§. DIVERSIFICATION OF BANKING COM- -

PETITION AND COOPERATION

Banking activities is a business of
Vietnamese economy which is shifting
to the market economy with the State
management and along the socialist
line, in short a socialist-oriented mar-
ket economy. One of basic features of
the market economy is the fair compe-
tition and voluntary cooperation, bank-
ing activities thus cannot be beyond
that requirement.

The Party Central Committee's
plan of socio-economic development in
the 2001-2005 period points out: “To
develop the capital and monetary mar-
kets with diversified and appropriate
forms including banking system, non-
banking institutions, insurance firms,
funds of investment and investment
guarantee. with the aim to attract capi-
tal sources and expand capital and
credit sources. To reform the commer-
cial bank networks, separate policy
banks from state-owned commercial
banks and put state commercial banks
in the competition environment. To
modernize and innovate banking tech-
nologies, speed up the application of in-

untariness, equality and mutual bene-
fit for stable and firm development. As
a result, the environment and condi-
tions for strong competition and coop-
eration to survive need be created so
that hanking activities continue to play
an important role as an engine, and a
breakthrough for socio-economic devel-
opment in line with the national strat-
egy.

However, Vietnam is now still in
the period of transition into the market
economy and even in the first decade of
the 21st century, banking competition
and cooperation requires suitable steps
in accordance with general changes in
the economy and the central bank as
well as changes in instruments of
monetary policies from direct to indi-
rect ones.

°  To meet requirements, enhance
advantages and restrict negative ef-
fects of competition and cooperation, a
tight, transparent and liberal legal en-
vironment should be established. In
addition, the relevant authorities must
control unhealthy competition and co-
operation, protect consumers, encour-
age the development of all credit insti-

risk settlement between different
forms of banks. It should also separate
policy activities from business of each
state-owned commercial bank.

Vietnam has established and
brought into operation the HCMC-
based Securities Trading Center. The
Vietnamese securities market cannot
certainly be fully fledged in the next
years as those in the world and re-
gional economics. As a result, banking
competition and cooperation still play
an important role in optimal mobiliza-
tion of investment capital for the econ-
omy's demands. At the same time, the
securities market requires robust
growth.

The diversification of banking
competition and cooperation also de-
pends on the economy's demands.
These needs are based on the level of
socio-economic development. There-
fore. bankers cannot hastily provide
too many high level banking services
beyond customers’ requirements.

Due to its history of establish-
ment and development, the country's
commercial banking system cannot at-
tain the same level, competence, scale,
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formation technology and try to im-
prove the banking and financial sys-
tems to the regional average level”,
The driving forces of competition
are to tap advantages, fully use poten-
tials, overcome shortcomings; promote
positive aspects and eliminate inap-
propriate ones, boost development as
waoll as cooperation on the basis of vol-
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tutions and secure sustainable develop-
ment of the banking system.

The goal of competition is to ex-
pand business for profits, but banking
activities in the economy, which has a
lot of risks due to subjective and objec-
tive factors in the economic shift, must
fulfill the national targets. Therefore,
the State should have equal policies of
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and technologies as foreign banks'
branches overnight. As a result, the
Government cannot yet abolish rele-
vant regulations to give equal treat-
ment to all banks. Nevertheless, it
cannot rely on this reason to delay
commitments to freeing up banking
activities in agreements signed by
Vietnam with other countries



T

Il. THE INEVITABILITY OF THE EXECU-
TION OF THE TRADE LAW, FOREIGN IN-
VESTMENT LAW, LAW ON THE STATE
BANK AND LAW ON CREDIT INSTITU-
TIONS

The Law on Credit Institutions,
effective from October 1, 1998 has an
article saying about banking competi-
tion and cooperation, Article 16, ruling:
“Banking institutions are allowed to
compete and cooperate legally. They
are strictly banned to compete ille-
gally, causing damage to the imple-
mentation of national monetary poli-
cies and the system ol credit institu-
tions and legitimate benefits of par-
ties”. This article also states: “Illegal
competition includes illegal sale pro-
motion; untrue information causing
losses to other credit institutions and
clients; speculation to manipulate the
markets of money, gold, foreign cur-

“rency and other illegal competition”.

The Law on Credit Institutions
also has regulations on the rights of
banking operation, business autonomy;
protection of depositors’ benefits; time
of transaction and responsibilities for
illegally-derived money; splitting,
merging, consolidation, acquisition,
disbandment, connection, etec.

As a result, the Vietnam's legisla-
tion has recognized and encouraged le-

gal banking cooperation and competi--

tion.

The branches of foreign banks
and joint venture banks are affected
not only by the Law on Credit Institu-
tions but also by the Foreign Invest-
ment Law. Similarly, local commercial
banks are affected by the Law on
Credit Institutions and the Corporate
[Law. At the same time, the Trade Law
has been promulgated and executed as
well as relevant laws. In these laws,
the State has built increasingly suffi-

cient, transparent, liberal legal frame-
work in accordance with international
common practice and the market econ-
omy. It allows to attract foreign in-
vestment, and boost the development
of multisector economy in the legal
competition environment. Therefore,
credit institutions are also businesses
trading in currency and credit and pro-
viding banking services. They are re-
quired to compete and cooperate more
effectively in the competition situation
of production, business and service.
IIl. REGIONAL AND INTERNATIONAL IN-
TEGRATION

The integration into regional and
international banking activities lies in
the process of general integration of an
economy. That is the market access of
monetary activities, bank credit and fi-
nancial services to the world. Its de-
tailed contents include the liberaliza-
tion of banking activities of a country,
removal of administrative prohibitions
and restrictions against foreign bank-
ing activities. The legal environment
for banking activities must be in accor-
dance with international practice. In
the meanwhile, the local banks' level
must be raised to the region and
world's standard.

In the trend of fast internationali-
zation and globalization of economic
activities, commerce, investment,
service., if Vietnam wishes to avoid
the danger of lagging behind. it has to
integrate its economy into the regional
and international community. The in-
tegration process also allows the coun-
try to attract fast foreign investment,
increase capital for investment, en-
hance export of commodities, labor and
services...and  accelerate  economic
growth rate. The integration has good
and bad effects. In addition to the
aloresaid advantages, it also helps beef

up economic restructuring and elimi-
nate shortcomings and backwardness.
However, it poses great challenges
which Vietnam need pay attention to,
actively avoid and has appropriate
roadmaps and steps.

The requirement for interna-
tional integration in banking activities
is originated from commitments in
agreements signed by Vietnam with
other countries or pledges which Viet-
nam has to implement when joining
international organizations.

The U.S.-Vietnam trade pact has
been signed on July 13, 2000 in Wash-
ington. Accordingly, in the banking
field, Vietnam has to remove restric-

tions on local currency transactions of

foreign banks by 2008. Within the
next 10 years, the country has to elimi-
nate all prohibitions against foreign
banks' activities.

1. Main requirements of the opening and
international integration in the banking
area following the World Trade Organiza-
tion's GATT.

Vietnam has pledged and been on
the way to joining WTO. The principal
contents concerning the banking area
in the negotiation process are being
carried out as follows:

- In the banking sector where
market-access commitments are un-
dertaken, the measures which a mem-
ber shall not maintain or adopt either
on the basis of a regional subdivision
or on the basis of its entire territory,
unless otherwise in the specific com-
mitments, are defined as:

+ Limitations on the number of

banking service suppliers whether in
the form of numerical quotas, monopo-
lies, exclusive service suppliers or the
requirements of an- economic needs
Lest;

+ Limitations on the total value of
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banking service transactions or as-
sets in the form of numerical quotas,
monopolies, exclusive service suppli-
ers or the requirements of an eco-
nomic needs test;

+ Measures which restrict or re-
quire specific types of legal entity or
Joint venture through which a service
supplier may supply a service; and

+ Limitations on the participation
of foreign capital in terms of maximum
percentage limit on foreign sharehold-
ing or the total value of individual or
aggregate foreign investment.

- Each member shall give to bank-
ing services or service suppliers of the
other member treatment not less fa-
vorable than that with conditions,
terms and restrictions agreed and
specified in their commitments.

- Unless in case of safeguarding
the balance of payment, one member
shall not apply restrictions on interna-
tional payment and money transfer
against current services concerning its
specific commitments;

- Each member shall allow service
suppliers of the other member to
launch new banking services in its ter-
ritory;

- Each member shall allow service
suppliers of the other member to get
access to the clearing system managed
by the State and to the methods of fi-
nancing and refinancing in the com-
mon process of business;

- Each member shall allow service
suppliers of the other member rights to
establish and expand operations in its
territory including the acquisition of
current enterprises and commercial or-
ganizations;

- The members pledge that in cer-
tain cases, subsidies may distort trade
services, they will carry on negotia-
tions in order to set up multilateral

principles necessary to avoid bad ef-
fects of that distortion.

- Each member shall not give late
replies when any other member re-

quests for specific information about

any jointly applied measure or an in-
ternational agreement.

2. Requirements of the ASEAN Frame-
work Agreement on Service signed on De-
cember 15, 1995 in Bangkok

- To enhance cooperation in serv-
ices among member countries in order
to improve the efficiency and competi-
tiveness, diversify production capacity
and supply and distribution of services
of their service suppliers within and
outside ASEAN;

- To eliminate substantially re-
strictions to trade in services among
member countries; and

- To liberalize trade in services by
expanding the depth and scope of liber-
alization beyond those undertaken by
member countries under the GATS
with the aim to realizing a free trade in
services. '

- According to the SNA regulations,
the activities concerning money, pay-
ment, and relevant banking and fi-
nance services is referred to the serv-
ice sector, thus, banking activities
must be in compliance with the AFTA's
regulations.

The negotiation mechanism: Viet-
nam is carrying on negotiations in ac-
cordance with requirements of the
WTO's General Agreement on Tariffs
and Trade and the AFTA agreement.
However, the urgent problem to Viet-
nam is the WT'O's General Agreement
on Trade in Service as a basis for nego-
tiations on the AFTA agreement with
the following requirements:

- Regarding the WTO's official
members, their commitments must be
higher than those in the WTO's Gen-

eral Agreement on Tariffs and Trade.

- Regarding those countries which
are not WTO members, their commit-
ments must be not lower than those
they have made to extra-ASEAN coun-
tries. As a result, banking activities
must take this condition into aceount,
3. Advantages and challenges in the pro-
cess of banking competition, cooperation
and integration in Vietnam in the coming
time.

a. The system of state-run com-
mercial banks and policy banks

+ Advantages:

- They own a huge authorized
capital granted by the State, totaling
VND6,000  billion, equivalent to
US$425 million; including the Bank
for Agriculture and Rural Development
with above US$170 million and other
banks with US$80 million each.

- They have a lot of branches
across the country, even in residential
areas and remoté rural areas. Their
staff is large and has good understand-
ings about customers.

- They obtain a long business his-
tory, good experience; know the local
traditional culture; and have good rela-
tions with local governments.

- They are gaining the biggest
market share, from 72-78% of deposits
and loans in the whole country's bank-
ing sector.

+ Shortcomings:

- Their scale is too meager. Al-
though their authorized capital is
large. but the whole system's author-
ized capital is only equivalent to that of
the system of foreign banks’ branches
and joint venture banks; at the same
time far lower than the authorized
capital of a bank in other regional
countries which amounts to US$2-3
billion on average, or four to seven
times the capital of the whole svstem
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of state-run commercial banks in
Vietnam. Moreover, a large part of
the state-run  commercial bank's
authorized capital lies in the assets
producing no profits.

- The banking technologies are
backward; the bank employees' level of
management and professional skill re-
mains far behind those in regional
countries and the world. The bank's
apparatus is clumsy, banking activities
monotonous and traditional, mainly

' mobilizing capital and making loans;

and banking services deficient.

- Their overdue debts are high, as-
set quality low, facilities obsolete and
business efficiency low. The scope of
activities remains limited to the coun-
try.

b. The system of joint stock com-
mercial banks and financial companies

- Advantages:

It is a new model in accordance

and joint venture banks

- Advantages:

Their authorized and working
capital are large, especially foreign cur-
rency capital, banking technologies
modern, and personnel qualifications
high, Their customers include transna-
tional companies doing global busi-
ness..

- Shortcomings: Their network is
narrow, they face troubles in local lan-
guage and cultural traditions and hab-
its. Nevertheless, they can-overcome
these shortcomings by employing local
workers and overseas Vietnamese, and
applying modern technologies. But
some banks are still slow to surpass
these obstacles.

The following table will indicate
the competitiveness of Vietnamese
commerdial banks in comparison with
the banking system in the regional
economies,

SOME INIHCATORS OF SIZE AND PERFORMANCE OF VIETNAM'S BANKING
SYSTEM IN COMPARISON WITH REGIONAL COUNTRIES

Nations Capital mobiliza-
tion/GDP

Indonesia ~ 68% 91%
South Korea  37% 549
Singapore 83% + 105%
Thailand 68% 91%
China T3% 117%
Vietnam 23% 34.0%

Source: State Bank of Vietnam

with the market mechanism and the
international trends., It is energetic
and flexible in business doing.

- Shortcomings: ‘

Their size is too small; the aver-
age authorized capital of the whole sys-
tem is equivalent to US$160 million,
only equal to a small bank in the re-
gion. Those banks are still immature
and lack experience of operations.
Their organization is not united, many
joint stock commercial banks show ma-
nipulation of some members in the
Management Board. The shortcomings
and deficiencies of the management
mechanism, legal environment of the
market economy, and the model of pri-
vate economy and joint stock organiza-
tion.are obviously indicated in the
shareholding credit institutions’ poor
operations in the past years. Their
other weak points are the same as the
system of state-run commercial banks,
but to higher extent, especially their
percentage of arrears is very high, and
their managerial competence low.

c. The system of foreign banks

58%
61%
74%
95%
27.6%

Credit/GDP Lending/borrowing

Year 1992 Year 1998 Year 1992 Year 1998 Year 1992 Year 1998
T4% ’

traction of foreign investment is im-
proved and rises in the time to come.

3. The competition between the
branches of foreign banks

Increased advantages and mar-
ket shares are going to the American,
European, Japanese, Singaporean and
Hong Kong's banks.The banks of
other Asian countries will be inferior.
This trend is attributed to the two rea-
sons: the competence of the parent
bank and the structure of Vietnamese
customers, foreign investors in Viet-
nam and Vietnam's export markets..

4. The competition between for-
eign banks' branches and joint venture
banks

The domination belongs to for-
eign banks' branches, only some two
joint venture banks continue to main-
tain their market shares.

5. The competition between Viet-
nam's banks and the region and the
world's banks

In the trends of opening door and
integration as well as the implementa-
tion of Vietnam's agreements with and
commitments to other countries, Viet-
nam's banking sector and financial
services have to open door and inte-
grate. As a result, the banking activi-
ties and financial services which Viet-

' - nam has prohibited and restricted bef-

128% 1.22 1.06
78% 1.58 144
85% 0.74 0.89
128% 1.08 1.40
125% 1.30 1.07
33.0% 1.14 0.98

IV. FORECASTS OF CHALLENGES AND
TRENDS OF BANKING COMPETITION
AND COOPERATION IN VIETNAM IN THE
COMING TIME

1. The competition between do-
mestic banks:

It is the competition between
state-run commercial banks, joint
stock commercial banks and between
these two systems to attract local cus-
tomers. The advantages still belong to
state-run eommercial banks, only a few
joint stock commercial banks may sur-
pass. The market shares of the system
of shareholding commercial banks will
generally continue to be contracted.

2. The competition between local
commercial banks and foreign banks

The branches of foreign banks
keep on being dominant and increas-
ing their market shares because they
make more penetrations in state-run
large corporations and Vietnam's im-
portant economic areas. In the mean-
while, they win the confidence of most
foreign investors and joint venture
companies in Vietnam when the at-

ore will be freed up in accordance with
the roadmap. The foreign banks will
expand their operations in Vietnam
and the country will encounter a heavy
pressure when more and more foreign
banks enter Vietnam. In.the mean-
while, Vietnam's banks are pressed to
seek the way to head for regional and
international markets.

6. The competition between
banks and other institutions

The situation also lies in the
world's common trend. That is the
competition of non-banking institu-
tions which provide banking services.

In Vietnam these institutions in-
clude the Post Savings Service Com-
pany with the service of money trans-
fer by post, the Overseas Vietnamese
Remittance Service Company and the
network of international credit card
services.

To enhance th> competitiveness
and integration of the Vietnam bank-
ing system before .he above require-
ments, the govern.ment is required to
implement a series « f general solutions
such as perfecting the legal environ-
ment, increasing authorized capital,
reducing bad debr s, improving mana-
gerial competence and bank employ-
ees’ qualifications, modernizing bank-
ing technologies and implementing
the role of the Association of Bank-
ers. Each solution needs specific meas-
ures which will be deeply analyzed in
another article ®
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