COVER STORIES: REARRANGEMENT OF STATE COMPANIES
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In the 10-year period from 1975 to
1985, the national income increased
by only 3.7% a year, agricultural
output by 3.8% and industrial output
by 5.2%. Production grew slowly
and inflation rate reached a three-
digit level and peaked at 774.7% in
1986.

The 6" VCP National Congress
in December 1986 set forth new
policies on economic reform and af-
firmed that the main dynamie of the
economic reform was innovations in
economic managing machinery. The
economic reform has produced re-
markable results, helped Vietnam
pass its crisis and created solid pre-
conditions for development: the an-
nual growth rate increased from
4.9% in the years 1986-90 to 7.7%
in the period 1990-95 while the in-
flation rate reduce from 774.7% in
1986 to 12.7% in 1995.
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The economic reform shows that
the role of the public sector has be-
come more and more important. Be-
fore 1986, the public sector
represented only 38% of the GDP
and this percentage increased to
42% in 1995. The growth rate of the
public sector in the early 1990s was
10.5% in comparison with 6.1% re-
alized by the non-state sectors.

When the new economic mecha-
nism® was introduced, most state
companies faced shortage of capital,
poor technology and poorly-prepared
business strategy. That is why one
of main objectives of the reform in
the public sector was to restructure
and rearrange state companies with
a view to keeping government in-
vestments from being thinned out
and improving the performance of
state companies. To achieve this ob-
jective, many measures have been
taken (making new register of state

388/HDBT, Decision 315/HBBT and
Instruction 500TTg to rearrange the
system of state companies. The
number of loss-making companies
was reduced remarkably: from
12,296 in 1989 to 5,962 in 1995
(1,953 of which were under the
management of central governmen-
tal bodies, and 4,009 under local
governments. Of state companies
stopping operation, 35% of them
were dissolved and 65% merged.
Most of them were of small scale
and suffered great losses.

The rearrangement of state com-
panies has helped to improve the
business performance of the system,
reducing the proportion of loss-malk-
ing companies from 35% in 1990 to
9.7% in 1994, and increasing the
proportion of profit-making compa-
nies from 63.5% in 1991 to 78% in
1995. Net profit made by this sector



increased from VNB3,275 billion in
1992 to 7,151 billion in 1994 and
13,480 billion in 1995. In 1995, re-
turn on capital reached 19.2% and
return on sales reached 5.55%. Ac-
cording to the Ministry of Finance,
the outcome of VND1,000 employed
by state companies was as follows:

been on the brink of bankruptcy.
2.The structure of state compa-
nies is unreasonable: State compa-
nies could be found in all industries
and localities (even in the remotest
areas) with the result that the num-
ber of small-scale state companies
are too numerous to be financed by

Results 1900 1994 1995 Comparison
1995/1990 | 1995/1994
Sales 2.672 2.850 3.458 129.4% 121.3%
Profit 96 142 193 201.0% 135.9%
Payment in tax 357 450 322 90.2% 70.1%
The rearrangement

of state companies also
helped to reduce govern-
ment  subsidy from
something equivalent to
8.5% of the GDP to
0.5% while the share of
state companies in the
GDP increased from
32% in 1994 to 42% in
1995.

-Stage 2 (1995-96): ras s
In this stage, the sys- -
tem of state companies
was made more reason-
able and effective,
therefore it could play
the leading role in the
economy. The Govern-
ment formed 18 general
corporations (by the De-
cision 91/TTg) and 73
corporations of smaller
size (Decision 9UTTg)
in order to concentrate capital and
other inputs needed for improving
the competitiveness and estab-
lishing strategic orientation of key
industries. These corporations con-
trolled some 2,000 state companies
(equaling 30% of state-run compa-
nies or 70% of centrally-run compa-
nies) and 80% of capital and gross
output of the public sector. This
means that they could cause great
effects on the economy as a whole.

The rearrangement of state com-
panies has apparently produced en-
couraging effects, however, it also
had defects and created obstacles to
operation of state companies. Some
major ones are as follows:

1.After rearrangement, many
state companies keep on making
losses: Since the beginning of 1997,
only some 300 out of 5,000 state
companies have been able to make
profit and have shouldered over 80%

of total payment in tax from the

whole system of state companies.
Most of the rest have operated
poorly, some of them have even

S .
governments of all levels. The Gov-
ernment needs some VND10,000
billion to ensure state companies
30% of their working capital while
the budget can provide only
VIND200 billion a year.

8.Most state companies are badly
in need of capital: 50% of them have
a capital of under VNB1 billion on
average and 25% have a capital of 1-
3 billion. Most of them have only
10% of their registered capital as
working capital, that is, they need
some other 20% to reach the mini-
mum level of working capital. This
situation forces them to use short-
term loans with high interest rate
as working capital. That is why
their return on investment and capi-
tal turnover are low and many of
them are on the brink of being de-
fault.

4.Technological level of state
companies is low: Technology em-
ployed by most state companies is
at least 20 years older than what
are used by most foreign counter-

parts. Certain companies are using
50-year-old production lines. Of cen-
trally-run companies, 54.3% use
general techniques, 41% have had
their production lines mechanized
and 4.7% use automatic equipment
and machines. The situation in lo-
cally-run companies is worse. Back-
ward technologies lead to poor labor
efficiency, product quality and com-
petitiveness.

5.There is unhealthy competition
between state companies of the
same industry and in the same lo-
cality.

6.The mechanism for controlling
state companies is imperfect and
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slow to change: Too many govern-
mental bodies control and inspect
state companies but no body bears
full responsibility for what state
companies have done. The Govern-
ment has no measures to encourage
better business performance, that is,
help state companies make the best
use of available resources. These re-
sources are sometimes used for serv-
ing personal interests or people
with vested interests in the state
companies.

The above-mentioned achieve-
ments and defects in the rearrange-
ment of state companies mean that
it must be carried out continuously
and more profoundly with a view to
helping state companies play well
their leading role in the economy.
For the time being, it's necessary to
develop a more reasonable structure
and change the system of state com-
panies both qualitatively and quan-
titatively in order to facilitate the
capital accumulation needed for the
industrialization and modernization.
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I.LKEEPING ON REFORMING

STATE COMPANIES

The continuation of the reforma-
tion of state companies in Vietnam
today is an important task in the
economic reform, especially in a pe-
riod when Vietnam is trying to inte-
grate into the world community.
The process of reforming and devel-
oping state companies must aim at
the following targets: (1) State com-
panies must play the leading role in
the economic development, (2) State
companies must undertake the task
of directing and helping other sec-
tors to develop, and (3) State com-
panies must be strong enough to be
used by the Government as instru-
ments for regulating the economic
development. When continuing the
process of reforming and rearrang-
ing state companies, full attention
must be given to the following mat-
ters:

Statistics show that state compa-
nies account for the better part of
budget income, sales and the
amount of companies. Certain cen-
trally-run companies have developed
nationwide and obtained good per-
formance, therefore they play a de-
cisive role in the central-local
structure. When rearranging the
system of state companies, they
must be considered as basic factors
in making the system more reason-
able. Most locally-run companies are
of small size, employ backward
technologies and produce the same
products as centrally-run companies
do. That is why their cornpetitive-
ness is poor. These companies must
be restructured, otherwise the Gov-
ernment will trade enormous invest-
ments for poor business
perfonnmlce.

In reality, the market mecha-
nism has come into being and
caused great effects on all compa-
nies. The national market becomes
unified and mobility of factor inputs
is on the increase, therefore metro-
politanism or localism becomes
meaningless. There have been more
and more national brands, therefore
it’s unnecessary to distinguish be-
tween centrally-run and locally-run
companies. However, local govern-
ments could be allowed to decide on
the supply of public utility services
according to national rules and
regulations.

The fact that many governmen-
tal bodies control state companies
but no ones are really authorized to
regulate the operation of the system
has led to a cumbersome machinery
that fails to control all state compa-
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nies. Therefore the management
function of administrative bodies in
the subsidized economy must be re-
placed with a governmental body
authorized to control all state com-
panies all over the country.

As a legacy of the old mecha-
nism, the concentration of too many
state companies in big cities has
made it difficult to protect the envi-
ronment and control the growth of
cities. It’s necessary to move manu-
facturing companies to suburbs, es-
pecially companies causing pollution
or occupying large areas. Preferen-
tial treatment must be given to com-
panies that build their factories in
suburbs or localities with poor infra-
structure.

There must be a correct relation
between state companies and non-
state companies in a locality. Full
attention must be given to the sup-
ply of products and services requir-
ing big investment but needed for
the good of the community. In fact,
state companies in this fields obtain
poor performance. They must be
well-equipped and developed enough
to undertale this task. State compa-
nies in other fields or industries
must be strong enough to compete
with other sectors, otherwise they
must be handled properly.

It’s necessary to avoid competi-
tion betweenstate companies for
the same market in order to reduce
waste of resources.

The rearrangement of state com-
panies requires a long-range plan
appropriate to the national eco-
nomic development strategy. State
companies must be divided into
groups for rearrangement purposes:

-Group 1 includes state compa-
nies taking part in the national de-
fense or operating in vital industries
that must be totally under the gov-
ernment’s control. In this group,
companies with poor performance
must be dissolved and replaced with
the new ones.

-Group 2 consists of companies
supplying public utility services and
companies acting as government’s
instruments for regulating the econ-
omy. These companies usually need
big investment but their return on
investment is low. The government
could put them totally under its con-
trol, but to a certain extent, success-
ful companies from other sectors
could be allowed to cooperate, or
work in partnership, with state
companies.

-Group 3 coinprises state compa-
nies with ability to perform well
and contribute a lot to the budget
income. The Government can hold

the better part, or all of their
shares if need be. In favorable con-
ditions, the Government had better
encourage other sectors to invest in
these companies.

-Group 4 is composed of state
companies of other kinds. These
companies aren’t necessarily under |
the state ownership and could be
equitized, sold or dissolved.

Except for the group 1, other
state companies must operate under
the market mechanism, they could
be dissolved if their performance is
poor. The Government had better
invest strongly in companies of
groups 1 and 2 and major companies
of the group 3. Companies of the
group 4 must be handled quickly
and properly.

State companies must improve
their performance in order to meet
requirements posed by the national
economic reform, however, many
problems have arisen from the proc-
ess of reforming state companies.

(1)Although the rearrangement
of state companies could result in a
lot of redundancies (some 800,000
workers, or 30% of the workforce
employed by the public sector), but
there is no other choice. At present,
11 leading state corporations control
65% of total capital and employ 27%
of the labor force of the public sec-
tor, and the per capita investment
in these corporations is VND66 mil-
lion on average, not much higher
than that in the private sector, that
is, there is a great labor surplus in
state companies. The best solution
to this problem is to develop the
private sector with a view to creat-
ing more jobs.

(2)Unlike foreign groups that
usually include companies in differ-
ent industries, most Vietnamese
corporations are groups of compa-
nies within the same industry. A
survey conducted in HCMC and Ha
Néi reveals that only 13% of state
companies (most of them are of
small scale) in those two cities are
in need of a corporation, that is, a
corporation is only of benefit to
companies that aren’t strong enough
to find a foothold in the market. To
form corporations by combining all
state companies within the same in-
dustry have probably caused damage
to leading companies because they
are forced to share losses with un-
successful companies. Moreover, in a
large-scale eorporation, the manage-
ment task will be more complicated
and be able to lead to a lack of crea-
tivity. And when there is only a big
corporation in an industry, there
will be the monopolization®





