1. Some aspects of venture
business in Vietham

Governments in both industri-
alized and developing countries
provide a wide variety of pro-
grams to assist venture business,
especially in the area of small —
and medium — sized enterprises
(SMEs).

Despite the development suc-
cess of venture entrepreneurs in
a few countries, the majority of
developing countries (also in
Vietnam) have found that the im-
pact of the agencies on venture
business has been less than satis-
factory. The Vietnamese govern-
ment has not yet paid enough
attention to the role of venture
business due to the country is
still in the first steps toward the
market economy.

Especially, microenterprises
are commonly family businesses,
young people or self-employed
persons  operating in  the
semi-formal and informal sec-
tors, and most of them have little
chance to grow into large firms,
access the bank finance, or be-
come internationally competi-
tive. Serving them often requires
distinct institutions and instru-
ments, such as the group-based
lending methodologies used by
some microfinance institutions.
However, small-and me-
dium-sized enterprises (SMEs)
and microenterprises, especially
in the area of venture businesses,
can grow and become more com-
petitive in domestic and interna-
tional markets, if they can be
operational in the appropriate
environment and given neces-
sary supports.

Vietnam has no agency or
body involved in the development
of venture entrepreneurs. How-

ever, in the whole area of SMEs,
there are some institutions that
may be helpful for the promotion
of venture business, such as:

The SMEs Association;

The Young Entrepreneur As-
sociation;

Vietnam Chamber of Com-
merce and Industry;

The Investment and Trade
Promotion Center (ITPC); and

Commercial banks.

2. The main issues for the de-
velopment of a robust venture
business environment in
Vietnam

2.1 The development of ven-
ture entrepreneurs should re-
spond to demand

The design and delivery of
credits, savings, and other finan-
cial products and services should
respond to diverse financial
needs of individuals and entre-
preneurs. Ideally, careful market
researches should precede prod-
uct development.

(1) Microloans, for example,
are given in accordance with the
realities of the client’s business
opportunities, cash flows, and
collateral. Tailoring products to
the risking entrepreneurs is par-
ticularly important to maximiza-
tion of microfinance potentials
for risk reduction.

(2) The government’s support
to venture business services
should facilitate the linkage be-
tween private providers of vari-
ous services (accounting,
information services, product de-
sign services...)

(3) Payment mechanisms
should take into account the lev-
els and timing of client’s cash
flow. For example, more risking
clients may not be able to pay
large fees for business service.
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2.2. Services provision must
cover their costs and achieve com-
mercial sustainability.

The Government is required
to try to subsidize the venture
business initially.

(1) Microfinance institutions
(MFIs) should charge interest
rates high enough to cover their
costs, including loan losses and
the cost of raising capital for ex-
pansion.

(2) Efforts to promote specific
venture business services should
be consistent with the objective
of growth.

2.3. Implications for venture
entrepreneur development strate-
gies (Government action)

(1) Improving transactional
efficiency in financial, product
and input markets relevant to
venture entrepreneurs by facili-
tating their access to information
and developing mechanisms to
manage risks.

(2) Investing in public goods
that open market access and
build business competitiveness —
including infrastructure (infor-
mation, communications, busi-
ness incubation development, as
well as education and technology
development).

2.4. Venture business environ-
ment

There are certain aspects of
the business environment which
are particularly related to ven-
ture business competitiveness.
They affect market access, costs
of acquiring
transactional efficiency and risk,
doing business, for example:

Barriers to entry and
non-competitive behavior in the
market where venture entrepre-
neurs might be potentially com-
petitive.
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Official and unofficial levies
that discourage venture entrepre-
neurs from developing.

Tax structure that distort in-
centives and discriminate
against venture entrepreneurs.

Infrastructure that open ac-
cess to information and market,
particularly business incubators,
transportation, market facilities,
communication...

2.5. Financial services

Venture businesses often com-
plain that their growth and com-
petitiveness are constrained by a
lack of access to financing and
high costs of credit. Recent
events in Latin America and East
Asia lend credibility to the argu-
ment that venture businesses are
more likely than larger firms to
be denied new loans during a fi-
nancial crisis. In most countries,
because competition in the bank-
ing sector is limited, banks have
not been under pressure to ex-
tend their lending to smaller cli-
ents. In addition, venture busi-
nesses’ access to the formal
financial sector is constrained by
high risks and transactions.costs
— real or perceived — associated

with commercial lending to that
segment of the market. Lenders
are faced with a lack of reliable
information on borrowers, diffi-
culties in enforcing contracts
(due to inadequate legal frame-
works and inefficient court sys-
tems), and the lack of appropri-

-ate instruments for managing

risks. Often, the problem is com-
pounded by supervisory and capi-
tal adequacy requirements that
penalize banks for lending
enterprises without traditional
mortgages.

A market — oriented strategy
to improve venture business ac-
cess to financing focuses on re-
ducing the risks and transaction
costs associated with this market
segment, strengthening the ca-
pacity of financial institutions to
serve smaller clients, and sharp-
ening their competitive edge in
financial markets. The aim is to
increase the number of financial
institutions producing profits in
lending to venture businesses, so
they are sustainable. Elements of
this strategy would include:

Reducing the barriers to en-
try, e.g., by reconsidering capital

adequacy requirements and pru-
dential regulations that may be
inappropriate for financial insti-
tutions serving smaller clients;

Reducing the risks associated
with lending to small businesses,
focusing on laws governing the
enforcement of contracts, forfei-
ture and collection of collateral,
and the use of movable assets as
collateral;

Developing the policy, legal
and regulatory frameworks that
are essential to the development
of innovative financial institu-
tions and instruments, including
venture capital, small equity in-
vestments, and leasing;

Promoting innovation in spe-
cialized lending technologies that
reduce administrative costs asso-
ciated with credit application,
monitoring, and payment;

Strengthening the capacity of
financial institutions to evaluate
venture business creditworthi-
ness in a cost — effective manner,
for example through the use of
credit scoring techniques; and

Improving information on the
creditworthiness of potential bor-

Financially — Sustainable Business Development Centers
SwissContact, a Swiss NGO, is attempting to develop commercially viable and sustainable institutions prowdmg

rowers, by promoting the estab-

marketing and technical assistance services to the venture business. In Indonesia, SwissContact has supported six
Business Development Centers (BDCs) that offer business diagnostics, specific technical skills training, technology
advice, and business administration services. In Peru, eight BDCs offer marketing services in such sectors as gar-
ments, agro-industry, and carpentry.

The philosophy of SwissContact is that the development of busmess — like institutions takes place in an environ-
ment which employs “real” market and business conditions, not in an environment that relies on donor subsidies. The
BDCs are selected through a bidding process that involves detailed business plans and a financial commitment from
the bidder. The tender process is open to any kind of organization — associations, private firms, NGOs, etc. — and delib-
erately builds on existing BDS institutions rather than creating new ones.

At the heart of the contract between the business center and SwissContact are financial targets that forms the basis
for SwissContact financial support, which typically covers up to 50% of operating costs during the first six to twelve
months of the contract. The most important indicator is financial sustainability: current contracts specify that 100% self
— financing will be achieved in two to three years. Other target indicators include cost effectiveness (inputs per client or
inputs against deliverable outputs) and the financial contribution (gross margin) of different setvices. In addition to fi-
nancial support, SwissContact offers scholarships for staff training, market surveys, networking with other business de-
velopment centers, auditing services, and benchmark information for monitoring purposes.

SwissContact’s experience demonstrates that there is a market for small — scale business services and that BDS
providers can become sustainable institutions and therefore do not require ongoing subsidies from governments or do-
nors. Nevertheless, challenges remain; there is a risk that BDCs will work only with relatively well — off SMEs in order to
generate a profit, and the cost of SwissContact’s technical assistance and monitoring are quite high. The success of a |
BDC depends critically on the capabilities of the management team.
Source: Hagnauer (1999)
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lishment of credit bureaus and
ways to help venture businesses
prepare their plans and financial
projections.

2.6. Business development ser-
vices

Business development ser-
vices (BDS) include a wide vari-
ety of non-financial services such
as labor and management train-
ing; extension, consultancy, and
counseling; marketing and infor-
mation services; technology de-
velopment and diffusion; and
mechanism to improve business

linkage through subcontracting,
franchising, and business cluster.
These services form an important
part of the “market support struc-
ture” that helps enhance venture
business competitiveness.
Traditionally, governments
and donors have provided BDS
through public institutions or
non-governmental organization,
often on a free or subsidized ba-
sis. There is a broad consensus
that publicly provided services
for business development suffer
from being too general and sup-

ply —driven, of poor quality, with
insufficient awareness of cost
control. Since the quality of pub-
licly funded services is limited by
the amount of subsidies avail-
able, the program coverage tends
to be typically low, only five to
ten percent of the target popula-
tion of SMEs. The systematic
monitoring and evaluation of pro-
gram impacts are rarely done,
but all too often, SMEs report
that the programs are irrelevant
to their needs.®

Table 1: Market — oriented interventions for venture businesses

Open access to markets,

accelerate market development

Invest in public goods, build
institutional capacity

Reduce and rationalize
traditional public
interventions

Business envi-
ronment

Competition policy
Licensing and registration re-

quirements, administrative fees

Commercial transaction law
Intellectual and commercial

property rights
Tax, labor legislation
Government procurement

Flexibility in the implementation

of regulations

Infrastructure (transport, ports,
market facilities, communica-
tions, information technology)
Information (markets, standards,

technologies)

Monitoring of venture business
performance and impacts of pol-
icies and interventions

Public/ private partnerships at
local level to improve the busi-
ness environment

Reconsider policies that re-
serve certain sectors for
small — sized enterprises or
grant them special
protections

Seek greater neutrality
across firm sizes in tax and
labor legislation and en-
forcement

Financial ser-
vices

Financial sector competition
policy

Collateral legislation
Prudential regulation and su-
pervision

Interest rate ceilings

Regulations on leasing, ven-
ture capital, equity markets

Innovation in loan products,
lending methodologies, delivery
mechanisms, risk assessment
methodologies (e.g., credit scor-
ing)

Credit bureaus, registries
Training to financial institutions
serving venture businesses

Reduce direct lending
through public financial in-
stitutions

Reduce venture business
lending (portfolio) require-
ments on financial institu-
tions :

Eliminate subsidizéd credit
lines and credit guarantee
schemes

Business de-
velopment ser-
vices

Target subsidies for market de-

velopment to specific market
failures

Information on service provid-
ers, impacts of services

Enforce competition in service
markets

Innovation in products (espe-
cially for the smallest firms), de-
livery mechanisms
Development of performance
and impact indicators

Training to private BDS provid-
ers

Limit long — term subsidies for
BDS to public goods (e.g., infor-
mation, labor, and management
training)

Increase cost recovery for
publicly — provided or sub-
sidized services

Improve management and
cost control in public BDS
institutions

Condition budgetary alloca-
tion to the achievement of
impacts

Reduce duplication across
agencies in services pro-
vided

Use the private sector to
deliver services

Privatize service providers
when financially sustain-
able

Business incubators devel-

opment
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