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factors:  entrepreneurial
skills, capital, human and
natural resources, and
market. In Vietnam, all
state-run companies have
been supplied with capital
by the Government, but in
fact, there was a great
difference between their
allocated  capital and
registered capital, not to
mention the fact that the
allocated capital was too
small to run well their
businesses. As for
non-state companies, their
capital is also small too,
and in some cases, doesn’t
exist  because  certain
companies had to borrow
money from  different
sources to open a bank
account in order to get
permission to establish
the company, and then
withdraw money from
banks to do business.
Many companies coming
into operation for a length
of time had difficulty in
maintaining their modest
working capital because
they  couldn’t  receive
payments from customers
when due, their business
dido’t run well or they
suffered losses. Moreover,
all local companies are
badly in need of capital to
modernize their
equipment and production
lines, therefore the capital
for businesses is still a
problem of great urgency
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To solve this problem
the PM issued the Decree
85/CP on July 11, 1997
setting forth measures to
provide state companies
with needed capital. But
up to the end of Novem-
ber, 1997, by different
measures, especially by
turning short-term debts
owed by state-run compa-
nies to state commercial
banks into subsidies sup-
plied by the Treasury,
only VND300 billion have
been allocated to state
companies. This amount,
only a drop in the ocean,
was very small in com-
parison with the demand
for some thousands of bil-
lions of working capital
and the total debt of some
VNDP14,000 billion owed
by state companies to
state commereial banks.

Another measure ap-
proved by the Govern-
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ment and the Governor of
the State Bank is to allow
state companies to get fi-
duciary loans from state
commercial banks if they
can present business pro-
jects approved by their
managing bodies (minis-
tries con‘rolling central
enterprises, and provin-
cial authorities controlling
local ones), however this
measure, in fact, didn’t
produce intended results.
All  bank managers
think that the demand for
banks to supply fiduciary
loans to state companies
will put state commercial
banks at risk from bad
loans. If these companies
make losses, it’s the
banks who suffer all dam-
age because they get no
security from these com-
panies, Realities in recent
years show that many
business projects approved
by all authorized bodies

have ended in failure be-
cause these projects em-
ployed obsolete technology
and produced badly-de-
signed goods, and as a re-
sult, all fiduciary loans
became bad loans.

As for authorized bod-
ies responsible for esti-
mating and approving
business projects, they
weren’t forced to bear full
responsibility for what
they had done but it’s
state commercial banks
that pay the penalty for
it. In legal aspect, the de-
cision on supplying fiduci-
ary loans to  state
companies was made by
the Government and all
state banks had to carry it
out, but the Banking Ordi-
nance approved by the
National Assembly rules
that state banks must in-
sist on collateral for all
loans supplied and
mustn’t loan a customer
more than 10% of the
bank’s working capital.

In addition, getting a
project examined and ap-
proved isn’t the end of the
story. Many business pro-
jects that were made care-
lessly are also given the
seal of approval by author-
ized bodies. A manager of
a Bank for Development |
and Investment in a Cen-
tral Vietnam province told
that some multi-billion
business projects had been
made by photocopying
other projects and sending
them to banks for loans,
but the makers had for-
gotten to change the
names of the projects. For
example, a multi-billion
project submitted by a
Phi Yén-based organiza-
tion to the bank had had
the name of Binh Thuan
province.

Another example 1is
the project to build a
sugar refinery in Kontum
province. After estimating |
the project and carrying
out necessary market re-
searches, many bank
managers had decided
against supplying loans,
but the provincial People
Council made a demand
for banks to invest in this
project (the Council, of



course, also made a lot of

promises). )
As for state companies,
they always complain

| about the bank’s stern and
| mechanical way of doing
business. Many companies
with well-prepared busi-
| ness projects and feasible
| plans had met with so
many difficulties in secur-
| ing bank loans that they
| decided to ask branches of
foreign banks or joint ven-
| ture banks for help.

In a meeting of the
State Bank and repre-
sentatives from major
state corporations held re-
cently in Ha Nb&i, many
representatives (from the
Vietnam Post and Tele-
communications, Vietnam

' Coal, Vietnam Oil and Vi-
etnam Shipping Corpora-
tions) have expressed
regrets about their being
forced to say goodbye to
local commercial banks
who were their partners
over years and a lot of ups
and downs because their
business projects required
big loans of long- and me-
dium-term, especially
loans in foreign exchange,
and they couldn’t wait for
help from local commer-
cial banks whose hand
and foot were tied by the
old mechanisms. A repre-
sentative from the Viet-
nam Post and
Telecommunications Cor-
poration said that his or-
ganization had once spent
two months on waiting for

one project to be approved

by a state commercial
bank.
However, commercial

banks also have worries of
their own, at the above-
mentioned meeting, L&
Didc Ci, Chairman of the
Vietnam Bank for Foreign
Trade had to remark bit-
terly that it’s the absurd-
ity of the current
mechanism that made lo-
cal commercial banks lose
a lot of important custom-
ers to foreign rivals. The
mechanism he referred to
here is a regulation made
by the Banking Ordinance
requiring that a bank
mustn’t loan a customer
more than 10% of its
working capital. In the
case of the Vietnam Bank

for Foreign Trade, this
limit is VND110 billion
(or US$10 million) while
an average project pro-
posed by a corporation
usually needs some ten
million dollars. Foreign
banks in Vietnam, on the
other hand, aren’t subject
to this restriction and
they have been able to
loan US$30 million to the
Vietnam Coal Corporation
or US$15 million to the
Vietnam Aviation Corpo-
ration without difficulty.
One of strong points of
foreign banks in Vietnam
is their cooperation. Many
banks can pool their capi-
tal to finance a multimil-
lion project presented by a
local company if this pro-
ject proves to be feasible.

Moreover, foreign banks,
instead of requiring collat-
eral for loans of that size,
can decide to loan after
studying the business pro-
ject, finance statements of
the last three years and
credit rating of the cus-
tomer. Most local banks
lack these management
skills, especially the abil-
ity to evaluate the busi-
ness project, that is why
they always insist on col-
lateral for loans.

The problem of credit
supply between companies
and state commercial
banks seems to be left un-
solved, but the Govern-
ment has to realize that
what can be corrected
must be corrected as soon
as possible: adjustments
must be made to old regu-
lations, governmental bod-
ies authorized to examine
and give approval to busi-
ness projects must be
forced to bear full respon-
sibility for what they do,
the program to equitize
state-run companies must
be accelerated. And above
all, state  commercial
banks have to innovate
their ways of doing busi-
ness and take lessons
from foreign banks: look-
ing for customers instead
of waiting for companies
to ask for loans, looking
for and getting ready to
invest in feasible projects,
and  cooperating  with
other commercial banks in
financing themm
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