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Each day, MSEs have more and more contributions for development of each country. In Vietnam,
MSEs make up 97% in the total number of active companies and it has major contribution for
GDP growth. After the global crisis and recession (2008), the collapse of the banking and finance
market has strongly impacted to the growth and development of MSEs in Vietnam. It’s a negative
impact to the capital accessibility and efficient capital using. Aware of this problem, Vietham
government has many policies to encourage MSEs’ growth as well as to increase the capital
accessibility for MSEs. These policies are restraining inflation, reduction the loan procedures for
MSEs, indirect stimulus policy etc. This study also describes the economy context of Vietnam
after the crisis and the reality of MSEs as well as the assessments about government’s efforts to
increasing the capital accessibility for businesses in Vietnam.
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INTRODUCTION

The WTO accession is expected to bring
about new opportunities for SMEs
development like the creation of a level
playing field, easier access to production
factors and cheaper imported inputs in the
domestic market, expansion of export
markets, and facilitation of the national
economy to engage more in-depth in regional
and global production networks. After the
WTO accession, Viethamese SMES anticipate
tremendous difficulties in both domestic and
global markets because they lack a
competitive edge over foreign rivals [16].
Many SMEs experience high production
costs, poor quality of products, and low
degree of innovativeness. Moreover, capital
shortage, lack of advance technology,
management skills and expertise, and
insufficient market information, and so on
hindered these young SMEs to compete
globally. Especially, it is small and medium
enterprises (SMEs). These enterprises are
facing difficulties related to financing for
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investment in production. The difficulties
related to financing of SMEs clearly show the
lack of flexibility of this sector. They are very
difficult to access formal sources of capital,
by the banks to concentrate on the traditional
customers, the big business. Thus, there was
75% of SMEs to borrow from informal
sources at interest rates of up to 5-6% per
month [7]. According to economic experts, in
this context, SMEs need more flexible access
to loans by transparent records, data, business
plans effective; it must have strategic
enterprise development as well as collateral
etc. to access bank loans more easily.
However, they are difficult to meet the
requirements above. In addition, SMEs often
consider loans from banks are unique, so may
have access to other sources of capital from
the form of financial leasing, factoring or
venture capital fund. Difficulties in funding
this development involves not easy to find
production premises with reasonable prices.
This is a "vicious cycle" that many SMEs in
Vietnam have, because there are no
business premises, lack of business assets
as collateral, lack of long-term business
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strategy and therefore, it is difficult to
access to bank loans [8].

THE STATUS OF SMES IN VIETNAM
Statistics on SME

Number of new enterprise for each year
continued to grow in the last 10 years. In
2000, there were 14453 newly established
enterprises; this number was estimated to be
more than 7 times larger in 2010. Until
December 2013, the total number of
enterprise in Vietnam was 76955 [17]. Small
and medium enterprises now accounts for
97% of businesses nationwide, is working
increasingly effectively, accounting for nearly
45% of gross domestic product (GDP). Thus,
although a "small and medium" but the sector
has contributed greatly to the country. This
area is the most the employer contributes the
largest consumer goods, investment growth
ratio (ICOR) is the lowest, is now available in
all areas, regions, resources to effectively deal
labor force, contributing to increasing income
and reducing poverty.

The policy of the state to develop small and
medium enterprises in Vietnam

Recognizing the importance of continuing the
reform effort, the Government approved the
Socio- Economic Development Strategy,
2001-2010 and the  Socio-Economic
Development Plan, 2001-2005 [16]. The
plans outline the Government’s strategy to
further develop the Vietnamese economy, in
particular the private sector, for the next
decade. = Meanwhile the international
community continues to provide financial and
technical support to assist Viet Nam’s on-
going structural reforms. Recent efforts to
step private sector development include the
following (i) Creating an enabling business
environment for private enterprise and SME
development since 2001. (ii) Several decrees
that officially recognize the significance of
the private sector and pro-private sector
policies have been adopted. (iii) At the same
time, newly issued legal documents to
improve the policy environment for lending
and facilitating commercial banks to adopt
commercial principles in lending activities
have been issued.
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Context of the economy and curb inflation
policies of the government

Economic growth

In the first 3 months of 2011, with the impact
of financial crisis and rising inflation,
Vietnam's economy growth is still pretty.
Specifically, first quarter GDP growth
reached 5.5%, roughly the same period of
2010 growth. Three months exports also grew
strongly with an increase of 31%, three times
higher than proposed. Meanwhile, the State
budget by the end of February rose 17.6%
over the same period [10].

Monetary policy tightening

Dated 29/04/2011, the State Bank (SBV)
issued Decision No. 929/QD-NHNN,
accordingly, re-discount rate increased from
12% to 13% and increased the refinancing
rate from 13% to 14%, from the date of
01/05/2011. Thus, after only a month to
adjust interest rates and refinancing in less
than two months for the rediscount rate, the
policy interest rate is adjusted again [10].

THE IMPACT OF MONETARY POLICY
TO THE CAPITAL FOR SMES

The structure of SMEs in Vietnam

The large majorities of SMEs in Vietnam is
very small indeed, and largely depend on
purely internal and/or informal sources of
financing. This is true in many developing
and transitional economies. As the more
successful SMEs grow, they are likely to need
— and get improved access to — more formal
and external sources of financing [5].

The diagram below seeks to provide (an
admittedly highly stylized) picture of the
SME universe in this regard. The vertical Y
axis represents the capital size of individual
SMEs, up to the ceiling — defined by the
government of VND10 billion. And the
horizontal X axis represents the aggregate
number of SMEs. As one can see, as SMEs
tend to get larger in scale, they are more
likely to have an ability to access external
financing, and vice versa, in what is virtuous
cycle. Towards the base of the pyramid,
smaller SMEs will typically — but not always
— have less access to formal external finance;
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and where they do so, it may actually be in
the form of personal loans and the like to the
owner or principals, or micro-finance from
VSPB, people’s credit funds, etc. As this
diagram suggests, the biggest hurdle for
SMEs’ access to finance may actually be in a
‘twilight zone’ towards the middle of the
pyramid, where SMEs find themselves caught
in an external finance ‘blind spot’, where
sufficient sources of external funding are not
readily available.

Principal source of finance for SMEs
Government Programmes

The degree of banking intermediation in
Vietnam is low. The banking sector is
dominated by state-owned banks. Given the
country is still in transition to market-based

economy, the low level of formal financial
sector development and poor legislative and
regulatory infrastructure, among other
constraints, the economic landscapes is
presently dominated by state-owned and
micro  enterprises  (comprising  mostly
households and cottage industries). As such,
there are limited programmes to address SME
financing. Government lack the financial
capacity to provide internal funding for SME
development, are not experienced to manage
such programmes and/or are pre-occupied
with financing state-owned enterprises while
the private sector banks are reluctant to do so
due to insufficient legislations to protect their
interests. It is the informal sector that plays a
paramount role.

Welcome to the IPO and HaSTC zone

Foreign bank

Domestic bank

Leasing bank

VDB, PAFs bank

Equity funds plus all below :::>

Private equity and Debt available

More diverse range of finance services

Debt available

SME finance twilight zone?

Leasing and loans, maybe bank \’::>

Informal finance available, mostly

Domestic banks VSPB People’s credit Funds :::>

Personal finance (formal and informal) available

A

Number of SMEs

Figure 1: Vietnam’s SME universe and its financing options

Source: Nick J. Freeman and Ngoc. Le Bich, 2007 [5]

141



Tran Van Quyét va Prg

Tap chi KHOA HOC & CONG NGHE

118(04): 139 - 145

Sources from the banking system

Notwithstanding the low rate of penetration,
financing by banking institutions form the
most important source of external financing
for SME. This is due to the dominance of the
banking sector as the main intermediary in the
financial systems of these countries. The
average share of bank financing for SME in
Viet Nam is about 25% [13]. There are also
numerous non-bank financial institutions
(NBFIs) such as finance companies, credit &
leasing companies, cooperatives and thrifts,
credit unions etc that are involved in SME
financing. These banks and NBFIs also
participate as conduits for government funds
for SME [11].

Capital Markets

This promising approach seems to address the
chronic lack of long-term credit available to
SME. Nevertheless, given the onerous legal,
regulatory and administrative requirements on
firms targeting the capital markets, the lack of
support from the investment community
(brokers, dealers etc) and the generally
nascent capital markets in these countries
with significant imperfections (e.g., high
transaction costs, lack of liquidity, and depth
of instruments), this move has many
challenging hurdles from an implementation
aspect [14].

From Venture Capital sources

The availability of venture capital in these
economies is limited. Mekong Capital Ltd is a
private cross boarder investment company
that undertakes equity investment in Viet
Nam. Mekong Capital manages a US$18.5
million Mekong Enterprise Fund launched in
April 2002. The fund is co-financed by the
Asian Development Bank (ADB), the
Northern European Development Fund, the
Swiss Economic Department, the Norwegian
Industrial Cooperation Fund and the Belgian
Investment Company. It is set up to operate
over 10 years, with 65% of its investments to
be made in Viet Nam. The Fund aims to
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invest in private export oriented businesses
that are well managed and with impressive
track records. In Viet Nam, a second venture
capitalist is Vietnam Enterprise Investment
Ltd (VEIL) managed by Dragon Capital.
VIEL has US$53 million in 2003 and intends
to raise its capital by another US$50 million.
Both funds seek to invest in larger SME [22].

Trade Financing

Trade financing in the form of trade credit,
equipment leasing and to a certain extent,
factoring are popular with SME in Europe but
not so popular in Vietnam. In terms of the
portfolio composition by facility type, term
loan is the dominant facility offered to SME
in these countries comprising almost 65% of
SME loans in Viet Nam banks. Generally,
factoring, and leasing are less common
facilities offered to SME [23].

Informal Sector Financing

The informal sector comprises lending
between family and friends, savings and
credit associations, and moneylenders
(alternatively known as grey or black
markets). The informal sector is the main
channel of credit for SME in Vietnam and to
a lesser extent. In Viet Nam, informal
channels fund up to 70-80% of SME needs
compared to 20-30% funded by the formal
channels (as estimated by Hanoi SME
Association). SME are also known to pay a
“commission” to third parties that are able to
obtain a bank loan on their behalf [8],[23].

Factors affecting the ability of SMEs to
access capital

Economic growth and inflation

Also in the high growth period (2001 -2007),
inflation rate in Vietnam is just single digit
inflation (figure 2). During this period the
capital was used -effectively, the export
growth, exchange rate stability and facilitate
GDP growth [3]. But, after 2007 from high
inflation, devaluation of domestic currency
compared with foreign currencies, money
supply and large capital expenditures for high
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growth. In 2008, the highest inflation
(23.8%), Vietnam government has introduced
policies to tighten spending, adjusted basis
interest rates, increased reserve requirement
ratio of banks to curb inflation. With such
policies, the inflation rate tends to decrease in
2010 [10]. But in late 2010 and the first four
months in 2011, inflation continued to
increase. On April -2011 Vietnam's inflation
was 17.5%. According to economic experts of
the World Bank's Vietnam, inflation in 2011
could be 22% [17].

Foreign exchange rate policy and capital control

Vietnam has accepted the obligations under
IMF Article VI, with effect from 18 October
2005. Thereby, Vietnamese authorities
accepted not to impose restrictions on the
making of payments and transfers for current
international transactions, and not to engage
in any discriminatory currency arrangements
or multiple currency practice, except with
IMF approval. Capital controls continue to be
in force in Vietnam, and the only sizeable
inflows apart from official transfers are
foreign direct investments and remittances
from Vietnamese living abroad. Short- and
medium-term capital inflows have been
successfully restricted [18].
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Figure 3: The channel of raising capital for small and medium enterprises

Source: VCCI, (2013)
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Number of sources of capital for SMEs is
limited and difficult to access

Nowadays, with the development of financial
markets in Vietnam, enterprises with more
choices channel for capital mobilization. As
in other developing economies, in Vietnam,
the bank remains the primary channel for
capital mobilization of the enterprise. Among
enterprises is the demand for loans, up to
74.74% of businesses see the bank as a
channel for capital mobilization of their
principal. Followed by access channel are
investment funds with 14.89%. It is noted that
the stock market has not been considered as
an important channel for capital mobilization
of SMEs; only 4.26% of businesses choose
this channel [14], [9]

Constraints in SME Financing

From the supply side perspective, these
countries share some common shortcomings
and constraints that have effectively impeded
the ability of SME to access needed funds.
However, due to differences in economic and
financial development, many constraints as
discussed below are unique to Vietnam [7], [5].

CONCLUSIONS

(1) There is a chronic lack of finance for
acquiring industrial premises. The problem is
compounded by pollution in major urban
areas such as Hanoi and Ho Chi Minh City.
The authorities can therefore be expected to
adopt policies to encourage companies to
move their factories by offering tax incentives
and providing financing to help them
purchase the necessary land and facilities.

(2) Smaller companies would be encouraged
to move into buildings that offer space for
both residential and light industry use.

(3) Small and medium-scale enterprises
should have access to specialized information
and advice via the VCCI (for a fee), and to
general information collected by VIETRADE,
the export promotion agency within the
Ministry of Trade, through the Department of
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SME Promotion at their local people’s
committee (free of charge).

(4) The eight regional branches of the VCCI
should offer advice to exporters.

(5) Funds should be made available by the
Export Credit Fund and the new SME
Finance Corporation to help exporters with
cash flow problems.

REFERENCES
1. Al-Mashat, R (2004), “Vietnam’s experiences
with rapid money growth and low inflation”,
Vietnam. Selected issues, Washington, DC.\
2. Bernanke, B S and | Mihov (1997), “What does
the Bundes bank target?”, European Economic
Review 41 (6).
3. Camen, U and H Genberg (2005),“An inflation
targeting regime for Vietnam?”, VERCON First
Annual Research Conference, Hanoi.
4. Frankel, J A (2005), “On the renminbi: the
choice between adjustment under a fixed exchange
rate and adjustment under a flexible rate”, NBER
Working  Paper, no  W11274,Cambridge,
Massachusetts.
5. Nick J. Freeman and Ngoc. Le Bich, (2007),
“SME Finance in Vietnam: Reviewing Past
Progress and Scoping Future Developments *,
Working Draft of Technical Report 12th May
2007, UNIDO
6. Hamada, K and A Noguchi (2005), “The role of
preconceived ideas in macroeconomic policy:
Japan’s experiences in the two deflationary
periods”, Yale University Economic Growth
Center Discussion Paper, no 908, Yale
University.
7. Hauskrecht, A and N Le (2005), “Capital
account liberalisation for a small open economy —
the case of Vietnam”, VERCON First Annual
Research Conference, Hanoi.
8. Hung, N T (1999), “The inflation of Vietnam in
transition”, CAS Discussion Paper, no 22.
International Monetary Fund (2005), Vietnam.
Staff report for the 2004 article IV
consultation,May.
9. Hung, N T (2006), Vietnam. Staff report for the
2005 article IV consultation, January.
10. Hung, N T (2012), Annual report on exchange
arrangements and exchange restrictions 2006.
11. JICA, Hitoshi SAKAI and Nobuaki
TAKADA,(2000), Developing Small and Medium-
Scale Enterprises in Vietnam, Nomura Research
Institute, Ltd



Tran Van Quyét va Prg

Tap chi KHOA HOC & CONG NGHE

118(04): 139 - 145

12. Jonas, J and F S Mishkin (2005), “Inflation
targeting in transition countries: experiences and
prospects”, in B S Bernanke and M D Woodford
(eds), The inflation-targeting debate, Studies in
Business Cycle no 32, University of Chicago Press.
13. Klump, R and K Gottwald (2003), “Financial
sector reform in Vietnam”, in M J Hall (ed), The
international handbook on financial reform,
Cheltenham, UK.

14. Kovsted, J, J Rand and F Tarp (2005), From
mono bank to commercial banking. Financial
sector reforms in Vietnam, NIAS Press

15. Krzak, M and A Schubert (1997), “The present
state of monetary governance in Central and
Eastern Europe”, in Focus on transition, vol 1
Vienna, Oesterreichische Nationalbank.

16. MPI (2005), The Five-Year Socio-Economic
Development Plan 2006-2010, Draft, Hanoi.

17. MPI (2013), Report of status of new
established in 2013, Hanoi.

TOM TAT

18. Peiris, S J (2008), “Inflationary dynamics in
Vietnam”, Vietnam. Selected issues,
Washington, DC

19. Ping, X and Z Xiaopu (2003), “The
coordination between monetary policy and
exchange rate policy in an open economy in
transition: a case study on China from 1994 to
20007, Journal of Asian Economics, vol 14.

20. Radzyner, O and S Riesinger (1997), “Central
bank independence in transition: legislation and
reality in Central and Eastern Europe”, in Focus
on transition, vol 1, Vienna, Oesterreichische
Nationalbank

21. Shambaugh, J C (2004), “The effects of fixed
exchange rates on monetary policy”, Quarterly
Journal of Economics, vol 119.

22. VCCI, (2013), Rapid Assessment Report-
Business situation six months of 2013

23. World Bank (1995), Viet Nam. Financial
sector review. An agenda for financial sector
development.

CHINH SACH TIEN TE VA HO TRQ TAI CHINH
CHO DOANH NGHIEP VUA VA NHO O VIET NAM
THOI KY SUY THOAI KINH TE TOAN CAU

Tran Vin Quyét", Dwong Thanh Tinh®,
Tran Vin Nguyén', Chang Taikoo?

YTruong Pai hoc Kinh té & Quan tri Kinh doanh — PH Thdi Nguyén,
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MSEs ngay cang c6 dong gop lon d6i v6i qua trinh phat trién cia mdi qudc gia. O Viét Nam,
MSESs chiém téi 97% trong tong s6 cac doanh nghiép dang hoat dong va n6 ¢6 dong gop 16n vao
tang truong cua GDP. Ké tir sau khi khing hoang va suy thoai kinh té toan cau (2008) voi su do6
V0 cua thi truong tai chinh va ngan hang da tac dong manh t6i sy tang trudng va phat trlen cua cac
MSEs ¢ Viét Nam. D¢ 1a sy tac dong ti€u cuc t6i kha nang tiép can von va sir dung vén sao co
hiéu qua. Nhan thic duge van dé nay, chinh phii Viét Nam dd c6 nhiéu chinh sach dé khuyén
khich MSEs phat trién ciing nhu chinh sach ting co hoi tiép can von cho MSEs. Céac chinh sach
nhu chinh sach kiém ché lam phat, giam thu tuc vay vbn dél v6i MSEs, chinh sach kich cdu gian
tiép v.v. Nghién ctru nay ciing di mé ta dugc bbi canh nén kinh té Viét Nam sau khung hoang,
thyc trang cac MSEs cling nhu cac danh gia vé sy nd luc cia chinh phu dbi véi viée tao diéu kién
tiép can thi truong vbn cho cac doanh nghiép ¢ cua Viét Nam.

Tir khéa: chinh sdch tién 16, hé tro tdi chinh, MSEs, suy thai kinh 1é toan cau, tié}) can von
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