A Strategy

improve
Dusiness

Performance

f HCGMG

Branches of
the Bank for
Agriculture
and Rural
Pevelopmemnt

or the Bank for

Agriculture  and

Rural Develop-
ment (BARD), when facing
high percentages of bad
and overdue debts, the
task of finding out an effec-
tive lending policy is a
matter of great urgency.

1. Performance of BARD
branches in the past

three years

Up to Dec. 31, 2002, the
total loan supplied by
BARD branches in HCMC
reached VND8,432 billion,
4,068 billion higher than
the total loan at the begin-
ning of the year, equaling
11.3% of the total loan sup-
plied by HCMC banking
sector. Of this sum, 80 bil-
lion was considered as
overdue debt (0.95% of the
total loan), 68 billion
higher than the overdue
debt in early 2002. Up to
June 2003, its overdue
debt rose to VNDB82 billion
equaling 0.76% of the total

loan
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Causes of this situation
are numerous: Branch
managers failed to control
the supply of loans, loan
quality was poor, banking
regulations weren't ob-
served, mortgaged assets
lacked wvalid documents,

creditworthiness  rating
was done carelessly, cer-
tain customers enjoyed

high credit ceilings. Many
debts were adjusted or re-
newed too slowly with the
result that the volume of
overdue debt didn’t reflect
the loan quality and de-
grees of risk involved in
the supply of credit. Thus,
all branches have to take
measures to retrieve loans
and reduce the percentage
of overdue and bad debts.

In recent years, HCMC
branches of BARD have
adopted the following solu-
tions according to direc-
tives from the BARD:

a. Carrying out the
plan to expand business
and restructure the system
of banks for the years
2001-05: The branches
paid more attention to ru-
ral areas and small cus-

tomers, especially the
Table 1: BARD overdue debt over three years
Overdue debt | 2000 | 2001 2002 1* half of 2003
Total (VNDbil.) | 897 | 132 80 | 82
% of total loan 1.4 | 0.3 095 0.76

Source: BARD

poor, by opening more
lending offices, offering
such new services as loans
and deposits in gold. Be-
sides state-owned compa-
nies that are their tradi-
tional  customers, the
branches tried to supply
more loans to private com-
panies and family business
for higher interest rates.
The branches also formed
all kinds of funds as re-
quired by banking regula-
tions, dealt with risks and
restructured debts. They
also established a branch
of liabilities and assets
management company in
HCMC and beefed up the
workforce for some
branches.

b. Making the best use
of resources for business
expansion: The BARD has
developed three resources
— well-trained personnel,
modern technologies and
financial strength.

- As for the personnel,
the BARD chose compe-
tent officers as branch
managers, assigned offi-
cers to branches on a rea-
sonable basis, gave regular
training courses with a
view to helping branches
improve their services and
become more competitive.

- The informatics were
applied by all branches.
Many machines and equip-
ment were pul into use.
thereby offering new serv-
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ices to attract new custom-
ers. Officials from
branches regularly took
courses in modern tech-
nologies and the use of new
machines.

- The overheads are
kept at a reasonable level
and difference between
lending and deposit rates
became wider.

2. Measures to enhance
the business perform-
ance of BARD branches

in HCMC

We suggest the follow-
ing measures to be taken
by the branches, the cen-
tral bank and the central
government:

(1) Encouraging deposit
to supply more loans: The
branches could offer a
wider range of services
(such as acting as paying
bank for all classes of cus-
tomer). The deposit rate
must be in accordance with
relations between market
forces. Reasonable interest
rates could help maintain
a stable volume of short-
term deposit that could be
used for supplying me-
dium- and long-term loans.

(2) Attracting more cus-
tomers: The branches
must look for potential cus-
tomers and be ready to
supply loan directly to any
feasible business projects
or co-finance companies in
industrial parks and ex-
port  processing  zone.
Other potential customers
for BARD branches are
large-scale farms, and
small and medium enter-
prises in both urban and
rural areas.

Feasible business proj-
ects must be considered as
the most important factor
for decisions to supply
credits while mortgaged
assels are only secondary
or preventive factor for
branches to ensure good
loan quality in case the
customers fail to carry out
successfully their business
projects.

After providing loans,
the branches must super-
vise the use of loan by cus-
tomers and help them to
deal with other difficultie
when necessary.

(3) Improving the loan
quality: When extending
more loans, the branches
should take measures to
reduce risks. In this pro-
cess, full attention must
paid to the following prob-
lems:

- Ensuring safety for
both customer’s deposits
and bank’s loans.

- Cooperating with re-
lated authorities to carry
out  regulations about
banking safety.

- Buying insurance as a
preventive measures
against risks.

Effective measures to
improve the loan quality
are:

+ Never increase the
supply of credit beyond the
bank’s control.

+ Observe lending pro-
cedures.

+ Diversify invest-
ments and forms of credits
supplied to customers in
rder to reduce risks.

+ Have credit ageny
gather information about
important customers bef-
ore supplying loans.

+ Beef up the internal
audit.

As for bad debts, the
branches should take
strong actions to get back
loans or look for help from
the liabilities and assets
management companies.

(4) Perfecting mac-
roeconomic policies needed
for the banking sector: The

MAaCroeconomic policies
could encourage the free
enterprises by potential
customers of the banks,
thereby expanding the
market for bank loans. In
addition, these policies
could help the banks to
deal with bad debts and
get back their money. As
for peasants, the main
class of customer for BARD
branches, the government
could raise the land limit
allowing peasants to hold
land for a long time and
mortgage the land for nec-
essary capital. As for the
manufacturing sector, the
government could encour-
age contracts to import
capital goods on deferred
payment terms, and hire-
purchase contracts. Export
tax could be cut to the bone
to accelerate export of both
farm and manufactured
goods.

(5) Perfecting the
monetary policy: The SBV
should adopt policies to en-
courage banking institu-
tions to reach remote areas
and give equal treatment
to institutions that invest
in agriculture and projects
in rural areas. As for the
supply of fiduciary loans to
non-state enterprises, the
SBV should make policies
to allow banking institu-
tions to enjoy full auton-
omy. and take full
responsibility, instead of

putting limits on this kind
of loan.

(6) Perfecting the legal
infrastructure: The Na-
tional  Assembly must
amend the Central Bank
Act and Banking Institu-
tions Law with a view to
reducirig the government
intervention in the busi-
ness of commercial banks.

(7) Perfecting the gov-
ernment control: An inde-
pendent auditing company
specialized in the banking
services is much needed
now. For the time being,
such a company could be
established by the govern-
ment to force banks to
have their books audited
annually (and companies
should observe the same
requirement soon). The
company could help solve
dispute over mortgaged as-
sets and bank guarantee
and enhance the quality of
banking inspection.

To make the banking
sector healthier and help
the BARD branches in
HCMC improve their busi-
ness performance, con-
certed effort by the
branches themselves and
higher authorities, includ-
ing the SBV and the cen-
tral government as well
are much needed. We hope
that these measure could
help beef up the banking
sector before the competi-
tion of foreign banks in the
yvears to come.®
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