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upplying credit to the agricul-
St.ural production in the com-
ing years is both a political
task for the banking system and a
new business strategy for commer-
cial banks because the agriculture
sector is a big market that can help
reduce risk.

On Aug. 28, 2001, the VCP Cadre
Board in the SBV worked out the
Program of the Banking System to
Carry out the 9" VCP Congress
Resolution in which the long —term
target for the years 2001-2010 is to
increase the supply of credit by 16-
20% a year; and the medium-term
targets by 2005 are to increase the
supply of credit by 22% a year reach-
ing VND450,000 billion by 2005,
equaling 60% of the GDP and raise
the proportion of credit for invest-
ment to 25-30% of total credit sup-
plied. The banking system also set
the target of raising the credit sup-
plied to the agriculture to 40% of the
total credit supplied.

Thus, the credit supplied to the
agriculture will amount to
VND180,000 billion by 2005 and
350,000 billion by 2010. These tar-
gets are feasible because:

- According to experts, an eco-
nomic growth rate of 1% requires an
increase of 5% in investment. To
gain a growth rate of 5% in the agri-
cultural output in the next 10 years,
the investment from the banking
system should increase by 20% a
year.

- In the 10-year period from 1990
to 2000, the bank credit supplied to
the agriculture rose by 25-28% a
year, so the increase of 20% a year in
the credit supplied to the agriculture
in the coming years is within reach
of the banking system. Up to June
30, 2001, the bank credit supplied to
the agriculture sector amounted to
VND?71,900 billion and it was from
the following banks:

+ Bank for Agriculture and Rural
Development: VND48,000 billion.

+ Bank for the Poor: VND5,300
billion.

+ Bank for Industry and Com-
merce: VND3,000 billion.

+ Bank for Investment and De-
velopment: VND3,700 billion.

+ Bank for Foreign
VIND1,800 billion.
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+ Bank for Housing in the Me-
kong Delta: VND2,000 billion.

+ People’s Credit Funds:
VND3,000 billion.

+ Joint stock commercial banks:
VND5,000 billion.

Of this total credit, ordinary
loans represent 66.8%, low- interest
loan 4.4% and loans for political pur-
poses 28.8%.

- The supply of credit for agricul-
ture always exceeds the demand, the
problem is how to direct loans to
their destinations.

- There is competition between
banks for customers from the agricul-
ture sector. Regulations on lending
have been loosened: a peasant family
is allowed to borrow up to VNDI0
million, a farm owner VND20 million
and a shrimp farm owner 50 million
without any security.

- The SBV introduced a new
mechanism for controlling the base
rate, commercial banks could decide
appropriate lending rate for loans to
peasants and the interest rate was
reduced to a record level.

- The banking system adopted
many solutions needed for carrying
out its action program to supply
credit to the agriculture sector:

(1) Reforming the SBV,

(2) Perfecting the monetary pol-

(3) Modernizing payment and in-
formation systems of the banking
business,

(4) Reorganizing and beefing up
the banking inspection mechanism,

(5) Developing and perfecting the
organization of the SBV,

(6) Beefing up the system of bank-
ing institutions, and

(7) Integrating into the interna-
tional banking business.

Thus, problem to solve now is to
find out solutions to the supply of
credit to the agriculture sector. Bef-
ore discussing these solutions, we
want to present here some argu-
ments:

- In developing the agriculture
sector under the market mechanism,
government subsidies should be re-
duced and replaced with bank credit.
There will be two classes of credits:
ordinary credit and preferential
credil. Those two classes should be
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separated and supplied by different
banking institutions.

- The supply of bank credit should
ensure three principles:

(1) Repayable: loans should be re-
paid when due and they couldn’t be
considered as subsidies for the poor.

(2) For clear purpose: loans
should be used for clear purposes.

(3) Effective: loans should be used
with care and efficiency.

Solutions to the supply of bank
credit to the agriculture sector are as
follows:

1. Separating ordinary from prefer-

ential credit

At present, the banking system
supplies a wide range of credits: for
hunger eradication and poverty alle-
viation program, for job creation pro-
gram, student assistance program,
afforestation program, etc. Many
classes of credits are of low interest
rates (cuts of 15-30% in the interest’
rate on loans supplied to remote and
depressed areas, islands, mountain-
ous areas, Khmer minority groups,
etc.). They may be supplied by the
General Treasury, branches of the
Investment Support Fund and many
other banking institutions. The sup-
ply of these credits should be sepa-
rated from commercial banks and as-
signed to a Bank for Political
Purposes. This solution, after being
approved, was realized too slowly. It
could be carried out more quickly by
using the Bank for the Poor as the
core institution and introducing a pi-
lot scheme to supply these credits to
districts whose residents are badly
in need of preferential loans.

2. Creating fair competition in rural

credit business

The mechanism for setting the
base rate should be adjusted with a
view to making interest rates on ru-
ral credit lower and encouraging all
kinds of banking institutions to en-
gage in this business. At present, the
interest rate on rural credits is un-
reasonably high (1-1.2% a month).
The central bank had better take
measure to deal with this problem
because the agricultural production is
risky and less profitable,

The mechanism for dealing with
the credit risk introduced by the SBV



should offer equal treatment to all
banking institutions supplying rural
credit when borrowers fail to repay
debts because of force majeure. The
SBV had better adopt a new mecha-
nism that allows banking institu-
tions to supply credits right after
natural disasters to victims and the
Government had better reduce com-
pany profit tax on banking institu-
tions supplying rural credits.

3. Faster issue of the land use cer-

tificate

To peasants, the land use certifi-
cate could be used as a security when
borrowing from banks and it is a ba-
sis for banks to supply more loans to
peasants. At present, only a small
number of peasants has secured this
certificate, therefore most of peas-
ants find it difficult to secure bank
loan beyond the credit limit.

4. Reforming the procedures for

securing rural credit

To secure a bank loan, a peasant
has to get some 10 seals and signa-
tures on his application. This proce-
dure costs a lot of time and energy of
peasants and lending officials as
well. The procedures should be sim-
plified and inspection should be con-
sidered as the main measure to pre-
vent credit risk.

5. Amendments to the Laws on
State Bank of Vietnam and of

Banking Institutions

- The laws should be amended with
a view to offering more business
autonomy to banking institutions.
They could be allowed to decide on
their staff, procedures for supplying
fiduciary loans or expansion of their
service network, etc. As for state-
owned commercial banks, they also
need new regulations on decision
making process, salary scale, finan-
cial control and cooperation with
other banks.

6. Mechanism for handling credits

supplied to national programs
Because state-owned commercial
banks, especially the Bank for Agri-
culture and Rural Development, are
required to supply credits to many
national programs (deep-sea fishing,
aid for areas damaged by natural dis-
asters, low-interest loans for de-
pressed areas, building of houses on
stilts in the Mekong Delta, develop-
ment of sugar industry, etc.), the
SBV had better grant more capital to
these banks or use loans from the
WB to increase the working capital

for the Bank for Agriculture and Ru-
ral Development.

7. Promotion of export of proc-

a@ssed farm products

In Vietham where 80% of the
population live on the agriculture,
the domestic market couldn’t be seen
as the target one. The agricultural
production should be oriented to-
wards foreign markets. In recent
years, Vietnam has become an im-
portant supplier of farm products in
the world market. Export of farm
products has helped improve the
trade balance and the banking sys-
tem has contributed a lot to this suc-
cess. Most farm products exported by
Vietnam, however, aren’t well proc-
essed. Because prices of farm prod-
ucts are changeable while most Viet-
namese farm products are of poor
quality. Production and export of
farm products in Vietnam become a
risky business for both peasants, ex-
porters and commercial banks, their
creditors. Various measures could be
taken to deal with this problem and
promote the export of Vietnamese
farm products:

- Developing the export-oriented
agriculture based on natural condi-
tions of each province, instead of con-
centrating too much on certain
plants or animals, in order to pro-
duce a wide range of farm products
for export.

- Developing the agro-industry
based on both foreign and domestic
investment on condition that import
of all equipment and technologies
should be well under control.

- Enhancing the role of the Gov-
ernment in expanding the export
market for farm products (launching
marketing campaigns through Viet-
namese embassies in foreign coun-
tries, financing local companies tak-
ing part in international trade fairs,
supplying business information, pro-
tecting the domestic market for farm
products before being forced to open
it to foreign competition as required
by -bilateral and multilateral trade
agreements, etc.).

- Reforming the public sector with
a view to making state-owned com-
panies strong enough to take part in
major development projects in rural
areas.

- Orienting sources of capital from
international financial institutions
or foreign governments towards de-
velopment projects in rural areas, es-
pecially social and economic infra-
structure projects.

8. More credit for the poor

In Vietnam, there is a bank spe-
cializing in providing the poor with
financial support. It’s the Bank for
the Poor. After five years of opera-
tion, the Bank has supplied some
VND10,000 billion to millions of poor
families. At present, some two mil-
lions of poor families owe over
VND5,300 billion to the Bank. This
is a meaningful achievement.

Recent economic development
and effort by the banking system
have started to change the face of the
society as a whole and rural areas in
particular, but the poverty is still
widespread:

- Poverty in rural areas seems
more serious when the general living
standard and personal income are
improved to a certain extent.

- Many families in rural areas af-
ter escaping the poverty could fall
into it again when meeting with
some risks: bad harvests, natural
disasters, illness in the family, etc.

To deal more effectively with the
poverty in rural areas, the Govern-
ment should:

+ make the best use of foreign aid,
especially sources of credit,

+ provide the Bank for the Poor
with more capital with a view to in-
creasing the average loan for a poor
family from VND2 to 4 or 5 million,

+ enhance the role of local gov-
ernments and civic organizations in
channeling credits to poor families
and helping them use these credits
more effectively,

+ combine the supply of credit to
poor families with agricultural exten-
sion programs,

+ encourage small scale financial
institutions to develop their services
in rural areas, and

+ write off debts for families suf-
fering from force majeure and offer-
ing preferential credits directly to
peasants instead of using such inter-
mediaries as trading or manufactur-
ing companies.

Foreign experience shows that
one of the best ways to deal with the
poverty is to help the poor get access
to the formal financial service. That
is why the Government and banking
system should take all possible
measures to extend more credits to
the poor.

In the market economy, the sup-
ply of credit tends to exceed the de-
mand, most banks can supply enough
credit when customers meet their re-
quirements. Commercial banks had
better pay fuller attention to the ag-
riculture sector and peasants and
help them to use formal credits effec-
tively to develop their production
and export of farm products.®
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