Ou Sep 30, 1997, a
workshop on credit risk

was held in HCMC. In the

current situation, credit
risk is of commercial
banks and the State

Bank’s concern and worry,
because overdue debts
including bad debts tend
to increase although the
banks are trying to curb
them. Some reasons are
attributed to commercial
banks’ poor management
as follows:

- Breaking law and or-
dinance on banking due to
giving to an unit loans
more than its self-fi-
nanced capital, the title-
deeds are not legal...

- Breaking the princi-
ple and process of offering
credit: unsafe credit con-
centration, not monitoring
loans, giving favorable

treatment to the boards of

directors.
- Some reasons from
other management: lack-

ing consistence in credit
policy, the growth of cred-
its is out of the bank's
control, weak supply of in-
formation, lacking coop-
eration to gain
information, slow renova-
tion of technology...

- Some reasons from
macro-level management:
disintegrated legal frame-
work, volatile business en-
vironment, poor financial
position of enterprises. .

To reduce credit risk,
20111e Mmeasures wele l)llf.
forward to overcome these
reasons such as: observing
credit  principle  strictly,
evalualing  chents”  sol-
veney p.'l_\'m;‘f attention to
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the collaterals, making
policies on loaning, set-
ting up credit council, im-
proving co-financing...

The above-mentioned
reasons on the whole re-
sult  from  commercial
banks’ micro-level man-
agement, so the measures
presented to hedge credit
risk are only within the
range of micro-level man-
agement as said in the
State Bank’s report: “the
main reason is to lack
management systems to
control the quality of loan-
ing”,

In the current situ-
ation, what are major rea-
sons? If the proposed
measures are completely
taken, to what extend
credit risk is reduged?

Regarding  quantity,
credit nsk is ealeulated by

a ratio of the overdue
debts to the total out-
standing loans and the

overdue debts are valued
by money In HCMC, ac-
cording to the State Bank,
the overdue debts from
1993 until now are as fol-
lows:

In 1993, the overdue
debts  totalled VNB160
billion, of which 95 billion
or 59% was owed by the
state-run sector.

In 1994 these figures
were VND990 billion, G643
billion or 64.9% respec-
Ii\'l'l_\-'.

In 1995 the overdue
debts reached VNDP1,000
billion, of which 688 bil-
lion came from state-
owned banks while the
loans of state-run sector
represented 7T0%

In 1996 the overdu
debts from state-run and
Jjoint

stock banks an-

nounted to some
VND1,069 billion or
4.72% of the total out-
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standing loans of which
669 billion came from
state-run banks while for-
eign banks’ overdue debts
made up 0.1% of the total
outstanding loans.

In the first six months
of 1997, the overdue debts
totalled VND4,905 billion
or 20% of the total out-
standing loans, of which
3,523 billion came from
state-run banks and loans
offered to state-owned sec-
tor accounted for 74.4%.

Consequently, the
state-run banks always
have a too large amount of
overdue debts and the
state sector topped the list
of overdue debts.

According to Dién Pan
Doanh Nghiép (Business
Forum Weekly) No 38,
from Sep 19 to 25, 1997,
the VNBD  multi-billion
overdue debts that the
banks tried to recover are
in fixed assets and on the
same issue, the State
Bank’s branch in HCMC
revealed three-fourths of
properties mortgaged into
banks are houses and
land, this collateralization
was carried out in banks
because most of fixed as-
sets of state-owned enter-
prises are factories and
buildings. According to
the State Bank’s report in
July 1996, regarding cli-
ents, overdue debts from
loss making businesses ac-
counted for 64%, while
collaterals in fixed assets
made up 50% of the over-
due debts. As a result, the
companies’ losses are a
principal factor leading to
large overdue debts, of
which the state sector
represented the highest
percentage and the banks
cannot yet retrieve their
money via collaterals, It is
a main risk the banks are
faced with.

In  the above-men-
tioned circumstance, if the
banks apply the credit
process and  proposed
measures properly and
adequately, they still can-
not avoid external risks.
The co-financing in this
situation can only share
losses to each bank, but
the total losses of the

banking system remain
unchanged. The fact that
local banks' overdue debts
accounted for 20% of the
total outstanding loans
while the foreign banks’
figure is 0.1% and they
are not permitted to ac-
cept collaterals in fixed
assets indirectly specified
the ongoing credit risk
field. If the measures to
hedge credit risk sug-
gested in the workshop
are properly taken, they
are able to reduce internal
risks in banks and pre-
vent managerial mistakes
of borrowers and decep-
tion as well. These meas-
ures are right in any
country and any period.
However, at present the
strongest effect is the le-
gal infrastructure to deal
with collaterals, if this
problem cannot be solved,
three-fourths of secured
loans will turn into bad
debts, it is the biggest
credit risk. In this case,
the reduction of credit
risk by internal tools 1s
not effective.

The second important
problem is the state-
owned enterprises’ poor fi-
nance presented in some
reports. This is not
stressed in  suggested
measures to hedge risks
while the state sector
plays a leading role in
regulating the market. If
the banks apply safe fi-

nancial indicators prop-
erly to secure loans then
there are not eligible bor-
rowers, so to give fiduci-
ary loans is risky when
the current leverage is
about five times. If the
banks depend on feasible
projects to give loans to
businesses then their poor
finance may cause risks at
any time and their pro-
jects cannot be imple-
mented. At present, there
are 6,000 operational
state-owned  enterprises,
most of them have bor-
rowed money from banks
and according to the Min-
istry of Finance, 20% of
these businesses are earn-
ing profits, 40% operating
perfunctorily and 40%
making losses. In addition
the Decree 359/CP ruled:
“enterprises have limited
liability for their opera-
tions within their capital
including that granted by
the State”, so the leading
economic sector is bearing
high risks that the banks
encounter. In the second
case, micro-level manage-
rial measures produce no
good results. The state
economy and the banks

operate in compliance
with the same legal
framework and special

regulations. If we remove
underground economic ac-
tivities affecting business
and production and indi-
rectly causing credit risk

sy T
but not being controlled
by the macro-level man-
agement, the only factor
influencing current busi-
ness and production is the
legal framework and regu-
lations of relevant bodies.
The noteworthy problems
are the settlement of col-
laterals and state-run en-
terprises’ capital, these
problems are under the
macro-level management
and beyond the banks’
authority.

Thirty percent of cur-
rent overdue debts were
arrears before the issue of
the ordinance on banking,
the increase in overdue
debts is mostly out of the
banks’ authority.

The emergency solu-
tion to reduce most of
credit risks is to pump ex-
tra capital into state-run
enterprises, firstly trans-
ferring legal ownership of
assets to them, at the
same time conducting in-
dependent audits so that
the banks can understand
their financial position,
initially completing the
settlement of collaterals to
repay debts to the banks.

The business are going
on, the banks are giving
loans, once the two above-
mentioned problems have
not yet been solved com-
pletely, the bankers still
do acrobatics and try to
keep balance between
profits and risks®
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