .development
is problem No.1, next, a shortage of technology staff, and further, go shortage of eqmpment for
technology development, difficulties in obtammg mfomlatlon on technology, lack of places to consult
regarding technologlcal problems '

Regarding the present managenal problems, the order of d|fﬁculty ranked accordmg to 1086
opinions, is as follows: constraints on fund ralsmg (245); competmon with other firms in the mdu.stry
217); shortage of skilled labor (139); aging of equipment (112); inadequacy of dlsmbutlon networks
(98); stagnatlon of the product area (52); shortage of raw materials and parts (49); shortage _of )
technological know-how 42); shortége of electric powel supply (35); inadequate means of
transportation (28); overall shortage of labor (12).

Export is considered by majority of experts as an important indication of entrepreneurship. An

export expansion may mean some improvement of entrepreneul'ship,' and on the contrary, an export

© contraction says about deterioration of it. The different "rumors" about constraints on export activities

have been revised by the survey. It appears, the heaviest constraint alhoug 9 constraints questioned
by the survey is difficulties in obtaining overseas market informaltion (112 cases); thl: se'cood-"hl'.tge
burden" is impossibility to directly access overseas buyers (108 .cases); further in decreasing order
of difﬁoully, are the need to obtain cxporl quotas (59) cumbersome red tape for exports (5 1), no
proﬁcwnt people in clencal work for export (36), complicated export regulatlons (28}, no proﬁcnent _
people in English (25), high tariffs (an. From this feedback, one can see how 1mportant is more

openness and quicker integration of the national economy to the world's economy, if the country

wants to carry out successfully the export-oriented strategy. . -



The manners in which private businesses obtain information on export markets are worth thinking

about. Absolute majority of export firms obtain export information mostly from TV, radio, newspapers
and domestic magazines, that are regarded to be not "professional sources”. 104 firms get information
from exhibitions and trade fairs, 93 from The Chamber of Commerce&Industry (VCCI). Other
sources such as trade or specialized publications; foreign newspapers, magazines; other companies
in the same industry; domestic exporter-makers; suppliers of materials&parts; overseas buyers are
quite useful for firms. SOEs, private technology information service firms and consulting firms,
that are regarded key information providers in the market economy, unfortunately, play a very modest
role in providing export market information,
: Competitiveness is the first concemn of all who are interested in prosperity of country's economy,
especially competitiveness in export markets play a decisive role in the ecanomic development. On
the question "How do you evaluate your competitiveness in export markets?" just 9.5% (32/336
answerers) firms believe their products are competitive or strongly competitive; 47% (158/330)
evaluate their competitiveness at average level; 24.2% (81/336) consider their competitiveness poor
- o1 very peor; and the remaining 18.8% even cannot define the degree of their competitiveﬁess.
Larger percentages of poor and very poor competitiveness have been recorded in cars&motorcycles
(45.45%); shipbuilding (40%); plastic machinery&tools (36.8%); products (33.3%); software
(33.3%). In others words, coﬁlpetitiveness seems to be poor in those iridustries that require higher
technology. The above ﬁgures reflect a reality that majority of Vietnamese private firms are still not
ready to compete foreign paﬁners, once Viet Nam joints more regionalization and globalization. It
'~ is worth noting, that competition now has become one of the biggest problems not only for big
firms, but also for small ones, and demand of skilled labor is the sharpest for the private individual
enterprises rather than for the private companies.

Viet Nam has committed to meet all requirements imposed by AFTA in the year 2003, One of the
"headache” questions .for Vietnamese policymakers is what impact will be happen in Viet Nam
- industries after the reduction of import tariffs in AFTA iniplemented in 3 coming years. The result
of the survey shows virtual worries of rﬁajority of private businessmen: about 3 thirds of firms
suppose there wiil be herd domestic eomﬁetition with import finished goods from ASEAN; 68 firms
expect strengthening export competitiveness with reduction of import tariff for materials; few firms
share the opinion thet no impact due to stron g domestic competitiveness or due to weak relationship
in import and export with ASEAN.

It is interesting to know whom the business managers ask to advise when they have troubles in
their business. From the a.ﬁsw_crs given by the managers one can see that in such circumstances
about .40% of them a_sk friends in the same business to ad.vise, 27.9% go to consultants’, 19.2%

- consult friends i:oming from the same province., and 18.8% address to staffs of the business support
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organizations such as VCCI or business associations. A very small number of firms look for professors,
staffs of the SOEs, or staffs of government {4.6%, 3.8%, and 5.3% respectively) to get advises from

them. This reality reflects not high trust of these groups to the business world.

2.3 Qualification and business spirit of Vietnamese managers

"How do the managers cope or intend to cope with difficulties and challenges they are facing” is an

important question to be studied. Below are some interesting findings saying about entrepreneurship of

Vietnamese private businessmen.
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With regard to profit utilization, 350/452 firms (77.4%) have confirmed they would use profits to

| expand the present business, of which 71/81 firms from food processing, 43/50 firms from fumiture

& woodworking, 10/12 firms from eather, 20/23 from metal household goods, all 11/11 firms from
agrlcultural machinery, 21/23 firms from machmery&tools 21/23 firms from cars, motorcycles &
parts. It is very good news.

With regard to future expaﬁsion of business, majority of tirms (380 ﬁrms) intend to expand as
much as possnble or step by step. Only 12 cases want to reduce the present business scale and 13
cases are conSIdermg a withdrawal from the present busmess The latter is occurring mainly in
construction materials industry, fumlt_ure&woodworkmg and machinery&tools, especially in the
small firms. The fact that rﬁany pﬁvate firms wish t.o expand.their business reflects partly arising
entrepreneurship at present in Viet_Nem. _ '

- The reasons why businessmen want to expand the scale'of their business must.have discovered

their virtual motives to do business. They ere, first of all, to contribute to society (34%), next, to .

 secure greater profits (29%), to-gain economies of scale (14%), to demonstrate their own capacity

(13%). To win over competitors is the motive of just 31 mahegers (5%). The above ﬁg.ures.speak a
lot about characteristics of Vietnamese businessmen, of whick social recomgntlon is lhought to be
the most 1mportam for them.

For those who do not want to expand the scale of the present business, the main explanations are
because of difficulties to secure funds (42%), because it entails risks (ﬁO%), and because the present
business is not promising {19%). Other reasons such as iﬁsufﬁciency of know-how on corporate
management, insufficiency of the present profits, or risk of in.vitix.lg h;iraésment are not so much
influencing. . .

More than half of managers (299) accept tetally or partly to take a risk even if fails. But about the
third of questioned businessmen (133), a sigmficant nurﬁber, do not agree so_méwhat or de not
agree at all to take risks. |

Majority of managers (297) do not agree with the oplmon that it depends on good or bad luck

whether they will succeed or not. This may express to a certain extent self-confidence of the private



businessmen in Viet Nam at present, [Towever, still not a small number of businessmen (140) consider
their business a "game of hazards".

Absolute majority of managers (420) suppose the key to success is in their own efforts. This fact
says a lot about some improvement of entrepreneurship in Viet Nam private sector.

The stock market is widely recognized as one of the most efficient forms of fund management.
However, it is met not very "warmly” by Vietnamese managers at the moment. 42% (175/417)
managers do not want to use the stock market as a place to invest their funds, 38% (159/417)
hesitate to use it (they answered they did not know), and only 20% (83/417) want to do it.

The d.cﬁnition of the role of the informal credit market in Viet Nam may be an important finding
provided by the survey. Over the question “"Which forms does the enterprise borrow in informal
credit market?" the replies are interesting: 177 firms have borrowed from family members, relatives,
friends, of which 96 (54.2%) Bored interest rate from 0.0-1.01%,; 75 firms paid from }.01 to 3.0%
(from 2 to 6 times greater compared to interest rate of the bank); and even 6 cases had to pay more
than 3%.

Dcfcrrcd-payfnent, borrowing from trading partners and borrowing from employees are the
important forms for firms: 34 firms often use the deferred-payment form with interest rate equal to
or under 1.0%; 13 others must pay interest rate at over 1.0%, of which 4 firms pay even over 5%; 33
firms borrow from trading parthers of which 10 firms borrow at from 1.01 10 3.0%; 24 firms rnahagcd
to bd;"row from their employees at not high interest rate (18 cases at no more 1%; 6 others at no
more 3%).

Other forms such as borrowing from an association, group (veterah group, female group,..} or
playing "hui, ho" are being used by a number of firms, but not very popular: 20 firms declared they
used the former form; 10 firms take part in "hui, ho", of which 8 firms play at rate under 3.01% the
other two accept over 5%.

All these figures pl.us the data analyzéd above reconfirm the fact that the informal credit market
but not formal one has had decisive contribution to the development of Viet Nam private sector.

" In order to receiv.e loans, as a rule, private firms have to meet requirements imposed by the
lenders. It is to note, that among 4 kinds of requirement, trust has proved to be the most prevalent
(179 cases or 56%), less prevalent but quite frequent is collateral (93 cases or 29%). Guarantee by
a third party, mortgage and other -kinds have been used just by unimportant number of firms. This
fact may point out that "the rule of game' in the informal credit market is more favorable and "more

agreeable” than the rule in the formal one.
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3. Needs to support

To grow, the firm needs not only support vis-a-vis material resources or production factors, but also

institutional support, in particular, it needs a transparent and favorable legal framework for its activities.

It is strange, however, till September 2000, the time the questionnaires were distributed, after 9
months the Law came into effect, 22 questioned managers did not know that this new Law had been
enacted; 30 managers just heard about it but did not know about its content. This evidence explains
again the informational support must be the first thing the Government has to provide with.

The situation is worse with the Law on domestic investment promotion. 26.8% of the questioned
managers do not know the existence of this Law, although it was ehacted in June 1994 and amended in
May 1998. And among those who know the Law, only half of them (147) has acceded to the preferences
provnded by this law. If taking into account that all firms exporting over 30% of their output belong to

the beneficiary-object, we can see that many investigated export firms have missed the benefits of the

Law.

The essence of the survey is to know what kind of supporting measures private businesses wish io get. 21

tailored measures were offered to the firms, The survey gives us a global image on their needs in decreasing

order of importance.

- Among the supporting measures that got over 100 'opinions, the measure No.One is tax inc.emives,
exemption and reduction (277 opinions); |
Expansion of bank lend.in'g is at the second place (246 opinions);
- Enact relevant laws is No. Three (189);
Next, streamline administrative procedure (161);
Enhancement of the government's investment promotion system (155);
Provide overseas information (135); _
Creation of industrial parks for plan relocation and expansion (108);

Financial assistance to exports (106).

All the above listed measures belong to the "policy frame" covered by the Government”, or in other words,

it is the Government who is responsible for implementing such measures to promote the development of the

private sector.

The second group of important supporting measures consists of’
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Stable supply of electric power (88);

Creation of opportumnes for education and training in business management (87 )
Easing of regulatlons on expons (86) _

Easing of regulations on plant and equipmeﬁt investment (79);

Providing téchnology information (77),



- Providing information on various supporting measures (75).

This second group of measures is again under responsibility of the Government or more exactly of the line
ministries.

The last group covers such measures like:

- Improvement of transportation infrastructure (67);

- Technology guidance and consultation (60);

- Creation of educational institutions for engineers, technicians (60);

- Providing information on management (54);

- Support of the creation of industry associations (41);

- Creafion of opportunities for education and training in technology development (29);
- Improvement of water supply systems and sewerage (28).

The implementation of the supporting measures of the last group needs the engagement not oaly of
government agencies but also the network of consulting companies.

Like some other surveys conducted in the past, this survey has suggested a number of supporting measures
for exports to be opted for by the firms. 11 supporting export measures assessed by the firms that have been
ranked in the following order of importance:

- Provide information on export markets;

- Streamline procedures for export permit and export red tape;

- Provide credit .information on trading partners;

- Support research and developmérnt and technology development to enhance export competitiveness;
. Provide export credit from public financial institut.ions;

- - Create one-stop centers to provide supporting services for exports; provide consulting services on

exports;

Improve the agency for inspection of export products;

Provide training on international standards for techﬁology;
- Increase transparency of export tériffs; and create a trade insurance system.

The assessment has given again an ixﬁportant message to all who are responéible for export promotion that
the brivatc firms need first and first of all not export credit lending or capital support but information on
export markets, on trading partrers and si.mpliﬁcation'of export procedures. Among the export prdcedures,

 custom .procedurés are recognized to be the most crucial for the export environment. The assessments by the
firms on Viet Nam's custom procedures concerning éxports inform us that over half of the answerers are

dissatisfied or even very dissastisfied with the current custom procedures.

323






Member List of Research Group

Tittle Japanese side Vietnamese side
General Supervisor , Vo Hong Phuc (MPI)
Co-Chair - Shigeru Ishikawa Nguyen Quang Thai (DSI)
General commentary (Topic 1)
Leader : Shigeru Ishikawa Nguyen Quang Thai (DSI)
Yoshiaki Nishimura Tran Dinh Nghiem (PPH)
Tran Van Tho Kieu Dinh Thu (OOG)
- Koichiro Fukui Do Quoc Sam (MPI)
- Koichi Ohno Vo Dai Luoc (WEI)
Michiki Kikuchi Pham Quang Ham (DSI)
Mitsuo Ezaki - Nguyen Dinh Phan (NEU)
_ . Vu Quang Minh (OOG)
Seiichi Masuyama Tran Phuong Lan (MOT)
Hisami Mitarai . Han Manh Tien (CONCETTE)

Hitoshi Sakai
- Shoichiro Hara
- Takao Aiba
- Hiroko Hashimoto

. Trade and ind'ustry (Topic 2) -

Nguyen Van Phuc (NEU)

Leader -~ S _K_enichi Ohno

- Fukunari Kimura
Nozomu Kawabata

Pham Quang Ham (DSI)

Pham Chi Cuong (VSC)
Nguyen Huu Tho (VSC)
Do Huu Hac (MOI)

Duong Dinh Giam (MOI)
Le Minh Duc (MOI)
Nguyen Van Vinh (DSI)
Nguyen Thi Nga (DSI)

Vu Thi Ngoc Phung (VEA)

Nguyen Van Thuong (NEU)
Pham Hong Chuong (NEU)
Mai Ngoc Cuong (NEU)
Hoang Duc Than (NEU)
Nguyen Ke Tuan (NEU)

Do Duc Binh (NEU)
Truong Dinh Chien (NEU)

- Nguyen Duy Bot (NEU)

Pham Dang Tuat (NEU)
Pham Thai Hung (NEU)



Fiscal and monétary policy (Topic 3)

Tran Yan Hoe (NEU)
Pham The Anh (NEU)
Ngé Thi Hoai Lam (NEU)
Nguyen Suc Hien (NEU)

- Hoang Viet (NEU)

Nguyen Thuong Lang (NEU)
Vu Minh Duc (NEU) -
Vu Huy Thong (NEU)

Advisor
Leader
Acting Leader

Agriculture and rurél develbpnhent (Topic 4)

Akiyoshi Horiuchi
Shinichi Watanabe
Eiji Tajika

Masahisa Koyama
. Nobuo Hirohata

Toshiyuk: Katagiri

Lai Quang Thuc (MPI)

Le Quoc Ly (MPT)
Nguyen Doan Hung (MPI)
Ha Xuan Tu (MPI)

Le Viet Duc (MPI)

-.- Tran Van Son (MPI)

Dang Van Thanh (MOF)
Nguyen Quynh (MOF)
Nguyen Ngoc Tuyen (MOF)

- Ngo Huu Loi (MOF)

Nguyen Van Phung (MOF)
Pham Ngoc Thach (MOF)
Nguyen Duc Tang (MOF)
Quach Duc Phap (MOF)

' Truong Ba Tuari (MOF)

Nguyen Thu Thuy (MOF)
Nguyen Thi Kim Thanh (SBV)
Chu Thi Hong Minh (SBV)
Nguyen Ngoc Bao (SBV)
Nguyen Phuong Lan (SBV)

Nguyen Thu Ha (SBV)

Nguyen Van Tan (SBV)
Nguyen Thi Hong (SBV)
Le Phuong Lan (SBV)
Nguyen Son (S8C)

Dao Le Minh (SSC)
Phung Xuan Nha (HNU)
Cao Cu Boi (NEU)

Leader

Acting Leader -

Yonosuke Hara
Yoichi Tzumida

~ Yumio Sakurai

Yukio Ikemoto

Le Hong Thai (MPI)

Dao The Tuan (VASD

Nguyen Sinh Cuc (GSO)



SOEs reform and private sector promotion (Topic 5)

Seiji Shindo

Nguyen Van Tiem (Farmers Asso.)
Nguyen The Nha (NEU)

Dang Kim Son (MARD)

Nguyen Thanh Duong (MPI)

Leader Shigeru Ishikawa Le Dang Doanh (CIEM)
Masahiko Ebashi Tran Tien Cuong (CIEM)
Tomoo Marukawa Nguyen Dinh Tai (CIEM)
Yasuo Okamoto Bui Van Dung (CIEM)
Katsuhiko Nagase Cu Ngoc Huong (CIEM)

Nguyen Van Huong (CIEM)
Hitoshi Sakai Nguyen Kim Anh (CIEM)
Nobuaki Takada Nguyen Thi Luyen (CIEM)
Naoyuki Teshima Nguyen Anh Dung (CIEM)
Eri Habu Nguyen Nam Hai (CIEM)
Ta Minh Thaoe (CIEM)

Secretariat
* JICA Tokyo
Kazuhisa Matsuoka
Masaru Todoroki
Takashi Hatakeyama
Kenta Seto
Akiko Saito
Saeko Nakabayashi
Yuko Odake
Kiyono Uno
* JICA Viet Nam

Morimasa Kanamaru -

Masato Togawa
Daisuke Hosokawa
Kei Fukunaga
Kuniaki Amatsu
Chiaki Konuma

- Miho Ota

Luong Mai Dzung
Dinh Thi Kim Oanh

Pham Viet Duc

Ho Quang Minh (MPI)-
Nguyen Xuan Tien (MPI)



992

International comparison of business environment for enterprisers

Viet Nam

Japan

Amgrica

Taiwan

Availability of
technological seeds at the
time of startup

Few results of university researches are
industrialized. Hanoi University of
Technology has established an
enterprise that would industrialize the
results of its researches.

There are relatively many cases of
using the experience ut state-owned
enterprises as seeds.

There are few cases of industrializing
the results of university researches.
Recently, an attempt to industrialize the
results of university researches has
begun.

Industrialization of technologies
developed by universities is active.
Researchers are highly intenton
industrialization of the results of their
researches.

There are few cases of industrializing
the results of university researches.
Technological seeds are those that were
developed by Taiwanese students

duning their stay in the U.S. and brought
back to Taiwan, or those developed by
the government-affiliated research
institutions.

Incentives for
business
establishment:

There are few incentives for
business establishment. -

Stock optien is available only at some
companies.

Business founders social status was
low but has been rising recently.

Researchers are entitled to receive
royalty income and the distributed
research funds.

Stock option is widely available.

Sale of companies at their growth stage
is easy.

The results of the development by
government-affiliated research
institutions can be used at low costs.
The social evaluation of business
founders is high.

Environment at
the time of
business startup

With the establishment of the corporate
law, the conditions for company
founding have been substamial]y
eased.

There are few support services for
business founding.

1abor mobility is low and it is difficult
to secure skilled workers.

The cost of business founding is high.
Support services for business founding
are inadequate.

Chambers of commerce and mdustry
have begun to provide support services,
Labor mobility is low and it is difficult

to secure skilled workers.

Companies that have just been
established find it difficult 10 sell thelr
products to big companies and
government agencies.

| The cost of business founding is low.

Support services for business founding
are substantial. :
Contingency fees are paid for
professional services.

Reaily good products are dully
evaluated by the market even if their
makers have a very short history of
gperation.

Public organizations provide funds and
consulting services.

As labor mobility is high, it is relatively
casy to secure skiiled workers at the
time of business founding.

Overseas Taiwanese network can be
utilized at the time of export.

Environment at the time
busingss expansion

Difficulty in securing funds and plant
sites hampers business expansion.

How to procure funds is a bottleneck in
business expansion.

Various support services are available
for business growth and expansion.

There are relatively few constraints on
business expansion.

Availability of funds

Funds for business startup come from
funds on hand, family members,
relatives and friends.

Difficulty in procuring funds for
business expansion hampers business
expansion.

Funds for startup are limited 10 funds
on hand.

Funds for business expansion are
available from government-affiliated
financial institutions.

Funds for startup are provided by seeds
capital and angels.

Venture capital will also provide funds
depending on the business scale.

There are programs for financial
support from the government.

There are various sources of funds, such
as government institutions, loans among
companies or individuals and overseas
Taiwanese.

Market environment

Market entry by private companies is
subject to various Testraints.

Market information {domestic and
overseas) is inadequate.

Products by big companies are
evaluatedon the market, and it is
difficult for small companies to develop
the market for their products.

Even the companies with a very short
history of operation can enter the
market if their products and services
are of high quality and performance.

Because of a snall domestic market,
many companies tend to export their
products,

Public offering

The stock market has just opened, and
many private companies have no plan
to list there.

The average period from start up to
public offering was 25-30 years, but
recently this period is short ening.

The average period from startup to
public offering on the NASDAQ
market is about 7 years.

'Public offering is not common because

of an attitude to avoid fund procurement
and management intervention from
outside.

(Source) Based on the "Survey of the Comparative Japanese and American Conditions for Venture Startup”.
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