Development of Vietnam's Small-and Medium-Sized
Enterprises in Their International Integration

1. Introduction

Vietnam has re-
corded a lot of achieve-
ments in economic de-
velopment with an
average GDP growth
rate of 5.9% and 7.7% in
2006 since it started
renovation in 19886.
Given such situation,
small and medium en-
terprises have made sig-
nificant contributions to
the country’s progress
and grown fast. The
whole country has so far
about 270,000 enter-
prises, 96% of which are
small and me-
dium-sized, 3 million

sole proprietorships,
and 18,000 coopera-
tives. They generate

more than 40% GDP,
31% of total industrial
output value and 12 mil-
lion jobs; and account
for 26% of the national
working population and
49% of non-farm jobs in
rural areas. These facts
show the establishment
of this business type has
diversified economic ac-
tivities and accelerated
the country’s economic
restructuring process.
Nevertheless, the Viet-
nam’s per capita ratio of
businesses remains only
1/300,000  while the
world’s figure is 1/20,
proving our country’s
number of businesses is
still very modest. More-
over, in the process of
international economic
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integration, besides
golden  opportunities,
Vietnam’s small- and
medium-sized enter-
prises (SMEs) have to
face great challenges,
namely the global com-
petition since the coun-
try implemented its
commitments to open
its markets when join-
ing the WTO. There-
fore, the problem of
SMEs’ development be-
comes urgent to reach
the goal of 500,000
SMEs by 2010 and turn
Vietnam into an indus-
trialized country by
2020.

2. SME’s role and po-

sition

In our country, SMEs
are independent regis-
tered businesses with
limited capital of
VND10 billion, and a
number of workers not
exceeding 300. These
criteria are only admin-
istratively conventional
to build policies on sup-
porting SMEs. In prac-
tice, either one of them
(capital and labor) can
be used.

SMEs include busi-
nesses operating in
compliance with the
Law on Enterprises, the
Law on State-owned
Enterprises, coopera-
tives following the Law
on Cooperatives, and
sole proprietorships fol-
lowing Government De-
cree 02/2000/ND-CP,

More than 80% of
SMEs get involved in
commerce and service.

In the meantime,
other countries have dif-
ferent classification;

In the US: Labor <
500 persons, capital <
US$3 million.

In Japan: Labor <
100 — 300 persons, capi-
tal: from 30 to 100 mil-
lion yen.

In Philippines, Ko-
rea, Malaysia, Indone-
sia: Labor < 500 per-
sons.

The survey shows
the capital and la-
bor-based classification
of SMEs is rather rea-
sonable because:

Most of countries
over the world also de-
pend on capital and la-
bor to determine SMEs,

Their business per-
formance remains de-
pendent upon the labor
factor.

This classification
will facilitate the evalu-
ation of business effi-
ciency.

The relation between
labor and capital in
businesses is in directly
proportional trend.

The country’s SMEs
hold increasingly im-
portant positions and
roles in economic devel-
opment. This can be
proved as follows:

They take a large
proportion of business
number, namely 90%.
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Their contribution to
economic growth, gross
domestic products, job
offers are extremely sig-
nificant.

They are able to mo-
bilize a lot of social re-
sources.

They play an impor-
tant part in the national
economic restructuring,
industrialization  and
modernization.

3. SME’s advantages
in Vietnam

The country’s
socio-economic situation
has been improved

drastically after more
than 20 years of renova-
tion as follows:

Industrial  produc-
tion, trading and ser-
vices are widely ex-
panded.

Business forms are
diversified and there is
an abundant supply of
goods on the market.

The infrastructures
are upgraded.
Houses, roads,

schools, offices, hospi-
tals, hotels, telecommu-
nications are built and
expanded.

Cultural and tourism
activities are mush-
rooming.

These above pictures
express the emergence
of an economy, chang-
ing from centrally subsi-
dized into open one
along with successful
renovation. That econ-
omy consists of positive
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operations of various
types of businesses in-
cluding SMEs. They are
in the majority with the
following advantages:

Flexibility and easy
adaptability to market
changes and easily
changing products to
make the economy more
dynamic.

Not requiring large
capital, and easy estab-
lishment with tailing
strategies and suitable
for niche markets.

Ability to take full
advantage of labor re-
sources and versatility
in employing workers.

Having advantages
in trading and buying
goods right from produc-
ers, and selling goods to
end-users with reason-
able prices.

Easy improvement
in designing and meet-
ing the market demand
fast.

Simple and neat
management, less labor,
easily hiring local work-
ers at low costs.

Ability to cooperate
with, and process prod-
ucts for, and support
large companies in sup-
ply, production, and dis-
tribution.

Helping stabilize the
economy and enhance
rural development.

4. SME’S difficulties
and limitations

Besides their advan-
tages, Vietnam’s SMEs
still encounter the fol-
lowing difficulties and
limitations:

The legal system and
business climate are
more liberal, but they
have not yet met the ro-
bust expansion of busi-

nesses and sometimes
become obstacles to
their growth and entry
to the market.

Most of SMEs lack
capital because they use
mainly their own funds.
They have fewer mort-
gages for bank loans
and no credit guaran-
tors. Furthermore, they
cannot make efficient
business plans; their re-
ports do not reflect accu-
rately their financial
and business situation,
so they hardly persuade
the bank to offer loans.
The businesses which
can take loans account
for only 35%.

SMEs’ obsolete tech-
nologies and equipment
amount to 92%, only 8%
of businesses use ad-
vanced technologies,
and they are mainly for-

eign-invested busi-
nesses.
Managers’  profes-

sional skill face a lot of
limitations, their ad-
ministration ability is
weak, labor skill low,
and productivity not
high. They produce
goods and services to fill
orders and have no
long-term development
strategy, so their busi-
ness efficiency is lim-
ited.

They obtain fewer
opportunities for mar-
ket access due to short-
age of information.
Their product competi-
tiveness stays low since
because they lack ad-
vanced services to meet
requirements of inter-
national markets. Their
product quality is uncer-
tain because they are
not yet aware of and

find troubles in apply
the criteria of the Inter-
national Standard Or-
ganization (ISO 9001 :
2000).

There is no associa-
tion and cooperation be-
tween SMEs, so their
business performance
and competitiveness are
weak. The SMEs’ Asso-
ciation still gets con-
fused with the opera-
tional method;
therefore, it has not yet
given mnecessary sup-
ports to SMEs for their
development and inte-
gration.

5. Solutions to SME'S
sustainable develop-
ment in international

integration

a. National and in-
ternational circum-
stances

Nations are speed-
ing up the process of
globalization and liber-
alization via bilateral
and multilateral agree-
ments.

Vietnam became an
official member of the
WTO (November 7,
2006) under the circum-
stance that it had joined
ASEAN (July 20, 1995),
APEC (November 18,
1998), and normalized
relations with the US
(July 11, 1995).

On December 29,
2006, the US congress
passed the Permanent
Normal Trade Relations
(PNTR) with Vietnam,
which opened a pros-
pect of trading promo-
tion between the two
countries to a new
height.

The Party and Gov-
ernment’s decision on
equitization since 1992

showed a proper orien-
tation of economic
renovation towards
market mechanism. It
is estimated that all
state-owned enterprises
will be transformed into
either joint stock com-
panies or one-member
limited company in
compliance with law.

The economy contin-
ues to grow fast and its
GDP  hopefully in-
creases from 8.5% to
8.7% in 2007.

b. Opportunities for
Vietnam’s SMEs

Local companies are
able to get access to the
markets of goods and
services in 149 member
countries without dis-
crimination and have
chances to expand ex-
port markets.

The country’s busi-
ness climate is increas-
ingly improved due to
legal and institutional
reforms in compliance
with the WTO regula-
tions.

Vietnam'’s SMEs
have opportunities to
fight for legal interests
and fair treatment via
the WT'O’s judgment.

Vietnam’s SMEs are
given favorable condi-
tions to approach new
technologies of produc-
tion, business manage-
ment and market
expansion.

Businesses will de-
velop in fair competi-
tion and consumers are
able to use goods with
higher  quality and
lower price.

The investment cli-
mate is improved and
more attractive, so Viet-
nam’s SMEs can associ-
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ate and cooperate with
foreign partners in pro-
duction, business, tech-
nology transfer and
product distribution.

c. Challenges to Viet-
nam’s SMEs

The competition will
become fiercer with
many multinational
groups on local and for-
eign markets. SMEs
have to encounter more
anti-dumping lawsuits
by importing countries.

Businesses did not
yet get used to changes
of trading environment
in compliance with in-
ternational regulations
and legal systems.

Some SMEs will lose
several privileges in

production, business
and distribution.
Vietnam’s SMEs

must recognize the im-
portance of compliance
with national and inter-
national standards.

d. Solutions to SMEs’
sustainable develop-
ment

- Training and devel-
oping the SMEs’ human
resources:

Only trained work-
ers can produce good
products. First, busi-
nesses are required to
streamline the army of
existing managers and
workers in a logical
structure. Employees
should be assigned ap-
propriate jobs in accor-
dance with their profes-
sional skills. The
enterprise must recruit
qualified managers with
a lot of chances of pro-
motion, at the same
time plan to train and
retrain unqualified staff
in new knowledge, tech-
nologies and manage-
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ment skills. SMEs’ ad-
ministrators must be
carefully provided with
update information,
knowledge and skill in
modern corporate ad-
ministration, interna-
tional business profes-
sion, international
market culture, the
world economic outlook,
marketing policies in
the global era. In addi-
tion, they have to know
how to use a personal
computer and foreign
language in order to
communicate and nego-
tiate with partners as
well as convince them
in negotiations.

In addition, SMEs
have to attract
high-qualified experts

and get skilled employ-
ees attached to the busi-
ness by actual incen-
tives combining
interests and responsi-
bilities of employees
such as: investing funds
in education and train-
ing, securing long em-
ployment, and increas-
ing wages and bonuses
for those who contribute
great efforts to the en-
terprise’s development.
The worker’s skills and
adaptability should be
diversified and im-
proved to cope with pos-
sible changes in labor
arrangement for
expansion.

- Increasing finance
resources for SMEs:

SMEs have almost
no conditions to mobi-
lize capital from the
stock market, so they
take loans only from

banks, families and
friends.

To promote their fi-
nancial strengths,

SMEs are required to
make great efforts to
enhance their adminis-
tration capability and
capital. They also need
strategies for business
expansion,  positively
build investment pro-
Jects in accordance with
their capital, technolo-
gies and human re-
sources. In investment
projects, they should se-
lect advanced technolo-
gies to churn out
high-quality and com-
petitive products with a
view to persuading
banks to offer loans.

Banks should orga-
nize a special depart-
ment for SMEs and ear-
mark funds to support
these customers.

- Investing money in
innovation of technol-
ogy and equipment:

Initially SMEs
should invest funds in
replacing outdated

equipment and machin-
ery with low productiv-
ity and high energy
cost. They try to set
aside 2-5% of sales for

technology innovation
instead of 0.5% as at
present.

While SMEs’ finan-
cial potentialities are
not strong for invest-
ment in comprehensive
innovation of technolo-
gies and equipment,
they have to associate
and cooperate with each
other. The association
and cooperation be-
tween businesses in the
same industry will help
reduce financial trou-
bles and take full ad-
vantages of their tech-
nologies, equipment and
market and promote
their internal resources.

- Using e-commerce
solutions to SMEs:

While Internet ser-
vices are booming in the
world  market and
e-commerce is regarded
as one of the most effec-
tive tools for business,
as many as 70% of Viet-
nam’s SMEs have not
yet built their own
websites. With the as-
sistance of current in-
formation  technology
solutions, SMEs are
fully capable of building
their websites at will
and expanding them un-
limitedly, advertise and
sell their products to
foreign markets, man-
age human resources
and customer relation-
ship, and control their
inventory. When apply-
ing e-commerce, busi-
nesses easily establish
close relations between
them and customers; de-
termine their position
on relevant digital
maps; easily build the
equivalent system; and
use the common re-
sources between sys-
tems. This is just pre-
condition for SMEs to
see the efficiency of
e-commerce solutions.
E-commerce becomes a
new, effective and
economical channel of
trading for SMEs.

- Building, develop-
ing and advertising
SMESs’ brand names:

At present, the Min-
istry of Trade is restart-
ing the national brand
name program, so this
is a precious chance for
SMEs if they can meet
the program criteria as
follows: the business is
established in compli-
ance with Vietnamese
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law; applies quality
management systems in
accordance with inter-
national standard (ISO
9001 : 2000); well im-
plement the social re-
sponsibility for workers
following SA 8000 and
WRAP; carry out
eco-friendly production;
and trademark their
products  which are
great favorites on the
market. This program is
developed to help busi-
nesses including SMEs
to build their brands
and advertise them to
foreign markets.

- Heightening the ex-
pansion of export mar-
kets:

After Vietnam is
granted the US perma-
nent normal trade rela-
tions, the world’s

‘potential and biggest

market is opening good
prospects to SMEs’ ex-
ports, especially for gar-
ments and textiles,
processed farm prod-
ucts, and hi-tech goods
in such industries as
software production,

precise mechanical en-
electronics,

gineering,

bio-technology, new ma-
terials..These products
bring in high profits
and have large markets
and a lot of development
opportunities. As a re-
sult, the authorities
should help SMEs pro-
mote their partnership
and association to in-
crease export turnover.

- Giving institutional
supports to SMEs:

Due to SMEs’ impor-
tant role and position,
the governments in
many countries have
made strong supports to
their expansion. Institu-
tional supports include
fast perfection of legal
system in accordance
with the transformation
into the market econ-
omy, namely:

Building the busi-
ness climate favorable
and equitable for SMEs
in all economic sectors:
Building and issuing the
Law on SMEs, simplify-
ing the licensing proce-
dure, providing market
information...

Establishing support
policies on new modern

technologies for SMEs’
development.

Providing credit by
setting up the bank for
SMEs and guaranteeing
loans for businesses.

Devising policies on
allocating land to SMEs
for their business ex-
pansion.

Developing the labor
market by establishing
job transaction floors.

- Strengthening the
role and activities of the
SMEs’ Association, club
of businesses and spe-
cialized organizations
with the aim to gener-
ate the dynamic for
SMEs’ fast and strong
growth.

6. Conclusion

As many as 45,000
businesses were newly
founded within 10 years
from 1990 to 1999. Nev-
ertheless, the number of
new entrants soared to
207,415 for only seven
years from 2000 to
2007, increasing four
times. Most of them are
SMEs, but they always
face difficulties and lim-
itations in financial re-
sources, management

capability, competitive-
ness, human resources,
shortage of professional
skill and knowledge, ob-
solete technologies and
equipment. To overcome
these obstacles, SMEs
are required to boldly
change their concepts
and make investments
in training human re-
sources and technology
and equipment innova-
tion with the aim to
sharpen their competi-
tive edges in the process
of international integra-
tion. In the meanwhile,
they need to carry out
the above solutions to
surpass challenges and
create bigger opportuni-
ties for successful com-
petition even on the
home market and for-
eign markets. These re-
sults also assist SMEs
in their reinvestment
for business expansion
and sustainable devel-
opment in the process of
international integra-
tion.®
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