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THE CAUSE OF THE GLOBAL FINANCIAL CRISIS
AND LESSONS FOR VIETNAM

MA. Duong Van Bon

Faculty of business administration
Banking University of Ho Chi Minh City — Ho Chi Minh City-Vietnam
Email: bondv@buh.edu.vn

Abstract

In the last 10 years, after becoming the official member of WTO in 2007,
Vietnam has made commitments to the comply with the US-Vietnam Bilateral Trade
Agreement and other international economic agreements. Vietnam has also become
a member of the AEC and entered into important free trade agreements, notably the
Trans Pacific Partnership. The financial integration of Vietnam in the global
economy has been increasing rapidly. However, Vietnam also witnesses the
unexpected economic fluctuations domestically and internationally. The global
financial crisis, especially the US financial crisis, exerts a major impact on Vietnam’s
economy and its banking system. Accordingly, the real estate market, stock market
and banking system in Vietnam have fluctuated remarkably. This article discusses the
causes of the US financial crisis and analyses the US government’s solutions. The
causes of the US financial crisis are distributed to lax lending standards, failures in
regulations of derivates financial instruments, and lack of state control of banking
systems. In this respect, recommendations are made for Vietnam’s case.

Keywords: housing loans, derivates financial instruments, financial crisis.

1. Introduction

The financial crisis 2007-2008 in the United States is considered as the biggest
international economic issue within recent 10 years. It started from the housing
subprime mortgage crisis, along with numerous derivative instruments, causing the
global economic crisis. In the US, there were waves of selling, spreading across stock
markets around the world. In October 2008 alone, more than $10 trillion investment
in securities was evaporated, while a range of global stock markets closed temporarily
to stop trading. QOil prices plummeted from a record $147 per barrel from 11 July
2008, to $44-46-50 per barrel until the end of November 2008, the lowest one in four
years (Pham Minh Chinh & Vuong Quan Hoang, 2009).

The crisis was rooted in the US housing bubble (which occurred in 2005-2006)
with high-risk subprime mortgages and interest-bearing mortgages. Before that, with



the combination of the highly rising housing price and easy credit conditions, many
people borrowed money from investment banks to speculate in real estates with the
hope of gaining money from the differences between transactions.

The global economic crisis has had a great impact on Vietham when Vietnam is
implementing the financial market opening schedule under the WTO commitments and
other international commitments. The stock market, real estate market, gold market and
foreign currency markets have fluctuated significantly. Commercial banks in Vietnam
have been also strongly affected by international factors and the fluctuations of the
mentioned markets. The non performance debt rate used to be 17.2%. The banking
sectors have been restructuring since 2012 (Nguyen Thi Kim Thanh, 2016).

2. Theoretical background and methodology

There are different views of the financial market and its structures. According
to Gitman & Joehnk (1990), a financial market is a mechanism that links financing
providers to those who need funds by signing contracts through intermediaries such
as stock exchanges. Sachs & Larrains (1993) define a financial market is a field of
circulation of financial assets. The European Central Bank defines the financial
market structure according to the financial instruments, so that there are debt market,
equity market, foreign exchange market, material market, and derivatives market
(ECB, 2005). Noticeably, there is a view to divide financial markets into 2 types:
bank-based and market-based one (Demirguc-Kunt & Levine, 1999). Financial
markets contain money market, stock market, foreign exchange market and
commodity market. The real estate markets and the financial markets, as well as their
market segments, have a close relationship.

The financial crises can be considered in two aspects: particular cyclical crises
and particular crises. A cyclical financial crisis is a part of an economic crisis and
manifests itself when the economic cycle reaches its foundations. In this case, the
financial crisis is comprehended as a sharp decline in financial assets resulting in the
mass bankruptcy of market players (Rudy, 2003). A particular financial crisis is
characterized by a turbulence in the functioning of the financial markets that
manifests itself in the depreciation of the domestic currency, the depletion of foreign
exchange reserves, the failure of financial institutions, the insolvency of nonfinancial
entities and public default (Rudy, 2003). We define the world financial crisis of 2007-
2008 as a particular crisis.

In this paper, we use dialectical materialist methodology with the view that all
the results have its causes. The research uses quantitative methods such as synthesis,
analysis, inductive, deductive.



3. Research results
3.1. The causes of the financial crisis in the US
3.1.1. Subprime housing loans

Subprime loans are loans in which banks lend money not based on
traditional principles - real income of borrowers, but, specifically, banks lend
money to black people, immigrants, and green card holders to buy houses based
on expected increases in housing prices, rather than based on a stable income from
salaries and wages.

US Investment banks used securitization to turn housing loans to different
securities, including mortgage-backed securities (MBS), collateralized debt
obligation (CDO) and credit default swap (CDS).

When the economy declined and housing borrowers failed to pay for their
housing loans, credit risks were transferred to securities which have real estate credit
portfolios as collaterals. As the crisis intensified, property sales became more and
more popular, causing real estate prices to fall down. This means that the collateral
value of bonds decreases and the credit risks increase.

The turmoil of the crisis occurred in that way and the stock price fell sharply.
Although investment banks did not hold whole risks, they directly or indirectly
maintained a number of stock portfolios related to real easte. As a result, a series of
investment banks reported their business losses.

3.1.2. Housing bubble
There are 3 elements to create a housing bubble. They are as follow:

Firstly, in the US, most house buyers must borrow money from the banks and
pay the bank interest and principle for a long period of time. Hence, there is a strong
connection between interest rate and the status of real estate market. When the interest
rate is low and the credit condition is easy, people tend to buy more houses, pushing
housing prices to increase. When the interest rate is high, the housing market is
frozen, there are more sellers than buyers, which pushed housing prices to decrease.
Since 2001, in order to keep the economy out of stagnation, the Federal Reserve
repeatedly lowered interest rates. This caused banks to lower interest rate for housing
loans (although interest rates for housing loans are much higher than the base rate of
the Fed, but its level always depends on the base rate). In the mid 2000, the base rate
was above 6% per year, but it was continuously reduced and reached 1% per year by
the mid 2003 (Nguyen Dac Hung, 2012).

Secondly, related to housing owning policy, at that time the US government
encouraged and facilitated poor and black people to borrow money to buy houses
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from financial institutions under easy credit conditions. Most of these loans were
implemented by 2 companies, Fannie Mae and Freddie Mac which were created by
government. These 2 companies helped to inject capital into the real estate market by
buying back commercial bank loans, turning them into mortgage-backed securities
(MBS), and selling them again for Wall Street investors, especially giant investment
banks such as Bear Stearns and Merrill Lynch (SEC, 2012).

Thirdly, as mentioned above, since there was a transformation of loans into
investment tools, the credit market which served the real estate market was no longer
the only playground for commercial banks or real estate mortgage lenders. It has
become a new playground for other investors who were able to mobilize capital from
all places, including foreign capital. The establishment, sale and insurance of MBS
was so complex that it made them out of the normal control of the government.
Because of the lack of control, investors became more greedy and riskier. As most of
the loans could be resold and turned into MBS, commercial banks became riskier in
lending, despite the borrowers' ability to repay.

Therefore, real estate market became very active, many people with low
income or no good credit history could still afford to buy a house. In order to borrow
money, these people usually pay higher and adjustable interest rates over time (for
example, if the deal is borrowed with the interest rate of 6% per year and adjusted
after 3 years, the new interest rate will be set right after 3 years). This group belongs
to the subprime rate category. In spite of the subprime borrowers' ability to repay
their loans, the number of loans extended to this group have increased rapidly. The
loan amount rose from $ 160 billion in 2001 to $ 540 billion in 2004 and $ 1,300
billion in 2007 (Trinh Thi Hoa Mai, 2009). Fannie Mae was more aggressive in the
acquisition of risky loans due to facing more competition from other companies, such
as Lehman Brothers. In addition, demands for MBS acquisition were still high
because until before 2006, the real estate market had not shown any signs of a bubble
burst. Moreover, investors were also reassured that they could still buy other
insurance and investment tools. This led insurance companies to become more
aggressive in selling CDS to the market, despite their ability to secure.

Due to easy credit conditions, demands for houses were very high, leading the
increase in housing prices. The averages housing price rose by 54% within 4 years
from 2001 (when Fed reduced base rate) to 2005. This also led to the speculation and
expectation that housing price continuously increases. As the result, many people
were willing to buy a house at high prices regardless of its real value and their ability
to repay later because they could resell their house to repay their loans with a profit.
Therefore, a housing bubble has formed.

3.1.3. Use of financial derivatives



* Establishment and purchase of MBS

Financial derivatives are diverse and complicated. Fannie Mae or Lehman
Brothers bought mortgage loans from commercial banks, converted them into
different types and then issued MBS to resell to investors. For example, Fannie Mae
purchased 1,000 mortgage loans with the same characteristics at the original of $
200,000 per loan. As a result, the total value of these loans was $ 200 million.
Then it converted them into 100,000 MBS with the price of $ 2,000 per MBS.
After buying MBS, investors received the loans’ principal and interest transferred
monthly by borrowers (through an intermediary company) for a certain period of
time.

After the loan’s duration, investors were expected to receive more than
$20,000 (including the principle and annual interest). The riskier MSB is, the higher
profit investors can get. As there is a difference in the risk of MBS type, insurance
and risk assessment companies like AIG also joined in selling insurances for MBS
investors. These insurances called a credit-default swap (CDS) guaranteed to MBS
investors that if borrowers fail to pay back their debt and the MBS depreciates,
investors will be compensated. This has created more players joining into the game.

* Credit default swap

Credit default swap (CDS) was created in 1997, by Blythe Sally Jess Masters,
an economist and JP Morgan's commodity trading eagle. It accounted for about 50%
of the transactions of the International derivative market. Before the subprime
mortgage crisis in 2008, CDS was very popular in the United States. The US citizens
invested in CDS derivative,s but were not aware of their risks. They only knew that
CDS was insured by AIG, so that there was no default. After the collapse of AlG, the
fragmented CDS network was damaged and then CDS was considered as the most
risky instrument among derivative types.

For example, you invest $10 billion in HAG bonds. The Housing market is
frozen, you are afraid that HAG defaults. What will you do? The simplest way is to
sell those bonds. Another way is hedging those bonds by purchasing CDS. Then AIG
agrees to sell default insurance of HAG with the rate of 1/100, which means that no
default, you lost fee, while you earn insurance premium.

Basically, CDS is like a gamble. For example, there are 2 gambles A and B
who bet on the performance of horses at a racecourse. A bets that horse V will die or
be injured within the next 3 years. B accepts to bet A with the rate of 1 to 1000. A
bets $5 per week on the horse V being injured or died or not being able to race. If yes,
B will pay A $5000. If not, A will pay again $5 next week. It is supposed that there
is a person not familiar with racehorses but the gamble B. Last year, B accepted to
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bet with the rate of 1 to 1000 but this year B only accepts the rate of 1 to 100, which
means A has to pay $50 per month to receive $5000 if the horse is injured or died.
Hence, the betting rate rises from 0,1% to 1%. If each 0.01% point is a basic point,
betting rate increases from 10 basic points to 100 basic points. The basic point reflects
the odds of betting on the health of the horse. Just knowing the betting rate with B,
but the horse, that person will indirectly know the horse’s health condition. It
yesterday, the horse was sick, certainly today, B would accept the betting rate of 1 to
100 (100 basic points), rather than 1 to 1000 (10 basic points). The basic point price
rises. If tomorrow the horse gets better, B will accept the betting rate of 1 to 1000 (10
basic points), the basic point price declines. Therefore, the more CDS price goes
down, the better health condition of the betting assets and the lower the probability
of a default.

Returning to the example of HAG, people who buy bonds and CDS are called
protection buyers. AIG receives premium and pays premium if HAG actually
defaults. AIG is called protection seller. If HAG defaults, buyers lose $10 billion, but
thanks to hedging by CDS, buyers receive AIG’s compensation to limit the losses
(Huy Nam, 2015).

In order to hedge risks of loans and maintain capital adequacy ratios,
investment banks and other banks were usually the bigger buyers of CDS market.
Banks accounted for 40% of CDS purchases all over the world in 2010. Then it came
to security companies, hedge funds (whose purchase proportion was 15%),
enterprises and governments (which bought CDS to hedge their corporate bond
portfolio). On the seller side, big life and non-life insurance companies like AIG
played an essential role in CDS market because they are very CDS sellers. They were
the ones who created CDS, calculated the insurance rate of each kind of bonds and
fixed it out how and where to invest with the return. Players’ strategy and products in
CDS market were diverse. For example, an insurance company could buy bonds of 3
good companies and 2 bad ones, securitize them and sell CDS. If one of these five
companies was insolvent, one customer would receive $100 and unfortunately, two
others of them were insolvent, those customers would receive $200.

The US economy encourages the consumption, so many people can borrow
money to buy cars and houses. When the economy is stable, business is favorable,
borrowers can repay the debt, no one defaults. Therefore, insurance companies like
AIG promote the securitization of subprime loans. With one dollar of real estate assets
of HAG, for example, there are 31 people pay $1 to buy its default insurance. If HAG
does well, AIG only earns premiums. But if HAG is insolvent with the odds of 1 to
100, AIG must pay 100 * 31 = 3,100 USD for $1 of HAG assets. And for one billion



USD of HAG assets, AIG will not be able to pay, forcing them to sell off assets and
bonds to pay indemnities.

3.1.4. Short sale on the financial market

When speculators forecasted that bonds of corporations involved in subprime
lending would plummet, they massively borrowed these bonds and massively sold
out them on the stock market, creating a downward pressure on the prices. Once the
price fell to a certain level, the speculators will buy the same amount of bonds and
return them to the lender plus a small fee, so they will enjoy the difference.

Even some speculators applied the naked short sale method, which means they
did not borrow securities anymore but order a "strike down" sale for taking advantage
of the three-day gap of a purchase to deliver stock.

3.1.5. A lack of suitable supervision mechanism for banks and financial markets

With a rich base of financial resources by selling debt portfolios to investment
banks, companies easily lent their customers money. Based on different debt
portfolios, these investment banks issued bonds to borrow more money. Debt
portfolios were divided into low-risk, high-risk one... depending on the rating.
Investors could choose any kind of bonds based on their risk appetite. There was a
type of bonds that did not have ratings, but did have high profit as well as high risks.

As such, the risk of lending has shifted from a lender is financial company to
an investment bank. Investors in the world have poured money into buying these
securities, so they have provided huge amounts of capital for the hotly growing US
real estate market.

3.1.6. Trust crisis in financial market and banking sector

According to Joseph Stiglitz’s theory, a crisis starts with the collapse of trust.
Banks posed a puzzle to each other about their level of lending as well as their assets.
Complex transactions were created to eliminate risks and hide the slippage of the real
value of the bank's assets. This was a game that when people started to feel the “taste™
of loss and look at the financial system, losses would occur. The market went down
and all "players” were lost. The financial market revolved around the principle of
"reliability" and it has been eroded. Lehman's demise was a sign of low
trustworthiness and its resonance will continue.

The key problem at that time was a spread of credit scarcity. It became more
serious when investors started selling off venture capital investments in order to
preserve capital. This led to a decline in market sentiment and the popularity of herd
mentality and behavior, forcing the government to intervene broadly and deeply in
order to restore public confidence.



To sum up, the main reasons of the US financial crisis that led to the
international financial crisis are followed:

Firstly, as Fed implemented a loose monetary policy for many years, low-
interest rates made the expansion of subprime lending. Banks extended lending
included loans for low-income people who did not meet credit requirements.

Secondly, the financial market in general and the credit market in specific in
the US and Europe became more liberal, but unhealthy, allowing the spread of
speculative investment activities and the free openness of new derivative financial
instruments with a lack of prudential supervision.

Thirdly, investors’ confidence was weakened by the solvency of banks. The
decline of the US, European and the world economy has led to the global bond sell-
off, the lending restriction of numerous banks. This spread out over the world, making
the crisis more serious.

With the concern of inflation, the Fed began increasing the base rate of the
USD, leading the real estate market to slow down in early 2006.

From mid-2003 to mid-2006, the base rate of Fed grew from 1% to 5.25% per
year (Trinh Thi Hoa Mai, 2009), pushing banks to raise housing lending rates. High
lending rate caused a decrease in housing loans. Housing price started declining
because supply exceeded demand. Those who bought houses at a high price before
they realized that their house’s market price was lower than their debt. In addition, in
many cases, subprime lending borrowers began being unable to repay because of the
new high, adjusted interest rates. They could not sell their houses as the house price
was smaller than their debt. Consequently, borrowers were forced to give up their
houses to the banks.

The more borrowers were unable to repay their debt monthly, the more MBS’s
price decreased. As mentioned before, many Wall-street investors bought MBS. A
decline of MBS price made their asset value fall down. In addition, MBS insurance
companies such as AlG got into troubles as they had to guarantee more and more bad
loans. Moreover, banks or mortgage lending companies that still retained most of their
loans (instead of selling them to Fannie Mae for example) witnessed their capital flows
exhausted when the percentage of the insolvency of subprime borrowers increased.

In short, with many interrelationships between borrowers and many direct and
indirect lenders, the downside of the real estate market had a direct impact on the
financial markets in general. The extent of the spread and the seriousness of the
problem was that the acquisition of derivative financial instruments (MBS and CDS)
attracted many domestic and foreign investors into the game while the law of the
playground was still missing or unclear.
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4. Discussion and conclusion

4.1. Lessons of the implementation of rescue measures to the financial
markets of the US

With the collapse of the real estate market and the instability of the financial
market, the US government had to intervene to prevent the economic crisis on a large
scale. Steadily, the government rescued 4 giant companies that directly involved in
the real estate — financial crisis. Firstly, in order to keep Bear Stearns from being
bankrupted due to the over-investment in bad MBS, the Fed guaranteed $30 billion
debt of Bear Stearns, enabling JP Morgan Chase to acquire Bear Stearns. Secondly,
the US Treasury Department announced an emergency package of as much as $200
billion to help Fannie Mae and Freddi Mac (2 biggest companies invested in the real
estate) keep working in order to stabilize the market. Thirdly, in order to prevent the
crisis on a large scale, the Fed then rescued AIG (the biggest private insurance
company in the world) by lending AIG $85 billion to help AIG not be bankrupted.
As mentioned above, as AIG sold too many CDS to MBS investors, when the real
estate market was insolvent, AIG had to pay for insurance contracts. Since AlIG
operated globally (it sold a range of insurances for more than 100 countries), if it went
bankrupt, it had influenced widely. Therefore, rescuing AIG seems to be compulsory
to stop the spread of the crisis.

The mentioned three rescues showed that the US government influenced
strongly and deeply. However, because of the complex and overlap (multi
relationship) of the causes of the crisis, it was really difficult to recover the confidence
of the markets. In addition, as the US government did not rescue the giant investment
bank — Lehman Brothers (bankrupted in mid-September 2008), investors were afraid
that their companies would also have the same result. The continuing loss of
confidence was demonstrated by the decrease in the stock market index when
investors sold out their bonds to get money out of the market to invest in other areas,
such as T-Dbill.

Facing with the high financial market turmoil and its negative impact on the
economy, the US government had to announce Emergency Economic Stabilization
Act on 03 October 2008. This act allowed the Treasury to spend up to $700 billion to
purchase distressed shares and assets of financial companies and supply cash directly
to banks in order to recover the market confidence and prevent the crisis spreading
(Nguyen Dac Hung, 2012).

4.2. Lessons of implementing measures to rescue financial markets in the world



To rescue the financial markets, prevent negative influence of the financial
crisis, governments around the world used a comprehensive range of measures.

Firstly, current regulations were revised to protect the rights of depositors,
prevent the risk of mass withdrawals from financial intermediaries.

Some governments decided to raise the level of deposit insurance of banks and
financial institutions. Governments were committed to ensuring the safety and full
payment of individuals’ savings at banks and financial institutions. The Australian
Government was committed to ensuring the safety of all deposits at banks and credit
institutions within three years. They claimed that deposit insurance’s indemnity and its
periods were unlimited. The US government increased the deposit insurance limit from
$ 100,000 to $ 250,000. The New Zealand Government did the same. Similarly, Hong
Kong also removed the deposit insurance limit of $ 100,000. The Japanese government
also declared unlimited deposit insurance within two years (Nguyen Dac Hung, 2012).

Secondly, use of strong financial resources to support liquidity, directly
rescuing banks and financial institutions.

Governments around the world spent tens of billions dollars or even hundreds
of billions of dollars to pump into the banking system, financial companies through
lending operations to ensure the urgent and immediate liquidity; as well as
nationalizing, buying bad debts and dominant shares and taking controls of banks and
financial institutions.

Countries that spent the most based on the ratio of the value of stimulus
package on GDP were China (21%), the United States (11.6%) and Germany (5.5%).
The lowest ones were Russia, the United Kingdom (2.2%), France (1.9%) and Brazil
(0.4%) (Nguyen Ngoc Thach & Ly Hoang Anh, 2014, p.69).

Thirdly, loosening monetary policy, cutting interest rates and reducing reserve
requirement ratios.

From the end of September to November 2008, central banks simultaneously
cut base rates to increase the liquidity of banks and financial organizations and
decrease market interest rates. Within more than one month, there were central banks
which cut its base rate for 3 times or significantly cut its base rate to one-third or one
fourth normal one (Nguyen Duc Hoan, 2008).

Fourthly, implementing solutions to stimulate economic growth and support enterprises

In addition, to cut the base rate and reduce reserve ratio to support the liquidity
of banks, some countries also took money to stimulate economic growth.

Fifthly, restructuring domestic banking and financial systems
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Governments encouraged and facilitated financial institutions and banks to
buy out collapsed or merged banks. The commercial banks and financial institutions
tightened their lending activities. Regulations on financial supervision were reviewed
and revised by the governments, ministries of Finance and the central banks in order
to enhance the effectiveness of supervision.

Sixth, banks had to restructure their own management systems, especially the
prudential systems, as well as restructuring credit and investment portfolios.

Banks reduced the number of staff, saved the cost and strengthened
internal regulations. Some banks and financial institutions also resold some
inefficient parts of their businesses, concentrated in profitable areas and
restructured their financial capacity.

Seventh, central banks paid and prepaid interest on required reserves of
commercial banks in order to reduce costs for banks.

Eightly, the governments of major economies in the world were aware that
international financial markets were directly linked to each other, therefore it is
necessary to coordinate with each other.

4.3. Crisis and Vietnam

Firstly, the global financial crisis 2008-2009 clearly was rooted from housing
credit. Broadly speaking, the financial-monetary crisis in Asia in 1997-1998 also
mainly derived from real estate credit. Similarly, the crisis of the Japanese banking
system in the 1990s was also rooted from the real estate market. High non-
performing loan ratios of commercial banks in China in 2000 was caused by the real
estate market.

Vietnam real estate market development in 2007-2011 was the main reason of
bad debts and difficulties in Vietnam banking system. Many banks were resold or
merged. Some banks which had a very high real estate debt ratio and took many
mistakes in the implementation of housing credit were bought by the State Bank of
Vietnam with the price of 0 VND. Other commercial banks were not acquired or
merged, but had to restructure because of housing credit.

Secondly, over the past two years, the housing market in Hanoi and Ho Chi
Minh City; the market of villas, beach resorts in Da Nang, Nha Trang, Phu Quoc...
have been developing strongly because of the high investment from remittances,
foreign investment, citizens’ financial resources and banks’ credit. According to the
National Financial Supervisory Commission, by the end of August 2016, credit on
real estate investment and purchase grew only 5.3% from the end of 2015, accounting
for 8.5% of total credit (8.9% by the end of 2015). Meanwhile, consumer credit rose
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28.7% from the end of 2015, accounting for 11.3% of total credit (9.7% in 2015).
Consumer credit, focused mainly on housing repairs and purchases (49.9%), furniture
purchases (26%) and vehicle purchases (10.7%). By the end of August 2016, total
credit reached 4.560 trillion VND (National Financial Supervisory Commission,
2016). Real estate credit was 383 trillion VND and total real estate and housing credit
was 1.027 trillion VND, accounting for 22.52 percent of total outstanding loans for
commercial banks. Outstanding loans to real estate including investment in BOT and
BT projects in 2017-2018 accounted for about 19 - 20% outstanding loans of Viethnam
banking system to the economy. This rate was quite high and certainly not the correct
number. That is the reported number. It is very hard to count exactly how many
consumer loans, other purpose loans were invested in real estate.

Thirdly, commercial banks accepted the majority of housing loans using
collateral formed in the future, such as apartments, villas bought. In terms of repayment
resources, most commercial banks and clients expected an increase in housing prices or
housing rental prices, but less based on borrowers' real income. There was a large
percentage of demand for housing loans to invest. Investors waited for a rise in market
prices to sell them and get the difference or rent them. With the current development of
the real estate market and in the future and the current supply and demand relationship,
it is difficult to expect the housing price to increase and it is difficult for the rental
prices to meet the demands for debt repayment.

Meanwhile, it does not account the market downturn, a decrease in housing
and rental prices, less renters, unable to sell houses, an increase in market interest
rates. Borrowers could not repay their debts, so commercial banks must recover
the borrowers’ houses.

Fourth, in principle, commercial banks only lend 70% of the price of
apartments or villas, buyers have to pay 30%. However, the investor supports the
buyers for the 30% and part of that 30% is the origin that the commercial banks lend
investors. Banks let home buyers use other assets as collaterals to pay the investors
and the investor to use those monies to repay banks, pay contractors; and the
contractors repay the banks... Hence, there are a lot of credit risks.

4.4. Recommendation

Vietnam is continuing to integrate broadly into the international economic
community in general and the international financial market in particular. It is
necessary to understand the causes of the global financial crisis, the nature of new
financial instruments, non-traditional policy operating views, measures to prevent
systemic risks and transactional risks for banks and clients. We have the following
recommendations:
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Firstly, the SBV issued Circular No. 06/2016/TT-NHNN amending and
supplementing some articles of Circular 36/2014/TT-NHNN on limits, safety ratios in
the operation of credit institutions, branches of foreign banks, with an appropriate
roadmap. It is a timely and necessary measure to strictly control credit on real estate
investment. However, it is essential to increase the quality and the efficiency of banking
supervision in order to ensure that housing credit is always within safe limits.

Secondly, the commercial banks themselves have to raise awareness of real estate
credit risks in order to set up their own safety measures, and specific credit safety limits;
as well as strengthening internal controls, especially the use of customer loans.

Thirdly, it is necessary to enhance research activities, understand and raise the
awareness of financial instruments, new financial policy management measures for
the staff of banks, including the SBV and its departments. Commercial banks should
take advantage of the relationship with correspondent banks and strategic partners to
provide training courses on risk-mitigation tools, new derivative instruments and
complex financial services in the international financial market.

Fourth, it is necessary to raise public awareness of the role of government and
the central bank in the use of non-traditional measures to cope with the extraordinary
movements of the financial market, as well as the financial system. For example,
three one member limited commercial banks - Oceanbank, GPBank and Construction
Bank used to be joint-stock commercial banks. As they were at deep losses, they were
bought by the government for 0 VND and were being assigned to Vietcombank,
Vietinbank management. However, in the period of the new acquisition, there were
many different views on this issue.

Fifthly, banks joining the international financial markets should actively study
and analyze the investment tools, investment markets, partners... to avoid risks. On
the contrast, in the process of building new partnerships in the Vietnam financial
market, banks should be vigilance and multifaceted understanding.

Sixth, government, Ministry of Finance and SBV should flexibly use the
policy measures for the financial market and the financial system in case of handling
urgent and irregular issues.

Seventh, the Ministry of Finance, the State Securities Commission, and the
National Financial Supervisory Commission should enhance the transparency in the
Vietnamese stock market, ensuring its stable development.

Eightly, the SBV needs more flexibility in operating monetary policy
instruments, especially requirement reserve instruments, refinancing loans, open
market operations... in order to handle problems of the banking system as well as the
monetary market in the implementation of macroeconomic objectives. It is associated
with perfecting legal documents on controlling credit in high-risk areas such as real
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estate and securities. At the same time, the SBV needs further studies, surveys and
analysis of the nature of the credit lines among real estate clients, including investors,
buyers, construction contractors and other contractors in order to give necessary risk
management measures.

Ninely, the Government, the Ministry of Construction, the Ministry of Finance
and local authorities need to take more specific measures to ensure the healthy and
sustainable development of the real estate market.

In summary, the economic globalization, financial markets, real estate markets,
banking, financial and monetary activities are closely intertwined in the context that
many new and complex financial instruments and products have been introduced and
used. Therefore, in the process of international integration and implementation of
international commitments, Vietnam should understand their characteristics and impacts
to prevent risks to the economy. At the same time, there should be measures to ensure
the healthy and sustainable development of the real estate market.
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SUCCESS IN THE EXCHANGE RATE MANAGEMENT AND ITS
MULTIDIMENSIONAL IMPACTS ON THE MACROECONOMY

Dr. Tran The Sao
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Abstract

Exchange rate is a tool in operating monetary policy implemented by the State
Bank of Vietnam. Foreign exchange management is a state management function,
a content of macroeconomic management policies chaired by the State Bank of
Vietnam. In nearly 10 years in general and in 2018 in particular, the exchange
rate management and foreign exchange management of Vietnam have achieved
important results, positively impacting many macroeconomic indicators. On the
contrary, achieving many macroeconomic indicators also has a positive impact
on managing exchange rates and managing external affairs effectively in the
process of international economic integration. This study focuses on clarifying

that content.

Keywords: Success, exchange rate management, multidimensional impacts,
macroeconomy

1. Introduction
1.1. Research on theory

So far there have been many studies from a theoretical perspective both at
home and abroad on exchange rates, foreign exchange management; which focuses
on the following 9 main contents: i) Operating mechanism of floating or fixed
exchange rates, or coordinating between these two mechanisms; ii) Measures to
combat dollarization of the economy, exchange rate management and foreign
exchange management in relation to the trade balance and current account balance;
Free convert currency and foreign currency; iv) Develop the foreign exchange
market in relation to the commodity market; v) Currency devaluation and
macroeconomic impacts; vi) Operating exchange rates and foreign exchange
management of emerging economies; vii) Factors affecting exchange rates and
measuring the impact of those factors; viii) Exchange rate intervention measures of
the Central Bank; ix) Coordinate the management of exchange rates and other
monetary policy instruments.
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1.2. Research on practice

Practical studies around the world focused on the exchange rate management
and foreign exchange management of China, of some countries in the Americas,
Southeast Asia, the impact of exchange rates and foreign exchange management
financial and monetary crisis in Asia in 1998, the ruble crisis in Russia in the 90s;
dollarization in Cambodia and some South American countries; foreign exchange
reserves and foreign exchange reserves structure of some countries ....

Practical studies in Vietnam also focus on the above specific contents of
different stages of the process of innovation and international economic integration
in Vietnam under the perspective of doctoral thesis at Thuongmai University, Foreign
Trade University, National Economics University, Banking Academy, ...; scientific
research topics conducted by the Foreign Exchange Management Department of the
State Bank of Ho Chi Minh City,... ;; a number of articles published in economic
journals, specialized journals and scientific conference proceedings. However, until
now, no scientific research has evaluated the impact of foreign exchange management
policy on macroeconomic indicators, focusing in recent years when Vietnam's
economy is integrating. The current depth is updated until the end of 2018. The article
focuses on this research gap.

1.3. Theoretical framework on the relationship between foreign exchange
management policy and macroeconomic indicators

Exchange rate control and foreign exchange management policy are two very
difficult issues, very closely related. Operating exchange rates can also be considered
as a content in the foreign exchange management policy. In terms of open economy,
international integration, all fluctuations in the international financial market have an
immediate impact on exchange rate control and foreign exchange management. The
control of exchange rates and foreign exchange management in order to achieve
macroeconomic objectives in operating the Central Bank's monetary policy:
controlling inflation, stabilizing the purchasing power of the domestic currency, against
the dollar chemical, promoting economic growth. According to the summary of IMF,
there are currently three main exchange rate control mechanisms: floating exchange
rate mechanism, fixed exchange rate mechanism and regulated floating exchange rate
mechanism. Depending on the development conditions of the economy, capacity and
qualifications of the Central Bank, the development of the domestic financial market
and the level of international integration, which the Central Bank implements
mechanism proper exchange rate.

Similarly, the foreign exchange management mechanism is also based on the
above factors and aims to implement monetary policy, Some current economies, such
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as China, Vietnam, etc. are implementing mechanisms. control the regulated floating
rate. Every day the State Bank of Vietnam announces the central exchange rate,
commercial banks set their buying and selling rates with customers on the basis of
central exchange rates. In addition, the State Bank combined with foreign currency
trading in the market and regulates the amount of money to buy and sell foreign
currencies through saving through open market operations tools (OMO). Researching
on the mechanism of controlling exchange rates and managing foreign exchange to
implement macroeconomic objectives in the current period of international economic
integration of Vietnam is very necessary.

1.4. Discussion results

Previously published articles and research projects that have their own
assessments of the impact of exchange rate management and foreign exchange
management all agree that there is a big impact.

Most of the opinions agreed with the stable exchange rate operating
mechanism and effective dollarization, positively impacting commercial activities.
However, no research has mentioned the impact of exchange rate management and
foreign exchange management on a comprehensive basis of macroeconomic
indicators and updated until the end of 2018 is the year Vietnam reached Many high
achievements in foreign economic relations.

1.5. Objectives of the study

It can be affirmed that since Vietnam officially became a WTO member, since
the beginning of 2007, Vietnam's economy has been deeply integrated with the
regional and international economic community. Because Vietnam prepares and
prepares to implement CPTPP, EVFTA, and a series of other international economic
commitments. But managing exchange rates and foreign exchange management,
Vietnam is also under the greatest pressure by fluctuations in the international
financial market, the record level of RMB depreciation against the USD and a variety
of currencies Other strong.

The Chinese stock market has experienced the largest decline in the past 10
years, after the global financial crisis in October 2008 and other key stock markets
also fluctuated. In this context, the State Bank of Vietnam (SBV) has actively
managed flexible and effective exchange rates, closely controlled foreign exchange.
USD / VND exchange rate fluctuates in accordance with the target set at the
beginning of the year of each year in recent years, the position of Vietnam Dong
continues to be strengthened, contributing to achieving other important goals of the
economy. sacrifice.
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It can be affirmed that, right after the global financial crisis, with the openness,
the level of integration of the economy, the banking system, the issue of import and
export, along with the trade balance, billion The price is most affected. In that context,
the State Bank of Vietnam (SBV) has actively and flexibly managed the exchange
rate, adapted to the actual situation, and combined with strict management of foreign
currencies, gold management, minimizing the negative impacts, contributing to
encouraging exports, realizing the goal of anti-dollarization and goldenization of the
economy, contributing to macroeconomic stability.

2. Methods

Through qualitative research methods, based on the sources and data published
by the State Bank of Vietnam, MOF, the General Statistics Office, of commercial
banks, the article focuses on analyzing and clarifying the above contents in the current
period. , focus is on 2018, giving some recommendations.

3. Results
3.1. Overview of Exchange rate movements

In almost all developed economies, central banks implement a floating
exchange rate regime and only intervene when needed to implement the objectives of
macroeconomic and monetary policy management. However, for developing
economies, exchange rate management is considered as a whole art.

In Vietnam, in spite of various viewpoints in recent years, particularly since
2012 in which many scientists recommended a slight devaluation of VND to stimulate
exports, the SBV of Vietnam (hereinafter referred to as the SBV) have been consistent
in the management of relatively stable exchange rate to contribute to the successful
achievement of many macroeconomic objectives.

While the USD/VND exchange rate observed significant fluctuations during
2008-2010, these fluctuations declined from 2011 onwards and in seven recent years
from 2012-2018 as well as in the first months of 2019, the ate became quite stable in
all three markets: parallel market, interbank market and exchange rates between
commercial banks and customers. The stability of the exchange rate together with the
gold market stabilization has strengthened the public confidence in VND.

According to the statistics publicized by the GSO, while in 2008, 2009 and
2010 the USD/VND exchange rate increased by 6,31%; 10,07% and 9,68%
respectively, it increased by 2,2% in 2011 and decreased by 0,96% in 2012. It saw a
slight increase by 1,09% and 0,59% in 2013; 0.56% in 2014; 0,9% in 2015; 1,1% in
2016; 1,2% in 2017; 1,29% in 2018 and 0.2% in the first 3 months of 2019
respectively. GSO (2012-2018)
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3.2. Multidimensional impacts on macroeconomic objectives of current
foreign currency management policy

The Forex market is basically stable; the commercial bank system’s foreign
currency liquidity has improved significantly compared to that in several recent years.

That result should be considered in the context that there are a number of
opinions that the stable exchange rate maintained by the SBV means an
overvaluation of VND, making the value of VND increase significantly compared
to the USD when domestic inflation maintains at high levels for many years and
others Asian currencies depreciate sharply against the USD. Many stated that a
VND devaluation is needed to encourage exports given high inflation — 18.13% in
2011, 6.81% in 2012; 6.04% in 2013; 4,09% in 2014; 0,65% in 2015; 4,74% in
2016; 3,53% in 2017; 3,54% in 2018 and 0.15% in the first 3 months of 2019
respectively. GSO (2012-2018). However, the exchange rate is almost unchanged
resulting in a high VND appreciation, causing difficulties to imports. However,
from the perspective of managing monetary policy, it is confirmed that the
authorities have had clear viewpoints, clear messages about exchange rate
management in the official market, showing a firm management stance against
pressure of public opinion.

That lesson should also be considered frankly in the context that at the
beginning of 2011, under public pressure and based on some theoretical
calculations, the SBV proactively devaluated the VND by 9,3% against the USD.
Specifically, from 11 February 2011 the SBV actively increased the interbank
exchange rate by 9,3% and also narrowed the exchange rate trading band from +-
3% to +-1%. SBV (2012-2018). That adjustment had a significantly upward impact
on the input costs of imported goods, raw materials, ancillary materials which
affect costs and expenses, then selling prices and CPI accordingly. The stimulating
impacts on exports, however, was vague when the export performance reflected a
minor impacts from exchange rate, as it also depends on the competitiveness of
Vietnam’s exports compared with others partners, especially in terms of models,
design, technology, forms, packaging, marketing and types of items, etc..
However, from the end of 2011 until now, the SBV has actively managed the
exchange rate towards stability, which has positively impacted on both exports
and imports leading to unwinding trade deficits which lasted for many years, on
both the government and enterprises’ foreign currency debts, as well as dollarization
and other macroeconomic factors.
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Impact on Vietnam's public debt

Vietnam’s external debts including direct debts of the state budget and foreign
currency debt of state owned general corporations and groups, such as: Vietnam
Electricity, Vietnam National Oil and Gas Group, Vietnam Airlines, Vietham Cement
Industry Corporation,... will rise at the same rate as the rise of the exchange rate. In
other words, a 3-5% exchange rate depreciation will lead to a corresponding increase
in external debt .

Chart 1: Public debt of Vietnam 2003-2013
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Chart 2: Public debt of Vietnam 2014-2017 (million billion VND)
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Impact on export and trade balance of Vietnam

The stable exchange rate leads to a reduction in trade deficit, which has
positive impacts on the foreign currency demand and supply as well as the
exchange rate. While Vietnam’s monetary policy requires a multi-objective
implementation, decreasing trade deficit is not a direct target of the monetary
policy but it is necessary to acknowledge that the sharp decrease in trade deficit
over last 3 years is mainly attributed to exchange rate management, the foreign
currency interest and the effective implementation of exchange rate and gold
market management measures.

Before 2012, Vietnam’s trade deficit was at high levels and increased
continuously, especially in 2007, there was a nearly threefold increase compared to
that in 2006 and reached $14bn, rose to $18bn in 2008 while remained at the level of
$10bn in others years and equivalent to between 12.7% and 29.2% compared to
exports. GSO (2012-2018)

In 2011, in spite of implementing a lot of synchronized solutions under
the direction of the government, Vietnam’s trade deficit remained high and
exercised high pressure on the exchange rate. In turn, the VND on a depreciation
trend led to higher prices of imported goods and services when converted into
VND, causing difficulties in achieving the planned target of controlling CPI
fluctuations. However, Vietnam experienced a trade surplus of $780.3 million in
2012, of more than $900 million in 2013; $2000 million in 2014. But Trade
deficit of $ 3540 million in 2015; however, continued trade surplus in recent
years: $2,56 in 2016; $2,67bn in 2017; $7,21bn in 2018 and $1,0bn in the first
3 months of 2019. GSO (2012-2018)

Accumulating the State International Reserves associated with sterilization
of local currency amounts used to purchase US dollar:

The stable exchange rate and sharply lower trade deficit need to be analyzed
in the context of a strong accumulation in international reserves, from $7bn to
approximately $35bn at present, while the potential international reserves of Vietnam
is about $45bn. Take into consideration the first 4 months of 2014 only, the SBV
bought $10bn, which means that the SBV injected VND 210 trillion into circulation
via USD purchases. SBV (2012-2018). The purchase of foreign currency goes along
with the supply of the VND into circulation, however, it can lead to monetary
inflation. This fact can be rationalized by synchronous coordination of monetary
policy instruments centered at open market operations and sterilization of money
supply through purchasing foreign currency.
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Dedollarization in the economy:

The stable exchange rate has had a positive impact on the sentiment of the
public and financial markets. The public and investors’ strengthened confidence in
the stability of the VND means that VND is valued. This reduces purchases of foreign
currency as a way to hold and store wealth, and contributes to the decline of
dollarization in the society.

While in 2006, the total foreign currency deposits over the total deposits of
credit institutions was still at above 26%, this number was down to 19.5%, 14.6%,
and 12% in 2011, 2012 and 2013 respectively, and was only 11% by the end of April
2014; about 10% since 2015 until now. SBV (2012-2018)

By the end of 2013, the ratio of total foreign currency deposits over the total
liquidity continued to go down to about 12% compared to that of 15.8% in 2011 and
12.36% in 2012; state international reserves was doubled compared to that number
by the end of 2013 and was 2.2 times from April 2014; 11% by the end 0f 2014. By
the beginning of 2019, Vietnam's foreign currency reserve was about USD 63 billion.
SBV (2012-2018)

Outstanding loans in foreign currency in 2006 was 30% of the credit
institutions’ credit to the economy while this ratio declined to 20% in 2011 and
continued to fall to 17.5% in 2012, 14.2% in 2013 and 13% by the end of 2014; about
11%-12% since 2015 until now. SBV (2012-2018)

The above-mentioned exchange rate developments also minimized the foreign
currency speculation on accounts of commercial banks in waiting for the increase of
exchange rate, narrowed the spread between the parallel and the official exchange
rate. A stable exchange rate and the SBV’s clear direction facilitate commercial banks
to implement their foreign currency trading strategies. But more importantly, it
indicates that the clear objective of reducing the dollarization in the economy is being
implemented effectively that empowers the position of the VND.

The exchange rate remained stable but exports still increased rather well. The
volume of goods exports was $114.6bn in 2012 and reached to $132.2bn in 2013,
increasing by 18.3% compared to that of 2012. Furthermore, the volume of imports
was also circumscribed to $131.3bn, increasing by 15.4% compared to that of 2012.
The total volume of exports and imports of 2014 was nearly $148 bn, increasing by
12.1%,. GSO (2012-2018)

In 2015, the total import-export turnover of the whole country reached US $
327.76 billion, up 10% compared to 2014, in which export goods reached 162.5
billion USD. Export turnover in 2016 is estimated at 175.9 billion USD, up 8.6% over
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the previous year. In 2017 export turnover of the whole year reached 214.01 billion
USD, up 21.2% (corresponding to an increase of over 37.44 billion USD)
compared to 2016. In 2018 Export turnover reached 244.7 billion USD, an increase
of 13.8% compared to 2017. Total export value in the first 2 months of 2019
reached USD 5.5 billion, down 1.6% compared to the same period in 2018. GSO
(2012-2018)

The demand for foreign currency of enterprises was still met by the SBV
through commercial banks, actively satisfied the necessary demand such as
petroleum, medicine, veterinary medicine, plant protection chemicals, defense -
security, foreign debt repayment, etc.

The stable exchange rate helps gain the confidence of foreign investors on
monetary stability and exchange rate policy of Vietnam.

Regarding impacts on attracting the FDI into Vietnam, the registered FDI was
$13bn in 2012 and reached to $21.6bn in 2013, increasing by 54.5% compared to
2012. The newly registered FDI of 2014 reached to $20.230bn, $22,76bn in 2015;
$24,3bn in 2016; $36bn in 2017; $35,46 in 2018; $8,47 in the first 2 months of 2019.
The disbursement of FDI is over $10bn per year that significantly impacts on the
demand for and supply of foreign currency in the domestic market and facilitates to
stabilize the exchange rate. GSO (2012-2018)

The stable exchange rate combined with interest rate operation with a
significant spread between the interest rates on deposits in local currency and
deposits in foreign currency at commercial banks that contributes significantly to
reducing the dollarization and attracting remittances into the country. The
remittances are getting higher and higher over the years and sharply increase in
recent years. The increased amount of foreign currency is due to the increase of the
Vietnamese living and working abroad along with the upward trend of the number
of exported labors over the years. Remittances register a sixfold increase during the
early stage of market opening from 1990-1995, elevenfold increase in the second
period from 1996-2006 and since 2007, remittances have been going up over the
years and reached to $11bn in 2013 and $12bn of 2014 respectively. Statistics from
the World Bank (WB) show that the amount of remittances to Vietnam in 2017
reached 13.81 billion USD, up 1.9 billion USD, equivalent to 16% compared to
2016; 2018 reached 16 billion USD. SBV (2012-2018)

The increase of FDI, exports and remittances results in the increase of foreign
currency supply in the market that has a positive impact on the relationship between
demand for and supply of foreign currency and the stabilization of exchange rate.
A part from FDI, exports and remittances, the process of international economic
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integration has also created opportunities to rise up the amount of foreign currency
circulated in the economy as a result of the following causes:

Firstly, the number of foreign visitors to Vietnam has been increasing.

Since the opening of the economy, activities of tourism, trade and investment
of Vietnam have developed. The number of foreign visitors to Vietnam, hence, has
increased rapidly. Particularly, the number of foreign visitors was nearly double in
2004 from only 1.52 million arrivals in 1998 and reached to 7.572 million arrivals
in 2013. In the 2014, the number of foreign visitors to Vietnam rose by 4% to
7.874.300 arrivals compared to that of the same period of 2013... Only in 2018 of
Vietnam achieved impressive results, with the number of international visitors to
our country reached a record 15.5 million people, up 19.9% compared to 2017. GSO
(2012-2018)

The source of foreign currency received from the activities of tourism has a
positive impact on foreign currency demand and supply and the stabilization of
exchange rate. Because, if the average expenditure of each international visitor is
$800, then the total receipts of foreign currency from tourism should be nearly $6bn
per year. GSO (2012-2018)

Secondly, the capital inflows to Vietnam have increased, clearly shown by the
sharply increased foreign indirect investment at $6.243 M in 2007 that contributes
significantly to the supply of foreign currency. However this kind of capital inflows
is unstable and can be withdrawn quickly if the international markets fluctuate. This
can be shown by the negative figures of this kind of capital inflows in 2008 (-$578M)
and 2009 (-$71M). Moreover, in 2011, with the signal of the world economy
recovery, this capital inflows came back to increase slightly and reached to $1.06bn
in 2011 and increased by 25% in 2012 compared to that of 2011, and was estimated
to rise by 20% in 2013 compared to that of 2012 and $1.0bn in 2014.... Overall, in
2018, total foreign indirect investment in Vietnam remained at a surplus of over USD
2.0 billion. GSO (2012-2018)

Thirdly, the number of foreigners to Vietnam for working, living and studying
has been increasing that leads to high expenditure in foreign currency especially for
renting houses and other services circumventing regulations that is difficult to control
thoroughly. The number of foreign banks, insurance companies and economic
organizations opening offices, branches, companies, and factories in Vietnam has
increased more and more that results in the increased number of foreign experts and
labors working in Vietnam.
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4. Discussion and Conclusion
4.1. Lessons learned

Success in exchange rate operation in 2012-2018 and in first months of 2019
owns to various factors, among which the most outstanding factor is the consistency
in monetary policy operation of the SBV the SBV of Vietnam. Particularly, the SBV
has actively operated and delivered the message of stabilizing the exchange rate for
the whole year from the beginning of the year to prevent the situation of speculation
with expectation of increasing the exchange rate; and been ready to intervene when
the market slightly fluctuates due to the sentiment and rumors, for instance the
fluctuations at the end of April 2013 and some other times in 2013, 2014 in order to
strengthen the confidence for the market; maintained rather large spread between
interest rates of deposits in USD and deposits in VND to gain the confidence of
investors and people on the VND; determined to closely manage borrowing activities
and domestic payments in foreign currency; determined to manage the gold market
following the objectives.

4.2. Forecasts for 2019 - 2025

Pressure on adjusting the exchange rate and slightly depreciating the VND is
significantly high from many sides, but it is predicted that the SBV of Vietnam will
still maintain its objective of stabilizing the VND/USD exchange rate within a limit.
It is also forecasted that the fluctuations of exchange rate (if any) for the whole year
of 2019 - 2025 will not exceed 1-2% and this situation will be similar in 2012 - 2018.
According to that, tools for monetary policy operation, including interest rates,
reserve requirement, open market operations, policies and measures on managing
foreign currency market have been also implemented by the SBV following this
objective in an active, close but flexible manner to meet requirements of the practice
and contribute to the improvement of the position of the VND and the decline of
dollarization.

Vietnam is continuing to integrate widely and deeply into the region and the
world, the global financial markets and the exchange rates of various currencies
contain unexpected fluctuations that have impacts on the domestic foreign currency
market. However, it is forecasted that remittances, FDI, volume of exports, and the
attraction of international visitors to Vietnam will continue to rise up significantly
that creates prerequisites for stabilizing the exchange rate. The National Foreign
Reserves Fund continues to be strengthened to ensure the adequate level in
accordance with the international practice provided by the IMF.
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4.3. Some recommendations

Firstly, administering the exchange rate should continue to coordinate closely,
but proactively and flexibly with other instruments in operating monetary policy,
especially interest rates, compulsory reserves and open market operations. ; and other
measures of monetary management and banking operations, especially the status of
domestic listing and sales in foreign currencies, the status of transferring foreign
currency, etc., has a roadmap to move to implement Indirect tools in operating when
conditions are ripe.

Secondly, persistently manage the exchange rate stability and manage the gold
market according to the set objectives with the synchronous coordination of monetary
policy operating tools and state management of monetary and operating activities.
bank; There is an earlier roadmap to pull the gold price in the domestic market with
a narrower gap than the world gold price gap.

Thirdly, there needs to be close and coordinated coordination between
monetary policy and other macroeconomic policies, directly trade policies and fiscal
policies (issuing government bonds in foreign currencies, borrowing and repayment
of foreign loans, foreign currency demand for strategic objectives, ...) in achieving
the goal of stabilizing exchange rates, limiting trade deficit.

Fourthly, continue to have policies to encourage the export of foreign workers,
encouraging international visitors to Vietnam; strengthening control of foreign
exchange flows, preventing smuggling, tax evasion and transfer pricing of foreign
investment projects in Vietnam, VAT refund status.

Fifthly, to strengthen the inspection of private gold and silver goods
illegally exchanging foreign currency, transferring money abroad illegally;
Foreign currency exchange agents of commercial banks do not report or cheat in
foreign currency exchange.

Sixthly, strengthening propaganda and explaining the policy of administering
the exchange rate associated with implementing the objectives of monetary policy
management, monetary stability, macroeconomic stability. This propagation needs to
be diversified in form and method, implemented in depth, strengthening the exchange
of both theory and practice in a scientific way.

Seventh, continue to have more coordinated, more proactive and more
coherent coordination between the SBV and the Ministry of Finance in regulating
monetary policy and financial policy, in relation to handling foreign currency issues
of the state budget as well as other related issues.

27



28

5. References

SBV (2012-2018),"Report on operating monetary policy and banking activities,
yearly, years 2012-2018", Hanoi, Internal circulation documents.

MOF (2012-2018), "Annual budget and public debt balance report, years 2012-
2018", Hanoi, internal circulation documents

GSO (2012-2018), "Information on annual socio-economic development, years
2012-2018", Hanoi, Access relevant information at: www.gso.gov. VN

NFSC (2012-2018), "Annual financial market overview report, years 2012-
2018”. Hanoi, visit at www.nfsc.gov.vn, related information section



MANAGEMENT OF MONETARY POLICY IMPLEMENTATION
MACROECONOMIC GOALS IN VIETNAM NOW

Dr. Le Van Hai

Banking University of Ho Chi Minh City

Address: 36 Ton That Dam - Q1-HCMC

Tel 0946464648

Email:lehaigv@yahoo.com; nganhangngoai@yahoo.com

Abstract

In recent years and most recently in 2018, operating the monetary policy of the
State Bank of Vietnam continues to achieve important successes, realizing the main
macroeconomic goals of the economy: promoting high economic growth, controlling
inflation at a low level, stabilizing the exchange rate, combating the dollarization of
the economy, contributing to the surplus of trade balance, increasing the national
foreign exchange reserve fund. Through the secondary data of 2018, the article focuses
on analyzing, evaluating and clarifying the results of monetary policy management in

the past time, recommending solutions in the coming time.

Keywords: management, monetary policy, macroeconomic goals

1. Introduction

Monetary policy is one of the leading macroeconomic policies governed by
the Central Bank. Depending on each country, the Central Bank has different names,
such as: FED in the US, MAS - Singapore Monetary Authority, PoBC - People's Bank
of China, BOJ - Bank of Japan, State Bank - SBV in Vietnam, ...

Monetary policy is operated in close coordination with other policies,
especially fiscal policies, investment policies, trade policies, etc. to successfully
implement the common goals of the economy. sacrifice. Through the management of
monetary policy instruments: interest rates, exchange rates, compulsory reserves,
open markets (OMO), refinancing loans, credit lines, etc. The Central Bank does the
work. controlling total payment facilities, implementing intermediate goals:
controlling money blocks: M1, M2 and M3, ... in circulation, in order to achieve the
highest objectives of monetary policy, that is control inflation, boosting economic
growth, creating new jobs, contributing to reducing unemployment. The total means
of payment, the annual increase in the amount of money in circulation depend on the
expected economic growth, the level of inflation, the cash flow, the proportion of
non-cash payments in the economy.
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Depending on the level of development of the economy, the level of
integration of the financial system, which the instruments of monetary policy are
directed or indirectly, or combined indirectly and directly. n the process of
international economic integration today, especially for emerging economies like
Vietnam, the volatility of the world financial market has a great impact on operating
monetary policy, especially on exchange rates, ...

Due to the characteristics of the Vietnamese economy and the development
level of Vietnam's credit institution system, currently in the management of monetary
policy, the State Bank of Vietnam combines both direct management and indirectly
operating monetary policy instruments. The State Bank announced various types of
operating interest rates, lending interest rate ceiling for priority subjects, announced central
exchange rates, announced credit limits, and required reserve ratios. In recent years,
practice has recorded great success in operating monetary policy (monetary policy) of the
State Bank of Vietnam (SBV), controlling inflation, supporting sustainable economic
growth, contribute to solving other social security issues according to the Resolution of the
National Assembly and the Government's objectives. The most recent results are 2018,
creating a premise for the SBV to draw lessons learned and continue to operate
monetary policy successfully in 2019 and subsequent years.

So far there are many research projects both at home and abroad on the theory
of monetary policy management of the Central Bank, including the scientific research
topic of the State Bank of Vietnam, the research topic. School level and doctoral
thesis at Banking Academy, Academy of Finance, National Economics University ....
Posts in specialized journals and economic magazines, some monographs. Studies
often focus on the following 7 main areas: i) The role of the central bank in operating
monetary policy; ii) Operating monetary policy to implement inflation targeting, or
inflation targeting; iii) Central Bank directly or indirectly operates monetary policy
instruments; iv) In-depth study of a specific monetary policy tool; v) Coordinate
operating monetary policy instruments; vi) Coordinate operating monetary policies
and fiscal policies; vi) Monetary policy transmission mechanism vii) Experience of
operating monetary policies of emerging economies. There are also a number of other
studies of IMF experts on operating monetary policy to implement the
macroeconomic goals of some card-specific economies and economies in transition.

Within a workshop discussion, the author cannot give a complete and detailed
overview of theoretical studies and essays that do not study theory.

The published studies of operating monetary policy in Vietnam have also been
focused and focused on the seven areas mentioned above, studying different stages
of the process of economic renewal and operational innovation. Bank. However, in
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particular, studying and operating monetary policy associated with the
international and domestic macroeconomic environment of 2018, the author has
not seen any work so far: the article on the Journal of Banks and Magazines
Finance, Journal of Currency Finance, Journal of Banking Technology, Journal of
Banking Science and Training ... or scientific conferences. It can be affirmed, this
is the first study of the author on monetary policy management of the State Bank
of Vietnam in 2018.

2. Method

The paper does not use quantitative methods, conduct surveys, investigate,
interview, or build mathematical models, determine the impact level of factors such
as flavor, functions and variables. Through secondary data sources, official published
sources of data, using qualitative research methods and articles focus on analyzing
macroeconomic developments at home and abroad, affecting the monetary policy
operation. In the current period of extensive international economic integration, the
administration of monetary policy instruments to implement macroeconomic
objectives, gives a number of recommendations and forecasts.

3. Resuls:
3.1. Analysis of the environment affects the control of monetary policy management
3.1.1. Macroeconomic developments in the world affect monetary policy management

Modern economic theory has shown that, in the context of current economic
integration, operating monetary policy of open economies is greatly affected by
macroeconomic developments in the world.

Therefore, when developing monetary policy and in the process of operating
monetary policy, it is necessary to analyze, forecast and take the initiative, flexible
before the fluctuations of the international financial market. In 2018, operating
monetary policy of the State Bank of Vietnam continues to be influenced by
macroeconomic changes at home and abroad. The biggest event is the US and
Chinese trade war affecting the global financial market. Many large stock market
(stock market) declined and fluctuated strongly. The Chinese stock index plunged to
the highest level in the last 10 years, the US stock market witnessed 3 sell-offs, the
key stock index plunged. The capital withdrawal trend of foreign indirect investors
in the stock market of emerging economies is very strong. The exchange rate between
the major foreign currencies fluctuated, the Yuan decreased by nearly 8%, the largest
level in the last 4 years. Especially Brexit event from preparation, negotiation process
to implement Brexit at the end of 2016 up to now. Crude oil prices in the world market
were low in 2016 and the first nine months of 2017, slightly increased in the last
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months of 2017, rising quite high in the 10 months of 2018. Qil prices in the trading
session on May 18 / 2018 increased to over 80 USD / barrel, the highest level since
November 2014. NFSC (2018)

However, from the beginning of November 2018 to the end of 2018, the price of
crude oil fell sharply. The dollar depreciated on the international financial market in
2017, from the beginning of 2018, the price increased strongly. NFSC (2018)

Other fluctuations in the world financial market due to the impact of US
sanctions on Iran. Movements of trade wars between the US - China and Europe.
Multidimensional impacts of US elections from early 2017 to 2018. Relations between
the US - South Korea and Korea, as well as US decisions, vary in Qatar's diplomatic
relations and a Middle Eastern countries like Israel. Another major impact is that FED
raised interest rates twice in 2017 and continued to raise interest rates 4 times in 2018.
The first time took place on March 22, 2018, FED raised interest rates from 1.5 to
1.75% / year. The second time took place on 14/6/2018, FED raised the interest rate
from 1.75% to 2% / year. The third time took place on September 26, 2018, FED raised
the interest rate from 2% to 2.25%. The fourth time, taking place on December 19,
2018, the Fed decided to continue raising the basic lending rate to 2.25 to 2.5% / year.
As of the end of December 2018, FED has implemented 9 times of interest rate increase
since the end of 2015. These developments have strongly affected many commodities
in the commaodity market and large stock markets in the world. At the time of FED's
interest rate increase in 2018, the US stock market plunged strongly, greatly affecting
the Vietnam stock market and the domestic macro-economy, greatly impacting on
operating monetary policy and restructuring Vietnamese credit institutions in the past
year. NFSC (2018)

3.1.2. Domestic macroeconomic developments affect the management of
monetary policy

In theory as well as in practice, domestic macroeconomic developments also
have a great impact on the management of the Central Bank's monetary policy. The
real estate market in 2018 continued to grow but also continued to be controlled by
many measures, including the important reason that is in the management of
monetary policy, the State Bank restricted credit flowing into the field. this.
Vietnam's stock market has the highest growth rate in the region, especially JSCBs
shares have a very high increase in the first months of the year. On the morning of
April 9, 2018, the VN-Index reached 1,204 points at the end of the session thanks
to real estate, banking and securities stocks. After that, the stock market was
strongly adjusted, many times at the end of August 2018, still below 900 points, by
the end of December 2018, it was reduced to around 880 points. Stock prices of
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commercial banks and securities companies were strongly adjusted, down by 20—
30% compared to the peak time. SSC (2018)

Natural disasters occur in many places and at different times, causing
serious damage to agricultural production and people's lives. Prices of many key
export agricultural products of Vietnam decreased and consumed erratically. The
domestic retail price of petrol and oil increased highly in the first 10 months of
2018 and decreased quite significantly in December 2018. Health service prices
are also adjusted to increase. Due to the strong influence of the Yuan devaluation,
especially at the beginning of the third quarter and the beginning of the fourth
quarter of 2018, put pressure on Vietnam Dong. Due to the impact of the regional
stock market and the Vietnamese stock market, the sources of foreign currency
capital withdrawn and transferred into our country are also abnormal, affecting the
supply and demand of foreign currencies and exchange rates in some countries.
time. The plan of divesting and selling bad debts of many Vietnamese commercial
banks is affected. SSC (2018)

3.2. Analyze the management of monetary policy to implement key
macroeconomic objectives

In the general context of the above mentioned domestic and international
economic developments, implementing the Resolution of the National Assembly and
the Government on socio-economic development solutions in 2018, the State Bank
has implemented synchronous solutions. legal management, continue to actively
manage flexible monetary policy. In the process of operating monetary policy, the
State Bank has promptly met the liquidity of credit institutions providing credit
capital effectively for the economy,

In 2018, the monetary policy was actively and flexibly operated by the State Bank
of Vietnam, coordinating well with fiscal policies and other macroeconomic policies,
implementing macroeconomic objectives according to the Resolution of National
Assembly and Government. Curbed inflation, stable currency, the purchasing power of
Vietnam Dong continues to be strengthened, the result of anti-dollarization of the
economy is maintained; promote sustainable economic growth at higher levels in recent
years, create more new jobs for workers, reduce poverty in multidimensional households,
and contribute to solving some other social security issues.

In order to achieve the above results, the SBV governed the monetary policy
towards slightly reducing the local currency lending interest rate, with an average
decrease of about 0.5% compared to 2017 for priority areas. support businesses to
reduce production and business costs, especially those that need encouragement
under the direction of the Government, such as agriculture - rural areas, high-tech
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agriculture, clean agriculture, and export export, small and medium enterprises,
supporting industries, ... SBV (2018)

In the context of devaluation of Yuan, USD appreciation, some other major
currencies fluctuated, but the State Bank still actively, flexibly operated, stabilized
the exchange rate and foreign currency market, in line with the orientation Since the
beginning of the year, encouraging exports and restricting imports, contributing to
achieving the highest trade surplus, ever. Especially with active and flexible buying
and selling foreign currencies, meeting the demand for foreign currency liquidity for
the market, the need to withdraw capital and transfer capital into Vietnam of indirect
investors, investors The local currency of commercial banks, the State Bank still
ensured to maintain the highest foreign currency fund ever. SBV (2018)

3.3. Implement the highest objectives in operating monetary policy
3.3.1. Implementing the target of inflation control

Operating monetary policy, with increasing total payment facilities according
to economic development needs, credit growth for customers, ... associated with
operating interest rates, exchange rates, open market, ... has a direct impact on
inflation. But steadfastly according to the set objectives and closely and effectively
coordinating the monetary policy management tools, in 2018, Vietnam's inflation is
controlled at a low level. According to the General Statistics Office, the average CPI
in 2018 increased by 3.54% compared to the average of 2017, under the target of the
National Assembly. CPI in December 2018 increased 2.98% compared to December
2017, the average monthly increase of 0.25%. Basic inflation in December 2018
increased 0.09% over the previous month and increased 1.7% compared to the same
period last year. The average basic inflation in 2018 increased by 1.48% compared to
the average of 2017. GSO (2018)

Figure 1: Vietnam's CP1 2017-2018 (% per month)
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Gold price index in December 2018 increased 0.41% compared to the
previous month; decreased 0.41% compared to the same period in 2017; the average
of 2018 increased by 2.36% compared to 2017. The US dollar price index in
December 2018 decreased by 0.07% over the previous month and increased by
2.69% over the same period in 2017; The average of 2018 increased by 1.29%
compared to 2017. GSO (2018)

3.3.2. Implementing the goal of promoting economic growth

Currently in Vietnam, bank credit capital invested for economic development
accounts for the largest proportion. In 2018, operating monetary policy of the State
Bank supported sustainable economic development, high and relatively
comprehensive. In 2018, Vietnam completed all 12 proposed targets, of which the
economic growth reached 7.08%, the highest level in nearly a decade, exceeding the
6.7% target set out at the beginning. year. This is the highest increase in the past 8
years, from 2011 onwards and is the year marking economic growth not thanks to
credit growth, thanks to the main motivation is manufacturing and processing
industry and service industry; and service industry; Agricultural, forestry and aquatic
products grew well. GSO (2018)

Figure 2: Vietnam's GDP 2011-2018

GDP Viet Nam giai doan 2011 - 2018

Source: GSO (2018)

Specific analysis of the impact of monetary policy operating on the specific
development of sectors and regions in the economy can be seen, in the general growth
of the whole economy of 2018, the agricultural and forestry sector, seafood increased
by 3.76%, contributing 8.7% to the overall growth; industry and construction sector
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increased by 8.85%, contributing 48.6%; service sector increased 7.03%,
contributing 42.7%. The agriculture, forestry and fishery sector achieved the highest
growth rate in the period of 2012-2018, confirming the trend of changing the
economic structure of the economy, which has brought into full play. GSO (2018)

3.3.3. Implementing some other macroeconomic targets

Successful administration of the monetary policy in 2018 of the State Bank
also contributed to the implementation of some other macroeconomic indicators of
the country. Many other records have been established, such as foreign exchange
reserves, export turnover, trade surplus, international tourist attraction, labor export
and overseas remittance, etc. Notably, despite high GDP growth In the context of
many unusual developments, Vietnam still maintained macroeconomic stability with
the retention of CPI target, reduced budget deficit, stable stock market, tightly
controlled public debt. close. GSO (2018)

The ratio of public debt to GDP in 2018 decreased and reached 61.4% (2017:
62.6%; 2016: 63.6%) due to positive economic growth. GSO (2018)

In addition, the country's foreign debt / GDP increased from 48.9% in 2017 to
49.7% in the year, mainly due to the increase in self-borrowing and self-repayment
of enterprises and credit institutions. The percentage of poor households with multi-
dimensional approach in 2018 was 6.8%, down 1.1 percentage points compared to
2017. The majority of new jobs for employees were created with improved incomes.
GSO (2018)

3.3.4. Promote a trade balance surplus to reach a record level

According to the General Statistics Office, the trade balance of 2018
continued to trade surplus of 7.2 billion USD, of which the domestic economic
sector saw a trade deficit of 25.6 billion USD; the foreign invested sector
(including crude oil) saw a trade surplus of 32.8 billion USD. In 2018, the
domestic economic sector changed positively when reaching a higher growth rate
of export turnover than the foreign-invested sector with the proportion of total
export turnover increased compared to 2017. Personnel The overall balance of
payments was at a high level thanks to: (i) the trade balance of trade surplus at a
record high; (ii) Financial balance continued to be surplus due to continued
disbursement of FDI, indirect investment capital reached approximately USD 2
billion, remittances grew by more than 10%. (iii) The errors and errors are sharply
reduced compared to 2017. As a result, the SBV has added foreign exchange
reserves to a record high (about 12 weeks of imports). GSO (2018)

36



4. Implement intermediate goals in operating monetary policy

4.1. Control interest rates on the currency market and control exchange
rates to improve the purchasing power of Vietham Dong

Interest rates remain low. The lending interest rate for domestic currency of
state-owned commercial banks (commercial banks) for the priority sectors
decreased by 0.5% compared to 2017. The State Bank has lowered the interest
rate to buy OMO from 5% / year. down to 4.75% / year to contribute to reducing
capital costs for credit institutions. The interest rate level of credit institutions in
2018 is basically stable, lending interest rates are about 6-9% / year for short,
medium and long terms, about 9-11% / year. The central exchange rate of the
central bank increased by 1.4% compared to the beginning of the year, in line
with the orientation set at the beginning of the year, stabilizing the foreign
currency market and preventing the dollarization of the economy. The exchange
rate of commercial banks with customers increased by 2.3% and the free market
exchange rate increased by 2.8% compared to the beginning of the year. The
main reason for the increase in the domestic exchange rate is: (i) considering the
international factor, the USD index increased by about 5% compared to the
beginning of the year, up 9% compared to the bottom in February 2018; (ii)
Considering the domestic fundamentals, the exchange rate is still under pressure
from inflation, but it is positively supported by the balance of supply and demand
of foreign currency. SBV (2018)

The flexibility of exchange rate management is evident through the
decision of the State Bank to sell foreign currency term, but it is allowed to cancel
the contract. This move The SBV wants to aim at reducing the risk of exchange rate
fluctuations and speculation, while helping the market have a basis to predict
exchange rates, interest rates as well as foreign currency supply and demand at the
year-end. This is also an anchor for the SBV to plan macro balances, stabilize
exchange rates and interest rates on the interbank market. Besides, other factors such
as stable macroeconomy, controlled inflation helped investors, businesses, and
people believe in VND, which also supported the stability of exchange rates.

4.2. Take control of monetary and credit goals

Credit growth of the economy reached 14% (same period last year increased
by 16.96%). Commercial bank credit helps solve difficulties for business and
production activities of enterprises, especially the private sector. Credit growth of the
whole year 2018 was strictly controlled, reaching 14%, lower than the expected 17%
from the beginning of the year and lower than the 17.18% of 2017. Of which
agricultural credit, forestry and aquatic products increased 8.88%, proportion of
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9.56%; industry and construction increased by 12.1%, proportion 31%; trade and
service sector increased by 15.9%, proportion of 59.4%. SBV (2018)

Credit capital is prioritized to focus on sectors that need to be encouraged
according to the Government's policy, such as production, processing and
manufacturing, especially in agriculture and rural areas, and high-tech agriculture,
clean agricultural production, exports, supporting industries, small and medium
enterprises. Credit outstanding in the real estate sector accounts for about 16.6% of
the total credit of the whole system. Outstanding loans for life service accounts for
18.8% of total outstanding loans of the credit system. This is a relatively appropriate
rate, ensuring the healthy development and liquidity of the real estate market, meeting
the demand of buying real houses of people, limiting speculation and limiting capital
flows. into areas of high risk. SBV (2018)

The amount of foreign exchange reserves accumulated was at a record high,
reaching over USD 63 billion in 2018, corresponding to about 12 weeks of imports,
showing that the confidence of the Government and the SBV has been reinforce and
support other macroeconomic policies in attracting foreign investment, improving
their ability to cope with economic shocks. Operational quality of credit institutions
continues to be strengthened. SBV (2018)

4.3. Operating monetary policy associated with controlling credit institution
restructuring

Besides maintaining macroeconomic stability, the restructuring of the banking
system and handling bad debts have also been actively implemented and effectively
supported for the successful management of the monetary policy of the State Bank of
Vietnam. In 2018, the whole banking sector drastically implemented the Project No.
1058 / QD-TTyq, dated July 19, 2017 of the Prime Minister, decided to approve the
scheme "Restructuring the system of groups. credit institutions associated with
dealing with bad debts in the period of 2016 - 20207, Resolution 42/2017 / QH14 of
the National Assembly on piloting the handling of bad debts of credit institutions.
SBV has continued to build and perfect policies, frameworks and mechanisms to help
accelerate the process of restructuring and handling bad debts. A series of legal
documents, frameworks to improve safety standards in banking operations have been
issued, in accordance with international practices, to help improve governance and
management, and to manage risk according to criteria. Basle 11 standard and initially
welcomed by the banking system. SBV (2018)

In 2018, the system of Vietnamese credit institutions continued to develop to
a new height, strengthening the number of advanced quality and prestige in the
financial market. Commercial banks become the largest capital mobilization channel
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and provide the highest credit capital in the economy, being a key member in the
bidding to buy State Treasury Bills, Government Bonds and supply of Convenient
and modern banking services for the economy. Up to now, there have been 16 joint
stock commercial banks listed on Vietnam's stock market. Many major financial
institutions in the world continue to maintain and promote to become strategic
shareholders of Vietnamese commercial banks. International credit of many
Vietnamese commercial banks is raised. SBV (2018)

4.4. Operating monetary policy associated with controlling the development
of the stock market

Activities of the stock market have a close relationship and great impact on
operating monetary policy and banking activities. With the operation of interest
rates, exchange rates, open markets, credit, facilitate the operation of securities
companies, investment funds, listed businesses, foreign investors, ... operating
monetary policy contributes to boosting Vietnam's stock market with a certain new
development in 2018. Market capitalization value reached VND 3.98 million, up
13.5% compared to the end of 2017, equivalent to 79.6% of GDP, exceeding the
target set for 2020. Market liquidity improved strongly with the average trading
value of shares and fund certificates reached nearly VND 6,603 billion / session, up
30% compared to with the average of 2017. Foreign investors ‘trading activities
were positive, the proportion of foreign investors' transactions accounted for 16%
of the total transaction value. stock market, higher than the 13% of 2017. The
number of investors' accounts continued to increase to 2.17 million accounts, an
increase of 12.8% compared to the end of 2017 (in which accounts Foreign investors
increased by 24.4%. In 2018, the bond market continued to improve positively in
the direction of extending the average maturity term and the remaining term of
VGBs while the issuance interest rate decreased, contributing to restructuring the
Government debt portfolio. in a sustainable way. Total average trading value
reached over VND 8,827 billion / session. SBV (2018)

It is forecasted that in 2019 and 2020, Fed will continue to raise interest
rates 2-3 times more, by the end of 2020, it will bring the basic interest rate to
3.5%. Trade tension between the US and China continues. Crude oil prices in the
international market continue to be unpredictable but in a downward trend and at
a low level. The political and diplomatic tensions in some areas and between some
major economies are also complicated. In the domestic market, abnormal natural
disasters and developments in agricultural markets are also major concerns. Many
major stock markets around the world and exchange rates of other major
currencies will also be complicated. Natural disasters in many countries and in the
country are also very difficult to predict. Trade protectionism is still at a great
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level. This situation has a great influence on the monetary policy management of
the State Bank of Vietnam in 2019.

Discussion and Conclusion

According to Resolution No. 01/ NQ-CP, on January 1, 2019, the Government
requested a solution to increase capital for state-owned commercial banks and state-
owned commercial banks to take a dominant share. Striving to bring the internal
bad debt ratio to below 2% and the ratio of bad debt and potential debt to bad debt
(including bad debt, bad debt sold to VAMC has not been processed yet and the
restructured debt repayment period has become bad debt) less than 5%. Striving
to increase GDP by 6.8%, controlling CPI growth rate below 4%. In addition, the
Government mandates that it is necessary to create fundamental changes in
banking governance, operational efficiency and safety. Focusing on effectively
handling weak credit institutions and bad debts according to market principles,
without direct support from the state budget. Strengthen inspection, inspection,
supervision, strictly handle violations in the operation of credit institutions and
money markets. Promote the application of Basel Il safety standards. Promote
non-cash payment; piloting new payment models, financial technology enterprises
(fintech), researching electronic wallet recharge not through bank accounts and
applying new technologies, innovative innovation solutions create into the
banking sector. In implementing the Government Resolution and the general
orientation of the industry, the State Bank of Vietnam continues to manage
actively, flexibly and closely monetary policy in coordination with other
macroeconomic policies, implementing the pepper under the Resolution of the
National Assembly and the Government. SBV (2018)

Commercial banks continue to boost lending to priority areas, areas that need
encouragement under the direction of the Government. Especially commercial banks
continue to actively expand rural agricultural credit under Decree 55/2015 / ND-CP;
Decree 116/2018 / ND-CP, dated 7 September 2018, amending and supplementing
Decree 55/2015 / ND-CP on credit policies for agricultural and rural development;
loan program to encourage the development of high-tech agriculture and clean
agriculture according to the Resolution 30 / NQ-CP dated March 7, 2017 of the
Government. In addition, credit capital of Vietnam Bank for Social Policies and
People's Credit Fund also contributes to poverty reduction and social development,
creating impetus for sustainable poverty reduction. SBV and commercial banks
continue to strictly control credit into potential risk areas such as real estate, securities
..., Enhance risk management for BOT, BT traffic projects, consumer credit. At the
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same time, synchronously implement other measures, control the internal NPL ratio
at less than 2% according to Resolution No. 01 / NQ-CP. SBV (2018)

Some recommendations

Firstly, the State Bank should steadfastly aim at operating monetary policy as
at present, creating conditions for sustainable development of the economy. The SBV
and the Ministry of Finance work more closely in the management of monetary policy
and monetary policy, in the issuance of Government bonds, foreign currency balances
for national strategic objectives, buying foreign currencies from the revenues of crude
oil exports of the state budget. However, the State Bank should have a roadmap to
switch to indirectly operating monetary policy instruments instead of current direct
operating tools.

Secondly, the Government and the Ministry of Finance and the State Securities
Commission need other policies and measures to sustainably develop the stock
market but cannot rely on monetary policy. Public opinion, businesses do not put
pressure on the management of monetary policy of the State Bank in terms of credit
limit, the expansion of exchange rates, interest rates,... SBV and the Ministry of
Finance, need to promote commercial banks listed on the stock market. and
transparent information disclosure, contributing to the implementation of more
effective monetary policy of the State Bank.

Thirdly, credit growth has been slower than the same period in many years but
GDP growth is higher, in fact, enterprises have diversified capital mobilization
channels such as issuing shares and issuing bonds. The stock market has become an
important capital mobilization channel of enterprises, reducing the pressure on bank
credit. This is an advantage, but also poses new challenges for commercial banks, for
operating monetary policy, need to be proactively forecasted by the SBV and have
effective handling and operating directions in the coming time. The State Bank should
coordinate with the Ministry of Finance to ensure the healthy development of bond
issuance channels, capital mobilization stocks of enterprises, reduce the balance of
State Treasury deposits at commercial banks, have more reasonable plans in bond
issuance, bond disbursement and bond interest rates.

Fourthly, the flow of foreign indirect investment into our country is very large
and withdrawing from the Vietnamese economy is also unusual depending on
international economic developments and macroeconomic developments of Vietnam,
also such as stock market movements and strategies of foreign investors. However,
in regulating exchange rates, in using open market operations to neutralize the money
supply to buy foreign currencies, the State Bank of Vietnam needs to be steadfast in
operating like the last time and at the same time proactively forecast the next time
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when IPO of large-scale enterprises, the divestment of the state in equitized
enterprises, capital increase of enterprises,... will continue to take place on a larger
scale, so it needs to be more active in managing the instruments of monetary policy.
The State Bank needs to complete tools and methods of macroeconomic forecast,
which forecast indirect investment capital flows into Vietnam stock market. The SBV
and the Ministry of Finance need to inform and exchange regularly about the plan of
divestment, increase the foreign investors' ownership rate in equitized state-owned
enterprises, including state-owned commercial banks, increase capital owned from
the annual dividend payment source of equitized commercial banks.

Fifthly, in the management of the State's monetary policy, there are three tools
that most clearly affect the business activities of enterprises, to each macroeconomic
school, namely interest rates, exchange rates and credit limits. These tools have a
direct impact on sustainable business performance of enterprises, select investment
projects, improve the competitiveness of enterprises in the trend of integration,
towards enterprises choosing capital mobilization channels. Different investment.
Therefore, the State Bank should continue to improve and innovate these three tools
in the direction of gradually shifting to indirect management, having a roadmap for
early elimination of credit limits, the growth of credit of commercial banks should be
based on the reasonable capital demand of the economy, efficient investment capital
of enterprises; At the same time, there is a roadmap for early withdrawal of lending
interest rate limits for priority subjects.
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Abstract

Due to an on-going increase in competition level of automotive industry in
Vietnam and the Vietnamese ambition to localize the automotive industry, quality
issues of assemblies have become a vital concern. Understanding quality failures may
support business operations, avoid or reduce mistakes and bring forward a chance
of developing high-quality assemblies, that is a unique selling point for a motor
company. It is challenging to accurately identify and model the quality issues of
assemblies in an assembly line. So, this study intends to develop a conceptualization
for businesses, using data mining analysis and regression method, to build a
predictive model for engine assembly failures.

Initially, the paper reviews literature on different aspects of quality data
modelling. Typical techniques and variables are briefly mentioned. Subsequently, data
mining with clustering methods and generalized linear regression model is conducted
to analyse the current pattern of the dataset and introduce a potential modelling system
for the future behaviour of quality issues. To validate the model quality, the model is
tested with both training and testing data. These datasets are generated from Ford
assembly line in a 6-month period focusing mostly on failure occurrence.

The predictive power of the proposed model is supported in both data sets.
Results suggest that Station, Model, Feature and Operation are four significant
control parameters as they possess a more noticeable predictive power in comparison
to time factor. To generalize the study area, other potential modelling methods are
also implied for future research and other scenarios.

Keywords: Automotive industry, data mining, predictive model, quality issues
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1. Introduction
1.1. Motivation

Automotive industry is a fast-growing, potential sector and one of the most
important contributors to Vietnamese national economic growth. However, automotive
industry in Vietnam has mainly relied on knock-down kit production in a self-assembly
structure i.e. models are domestically built with almost exclusively foreign-imported
assemblies. One of the main reasons is that the quality of domestically manufactured
assemblies has always been questioned. Moreover, due to the 0% tax rate for imported
whole cars validated since 2018 of Vietnamese government and the mindset “foreign
products equal to great quality” of Vietnamese people, it has become more
challenging for domestic car manufacturers in Vietnam to compete in terms of
quality-cost-delivery approach. This leads to a hindrance towards the
ambition/strategy to localize automotive industry of Vietnam as a country in general
and Vietnamese organisations in particular. In order to overcome the difficulties and
obtain a better quality, understanding and modelling quality issues are significantly
vital to Vietnamese automotive industry. This paper aims to study and conceptualize
the methodology to determine an appropriate model for the quality issues of engine
assemblies. The research dataset is collected from Ford Motor Company in the UK,
which is famous for its quality control system producing well-known high-quality
models over time periods e.g. Ford, Mazda, Jaguar, Land Rover and so on; especially,
the manufacturer in the UK is the biggest technical centre consisting of an end-to-end
process i.e. design, development, engineering and support activities. By understanding
how a leading automotive organisation in a developed country was beneficial from the
methodology as the most optimised example, the method might be generalized and
applied to many aspects in Vietnamese automotive industry ranged from solely
assemblies-produced to wholly car-manufactured business.

1.2. Objectives

In details, the objectives of this study are summarized into three questions
as follow:

e To mine and understand the behaviour of Quality data:

= What is the pattern and behaviour of the dataset?

e To establish a modelling method for engine assembly quality issues from
the dataset:

= What is the proper method to model the pattern of the dataset?

e To give recommendations for automative businesses:

= How can the data be modelled in future?
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1.3. Framework

To present the method, the research focuses on the quality issues of one
particular part i.e. engine assemblies for manufacturing diesel and patrol engines, off
which a fully-assembled engine is built up from various assemblies in the assembly
line. The discussion would concentrate on the role of time, failure rate, the impact
and interaction of main variables (Stations, Models, Operations and Features) on the
distribution of failures.

1.4. Literature review

According to Law (2007), in manufacturing systems, quality issues are the
major cause of variability, largely influence overall system and should be modelled
accurately. Literature to date has mostly focused on modelling failure time, the time
between failures and the duration between failures of the entire population of an
engine over time (Proschan, 1963; Lamoureux, 1991; and George, 1994). In contrast,
little academic attention has been given concerning the frequency of failures or the
tendency of failure occurrence regardless of engine types. Moreover, the importance
of practical modelling failures for real-life situations in the automotive industry has
just been realised in a few decades. As such, there are not many publications about
the practical implementation. Typical literature about modelling failures in real-life
scenarios are Lu (2009); Kulkarni and Gohil (2012); Hillmann et al. (2014); and
Chwif et al. (2015). Using a regression formula and data mining to model, the
background of formulas and statistical techniques of this paper is outstanding
references on failures-modelling methods in manufacturing system, such as Law
(2007); McCullagh and Nelder (1989); Baesens (2014); MacQueen (1967)

According to the manufacturing-based approach, quality can be defined as the
conformance of products to a specific design or specification (Crosby, 1979 and
Gilmore, 1974). These authors also emphasized the concept of ‘right at the first time’
as products should be manufactured properly in the first trial. So, quality issues
happen when products are associated with scraps or reworks, indicating existing
flaws within the first operation, which lead to increased production cost. In the
automotive industry, an assembly failure is identified when the testing machine
indicates that the engine possesses a problematic feature, for example, the design of
the engine assembly is not followed original specification. Besides features, the
probability that a failure occurs within a certain period of time (i.e. reliability) is used
to assess product quality. The most typical measurements of reliability are the mean
time between failures (MTBF), the mean time to first failure (MTFF), and the failure
rate per time unit (Juran, 1998). This paper considers the role of features and failure
rate per time unit in modelling the variability of engine assembly failures.
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Generally, the variability of quality issues has been debated throughout time.
Many researchers have claimed the existing relationship between engine assembly
failure rates and time factor, namely the classical Bathtub curve — figure 1 (Amstadter
(1977); and Proschan (1963, 2000)). Contrastingly, Venton and Ross (1984) argued
that there were two types of engine failure rates: mechanical (physical failure, time
dependence) versus electronic (fragile system events, time independence,
randomness). Since engine assemblies may consist of both electronic and mechanical
components, there is a possibility that the variability of engine assembly failures will
be either time dependent or independent. This will be discussed in result and
discussion sections.

The Bathtub Curve

Hypothetical Failure Rate wversus Time

End of Life “Wear-Out

. Increasing Failure Rate
Infant hortality g

Decreasing Failure Rate

Mormal Life (IUseful Life)
Low "Constant” Failure Rate

Increased Failure Eate

Time

Figure 1. Bathtub curve - life time product

Modelling quality issues can be differently established depending on business
requirements of suppliers and manufacturers, two main sides of the automotive
industry. Relevant papers from both stakeholders are reviewed to provide a better
vision on how analysts may conduct research and build models using different
methods i.e. system thinking, data mining, spreadsheet-based softwares and
simulation techniques. Hanifin and Liberty (1976) found out that Machining-A
GPSS-V Simulation technique could enhance the quality control process of material
handling and production in the USA for both stakeholders. Lu (2009) suggested a
new classification method, Arrow, and applied finite mixture distributions to the
current simulation system in Ford Motor Company UK to model the breakdowns
duration of machines in assembly lines. Hillmann et al. (2014) claimed the potential
advantage of the Failure Process Matrix (FPM) and spread-sheet based software to
improve product quality and securing high qualified products for manufacturers. As
for suppliers, Kulkarni and Gohil (2012) applied Soft system methodology (SSM) to
improve the assembly line in the Sweden automotive industry.
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Understanding data behaviour is vital to the success of one company but raw
data is difficult to understand in its initial appearance. Fortunately, data patterns can
be exploited by processing data with Big Data analytics. Accordingly, the behaviour
of failures can be identified and there is a chance to predict the re-occurrence
(Baesens, 2014). A normal process of data mining tends to start with Descriptive
analytics, which enables analysts dig deeply into a massive amount of data for a
condensed and more focused information. Then, historical events will be derived to
a conclusive summary with appropriate and useful patterns to users. The next step of
Big Data analytics is Predictive analytics, which combines machine learning,
statistical techniques, modelling and technical softwares to examine historical data
(Baesens, 2014). The difference between Descriptive and Predictive analytics is that
the former is used to discover the trend of current data, then the latter can provide a
future forecast for categorical and continuous variables with a high rate of certainty.
Thereupon, necessary business and decision patterns can be extracted and
organisations can make the right decisions. There are many techniques to analyse and
understand data, such as: neuro network, decision tree, data visualisation, rule
induction and clustering... For a dataset with categorised variables, looking for data
significance will be easier with clustering technique. As a typical descriptive
analytics technique, Clustering has been introduced to categorised a large dataset into
many groups which share similar characteristics. Each member in the group possesses
a high degree of similarity within its group (MacQueen, 1967). Two traditional
clustering methods are hierarchical clustering algorithm and k-mean algorithm. There
is a vast collection of clustering algorithms, leading to the difficulty of choosing a
proper algorithm for certain circumstances (Dubes and Jain, 1976). Jain et al. (1999)
reviewed data clustering methods and suggested a taxonomy of selecting clustering
technique. They proposed a set of eligible criteria, considering the situation, the data
structure and the sensitivity of the technique to variability. Hierarchical clustering
algorithm aims to separate large amount of data into different similar groups, without
pre-identifying the number of groups. In contract, k-mean algorithm requires analysts
pre-determine how many clusters before carrying out the grouping process. In
comparison to other data mining methods, clustering method can reduce the negative
effect of noise data by separating them into an outlier group (Zhang et al., 1997; Chiu
et al.,, 2001). Moreover, the classification function of clustering can be used to
simplify a large set of data when finding out distributions for variables in a simulation
model (Lu, 2009). Thereafter, predictive analytic can be carried out in a better way
with regression model to identify the failure frequency. As a predictive analytics
technique, regression is introduced to predict the future behaviour of the data using
linear functions, especially when the target variable is numerical. Baesens (2014)
stated that by associating specific features to a particular variable and determining
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their influence/interaction on the variable, the analysts could foretell the behaviour
of relevant activities in the forthcoming time. Many predictive algorithms are
conducted for regression models with categorical variables, for example: Naive
Bayes, support vector machines, neuro network, generalized linear algorithms. Off
all the methods, the generalized linear algorithms are specialized for modelling
binary and count data as response variables (McCullagh and Nelder, 1989). At the
moment, there are no practices on data mining and predictive model in Vietnam,
especially on the engine assembly quality issues in the assembly line. There are
only studies about the performance and development of the industry (Tran and
Ngo, 2014; Ichida, 2015)

2. Methodology
2.2. Research Methodology

The process to obtain the methodology and its validity for the research is

described in figure 2.
-
I

Figure 2. Research methodology and validity process

Hypothesis 1: The frequency of failures can be predicted by the existence of
stations, models, operations and features to which they belong to.

Hypothesis 2: The predictive power of stations, models, operations and
features is more significant than time factor.

Hypothesis 3: Time factor is insignificant in developing predictive model for
failure frequency.

In other words, engine assemblies which possess certain characteristics i.e.
belonged to a certain type of model and/or involved with a certain station, operation
and feature, are expected to fail.

These hypotheses are inspired by four praised papers: Lu (2009); Kulkarni and
Gohil (2012); Hillmann et al. (2014); Chwif et al. (2015), which are unique in terms
of methodology, data sources, and research timeframe. The study rationale is
originated from all of these papers: figure out which parameters are important to
model the failures of machines and/or engines in the assembly line.
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With regard to the methodology, the design of descriptive analytics is a revised
version of three studies: Lu (2009); Hillmann et al. (2014); and Chwif et al. (2015).
However, neither studies have tried predictive analytics regression model, instead
they applied other methods i.e. simulation, soft system methodology and
classification model. Therefore, this paper is challenging the conventional method,
and proposes a newly practicable applicable technique for modelling quality issues,
in particular, the failure of engine assemblies.

This paper uses data mining in both data analysis and modelling establishment.
Clustering technique is used to identify the significant characteristics of the quality
issue data, which are the main causes for failures in engine assemblies. Then,
regression generalized linear model (GzLM) is applied to achieve a predictive model
for this behaviour (details in Figure 3).

Figure 3. Technical modelling techniques

2.2. Data collection and validation

Secondary data would be used in this research. The 6-month dataset which
was collected from Ford Motor Company by direct visits to the factory site,
includes of 84 stations and 27 engine models with 23441 failures recorded in the
assembly line. Each entry of engine assembly data includes an ID series number,
type of model, station, operation, operation count, failure date, failure time and
features. To define, station represents the location where the product is
manufactured, operation represents the function of the station at a particular
time, operation count represents the times the engine is being reworked, and
feature represents a brief description of the design reasons for failures (each is
given a specific letter-numeric mixed code).
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To avoid sampling bias, outliers and extreme values (Baesens, 2014), the data
set would be divided into two sets of data, which are: training data and testing data.
Training data (January to the third week of June) is used for data analysis and pattern-
finding process, whereas 1110 data entries of the final week’s data i.e. testing data is
used to test the model validity. To establish appropriate variables for the study, data
transformation is applied before data analysis. The dependent variable, the failure
count (operation count) is numerical data, that does not require data transformation.
Since four independent variables (Model type, Station, Operation and Feature) are
categorical data, to input these variables into the regression model, they are
transformed by orderly assigning a numerical number to each data. For instances,
Model has 27 kinds, it would be number 1 for model 4R8Q-6009-AA, 2 for model
5U3Q-6006-AA and 27 for the final model in the list, Tension_Bolt. Similarly,
Station data is coded as 1 to 84, Operation data is given numbers 1 to 216 and Feature
data is transformed as 1 to 310.

2.3. Data analysis and Model development

To find out the current pattern of the dataset and identify the importance level
of each independent variables, descriptive analytics Two-step clustering is conducted.
Then, k-mean algorithm is used to examine the accuracy of the grouping process via
verifying the number of groups.

The back-up mathematical algorithms for these clustering methods are:

Two-step clustering: The algorithm is an adaption of k-mean and hierarchical
algorithm proposed by SPSS. Two steps are: 1) pre-cluster the cases into many small
sub-clusters; 2) cluster these sub-clusters into a desired number of clusters.

K means clustering: According to MacQueen (1967), each k-means cluster
Is represented by the centre of the cluster. The algorithm aims to minimise a squared
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where is a selected distance amount between a data point %" and the

cluster centre “J indicates the respective distance of n data points to their cluster centres.

To create a predictive model representing the failures’ behaviour and
determine the failure frequency in future series, a Poisson regression model with a
log link function for count data is recommended (Cameron and Trivedi, 2013). This
generalized linear regression includes three components: a random component, a
systematic component (possessing a linear predictor) and a link function.

Random component: Response Y has a Poisson distribution that is:
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yi € Poisson (ui)fori=1,...,N
Where the expected count of yi is E(Y) = u, variance of yi isvar(Y) = pu.

Systematic component: Any set of X = (X1,X2,X3,X4)are explanatory
variables and together their linear combination contribute to the linear predictor:

n = 0+ Bflx1+ f2x2 + [3x3 + f4x4
Log-linear link function g(.):
log(u) = B0 + B1x1 + B2x2 + $3x3 + B4x4

Describes how the mean E(Y) = u depends on the linear predictor. It is for
transforming the expectation of the response variable, u = E(Y), to the linear predictor.

As Poisson regression uses log-linear link function, then with four explanatory
variables:

G(u) = log(uw) =n = 0+ Blx1+ f2x2 + [3x3 + [4x4.
= Equivalent:
u=exp(f0+ Llx1+ B2x2 + [3x3 + f4x4)
= exp(BL0)exp(L1lx1)exp(B2x2)exp(L3x3)exp(f4x4)
Hence, the Generalized linear regression is established as:
g(u) = g(E(Y)) = O+ Blx1+ p2x2 + [3x3 + [4x4 + €
With B0 = the intercept, Y = dependent variable (e.g. count data: the failures

number of each series over time, failure count), 1 = Station, $2 = Model, 83 =
Operation and g4 = Feature.

To test the validity of the model, test of error is run to compare the correlation
between the actual data and the predicted data. The significance level takes into
account the independence between variables. A graphical comparison between actual
and predicted value of failure count is also conducted to provide a richer view on the
model quality. Pivot Table Excel and SPSS are deployed.

3. Results

Failures tend to appear in specific stations, operations, features and models.
The frequency is likely to occur between early morning, early afternoon and late
evening, especially within the hours of 00-05, 07-15 and 21-23. There are not much
failures in Saturday and Sunday but significant in weekdays, leading to a Q shaped
distribution of failures. For every 10 hour, the failure pattern is repeated with the
transition period of 6 o’clock and 18-19 o’clock (figure 4).
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Figure 4. Failure time 24/24 hour every day in a week: 1 to 7 = Sunday to Saturday

Regarding to the model development, descriptive analytics Clustering
methods indicate that the failure behaviour is mainly controlled by four factors and
time is actually not significant when building the model, as shown in table 1 with the
significance level of each factor.

Clusters

Input (Predictor) Impontance
Hi1o0@do:sOos 004002 0o.0

Cluster 1 2
Lab-=I

De=criplion

Siza

Input=

- noperation
CoolCawlk - Coolant
Cawvity Leak Test
(1T4.5°%3

Table 1. Clustering

Consequently, the predictive model is built without time factor, the formula
would be:
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Y = 25402 + (—24.749) * Model 1 + ... + 0.016 = Station 3 + ... + (—0.594) *
Operation 98 + ... + (—0.691) * Feature 283 + ... + 0 * Feature 310.

Regarding the validity, the model is proved to be satisfactory in both testing
and trial data sets (Table 2). All p-values < 0.05 indicate Model, Station, Operation
and Feature variables are significant with the predictive power of model is
validated.

Tests of Model Effects

Type Il
Source
Wald Chi-Square df Sig.
(Intercept) 23.822 1 .000
nmodel 387.149 25 .000
nstation 71.865 9 .000
noperation 545.427 109 .000
nfeature 2660.068 308 .000

Dependent Variable: Failure Count
Model: (Intercept), nmodel, nstation, noperation, nfeature

Table 2. GzLM - Test of Model Effects
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Figure 5. Standardized deviance residual vs. Predicted value mean of response

In figure 5, Standardized deviance residual is checked against the predicted
value mean of response to ensure that the model errors are not too offensive. As most
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residuals are near 0.000 (between -3.3 and 3.3), predicted results are close compared
to actual outcomes.

Especially, a similar trend between actual and predicted values is shown in the
testing dataset (figure 6), leading to a more confirmative support for the predictive
power of the model.
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Figure 6. Predicted value vs. Actual value
4. Discussion and conclusion

Results have claimed that data mining techniques are useful in studying
behaviour and developing a predictive model for the behaviour of assembly failure
issues in the automotive industry, as in the sample case of Ford assembly line.
Notably, the significance of time is not zero (0.2) as shown in Table 1, indicating a
possibility that time may have predictive power in other scenarios. In this study, the
data mining clustering methods indicate that time is not so important when it stands
alone. Depending on circumstances, when there are much more specialized data to
analyse, it is possible to include time factor to model development (Lu, 2009).

This project is based on a practical case study of a leading motor company that
possesses a structure off which automotive business in Vietnam is striving for e.g.
Vinfast. Also, there are not much applications of Big Data analytics in the automotive
sector for quality control. Hence, this study is worthwhile as a reference to the area
of modelling quality issues for Vietnamese automotive company with a highlight in
data mining. By obtaining an adequate modelling system, companies have a great
chance to learn about failures, avoid their adverse impacts and produce qualified
assemblies in the future. Likewise, in Ford’s circumstance, deep understanding with
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data behaviour has helped the company avoid repeating the current mistake of auto-
rejecting the entire production batch due to a few defective items. Ford may now pick
out products in which scenarios tend to be errored. Consequently, labour allocation,
goods manufacturing standards, operation and quality control, production cost and
customer demand can be efficiently managed. Especially, for Vietnamese automotive
industry, these aspects have a huge contribution to achieve the domestically oriented
strategy - to become a completely domestic car manufacture industry.

To conclude, this study has set a foundation for Big Data analytics and can act
as the first stepping stone for employing data mining techniques and regression model
to quality check in the automotive industry. Another potential approach called SSM
may be used due to its specification in favour of drawing an overall picture of
problematic situations to identify solutions.
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Abstract

The relationship between Foreign Direct Investment (FDI) and economic
growth has motivated a voluminous empirical literature focusing on both developed
and developing countries. Empirical work on the impact of FDI in host countries
suggests that FDI is an important source of capital, complements domestic private
investment, is usually associated with new job opportunities, in most of the cases is
related to the enhancement of technology transfer and overall boosts economic growth
in host countries. This paper examines this issue in the case of Vietnam by applying the
bounds testing (ARDL) approach to cointegration for the period from 1990 to 2017.
ARDL approach is used to along with ECM to find out the long run relationship and
short-run dynamics between the selected variables. The empirical results indicate a
strong relationship between FDI and economic growth in Vietnam. On the policy front,
the government could stimulate foreign direct investment through incentives to
investors, creation of a good macroeconomic environment and a careful utilisation of
loose monetary policy to grow the economy.

Keywords: Economic growth, FDI, ARDL, Erros correction, Vietham

1. Introduction

There have been many literatures on this topic, most of which suggest that
economic prosperity of a country is related to significant inflows of foreign direct
investment (FDI). Many researchers have conducted studies to investigate the
theories of FDI, various economic variables that influence FDI, the effects of
economic integration on the movements of FDI, and the benefits and costs of FDI,...
The majority of these studies shows that there is a positive causal relationship
between FDI and economic growth, in either the short run, or long run, or both. This
implies that that the positive effects of FDI is not inevitable, but rather depend on
host countries’ ability to absorb, such as a free trade policy, supportive policy and
high quality work force (Zhao and Du, 2007).
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Figure 1: FDI inflows of Vietnam (USD)

Vietnam has been quite successful in attracting FDI inflows since the inception
of economic reform in 1986. According to a report of Foreign Investment Agency
(Ministry of Planning and Investment), the total amount of new registered and
increased capital, purchase shares of foreign investors reached 20.33 billion USD in
the first semester of 2018, 5.7% more than the corresponding period of the preceding
year. In the first 6 months, there were 87 countries and territories with investment
projects in Vietnam.

The studies on FDI in Vietnam has been voluminous, however, most previous
studies forcus on factors affecting FDI in Vietnam which assumes the accurateness of
the FDI-growth led theory. In this study, the author would like to confirm this
assumption by studying by applying the ARDL Bound Test Approach to Cointegration
method using time series. This will contribute to the current literature on the subject
and provide useful policy implications based on the revealed short-run and long-run
relationship between FDI and economic growth in Vietnam.

2. Theory and Methodology

The study follows the model by Bellouni (2014) and Fosu (2006) and others.
The basic model of this study is based on endogenous growth theory where total
production is a function of technology, capital, and labor. FDI is included in the model
to represent the externalities and spill-over effects. The variables capital (domestic
investment) and labor are major components in production function which determine
the level of production. The control variable, trade openness will capture the
externalities in relation to international trade and reduce the omitted variable bias.

58



Table 1: Description of Variables

Variable Description Time  Source of data
GDP Real GDP is used as a measure of both a
. 1990-
national total output of goods and 2017 World bank

services and its total income

FDI Inflow of Foreign Direct Investment is
used as an explanatory variable to  1990-

: . World bank
explain the FDI - economic growth 2017
relationship
DI Dom_estlc Investmer_lt Is investments by  1990- World bank
public and non-public sectors 2017
TO The variable trade openness is calculated 1990
taking the summation of exports and 2017 World bank
imports as a ratio to the GDP
LB The labor force is used as a proxy for
. 1990-
human capital. The total volume of the 2017 World bank

labor force is indicated by LB

To analyses the long run as well as short run relationship between selected
variables, the study applies ARDL Bound Test Approach to Cointegration. Pesaran
& Pesaran (1997), Pesaran & Shin (1999) and Pesaran et al. (2001) consecutively
built this approach and found this method to be more proficient than other techniques.
There are several relative advantages to the ARDL that make it more useful than
others. Firstly, the ARDL allows for the integration of the variables regardless of their
order and whether they are stationary at 1(0) or I(1). Secondly, the ARDL determines
a dynamic unrestricted error correction model (UECM) through a linear
transformation. The UECM integrates the short-run dynamics with the long-run
equilibrium without losing any information over time. The unrestricted error
correction model (UECM) of ARDL approach is used to examine the long run and
short run relationship through the following setting:

AINGDP = 60 + 61 INGDPt.1+ 62 INFDIt.1+63 INDlt-1+684 INTOr1+ &s5INLB-1+
Y% @; AInGDPei + 32, BiA InFDLi + %2, y;A InDLi + % 1A InTOw +
Y% 7,A InLByi + &

whereGDP is Real GDP;

FDI is Foreign Direct Investment;
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DI is Domestic Investment;

TO is Trade openness;

LB is The total volume of the labor force;
A is the first difference operator.

In order to streamline the data, all variables were converted to natural
logarithm. The use of natural logarithm mitigates correlations among the variables. It
also helps in reducing heteroscedasticity as it compresses the scale in which variables
are measured.

The first part of the equation (1) with &1, 82, 63, &4, &5, refer to the long run
coefficients and the second part with «, 8, v, u, T, w, refer to the short run coefficients.

To implement the Autoregressive Distribution Lag (ARDL) Bound Test
Approach to Co-integration, two steps are involved.

First, for testing whether cointegration exists between share prices and the
explanatory variables of the model, we test null hypothesis (Ho) against alternative
hypothesis (H1).

Ho: 61=62=83=064=65=0
Hi: 01 # 62#63# 84 # 05+ 0

Null hypothesis (Ho) shows that there is no cointegration between variables while
alternative hypothesis (Hy) illustrate that co-integration exists between variables.

Null hypothesis (Ho) against alternative hypothesis (H1) is tested using ARDL
bound test. ARDL bound approach to cointegration is a non-standard distribution
without considering whether variables are integrated at 1(0), 1(1) or mix order of
integration but no variable is integrated at 1(2) or higher order. Pesaran et al. (2001)
gave two set of critical values i.e., lower bound values and upper bound values. The
set of lower bound values assumes that all variables are 1(0) and other set of upper
bound values assumes that all variables are 1(1). These sets provide a band which
covers all possible categories of the integrated variables into the 1(0), I(1), even
fractionally integrated or mix order of integrated. ARDL bound test is based on F-
test. Wald test for determination of F-statistic value is used in the study. If the
computed F-statistic value is greater than the critical value of upper bound, it rejects
null hypothesis (Ho) in favor of alternative hypothesis (H1), indicating that there is
cointegration between the variables. If the computed F-statistic value is less than the
critical value of lower bound, it rejects alternative hypothesis (H1) in favor of null
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hypothesis (Ho), indicates that there is no cointegration exists between the variables.
If the computed F-statistic is fall between the lower bound and upper bound, the result
is inconclusive.

Second, after establishing the cointegration, an appropriate lag length of the
variables is selected through Akaike Information Criteria (AIC), Schwarz
Information Criterion (SIC), and Hannan-Quinn Criterion (HQ). After determination
of appropriate lag length of the selected variables, the long run ARDL model for the
stock price is estimated as follow:

INGDP = 80 + 61 INGDP1+ 62 INFDI.1+83 InDlt-1+684 INTOr1+ §sInLBr.1tu,

The estimated residual series of the long-run model is known as error
correction term (ECT). Next, the error correction model associated is estimated with
one lagged ECT to obtain the short-run dynamic parameters. The error correction
model is based on the re-parameterization of the estimated long-run ARDL model.
The negative and significant coefficient obtained for one lagged ECT will establish
the presence of cointegration and it also represents the adjustment speed of the
disequilibria from the previous period’s shock which converge back to the long run
equilibrium in the current period.

3. Results
3.1. Unitroot test

Before applying for econometric work, it is a pre-requisite of checking
stationary of series under consideration. According to Granger & Newbold (1974),
incorrect inferences would be generated working with non-stationary variables.
Using Augmented Dicky-Fuller (ADF) unit root test, we checked the order of
integration of selected variables.

Table 2 exhibits the univariate analysis results of ADF unit root test for selected
variables. According to the table 2, only the variable log LDI is stationary on a level
1(0). After running the same test taking the first difference, all the variables became
stationary except for labor. Hence, the unit root test confirmed that the variables are
stationary on different levels 1(0) and I(1). If the variables are stationary on different
levels, the most widely used methods identifying co-integration among variables such
as Engle and Granger (1987). However, since LLB is I(2), it is droped from the model
so that futher steps can be performed. It is worth noting that from the literature review,
especially from the papers mentioned above, Labor was not significantly effect GDP
and FDI, therefore, it does not affect the model to exclude labor.
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Table 2: Stationarity results of the variables — ADF test statistics results

Variables t-Statistic Prob.* Results
INnGDP -3.349900 0.0823 Non-stationary
InDI -4.747790 0.0008 Stationary
InFDI -2.486998 0.3311 Non-starionary
InTO -0.851097 0.7866 Non-starionary
InLB 2.132905 1.0000 Non-starionary
D(InGDP) -5.390898 0.0002 Stationary
D(InFDI) -3.862214 0.0070 Stationary
D(InTO) -4.295069 0.0026 Stationary
D(InLB) -2.045729 0.5503 Non-starionary
D(D(InLB)) -4.788685 0.0040 Stationary

3.2. ARDL estimates

Eviews software is used to run ARDL approach to co-integration and the test
result of the model is shown in table 3. The appropriate lag is selected automatically
based on Schwarz Criterion and the selected ARDL model is (1,0,0,1). The
probability of F-statistics is less than 0.05 for the short-run model indicating its
significance. Diagnostic tests such as serial correlation, normality test, and
heteroscedasticity test were conducted to determine the validity of the data. The
statistical value of heteroscedasticity is 0.625 and the probability level is 0.708
which is greater than 0.05. It is an indication of lack of heteroscedasticity of the
model. As shown in the appendix, the short-run model gets through all the
diagnostic tests. There is no serial correlation or autocorrelation and error term of
the model is also normally distributed.

The estimated results of long-run coefficients are shown in Table 4 with F
statistic much greater than the upper bound hence the null hypothesis of no co-
integration is rejected. Meaning that a long-run relationship exists between the
selected variables in the model. The long-run coefficient is an indicator of the long
run relationship of the variables with the dependent variable. The sign of the
coefficient of all the selected variables are positive in the long-run model except for
trade openness, but only log FDI is significance. Economic growth is positively
correlated with DI, negatively correlated with trade openness in long run, but not
significant. This is an indication of low productivity in domestic sector, and high
produtivity in FDI investments.
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Table 3: ARDL estimetion results

Dependent Variable: LGDP

Selected Model: ARDL(1, 0, 0, 1)

Variable Coefficient Std. Error t-Statistic Prob.*
LGDP(-1) 0.361606 0.116871 3.094046 0.0057
LDI 0.145381 0.082370 1.764964 0.0928
LFDI 0.139250 0.033417 4.167004 0.0005
LTO -0.332330 0.187504 -1.772390 0.0916
LTO(-1) 0.299218 0.165906 1.803543 0.0864
C 8.794464 2.119854 4.148619 0.0005
@TREND 0.042667 0.013847 3.081424 0.0059
R-squared 0.997732 Mean dependent var 24.68712
Adjusted R-squared 0.997052 S.D. dependent var 0.978237
S.E. of regression 0.053116 Akaike info criterion -2.814245
Sum squared resid 0.056427 Schwarz criterion -2.478287
Log likelihood 44.99230 Hannan-Quinn criter. -2.714347
F-statistic 1466.445 Durbin-Watson stat 1.399706

Prob(F-statistic) 0.000000
Table 4: Estimations of long-run coefficients

Variable Coefficient Std. Error t-Statistic Prob.
LDI 0.227729 0.116498 1.954794 0.0647
LFDI 0.218126 0.050761 4.297135 0.0004
LTO -0.051867 0.373492 -0.138870 0.8909

EC = LGDP - (0.2277*LDI + 0.2181*LFDI -0.0519*LTO)

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1(1)
Asymptotic:
n=1000
F-statistic 8.549449 10% 3.47 4.45
k 3 5% 4.01 5.07
2.5% 4.52 5.62
1% 5.17 6.36
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The ECM of the selected ARDL model is shown in Table 4. The short-run
elasticity of the variable is shown by the D(.) sigh. According to the estimation
results, only InGDP (lagl) InFDI, InTO (lag 1) effect GDP in short-run. A negative
sign of the error term is the indication of convergence towards the equilibrium. The
estimated values of R? and adjusted R? are 0.72 and 0.63 respectively indicating that
72 percent of the variation of the dependent variable is explained by the independent
variables. Diagnostic tests showed the of lack of autocorrelation between the
variables.

Table 5: Error correction representation for the selected ARDL model
Dependent Variable: D(LGDP)

Method: Least Squares

Variable Coefficient Std. Error t-Statistic Prob.
C 0.016048 0.026196 0.612598 0.5474
D(LGDP(-1)) 0.404240 0.135971 2.972990 0.0078
D(LDI) 0.178965 0.120290 1.487786 0.1532
D(LFDI) 0.113751 0.038618 2.945565 0.0083
D(LTO) -0.065284 0.155402 -0.420101 0.6791
D(LTO(-1)) 0.463729 0.134504 3.447687 0.0027
ECM(-1) -0.772478 0.245404 -3.147783 0.0053
R-squared 0.720142 Mean dependent var 0.121058
Adjusted R-squared 0.631766 S.D. dependent var 0.075028
S.E. of regression 0.045529 Akaike info criterion -3.116152
Sum squared resid 0.039384 Schwarz criterion -2.777434
Log likelihood 47.50998 Hannan-Quinn criter. -3.018614
F-statistic 8.148614 Durbin-Watson stat 1.533212

Prob(F-statistic)

0.000188

3.3. Diagnostic tests

Figure 1 shows the CUSUM and CUSUMSAQ stability tests respectively for
the selected ARDL based ECM. This model is stable because none of the lines cross
the critical value lines of figure plots generated by the Eviews software. Hence, this
model can be applied to explain FDI economic growth relationship in Vietnam.
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4. Conclusions and Recommendations

The core objective of this study is to find out FDI-economic growth
relationship of Vietnam for the period of 1990-2017. The selected variables are real
FDI inflows, domestic investment, trade openness to identify the impact on economic
growth. Vietnam is seeking FDI to boost economic growth at present, hence, it is
motivated identifying whether FDI promotes economic growth on prevailing
economic setting. ARDL approach is used to along with ECM to find out the long
run relationship and short-run dynamics between the selected variables.

The ECM generated expected sign at 1 percent significant level. The selected
econometric model gets through all the diagnostic tests and confirms the absence of
serial correlation, heteroscedasticity, and nonnormality. CUSUM and CUSUMSQ
tests confirm the stability of the model validating the applicability in policy making.

The empirical results the study are associated with previous research which
found a strong relationship between FDI and economic growth in Vietham. Among
the other selected variables, FDI is found as the main driver of economic growth in
Vietnam. DI is weakly and positively correlated with economic growth in the long
run and short run. This is an indication of low productivity in domestic sector, and
high productivity in FDI investments.

Inshort run, GDP and trade openness in the previous period also act as positive
indicators for economic growth.
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Abstract:

Financial Technology Credit (abbreviated as Fintech Credit) has rapidly
developed and contributed to expanding the scale of financial service provision in
many countries. In Vietnam, in recent years, financial technology companies have
participated in providing financial services, creating many business models and
new products and services, including Fintech Credit. Through analysis and
synthesis with the theoretical and practical approach to business model and
operation management of Fintech Credit, the study shows the formation and
development of Fintech Credit with specific solutions for the development of
Fintech Credit market in Vietnam.

Keywords: Business models, ecosystem, Fintech Credit.

1. Introduction

The Fintech Credit business model has grown rapidly in the world over the
years, created a new capital supply channel in the market and contributed to
promoting financial inclusion development. In Vietnam, a number of Fintech
companies have begun to deploy Fintech Credit models through the use of Internet-
based connections, contributed to the capital supply in the credit market recently.
However, this is a potential risk model for all parties involved, which can cause
certain economic and social instabilities. In particular, in the context of the lack of
fully-developed legal framework as well as mechanisms, policies and guidelines for
Fintech Credit activities, it has not created good conditions and opportunities for
Fintech companies to develop this model. This paper studies the theory and practice
of business model and management of Fintech Credit in Vietnam to propose
solutions to create favorable conditions and opportunities for Fintech companies to
continue applying innovations, creation of technological achievements and ensuring
the legal rights of the parties, contributes to ensuring safety in developing Credit
Credit in Vietnam.
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Up until now, there have been many concepts of Fintech Credit, according to
CGFS and FSB (2017), Fintech Credit is a credit activity created by electronic platforms
such as peer-to-peer lending and often related to connect borrowers directly with
investors, although some platforms use equity on the balance sheet to lend.

In another concept, Fintech Credit includes all credit activities created by
suitable platforms for borrowers with lenders (Investors). Depending on the scope of
operations, these platforms are peer-to-peer (P2P) lending, lending based on
community-based mobilization (Debt-based crowdfunding) or market lending
(Marketplace lending) and includes platforms that use equity on the balance sheet to
lend. Basically, credit provided by technological platforms can also be considered as
Fintech Credit (Stijn Claessens et al., 2018).

In summary, Fintech Credit is the use of financial technology to connect
people who are looking for capital and those who want to invest with a variety of
business models including:

Firstly, peer lending model (P2P lending) (Figure 1): Borrowers sign up for
loans on a P2P lending company platform, provide credit information and post it on
the platform after it is verified and approved by the platform. Lenders can choose to
fund loans that are available on the market. Individual loan contracts are established
between borrowers and lenders, contract payments and repayments are separated
from the platform account (CGFS and FSB, 2017).

Figure 1: P2P Lending model

Lending platform

Investment

Credit risk analysis
information

Supply capital

Borrower

Repayment

Customer account

Source: CGFS and FSB (2017)

After the borrower submits a loan, the login information is verified by the P2P
platform through the scoring model set up to assess the credit risk. If the borrower
meets the criterias, the loan request is listed on the website to call for lenders or
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investors to invest. The lender receives information about the loan; when the loan is
processed, the loan contract will be established. In this model, P2P lending acts as a
intermediary for credit ratings, connecting lenders and borrowers, and recovering
loans. Loans will be completely separated from the balance sheet of P2P lending
company and will be directed to a legally separate account of the borrower. P2P
lending earns income and service fees for loans and does not face losses in the event
of default (David W. Perkins, 2018). In other words, in this business model P2P
lending does not bear any credit risk and only acts as a facilitator between the
borrower and lender (Derayah financial, 2017).

Secondly, notary model (Figure 2): The loan is created by a co-operative bank.
The online platform only acts as a broker, connecting borrowers and lenders (CGFS
and FSB, 2017).

Figure 2: Notary model
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In this model, Fintech companies engaged in activities still act as
intermediaries, connecting lenders and borrowers. Once the loan has been approved, the
bank will use money from the lender's account to transfer to the borrower’s account. The
bank will issue a loan certificate to the lender and a loan to the borrower.

Indirect lenders connect investors who want to provide funds with loans.
Lending investors are individuals, financial institutions or investment funds that
choose loans with interest rates and risk profiles that they want to earn interest on
loans. When investors commit to finance a loans, market lenders use fronting banks
to initiate loans. Market lenders buy loans from banks and then sell loans to investors.
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In general, market lenders earn income and service fees for loans and do not face
losses in case of default (David W. Perkins, 2018).

Thirdly, Guaranteed Return Model (Figure 3): The platform operator
guarantees the loans interest for the lender through the results of the borrower's risk
assessment. Borrowers who received invested capital and have to pay the platform
operator guarantee fee. The lender, the investor will select the loan based on the use
of the loan, revenue, financial situation, business efficiency of the borrower. The loan
portfolio will be posted online for investors to update and select. In this model, the
investor's profit will be guaranteed at such a rate as 12% of the loan value and be
reimbursed in the case of non-paying borrowers (CGFS and FSB, 2017).

Figure 3: Guaranteed Return Model
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Fourthly, balance sheet model (Figure 4): The platform operator retains the
loans in the balance sheet to be sold to institutional investors, or retail investors. In
this case, the platform operator takes money from investors and provides it to the
borrower, who pays interest to the platform operator. In case the platform operator
fails, investors will have difficulty to get money back. Lenders following this model
are more dependent on capital sources such as debt, equity and securitization (CGFS
and FSB, 2017).

Figure 4: Balance sheet model
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Fintech companies use this model to basically use their equity to finance loans
or receive loans from other financial institutions. Fintech companies assess risks and
fix interest rates for financial needs and then disburse loans from Fintech's own capital
(balance sheet) for projects that match the criteria. risk (Alvin Cahyadi, 2018).

Fifthly, invoice trading model: Supplying capital of Fintech companies is also
implemented in the form of credit as factoring. Fintech companies provide innovative
factoring solutions such as providing online factoring or offering automated factoring
solutions, which helps customers be more efficient from the service. Fast delivery
and cost savings. Businesses use bill financing or factoring services to manage cash
flow, allowing them to sell receivables to third parties. Fintech invoice trading
platforms provide more flexible services than traditional factoring operations,
including automatic invoice processing; provides quick liquidity and financial
security for customers (CGFS and FSB, 2017).

Sixthly, institution-backed lending model: Fintech companies participating in
this model cooperate with banks as their source of funding and partnership is divided
into the following 2 models:

(i) Loan model based on Pure Institution-Backed Model (Figure 5): Fintech
companies directly disburse funds from organizations' funds to lend; therefore,
lenders are basically organizations. In this model, Fintech companies play the role of
attracting customers, evaluating and sending customer risk assessment results to
financial institutions. Because loans are created using organizations' money, the risk
is also taken up by financial institutions. In this model, Fintech creates revenue from
the loan commission of the loan disbursed (Alvin Cahyadi, 2018).

Figure 5: Pure Institution-Backed Model
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Source: Alvin Cahyadi (2018)

(i1) Hybrid Model (Figure 6): Fintech companies borrow money from financial
institutions to make loans; therefore, Fintech companies must bear the cost of capital
for each loan disbursed. In this model, Fintech companies are still lenders; However,
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different from the model supported by pure organization is to bear the risk of lending
and the revenue generated by fees and loan interest (Alvin Cahyadi, 2018).

Figure 6: Hybrid Model
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The advantages of Fintech Credit are simple credit process through online
interface. Many features of the platform benefit borrowers, lenders and investors in
quickly checking online interest rates by providing some basic information about
income, credit scores, and updates. The approval process for funding and after
approval of the loan is quickly funded to the borrower (Derayah financial, 2017). At
the same time, the unique characteristics of Fintech credit institutions are to use
technology and digital technology to fully or largely interact with online customers
and handle a large amount of customer information (Stijn Claessens and partner,
2018). However, P2P Lending model contains many risks:

Firstly, most activities have very high credit rating standards and only provide
high quality loans. But some loan cases are more risky, especially if lending to P2P
Lending provides loans to borrowers who have been denied bank credit, so this is still
the main problem leading to risk (Alistair Milne and Paul Parboteeah, 2016).

Secondly, Fintech Credit faces the risk of platform failure; due to the need
to develop systems for new customers, but the viability of the platform depends
on achieving scale enough to cover fixed operating costs. Some platforms do not
reach the scale and lending on the platform must cease operations, resulting in
losses in loans (Alistair Milne and Paul Parboteeah, 2016). Lenders depend on
the platform and the nominated person to charge the loan affected when the
platform works not as expected (Eric C. Chaffee and Geoffrey C. Rapp, 2012),
which will cause losses for lenders.
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Thirdly, the ability to reduce the price of loans will affect investors because
the investment is priced according to the market and some investments may be
depreciated, causing losses for investors (Alistair Milne and Paul Parboteeah, 2016).

Fourthly, there are fraud, cybercrime and inactivity (Alistair Milne and Paul
Parboteeah, 2016), identity theft risks and money laundering concerns, privacy and
security violations Data protection of consumers,... (Eric C. Chaffee and Geoffrey C.
Rapp, 2012).

Fifthly, the information provided by the borrower is often unverified and when
the information is verified, there might be inaccuracy, the lender has difficulty in
determining the actual credibility of the borrower. (Eric C. Chaffee and Geoffrey C.
Rapp, 2012), so it is difficult to monitor loans.

Sixthly, the credit rating indicated by the platform may not accurately predict
how the loans will operate because the platforms have a limited amount of historical
loan data (Eric C. Chaffee and Geoffrey C. Rapp, 2012).

Seventhly, individual lenders are completely based on repayment from
individual borrowers and are not guaranteed by any collateral or guaranteed by any
third party (Eric C. Chaffee and Geoffrey C Rapp, 2012).

Eighthly, investments made by individual lenders are significantly lower than
many other forms of investment because many loans have a term of three to five years
(Eric C. Chaffee and Geoffrey C. Rapp, 2012).

Due to the above risks, Fintech Credit activities are managed from the
registration of license and during the operation of companies participating in Fitech
Credit activities, including:

Firstly, registration of operations (David W. Perkins, 2018) and according to
ECB (2018), the general criteria assessed in the licensing process include, but are not
limited to, the following four areas:

(i) Governance (Compliance of management members and the appropriateness
of shareholders);

(ii) Internal organization (Risk management, compliance and audit framework);
(iii) Operation program;

(iv) Capital, liquidity and solvency

Secondly, consumer protection and regulatory compliance (David W. Perkins, 2018)

Thirdly, the management of the Government is required for operations (David W.
Perkins, 2018). Accordingly, standardization of operations is the key to achieving system
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safety goals, protecting customers, promoting competition and efficiency in the market.
At the same time ensure proper monitoring without preventing financial innovation and
use the platform to provide credit to borrowers who cannot afford to borrow from banks
(Alistair Milne and Paul Parboteeah, 2016).

2. Method

This paper analyzes, synthesizes theories and practical knowledge on business
model and operation management of Fintech Credit in Vietnam. This paper collects
and analyzes data from Fintech credit companies such as HuyDong, Tima, Lendbiz,
Megalend,.. define and assesses the business model and operation management of
Fintech Credit in Vietnam. Analysis and assessment results are the basis to contribute
solutions to the development of Fintech credit in Vietnam.

3. Results

In Vietnam, the activities of Fintech companies include four groups of
activities and activities implemented including community capital mobilization,
lending, personal financial management, payment (mobile), Bitcoin / Blockchain,
POS (Point of Sale) management, data management and information comparison.
In 2016, with 1 out of 39 Fintech companies, Loanvi is operating Fintech Credit.
In 2017, with 48 Fintech companies, including 3 Fintech Credit companies are Loanvi
(HuyDong), Tima, TrustCircle. By 2018, the entry of many companies such as
Vaymuon, Mofin, Lendbiz, Fiin, Megalend, Mosa, MoneyBank, iDong, Avay, Evay,
etc. has increased Fintech companies operating Fintech Credit in Vietnam (FinTech
News , 2017) and (Fintech News, 2018). The number of Fintech companies operating
in Credit Credit increased rapidly over the years, contributing to the capital supply
along with the supply of capital and a large number of customers in the past years.

Most Fintech Credit activities implement P2P Lending model under a mechanism
with components including investors or lenders, platform and borrower. In particular, (i)
borrowers apply for loans, login information to the platform. However, it is not clear if
the the credit scoring model meet the minimum criteria for lending or investment
decisions; (ii) Fintech company binds lenders to borrowers to decide on lending; (iii)
loan decisions are quickly made and (iv) loans are transferred to borrowers via electronic
platform. In addition, operating under the P2P Lending model is broken down in steps
that are not really detailed in verifying the borrower's information, verifying the bank
account and performing the payment process, auto-deducting. month.

4. Discussion and Conclusion

Fintech companies engage borrower with lender and according to this business
model, Fintech does not bear any credit risk, only acts as a facilitator between
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borrower and lender and Loans are often not guaranteed. Fintech Credit's operations
in some companies follow a fairly extensive P2P Lending model and are shown on
the following aspects:

Firstly, the scope of operation is wide, operating nationwide (Tima, 2019),
Megalend, 2019, ...).

Secondly, the loan size is quite large, the amount of money disbursed by some
companies is quite high, the number of borrowers, lenders or investors is quite large
(Tima, 2019), (MegalLend, 2019) ..., In There is a lending company with a total
amount of more than VND 60 trillion with 2.9 people and a total of more than 31,000
people (Tima, 2019).

Thirdly, lending products are quite diverse, including loans to meet the needs
of production and business and life (Tima, 2019), HuyDong (2019), ..

Fourthly, the loan term is mostly short-term loans (Tima, 2019), (HuyDong, 2019), ..

Fifthly, the lending interest rate is usually higher than the lending interest rate
of commercial banks, particularly the interest rate of loans of 1.5% / 1 month
(Vaymuon, 2019).

Sixthly, the amount of lending is small, the maximum loan amount of many
products is VND 50 million and the fact that popular lending is popular is VND 10
million (Tima, 2019), (MegalLend, 2019) ...,

Seventhly, the target customer orientation of companies is quite clear, some
companies serve individual customers (Tima, 2019), (Vaymuon, 2019), ... some
companies focus on joint customers small businesses (HuyDong, 2019), ... and some
companies target small business and business customers (Lendbiz, 2019), ...

With the rapid development, wide operation scale, the increasing operation
scale of Fintech companies in recent years has created a capital supply channel to
serve the needs of business production capital and improve life. However, the
management requirements and the following aspects should be ensured:

Firstly, the registration of the operation is not classified in the business field
of Fintech Credit companies, the fields registered in the National Portal on business
registration Some of these companies have not been fully integrated with Fintech
Credit business model, which is implemented as "Other remaining business support
services are not yet classified"”, "Supporting activities financial services have not been
classified yet, "... (Ministry of Planning and Investment, 2019).
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Secondly, with the lending interest rate higher than the lending interest rate of
commercial banks, affecting the efficiency of the borrowers' use of capital, besides,
with the internal risks of Fintech Credit, there are no regulations and instructions to
protect the benefits of investors and lenders in case of risks.

Thirdly, the legal basis for Fintech Credit is incomplete, Fintech Credit
business models have not been specified and specifically instructed to facilitate
companies to diversify business models; Fintech Credit has not been standardized to
ensure system safety goals, ensure proper monitoring, protect customers, and promote
Fintech Credit to grow.

Therefore, strengthening the management from the license registration phrase
and during the operation phrase of companies participating in Fitech Credit to
contribute to the safety and effectiveness of finance in Vietnam. It is necessary to
have specific solutions.

Suggestions contribute solutions to the development of Fintech credit in
Vietnam, including:

4.1. Ensure common criteria are assessed during the licensing process

Firstly, governance aspect: Ensuring the appropriateness of the knowledge
capacity of members participating in management and financial capacity of
shareholders and capital contributing members.

(i) Relevance of management members: Management members must have
sufficient knowledge, skills and experience to perform the management and
administration functions of Fintech Credit; including full knowledge, skills and
practical experience in banking and financial business. At the same time, ensure the
knowledge, skills and technical experience to allow members to participate in
management and operation according to technology-based business model.

(i1) Relevance of shareholders and capital contributors: Ensuring shareholders
and capital contributing members hold their shares and contributed capital in Fintech
company for a long time to ensure stability. Fintech's finances, ensuring a healthy and
prudent operation of Fintech for an initial period of time.

Secondly, ensure the organization and internal management process: Ensuring
a full organizational structure to manage and administer the entire operation of the
company in the field of Fintech Credit. In particular, interested in the governance
structure and decision-making process, including:

76



(i) Review the internal process of assessing loans, which will establish
minimum criteria for information to analyze, evaluate and verify customer
information and income. Evaluating this information will serve as a basis for credit
ratings and the accuracy and completeness of the information is very important to
Fintech's decision.

(if) Assess the feasibility of the credit scoring model, which may include a
range of methods, from developing an internal credit scoring model to using data to
verify credit scores obtained from a third party.

(i) Review and evaluate risks related to information technology, assess
protection measures to minimize the impact of risks, especially with adequate human
resources and risk management framework internal to manage, detect and respond
quickly to network incidents.

(iv) Supervise security and data management through review and evaluation
of the comprehensive management of information technology risks with a specific
focus on operational risk and assurance of technical requirements for information and
data security.

Thirdly, have appropriate activities, ensuring continuous operation in the time
of operation, ensuring consumer rights, not causing disruption to the financial system.
The operational program should accurately describe the earnings forecasted in the
first three years of operation and include financial forecasts for the breakeven point
period. Consider the costs needed to operate the business for a period of three years
and measures to take action when the business is in trouble so as not to cause damage
to the parties involved in Fintech Credit.

Fourthly, ensure capital, liquidity and solvency, ensuring sufficient capital in
accordance with regulations and in accordance with the scope and scale of operations;
ensure the requirement of liquidity ratios and solvency during operation. At the same
time, ensure the source of compensation and expected remedial measures in case of
risks and financial losses.

4.2. Fully develop mechanisms and policies

Fully develop, synchronize mechanisms and policies, facilitate Fintech Credit
development, including:

Firstly, in addition to specific regulations on business field in Fintech Credit
to meet the requirements of business registration, it is necessary to fully regulate
specialized activities; establishing product and service standards for Fintech
companies that operate in a transparent manner, ensuring safety for Fintech Credit
activities; in which, regulating standards and standards for trading of business
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models, guiding companies involved in Fintech Credit to diversify business models.
Implementing standardization at the sector level is very important for long-term
growth and stability in Fintech Credit and the highest level of standardization can
help reduce operational risks, strengthen security. Customer protection and benefits
of participants are guaranteed.

Secondly, create regulations to protect the rights of participants includes
instructions on appropriate credit interest rates in each period, investors need to meet
the criteria to participate, ensuring sufficient understanding to invest in unregistered
companies. For borrowers, it is necessary to be informed about costs and risks related
to the selection of loan products to decide on the selection and use of loans effectively
and limit risks.

Thirdly, create regulations in checking and supervising Fintech Credit activities
fully and synchronously, regulations on credit rating of loan applications, risk management
standards and standardization of data and transparency Transactions information to help
identify losses, contribute to ensuring safety in Fintech Credit activities.

Fourthly, in addition to ensuring proper supervision without preventing
financial innovation and using a platform to provide credit to borrowers who cannot
afford to borrow from banks, it is necessary to create a clear mechanism and Many
advantages for parties involved in comprehensive monitoring of platforms and early
warning of the implementation of models to improve safety for Fintech Credit.

Sixthly, create policies to support the development and development of a
business network suitable to each business capability group of Fintech Credit
companies. Support connecting with experts and investors; support in training human
resources and technical advisers, facilitating low operating costs, building a friendly
and stable environment for parties to participate in Fintech Credit activities to grow.

Seventh, create policies to support the dissemination of knowledge about
Fintech Credit in order to equip investors with risk awareness and make the right
decisions when participating in credit activities on the basis of Fintech Credit.

Fintech Credit has contributed to expanding the scale of financial service
provision in Vietnam in recent years. Through practical assessment of business model
and operational management of Fintech Credit, it shows that there are limitations in
Fintech Credit activities, failing to meet the requirements of managing Fintech Credit
activities. The paper proposes solutions to ensure common criteria are assessed in the
process of operating licensing; fully set up mechanisms and policies; establishing
economic goals to guide the development of Fintech Credit; forming specialized
centers and associations; have state investment support and business management.
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Simultaneous implementation solutions will contribute to the safe and effective
development of Fintech Credit in Vietnam in the future.

10.
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Summary

This research was carried out to analyze and provide some solutions to
improve the performance of export forwarding activities by sea in Vietnam. In
addition to the combination of qualitative and quantitative research methods, the
research investigated and interviewed managers and experts of the transport sector
as well as corporate forwarders in Vietham. The researching findings show that there
are some factors affecting the export forwarding activities of corporate forwarders
in Vietnam: (1) Preparation of goods, (2) customs procedures, (3) freight forwarding,
and (4) liquidation. This is an important basis for the heads of corporate forwarders
to develop their strategies to improve their export forwarding performance in
Vietnam in the context of international integration.

Keywords: export forwarding; by sea; corporate forwarders.

1. Rationale

In the current open and profoundly integrated economy, enterprises have many
options to circulate their goods. No matter what options they choose, they must ensure
the performance of the shipping process inside and outside the country. Especially,
in the context of global economic integration, the issue of import and export has
become increasingly important for every country. No country stays out of it and
Vietnam is among them. Vietnam is a developing country, and import and export play
a more and more important role in reducing costs and improving the competitiveness
of the economy. Therefore, right after Vietnam became a member of WTO in
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particular and other free trade agreements such as FTA, AEC, etc., in general, it has
had the necessary premises to step up its international trade. Some common points
have been seen in some big cities in Vietnam, including economic, political and social
dynamism, and notable of the cities are Ho Chi Minh City, Hai Phong City, Da Nang
City, Quang Ninh Province, Quang Nam Province, etc. Associated with the growth
rate of import and export turnover of the country from 20% to 25%, the trade in goods
has grown rapidly, mainly goods transported by sea (about 80% of the total volume).
This is an important prerequisite in the development of Vietnam's seaborne shipping
industry in general and the seaborne shipping economy of major coastal cities in
particular. The sea freight forwarding also has its own characteristics. Compared to
other modes of transport, the seaway vouchers are of a very important position as
they determine the decision of the importers and/or exporters to deliver or receive
the goods as well as make payment. Therefore, throughout this research, we focus
on improving the export forwarding activities by sea of forwarders in Vietnam via
exploring, surveying and analyzing the data, hence proposing appropriate
recommendations to help sea export forwarders improve their performance in the
current context of international integration.

2. Theoretical basis and research model
2.1. Theoretical basis

Freight forwarding has a lot of concepts about forwarders. Prof. Dr. Hoang
Van Chau (1) said: "Forwarders are those who take care of the goods to be transported
under consignment contracts and act for the sake of the consignees and they
themselves are not carriers. Forwarders also undertake all works related to forwarding
contracts such as: preservation, storage, transshipment, customs clearance,
inspection, etc. . Article 164 of Vietnam's Trade Law (8) says that a forwarder is a
trader with a business registration certificate for goods forwarding services. A
forwarder may be: a goods owner when the goods owner himself / herself undertakes
the delivery and receipt of his or her goods; a ship owner when the ship owner on
behalf of the goods owners performs the forwarding services; a goods agent, a loading
or unloading company, a warehouse, a professional forwarder or any other person
registering the business of freight forwarding services. From the above, the author
can reach the following concept: "A forwarder is a person who works under
consignment contracts with goods owners, acts for the interests of goods owners,
sometimes carries out the transportation but is not necessarily a carrier. That
person may have or may not have means of transport, may use, hire a carrier or
directly participate in carriage. But that person signs freight consignment contracts
with goods owners who are shippers or recipients, not carriers. He/she may do
some other things within the consignment of the goods owners.”
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From the theoretical foundation to the actual situation of export forwarding
activities by sea of the enterprises in Vietnam in the current context of international
economic integration, the process of forwarding includes: (1) Preparation before
delivery; (2) customs declaration, (3) delivery, (4) post-delivery.

2.2. Research model

Preparation of
goods

Efficiency of the
export forwarding
process

Customs

Liquidation
q procedures

[ Forwarding ]

Figure 1 The author summarizes on the basis of the forwarding process.

Research hypotheses:

- H1: The preparation of goods greatly affects export activities of the enterprises.

- H2: Customs clearance affects the efficiency of the export process. If this
stage is not done well, the goods will not be cleared, which greatly affects the
reputation and costs of the enterprise.

- H3: Organization of a freight forwarding system greatly affects the
reputation of the enterprise. If the delivered goods are not of sufficient quality nor on
time as agreed by both parties, the enterprise will lose a certain number of customers.

- H4: The liquidation affects the financial performance which is the premise
for long-term operation of the enterprise.

3. Research method
This research is done through the following steps:

Step 1: Based on the basic concepts and theories of forwarding and research
results of other authors, the author used qualitative methods to conduct group
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discussions and consultation of leading experts to select variables and groups of
observed variables suitable to the topic (including 4 elements).

Step 2: Based on 4 groups of factors, the author designed the questionnaire,
made preliminary survey to eliminate the non-impact variables (including 23 observed
variables) and preliminarily surveys 50 people, including: 10 business managers, 15
business owners, and 25 employees of forwarders in Vietnam. The survey results were
used as inputs and the Cronbach's Alpha coefficient was used to test the scale.

Step 3: After preliminary testing of the scale, no observed variable was
excluded. Thus, the set of factors affecting the efficiency of export forwarding
activities consists of 4 groups of factors with 23 observed variables redesigned for
official investigation. The survey took place from May 1, 2018 to July 31, 2018 at
the seaway forwarders operating in Vietnam according to the following process:
making phone contacts for survey permission, sending questionnaires for interview,
exchanging interview purposes, answering unclear interview issues with 300 tickets.
The testing the official scale produced Cronbachs' Alpha coefficient of the 4 groups
of factors with 23 observed variables of more than 0.6, so all scales were accepted.

Step 4: When completing the survey and testing of the official scale, we
conducted Exploratory Factor Analysis (EFA) to minimize and summarize the
data (Hoang Trong - Chu Nguyen Mong Ngoc, 2008 (10)). This method is based
on the factor extracting ratio (Eigenvalue), whereby only factors that have
Eigenvalue of greater than 1 will be retained, and those that have Eigenvalue of
less than 1 will have no better effect on summarizing information than an original
variable, because after normalizing, each original variable has variance of 1. The
method of extracting principal components and VVarimax Procedure were used to
minimize the number of variables with large coefficients at the same factor,
increasing the ability to interpret factors.

Step 5: Based on the results of analysis done at stage 4, we redefined the research
model and set up research hypotheses for the model. The method of multiple linear
regression analysis was used to test the model hypotheses, thereby considering the
impact of these factors on the performance of export forwarders in Vietnam.

4. Research findings
4.1. Results of scale test

Results of the official scale test (Table 1), Cronbach's Alpha coefficient was
greater than 0.6 and the correlation coefficients of the total variables were of standards
(> 0.3). Therefore, all scales were accepted and included in the next factor analysis.
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Table 1: Scale test results

Coding Components Cronbach's Alpha
coefficient

A Relationship 0.933

B Trademark 0.746

C Marketing capacity 0.744

D Research and development capacity 0.786

4.2. Exploratory Factor Analysis (EFA)

Bartlett test (Table 2) with Sig. =.,000 <0.05; KMO coefficient = 0.756. Thus,

the observed variables in the overall correlate with one another.

Table 2: Bartlett's test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 123 Table
' Approx. Chi-Square 1594.560 3:
Bartle_tt S Test of Df 190
Sphericity
Sig. .000
Factor calculations

. . Factor
Details of observed variables 1 5 3 2
Simple packaging process for export .869
Fully-prepared relevant documents .843
Quick collection of goods .843
Clear and accurate codes and marks on the package .838
Strictly checked quality of goods .834
Simple customs clearance steps .832
Transportation done on schedule and right route 776
Complete and accurate set of documents 748
Scientific timing and line-up for loading documents 742
Reasonable shipping and handling costs 677
Reputable forwarder 677
Reasonable customs clearance costs .838
Staff available to monitor, supervise, grasp the number of 812
goods loaded on board '
Fast customs clearance time 784
Reasonable exchange rate policy 172
Employees of the company mastering customs operations .760
The importing party paying for the goods in accordance 786
with commitments '
Short liquidity processing time .750
The set of payment documents sent quickly .709
Convenient and fast liquidity by electronic means .679
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From the above results, it is seen that EFA model is consistent with the actual
data with 4 groups of factors and can be used for multiple regression analysis.

4.3. Multiple linear regression analysis

In order to determine, measure and evaluate the influence of factors on the
satisfaction of respondents, | used the multiple linear regression method for 04
influencing factors obtained from the above EFA, including (1) preparation of goods; (2)
registration of customs procedures; (3) delivery of goods; (4) liquidation, in which the
dependent variable was the effectiveness of implementing the export forwarding process

According to stepwise regression, the following results were obtained. This
result gives the value R2 = 0.909; The R2 value indicates that the independent variables
in the model can account for 90.9% of the variation of the dependent variables.

Model
1
R 9552
R Square 912
Adjusted R Square .909
Std. Error of the Estimate 245
R Square Change 912
F Change 330.026
Change Statistics dfl 3
df2 96
Sig. F Change .000
Durbin-Watson 1.810

5. Conclusions and recommendations

This research shows that there are 4 internal factors affecting the performance
of corporate forwarders and the difference between the influence of each factor.
According to the analysis results, the performance of craft villages in all scales is
assessed by the respondents as to be at an average level. This is an important basis
not only for the forwarders to review and reevaluate their development policies and
improve operational efficiency; build and develop export forwarding in general and
export forwarding by sea in particular in Vietnam. Therefrom, we propose some
solutions as follows:

- Completing the preparation of goods for export
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The employees of the forwarders are green in implementing the export
processes, which makes the preparation of goods difficult. The employees should pay
more attention to preparing export-related documents to avoid difficulties in customs
clearance. The forwarders also need to link with corporate producers to study the
production processes in order to produce high quality products both in model and
packaging to create prestige for the businesses. Providing support in capital and
technology to create favorable conditions for production.

- Completing customs clearance quickly

In order for the customs declaration to take place quickly and accurately, the
declarers need to be honest and have good qualifications, avoid fines and annoyances,
avoid obstruction of customs clearance, affecting the delivery time and warehouse
storage cost. Therefore, the employees of the forwarders need to have good
relationship with customs agencies as well as officers to avoid harassment by export
declaration procedures and the multiple inspections, which increases loading and
unloading costs and storage time. Thanks to that, the goods are released quickly,
ensuring prestige with customers.

- Completing the liquidation stage

If using T/T method, the forwarders should consider many factors of their
partners, including whether the solvency of the partners is strong or not, whether the
partners are reputable, fast or slow; when using T/T, the enterprises must be proactive
about the relationship and establish the prestige of both partners. They must be
creditable partners, have long-term relationships and the forwarders can control the
risk levels in payment process of the goods. If the partners have long-term
relationships with each other, the forwarders should use L/C less often because each
L/C amendment is very expensive, not only for the buyer but also for the seller.
However, if the partners are in the first cooperation, L/C is the most secure method
to help the forwarders avoid risks in payment process. Choosing a reputable bank in
payment is also a good solution for the forwarders. This is particular appropriate in
the current context of profound international economic integration.
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Abstract

The aim of corporate disclosures on sustainable development report is to
communicate information on economic, environmental and social aspects to external
investors and other stakeholders. Based on literature review and multiple regression
analysis, this research examines the actual practices of corporate disclosures on
sustainability reporting and measures the impact of several factors related to
company characteristics on the disclosure level of listed companies in mining,
manufacturing and constructions sectors on the Vietnamese stock market. The results
reveal that that the level of disclosure of listed companies in the three chosen sectors
on economic, environmental and social issues is lower than 50%. In particular, the
level of disclosure of economic information reached the highest rate of 41% whereas
the levels of disclosure of environmental and social issues were only 21% and 38%
respectively. Other research findings show that several factors related to company
characteristics such as company size, media exposure, composition of the board and
women in the board of directors have positive impacts on the level of disclosure of
sustainable development of listed companies in mining, manufacturing and
construction sectors on the Vietnamese stock market.

Keywords: company characteristics, level of disclosure, sustainability reporting,
1. Introduction

Environmental degradation, resource depletion, global warming, climate
change and human rights violations have become threatening issues nowadays,
therefore, businesses need to disclose these information to meet the needs of society
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(Sheldon and Park, 2011). Before taking measures to improve the above problems,
the first mission of businesses is to disclose fully, accurately and promptly
information related to their corporate strategy, environmental and social information.
Therefore, sustainability reporting was born to address the information needs of
stakeholders. The initial format of sustainable reporting was designed in the 1970s
under the reports on social issues attached with financial reports in European
countries. In the 1980s, environmental issues such as waste discharge, environmental
pollution were disclosed in replace of social problems of the previous decade. By the
end of the 1990s, both social and environmental information was disclosed with
traditional financial reports (Hahn and Kihnen, 2013). During economic
development process, sustainability report has been called Triple Bottom-Line
Report, Report on Corporate Social Responsibility, etc.,

Sustainability report is a tool through which businesses can disclose
information related to three pillars: economy, environment and society (SSI & IFC,
2013). Sustainability reporting helps to improve the image of businesses to related
parties including investors, creditors, customers, society, etc., Based on sustainability
report, these stakeholders could assess impacts of an enterprise's business on the
environment and its remuneration policies for employees. Moreover, sustainability
reporting is also a channel for State authorities to issue appropriate policies to
operational conditions of enterprises. From macro perspective, sustainability
reporting benefits all stakeholders.

Sustainability reporting plays an important role in society, however, depending
on the extent of each industry's impact on the environment, the levels of corporate
disclosure requirements for each sector are different. According to Circular no.
155/2015/TT-BTC on Guidelines for information disclosure on securities market,
smokeless industries such as finance, insurance, arts, etc., are not required to disclose
environmental information whereas these information must be disclosed by mining,
manufacturing and construction sectors. These three sectors cause direct impacts on
natural resources, the exploitation of resources results in depletion of unrecoverable
natural resources, consumption of a lot of materials negatively affecting environment,
emissions and waste directly discharged into environment, making the living
environment seriously affected. In the context of raising concerns about environmental
issues, there should be a research on the level of corporate disclosure of these three
sectors and to identify factors affecting the level of disclosure of sustainability
reporting in order to promote social responsibility as well as increase the level of
corporate disclosure on sustainability reporting. Therefore, this research was
conducted to investigate the relationship between company characteristics and the
level of disclosure on sustainability reporting of mining, manufacturing and
construction sectors on the Vietnamese stock market.
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2. Literature review

The integration of policy and international best practices on environmental and
social issues into corporate strategy and governance has become an inevitable trend to
help businesses fully detect and promptly response to business risks. Pham Thi Minh
Hong (2016) analyzed the application of sustainability reporting in Australia, Brazil,
China, India, South Africa and the United States based on collected secondary data. In
addition, the study also evaluated the status of disclosing sustainability reports of large
corporations in Vietnam such as Bao Viet Holdings (BVH), Vietnam Dairy Products
Joint Stock Company (VNM), etc., Finally, recommendations for Vietnamese
businesses were given to improve the level of disclosure of sustainability reporting.

In 2018, Leeds University’s survey on environmental safety and social
indicators of 150 countries showed that no country in the world met the basic needs
of people in terms of sustainable level of using resources (Daniel et al., 2018). In the
US, only 9 social indicators were achieved, but all 7 indicators related to the
environmental issues were violated. In Vietnam, 6 social indicators including life
expectancy, minimum income, nutrient requirements for daily life, employment rate,
education and democracy have been satisfied, however, CO2 emissions index
exceeded environmental safety threshold.

By surveying the 50 largest firms in the US and Japan, Ho and Taylor (2007)
studied the impact of business attributes on the level of disclosure of economic,
social, and environmental issues. Based on quantitative regression models using six
independent variables such as firm size, corporate profitability, leverage, liquidity,
industry membership, national disclosure environment, the study results have shown
that firm size positively affected the level of information disclosure on sustainability
reporting but profitability, liquidity and industry membership negatively affected the
level of disclosure of sustainability reporting.

Michelon G. (2011) collected and analyzed the information gathered from the
2003 annual reports of businesses based on the criteria of global reporting initiative
2002 (GRI 2002). GRI 2002 is an international practice of developing a sustainable
development report to publish economic, social and environment information. The
study conducted a survey of the level of information disclosure of 114 companies in
the UK and the US. The study used hypothesis testing method based on regression
model to study the relationship between the scale of publication of sustainability
report and the factors related to firm’s reputation, including commitment to
stakeholders, profitability, market profitability, media exposure, size, age, industry,
leverage, membership of the Dow Jones sustainability index and country. The study
showed that commitment to stakeholders and media exposure had a positive impact
on the publication of sustainability reports. In addition, the higher the level of
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commitment to stakeholders was, the more information about environmental and
social responsibility would be disclosed.

Arayssi et al., (2016) showed the results of women’s participation in
management would increase the corporate release of environmental, social and
governance information. The social information disclosure score of Bloomberg and
the results of panel data regression analysis showed that increased participation of
women in the board of directors would directly affect the corporate disclosure of
governance, environment and society. Female directors will promote the
implementation of social and community programs, thereby improving the profile
related to corporate social responsibility.

By using secondary data, Nguyen Thi Xuan Vy (2017) studied factors
affecting the level of disclosing Vietnam's sustainability reporting. The study results
showed several main factors including corporate governance, mission, vision and
strategy, attributes of listed companies, cultural, social and legal factors had impact
on sustainability reporting.

Pham Ngoc Toan and Le Thi Thu Hong (2017) showed that there was a
positive relationship between six independent variables including firm size, board
composition, liquidity, profitability, financial leverage, auditing firm and the level of
information disclosure of financial statements of listed companies on Ho Chi Minh
City Stock Exchange. Based on these research results, the authors recommended
listed companies increase the level of information disclosure to enhance their
credibility and easily attract investors on the stock market.

Dang Ngoc Hung et al., (2018) surveyed 289 companies listed on the Ho Chi
Minh Stock Exchange and tested a regression model with six independent variables:
profitability, independent audit, firm size, financial leverage, number of members
of the board of directors, and CEO concurrently serving as director of the board.
By surveying the level of disclosure of social responsibility information and
sustainable development, the study showed that among 289 firms, 74 firms,
accounting for 26% did not disclose information, while only 73 firms, accounting
for 25% announced social responsibility information, and only 15 firms,
accounting for 5% used GRI standards to prepare its sustainability reporting. The
research results showed there were three factors including profitability,
independent audit and firm size affecting the level of information disclosure on
social responsibility and sustainable development.

Karaman et al., (2018) conducted an empirical investigation of the factors
affecting GRI based on sustainability reporting and the relationship between these
factors with the business operation of the aviation industry from 2006 - 2015. The
study used regression method with various independent variables including firm size,
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free cash flow per share, profitability, leverage, growth, ownership structure and firm
value. The regression results showed firm size and financial leverage were positively
related to the level of reporting sustainability information. On the contrary, the
ownership variable had negative relationship with the sustainability report. In
addition, free cash flow per share, growth and profitability had no significant impact
on sustainability reporting, as a result, sustainable reporting did not play an important
role in improving the firm's performance.

In summary, not many in-depth studies focusing on the three pillars of
sustainable development reports including economy, environment and society have
been found in Vietnam. Differences in content and levels of disclosing sustainability
reporting in each sector on the Vietnamese stock market and the reasons for those
differences have not been explained. The mining, manufacturing and construction
sectors are considered to have direct impact on the environment, deplete natural
resources, consume a lot of raw materials and discharge waste to the environment.
Therefore, this study was conducted to identify factors related to company
characteristics affecting the level of disclosure of sustainability reports, measuring
the level of information disclosure on sustainability reporting of listed companies in
the mining, manufacturing and construction sectors in order to enhance the disclosure
of sustainability reporting of listed companies on the Vietnamese stock market.

3. Research methodology

Previous studies in the literature review have shown the relationship between
company characteristics and the level of disclosure of sustainability reporting information.
Therefore, this study will focus on the factors related to company characteristics to re-test
the above relationship for listed firms on the Vietnamese stock market.

3.1. Hypotheses

Based on the literature review and collectible data, six hypotheses are
established as follows:

Hypothesis H1: The level of disclosure of sustainability reporting is positively
associated with the company’s size.

Hypothesis H2: The level of disclosure of sustainability reporting is negatively
associated with the percentage of the director of the board concurrently serving as the CEO.

Hypothesis H3: The level of disclosure of sustainability reporting is positively
associated with the company audited by Big Four.

Hypothesis H4: The level of disclosure of sustainability reporting is positively
associated with the company frequently appearing in mass-media.

Hypothesis H5: The level of disclosure of sustainability reporting is positively
associated with a larger number of non-executive members in the board of director.
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Hypothesis H6: The level of disclosure of sustainability reporting is positively
associated with a larger number of women in the board of directors.

3.2. Research models

The regression model to measure the impact of company characteristics on the
level of disclosure of sustainability reporting of listed companies on the Vietnamese
stock market could be described as follows:

SR=fo + 1 CS +P2Co + B3 AU +f4 ME + BsIB + s WB

The measurement of variables used in the models is explained in Table 1 below.

Table 1. Measurement of variables in the regression model

Type of information  Variables Description (Measurement)
RO Factors not included in the model
99 criteria published by Vietham Chamber of
Commerce and Industry (VCCI) were used to measure
the level of sustainability reporting, of which there are 18
criteria of governance and strategy, 12 criteria of
The level of ] g_ . _gy )
S environmental issues and 69 criteria of social - labor
sustainability SR ) o . o
. issues. Each criterion was given 1 point if the company
reporting . . . : .
fully disclosed relevant information and was given 0 point
if that company didn’t disclose such information. The
total score of 99 criteria is the dependent variable value
on the level of sustainability reporting.
Company size CS Logarithm of total assets of a company
I Dummy variable: Equal to 1 when the audit firm is Bi
Audit firm AU ummy vatt . a W HALTITm 15 219
Four and 0 otherwise
Dummy variable: Equal to 1 when the company is
Media exposure ME ranked top 100 sustainable enterprises in Vietham and
0 otherwise
Composition of the B The number of non-executive members of the board of
Board director
Women on Board wB The number of women in the board of director
Dummy variable: Equal to 1 when director of the board
Concurrent Co . .
concurrently serving as the CEO and 0 otherwise
(Source: Summary of literature review)
3.3. Data

Secondary data was collected from annual reports, sustainability reports (if
any) and websites of all 477 listed companies in the manufacturing, mining and
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construction sectors on Vietnam's stock market. Preliminary survey was conducted
on the whole population of 477 companies to evaluate the current level of disclosure
of sustainability reporting. The sample of 169 listed companies, accounting for 35%
of 477 listed companies in the above three sectors was chosen for in-depth survey
based on the Corporate Sustainability Index 2018 (CSI 2018) criteria.

4. Current level of disclosure of sustainability reporting of listed
companies in mining, manufacturing and construction sectors on the
Vietnamese stock market

4.1. Number of companies disclosing information of sustainability reporting

477 companies listed on Hochiminh and Hanoi Stock Exchange were surveyed
to evaluate the level of disclosure of environmental and social-labor information.
Survey results are shown in Table 2 below.

Table 2. Number of companies disclosing information on sustainability reporting

(Unit: no. of companies)

. Number of
Environmenta . . .
. Sustainabilit companies
I and social- . . Number of
y reports Independent disclosing .
labor . . - . companies
Sectors . . integrated in  sustainabilit ~ sustainable
information annual reports developmen on HOSE
disclosed in yrep P and HNX
reports t
annual reports . .
information
Manufacturing 145 80 11 236 251
Mining, 22 6 1 29 35
guarrying and
oil and gas
extraction
Construction 126 33 1 160 191
Total 293 119 13 425 477

(Source: Survey results of 477 listed companies)

At December 31% 2017, there were totally 477 listed companies in the mining,
manufacturing and construction sectors on Hochiminh and Hanoi Stock Exchange, of
which 293 companies had annual reports disclosing environmental and social-labor
information, 119 companies published sustainability reports integrated in annual
reports, and only 13 companies had independent sustainability reports. Disclosures
of environmental and social-labor information in annual reports of 293 companies
revealed low level of disclosure, lack of factor analysis affecting business sustainable
development. Disclosed indicators in annual reports were short-term, lacked long-
term targets and no quantification of business sustainable development strategy was
found. Among 119 companies having sustainability reports integrated in annual
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reports, several big firms had adequate level of disclosure, clearly presented their
strategies and goals for sustainable development. However, many reports of
companies operating in mining, manufacturing and construction sectors failed to
disclose how to manage and measure sustainable development indicators of key areas
such as quantified emissions and waste in the environment. For the 13 companies
having independent sustainability reports, the quality of these reports was evaluated
to be closed to the best international practices of sustainability reports based on GRI
standards. Although the Ministry of Finance and State Securities Commission of
Vietnam do not require independent sustainability reporting, these 13 companies
voluntarily disclosed full information of sustainable development. The typical
examples of these best disclosure companies are Baoviet Holdings (BVH), Vietnam
Dairy Products Joint Stock Company (VNM).

4.2. Evaluation of the level of disclosure of sustainability reporting of listed
companies on Vietnamese stock market based on CSI 2018 criteria.

Survey of the disclosure of sustainability reporting of 169 companies in
mining, manufacturing and construction sectors listed on Hochiminh and Hanoi Stock
Exchange was conducted based on CSI 2018 criteria. 99 indicators related to
economic, social and environmental aspects of the CSI 2018 were chosen to assess
the level of disclosure of sustainability reporting of 169 listed companies. The survey
results are shown in Graph 1 below.

Graph 1. The level of disclosure of sustainable development reports of 169
listed companies

45% 41%
40%
35%
30%
25%
20%
15%
10%

5%

0%

38%

21%

Information about corporate  Information about the environment  Information on labor - society
governance and strategy

(Source: Survey results of 169 listed companies)

Based on CSI 2018 criteria, the in-depth survey results showed that the level
of disclosure on governance and strategy of 169 listed companies was 41%, the
highest level compared to 38% for disclosure of labor and social issues and 21% for
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environmental disclosure. This revealed that majority of businesses failed to meet the
requirements of disclosure on corporate governance and strategy. In addition, 94% of
businesses had no corporate strategy towards 17 sustainable development goals by
the United Nations of the 2030 agenda for sustainable development. Most businesses
did not build appropriate risk management policies including full steps such as
identifying, evaluating, measuring, managing and monitoring risks.

Environmental information was published with the lowest level of 21%. This
showed that listed companies were not ready to announce the impact of business
operations on the environment. Mining, quarrying and oil and gas extraction,
manufacturing and construction sectors having direct impacts on the environment
were required to publish environmental information in accordance with Circular
no 155/2015/TT-BTC but the level of information disclosure remained very low.
Despite being involved in mineral exploitation, listed companies in the mining
sector did not have clear plan for management and protection of mineral resources.
In the same way, most manufacturing companies having direct impact on land
resources did not have practical activities to protect land and treat wastewater.
Besides, listed companies in the construction sector failed to reduce greenhouse
gas emissions during construction process. Although all the listed firms in mining,
manufacturing and constructions sectors are required to fully disclose information
related to the exploitation and usage of resources, the actual low level of disclosure
of environmental issues was worrying.

The level of disclosure of social - labor issues in mining, manufacturing and
construction sectors was 38%, showing that listed companies did not pay much
attention to labor practices and human rights. An obvious evidence was that these
companies disclosed few information related to occupational safety, labor health and
female labor protection. Disclosure of democracy in the workplace and the
effectiveness of collective labor agreement was not found, therefore, it was
questionable whether human rights of employees were protected in the surveyed
listed companies.

4.3. Descriptive statistics

The statistical data of Table 3 showed among 169 listed companies in mining,
manufacturing and construction sectors on Hochiminh and Hanoi Stock Exchange,
the average number of companies using audit service of Big Four (AU variable) was
40.24%. The percentage of non-executive members in the board (IB variable) was
quite high, reaching 64%. 13.4% of listed companies in the surveyed sample was
ranked top 100 sustainable enterprises in Vietnam (ME variable). The number of
women in the board of directors (WB variable) was extremely large at 95.73%. Other
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variables related to company size (CS) and concurrent position between CEO and

director of the board (Co) were shown in Table 3 below.

Table 3. Descriptive statistics of independent variables

No | Variable | Mean Median | Maximum | Minimum
1 |AU 0.402439 | 0 1 0

2 IB 0.64061 | 0.67 1 0

3 ME 0.134146 | O 1 0

4 CS 6.18311 |6.185 8.33 4.77

5 Co 0.280488 | 0 1 0

6 wWB 0.957317 |1 4 0

(Source: Survey results of 169 listed companies)
4.4. Regression results

The regression model using the six factors affecting the level of disclosure of
sustainability reporting of listed companies in Vietnam shows the following results:

SR = -0.76 + 11.05 CS + 0.1 AU + 6.09 ME + 11.4 IB + 2.41 WB - 1.09 Co
(11.87)  (L79) (323)  (6.12)  (1.07)  (L.09)

Adjusted R-squared = 29.64%; Durbin Watson = 1.4

The adjusted R-squared value is 29.64% indicating that independent variables can
explain 29.64% variation in the level of sustainability reporting (SR). From the
regression results, at the 5% significance level, the change of audit service by Big four
(AU) and concurrent position between CEO and director of the board (Co) are not
statistically significant. The remaining four variables of company size (CS), media
exposure (ME), composition of the board (IB) and women in the board of directors (WB)
have statistical impacts on the level of disclosure of sustainability reporting.

First, company size (CS) has positive effect on the level of disclosure of
sustainability reporting, therefore, hypothesis H1 is accepted, and this result is in
agreement with positive results in Dang Ngoc Hung et al., (2018), Ho and Taylor
(2007), Karraman et al., (2018). When company size is large, it is under greater
pressures from stakeholders, such as investors, network of customers and suppliers,
community, therefore big companies have a higher level of disclosure of sustainable
development to meet the information needs of stakeholders.

Second, the media exposure (ME) has a positive impact on the level of
sustainability reporting (SR), therefore hypothesis H4 is accepted and confirms the
results in Michelon (2011). When the company was honored by the mass media as
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top 100 sustainable enterprises in Vietnam, it would try to enhance the company's
image in public eyes. Therefore, branded companies regularly update and disclose
information on sustainable development. Besides, listed companies also commit to
community about their corporate social responsibility to disclose full information on
sustainability reporting on a timely manner.

Third, composition of the board (IB) also positively impacts the level of
sustainability reporting, therefore, hypothesis H2 is accepted. This result agrees with
positive results in Pham Ngoc Toan and Le Thi Thu Hong (2017). The more non-
executive members in the board of directors there are, the more likely the level of
disclosure of sustainability reporting is high. The reason is that non-executive
members in the board control the quality of information related to sustainable
development more independently and objectively. This also creates a counterbalance
mechanism between executive and non-executive members of the board to monitor
each other to help improve the transparency of disclosure.

Fourth, women in the board of directors (WB) have positive impacts on the
level of sustainability reporting. Therefore, hypothesis H6 is accept and this result is
in line with Arayssi et al., (2016). This explains gender differences in environmental
concern because women's environmental and social - labor concerns is normally
higher than men’s concerns. Therefore, if the company has higher percentage of
women participating in the board of directors, the level of environmental information
disclosure is likely to be higher.

5. Conclusion

Based on the preliminary survey on 477 listed firms and in-depth survey on
169 listed firms in the mining, manufacturing and construction sectors about the level
of disclosure of economic, environmental and social aspects of sustainability
reporting, the research results showed the actual level of disclosure of sustainability
reporting of listed firms was quite low (less than 50%). Although the three sectors
chosen in the sample have direct impacts on the environment and society, this low
level of disclosure of listed firms in these sectors is worrying. In addition, the
regression results showed there was a relationship between company characteristics
and the level of disclosure of sustainability reports. Company characteristics
illustrated by company size, media exposure, composition of the board and women
in the board of directors have positive impacts on the level of corporate disclosure of
sustainable development. This is of great significance for listed companies on the
Vietnamese stock market to improve the level of disclosure of sustainability reporting
to meet the information needs of stakeholders.
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THE IMPACT OF EMPLOYEE PERCEPTION OF INTERNAL CSR
PRACTICES ON ORGANIZATIONAL COMMITMENT WITHIN
THE BANKING SECTOR IN VIETNAM
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Abstract

This study investigates the relationship between perceived internal CSR
practices and Organizational Commitment (OC) among employees in the banking
sector of Vietnam. Data were collected through a self-administered survey method
from 300 employees of major bankings of Vietnam. The findings of the study reveal
that perceived internal CSR practices have a significant and strong positive
relationship with an organizational commitment among employees. Practices in
corporate social responsibility explained 64.8% of the total variation on employee
commitment. It is acknowledged that having a particular concern for the welfare of
employees will boost the employee's commitment and by extension, their performance
and ultimately the growth of the organization.

Keywords: affective organizational commitment; banking sector; internal
corporate social responsibility.

1. Introduction

Firms have come under increasing pressure to pursue socially responsive
behavior from a variety of stakeholder groups including shareholders, employees,
investors, consumers, and managers (Kapstein, 2001). These strengthened
relationships ensure corporations minimum conflicts with stakeholders and maximum
loyalty from all stakeholders. As the importance of CSR for enterprises, significant
strands of research have investigated whether there are financial payoffs to increased
social responsiveness, the influence of perceptions concerning corporate social
responsiveness on customers, the attractiveness of social performance to investors, the
importance of employees in corporate social responsiveness.

Recent studies establish a positive link between employees' perceptions of
their companies' corporate social responsibility and their effective organizational
commitment (Turker, 2009; Rego, Ribeiro, & Cunha, 2010; Stites & Michael, 2011).
The paper makes contributions to the literature basic of investigation the relationship
between internal CSR practices in 1SO 26000 on Social Responsibility in the
maintenance of employees' and affective organizational commitment. Social
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responsibility aims to provide practical guidance related to fulfilling social
responsibility, identifying and engaging with stakeholders, and enhancing the
credibility of reports and statements on social responsibility for the benefit of all
organizations. In the context of internal CSR, 1SO 26000 provides a useful guideline
for companies to respect and recognize human rights, employment, and employment
relationships, conditions of work and social protection, social dialogue, health and
safety at work as well as human development.

The banking sector is playing a key role in improving the societies through the
price and value financial assets, monitoring borrowers, managing financial risks and
organizing the payment system in Vietnam. Bankers include social and
environmental added value to their business operations and actions by implementing
various financial initiatives such as microcredit and microfinance schemes, ethical,
social and environmental funds, low-income banking, and removal of barriers to
credit access (Prior & Argandoiia, 2009). In this way, banks and financial
organizations adopt CSR practices that are claimed to be beneficial for society and
sustainable economic development. The banking sector seems to be the most
sensitive to the impact of CSR in Vietnam because an outstanding feature of the
banking industry is that it is subject to more diverse and complex stakeholders than
the most other sectors of the economy. This study investigates the relationship
between perceived internal CSR practices and Organizational Commitment (OC)
among employees in the banking sector of Vietnam.

2. Review of literature

The concept of CSR has evolved from social issues to social responsiveness
and has been developed over the decades to social responsibility. McWilliams and
Siegel (2001) define CSR as actions that appear to further some social good, beyond
the interests of the firm and that which is required by law. Rupp, Ganapathi, Aguilera,
and Williams (2006) defined as activities, decisions, or policies, that organizations
engage in to effect positive social change and environmental sustainability. into the
companies' become a bottom line for most of them. Also, international institutions
have developed indicators this direction (Global Reporting Initiative - GRI, UN
Global Compact, 1ISO 26000).

CSR has internal and external practices. Internal CSR involves social
responsibility practices for employees especially in the area of their safety, health,
and well-being, training, and participation in the business, equality of opportunities
and work-family relationship (Vives, 2006). In terms of labor practices, 1ISO 26000
prioritizes the creation of jobs, as well as wages and other compensation paid for
work performed as an organization’s most important economic and social impacts. In
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the context of internal CSR, ISO 26000 provides a useful guideline for companies to
respect and recognize human rights, employment, and employment relationships,
conditions of work and social protection, social dialogue, health and safety at work
as well as human development.

Organizational commitment has three major components: (i) a strong belief in
the organization and acceptance of the organizations' goals, (ii) a willingness to exert
considerable effort on behalf of the organization, and (iii) a definite desire to maintain
organizational membership (Mowday, Steers & Porter, 1979). Allen and Meyer
(1990) distinguish between three forms of organisational commitment: affective
commitment which denotes “an emotional attachment to, identification with, and
involvement in the organisation”, continuance commitment which reflects “the
perceived costs associated with leaving the organisation” and normative commitment
“which reflects a perceived obligation to remain in the organisation”. Studies show
that each of these forms of commitment is associated with labour turnover and
intentions to leave the organisation but suggest that a stronger relationship exists
between affective commitment and a range of desirable employee outcomes which
include: attendance, job performance, stress, health and work-nonwork conflict
(Meyer, Stanley, Herscovitch, & Topolnytsky, 2002). Since CSR forms an integral
part of an employee's work experience employee perceptions of a firm's ethics,
values, and social responsiveness are likely to play a significant role in shaping
effective commitment.

Maignan, Ferrell, & Hult (1999) indicated that market-oriented and humanistic
cultures lead to proactive corporate citizenship, which will result in improved levels
of employee commitment. Peterson (2004) showed a direct link between employee
perceptions of corporate citizenship and OC. He also found that belief in the
importance of the social responsibility of businesses by the employees resulted in a
stronger relationship between corporate citizenship and OC. Rupp, Ganapathi,
Aguilera, and Williams (2006) argued that the social performance of an employer can
encourage employees away from counterproductive behaviors, such as rule-breaking,
daydreaming on the job, damaging property, theft, and padding expense accounts.
Ubius and Alas (2012) indicated that the top managers value the welfare of the local
community and nation, ethics and the economic effectiveness of their company can
positively influence their employees' motivation and OC. Rego, Ribeiro, and Cunha
(2010) investigated that perceptions of discretionary corporate citizenship toward
employees were significantly better predictors of an effective commitment than our
perceptions of economic, ethical, and discretionary corporate citizenship toward the
community. Turker (2009) showed the significant relationship between CSR to social
and non-social stakeholders, employees, and customers were significant predictors of
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OC. Rettab, Brik, and Mellahi (2009) conducted a research to examine the link
between CSR activities and three measures of organizational performance: financial
performance, employee commitment, and corporate reputation. The results show that
CSR has a positive relationship with employee commitment. When employees feel
that the organization is committed to them, they tend to develop a sense of duty
toward the organization and are willing to reciprocate with more cooperative and
supportive actions, and with the greater level of commitment. Based on the research
cited above, this study hypothesizes that:

Hi: Employment and employment relationships will be positively related to
affective commitment.

H: Conditions of work and social protection will be positively related to
affective commitment.

Hs: Social dialogue will be positively related to affective commitment.

Ha: Health and safety at work will be positively related to affective
commitment.

Hs: Human development and training in the workplace will be positively
related to affective commitment.

3. Methodology

There are 32 items to measure the variables of the research model (see Table
2). All items are measured by 5-point Likert scales, which were 5 — strongly agree, 4
— agree, 3 — not sure, 2 — disagree and 1 — strongly disagree base on ISO 26000
guidance on internal CSR for an employee.

According to Hair, Black, Babin, and Anderson (2010), the sample size used
in the exploratory factor analysis was determined by the minimum (min = 50) and the
number of variables included in the model. The proportion of samples compared to
an analytical variable was 5/1 or 10/1, which included 32 observations and therefore
the sample size is at least 32*5 = 160 observations. Green (1991) suggesting that in
the regression model the minimum sample size was determined by the empirical
formula 50 + 8*independent variables in the model. This study has 08 independent
variables so the sample size is at least 50 + 8*5 = 90 observations.

The sample for the study included 300 employees, selected based on
convenient sampling in major banks in Ho Chi Minh City, Vietnam. The survey was
administered to all employees of the organization and was carried out in 2018. The
survey was conducted by the self-administered method, and employees were
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encouraged to complete the survey during work time. Table 1 presents descriptive
statistics of demographic characteristics.

Table 1. Descriptive of demographic characteristics

Demographic characteristics Percentage
Gender

Male 45
Female 55
Age

Less than 25 years 25
26 - 30 year 30
More than 30 years 45
Level of education

Not complete bachelor 5
Bachelor and others 95

Management level

Nonmanagement 75
Lower level managers 25
Job tenure

0-5 years 40
6-10 years 45
More than 10 years 15

4. Results and discussion
Reliability and Validity

The reliability and validity of indicators in the model are tested by the system
of criteria. As can be seen from Table 2, the lowest Cronbach’s alpha value is 0.807,
exceeding the cut value of 0.70 recommended (Hair, Black, Babin & Anderson,
2010). Convergent validity was estimated by factor loading. The value of Kaiser-
Mayer-Olkin (KMO) was 0.868 (between 0.5 and 1.0) which means that data is
significant for conducting a factor analysis. All loadings of variables are higher than
the 0.50 (see Table 2). According to Hair, Black, Babin, and Anderson (2010),
loadings + 0.50 or greater are considered practically significant.
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Table 2. Results of factor analysis and reliability tests

Items Question Fact-o '
loading

Conditions of work and social protection (Cronbach’s Alpha = 0.831)

CS1 | am completely satisfied with income policies. 751

CS21 am completely satisfied with reward policy. 122

CS3 Enterprises ensure social insurance and health insurance premiums 209
and various forms of support for illness and maternity

CS4  Enterprises have organized sightseeing and vacation activities 650
periodically for employees 641

CS5 Managers have behaved properly to employees

Employment and employment relationships (Cronbach's Alpha = 0.807)

ER1Enterprises always comply with Labor Law and regulations 2es
state for employees

ER2Enterprises ensure equal opportunity for promoting equality for employees 748

ER3You found a distinction between men and women and discrimination 707

area/domain in the enterprise

ER4 Enterprises implement the regime of confidentiality of personal 666

information for employees

ER5  The union works effectively and has a clear role in the enterprise. .665

Social dialogue (Cronbach's Alpha = 0.887)

SD1Enterprise listen and receive suggestions and suggestions of employee .826

SD2Enterprise are always willing to accept responsibility before the .794
community when problems occur

SD3Enterprise receive and handle complaints promptly workers' complaints 152

SD4Rules, policies, and methods of employee evaluation of the enterprise are .731
clearly public

SD5 Enterprise regularly participate in charity activities, support the community 715
Health and safety at work (Cronbach's Alpha = 0.851)

HE1At work, | have the equipment and tools needed to work smoothly. .837
HE2The workplace in the organization is comfortable and friendly. 149
HE3I work in a comfortable, clean and airy workplace. .738

HE4 Employees in the enterprise get a health check periodically and have a .726
medical room in the enterprise
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HES5 At work, the organization provides an environment I can focus on working.  .713
Human development and training (Cronbach's Alpha = 0.864)

HT1 | am completely satisfied with the training and development policies of .787
the organization.

HT2 | am supported on training time to improve my skills. .758
HT3 | have always created opportunities for advancement, personal .729
development by the organization.

HT4 The direct manager plays an important role in digging to create and .683
develop employees

HTS | am well aware of the policies to be trained and developed. .626
Organizational Commitment (Cronbach’s Alpha = 0.882)

OC1 I intend to make a long-term commitment to the organization. 781
OC2 1 feel proud to be working in the organization. 164
OC3 | will stick with the same organization, although there are other places .732
where the offer is relatively attractive.

OC4 1 will encourage acquaintances to work in this organization. T17
OC5 | am pleased to have chosen this organization to work. 702
OC6 | am willing to sacrifice personal rights when needed to help the .670
organization/work group.

OC7 | am willing to do my best to improve my skills so that | can contribute .660

more to the organization.

Hypothesis Testing

The correlation coefficients between the independent variables are generally
low and the variance inflation factors do not exceed four suggesting that
multicollinearity is unlikely to prove a significant problem (Hair, Black, Babin &
Anderson, 2010). All of the hypothesized correlations are significantly different from
zero and have the anticipated sign.

The relationship between affective commitment and corporate social
responsibility is estimated using OLS and the results are shown in Table 3. The results
of the regression analysis reveal that CSR practices have a significant positive
relationship with OC. The t statistics and p values present that Employment and
employment relationships, Conditions of work, Social dialogue, Health and safety at
work, and Human development and training in the workplace have a significant
relationship with OC. As anticipated a positive and significant relationship was found
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between employee perceptions of internal CSR practices and affective commitment.
The results reveal that 68.4% change in organizational commitment is due to these
explanatory variables. The results reveal that employees give weight to CSR practices
and employees become more committed if the firm is implementing CSR practices.
The positive association between CSR practices and organizational commitment is
also well supported by many studies cited in the literature review of this study.

Table 3. Results of regression analysis between CSR practices and OC
Variables Beta t Sig VIF
Constant -332 | -2.021 | .044
Conditions of work and social protection 234 5.655 |.000 1.786
Employment and employment relationships | .217 5.306 |.000 1.384

Human development and training 164 3.969 |.000 1.797
Social dialogue 223 6.392 |.000 1.636
Health and safety at work 244 6.496 | .000 1.332
R? 0.689
Adjusted R? 0.684

As Table 3, perceived Conditions of work and social protection has a
significant effect on Organization Commitment with a path coefficient of 0.234.
perceived Employment and employment relationships have a significant effect on
Organizational commitment with a path coefficient of 0.217. Perceived Human
development and training has a significant effect on Organizational Commitment
with a path coefficient of 0.164. Perceived Social dialogue has a significant effect on
Organizational Commitment with a path coefficient of 0.223. The Perceived Health
and safety at work has a significant effect on Organizational Commitment with a path
coefficient of 0.244.

The results for the control variables reveal that there is no relationship between
gender, age, level of education, management level, and job tenure and internal CSR
practices perception among employees.

Employees consider firms' level of corporate social responsibility while
searching for new jobs. Moreover, employees also consider the firm's CSR practices
for their behavior include satisfaction, trust, commitment, engagement. It is
acknowledged that having a particular concern for the welfare of employees will
boost the employee's commitment and by extension, their performance and ultimately
the growth of the organization.
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5. Conclusions

This study is conducted to investigate the influence of internal corporate social
responsibility practices perceptions of employees on their organizational
commitment. It is an important study in the context that it provides management
insight about employee’s behavior regarding CSR of the banking sector in Vietnam.
Data were collected through a self-administered survey method from 300 employees
of major bankings of Vietnam. The findings of the study reveal that perceived
internal CSR practices include Employment and employment relationships,
Conditions of work, Social dialogue, Health and safety at work, and Human
development and training in the workplace have a significant and strong positive
relationship with an organizational commitment among employees. Practices in
corporate social responsibility explained 64.8% of the total variation on employee
commitment. Though the author proposes to test the model in the banking sector
the author recommends that it is applicable to other similar contexts in Vietnam.
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Abstract:

Risk management in tax administration has been implemented by General
Department of Taxation since 2011. Assessing and classifying taxpayers based
on risk classification criteria have been implemented in almost all stages of the
management process. This article focuses on analyzing the situation of using
preventive measures and limiting risks that tax agencies are implementing. The
article also provides some suggestions for tax authorities to prevent and handle
risks more effectively in tax administration. Important solutions include promoting
propaganda and support for taxpayers, improving the effectiveness of inspection
and examination of taxpayers and quickly modernizing tax administration.

Key words: risk management, tax administration, tax compliance

1. What is risk management in tax administration?

Risk management is defined by European Commission as a systematic
management process in which tax authorities carefully select effective processing
tools to increase compliance and limit law violations. It is based on available capacity
and knowledge of taxpayers' behavior (EC, 2010, page 5). OECD (The Organization
for Economic Co-operation and Development) defines risk management in tax
administration as a systematic management process in identifying, assessing, rating,
and handling types of risks related to tax compliance (such as non-registration risks
or non-reporting tax obligations ...) In addition, risk management is an iterative
process that includes steps identified to support decision making of regulatory
agencies (OECD, 2004, page 8). However, since 2010, OECD has defined risk
management as a management process which based on understanding and identifying
factors affecting taxpayers' behaviors and their attitudes towards compliance.
Thereby, tax offices can implement appropriate measures to handle non-compliance
behaviors effectively (OECD, 2010).
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In short, risk management is the identification and assessment of tax
compliance risks from tax authorities on the basis of collecting and processing
taxpayers' behavioral information. Since then, the tax authority has developed a
management process and implemented measures to handle high-risk taxpayers and
improve tax compliance.

2. The basic contents of tax risk management

The model of risk management often used by EU members is shown in figure
2. This model includes the following steps: risk identification, risk analysis, risk
assessment and prioritization, treatment and evaluation.

Figure 2: EU risk management process model

Context
Objectives

Strategy

Source: Compliance Risk Management Guide for Tax Administration (EC,2010, p.8)

Risk identification is the first step, which determines the sources and
magnitude of the risks that can be a threatening for the organizational activities. At
the end of this phase, tax officers have to find out potential risks.

The risks after being identified in the first stage will be analyzed, evaluated,
based on criteria such as frequency, severity and consequences of risks. Risk analysis
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is often done with the support of computer systems by very large data volumes.
However, in some cases it can be done by highly qualified analysts.

Risk assessment and periodization is the phase which tax officers should offer
a prioritized list of risks and corresponding qualification. Besides, the available
resources in dealing with the risks need to be considered. The goal of risk ranking is
to select the highest risk taxpayers to handle. When assessing and ranking risks, it is
necessary to consider the possibility and consequences of risks. This can be done by
developing a risk ranking matrix.

Risk treatment is the step in which the negative impact of the risk is treated.
There are many ways to deal with the risk such as risk transfer, risk reduction, risk
covering, etc. These methods are implemented to raise the awareness of taxpayers,
reduce the tax debts and increase the tax revenue.

Evaluation is the phase that measures each step of the risk management model. It
evaluates the effectiveness and efficiency of the whole process. It is important to consider
the evaluation not only at the end of the process but also beforehand (EC, 2010, p8)

3. Current situation of measures to prevent and handle tax risks in Vietnam
3.1. Some measures to prevent and handle risks in tax administration
3.1.1. Publicizing the list of companies classified as high-risk tax

Risk classification has been implemented since 2014. The total number of
high-risk enterprises in the country is more than 18,000, of which 4,790 enterprises
in 2014, 5,485 enterprises in 2015, 2,650 enterprises in 2016 and more than 5,000
enterprises in both year 2017 and 2018. The list of high-risk businesses is announced
monthly by the tax departments. The Ministry of Finance does not allow enterprises
at high risk to print invoices themselves They have to use purchase invoices printed
by tax authorities.

3.1.2. Monthly publicizing the list of enterprises owing tax debts

Publicizing the list of enterprises owing tax will make corporations afraid of
being affected by reputation. Especially, if it is a joint stock company with shares
listed, this information will adversely affect the market price of corporate shares.
Since then, enterprises will actively improve the situation of tax payment and avoid
late payment. There have been quite a number of enterprises owing tax which named
publicly by the tax office since 2013. Some typical enterprises were declared tax debts
in 2018 as shown in Table 1:
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(debt ended January 31, 2019)

Table 1: A number of companies owing tax issued by tax offices in March 2019

The
amount of
The name of companies tax debt Tax offices
(million
dong)
1 Hancorp Joint stock company 3,751 Hanoi Tax Department
2 Hai Long Trading and Service Co., Ltd | 3,085 Hanoi Tax Department
3 Electric and Telecommunication Industry | 2,563 Hanoi Tax Department
Development Company Limited
4 Tam Son Investment and Commercial | 2,531 Hanoi Tax Department
Joint Stock Company
5 Viet Hai Shipping and Real Estate Joint | 181,089 Ho Chi Minh city Tax
Stock Company Department
6 No. 8 Investment and Construction Joint | 114,061 Ho Chi Minh city Tax
Stock Company Department
7 Phu My Construction Investment Joint | 88,027 Ho Chi Minh city Tax
Stock Company Department
8 Transport Construction and Investment | 73,298 Ho Chi Minh city Tax
Construction Joint Stock Company No. 584 Department
9 Dong A Shipbuilding Industry Joint | 32,623 Haiphong city Tax
Stock Company Department
10 Electrical and investment joint stock | 20,398 Haiphong city Tax
company Department

debts.

Source: website Ministry of Finance

In addition, to manage risks of taxpayers, the department of tax debt
management will classify taxpayers and take appropriate measures to collect tax

- Taxpayers fulfill their obligations to the state budget;

Tax payers will be classified as follows:

- Taxpayers have tax debts from 60 to 90 days;

- Taxpayers have tax debts from 91 to 121 days;

- Taxpayers have tax debts over 121 days.

For enterprises owing taxes, business owners will be stopped from leaving the country.
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3.1.3. Strengthening propaganda and tax support activities

Propaganda and support activities for taxpayers contribute to raising
awareness of taxpayers on tax obligations. Through propaganda activities, taxpayers
will understand the purpose of tax payment, benefits of each taxpayers and benefits
of the whole society. Since then, the self-compliance of taxpayers has been improved.
By providing and guiding taxpayers with accurate information on tax obligations, tax
agencies have helped the taxpayers understand and have the basis to comply with tax
obligations fully. Taxpayers reduce the cost of time and money spent on understanding
tax laws, avoid tax declaration errors and improve the compliance. The tax authority
also reduces the cost of inspection and examination of violations.

The forms of support of the General Department of Taxation can be mentioned
as regular updates of tax legal documents and tax policy guidelines on the industry's
web portal; direct support and telephone support for taxpayers; conference with
taxpayers and training workshops on newly issued policies. Through dialogues with
enterprises, tax authorities directly answer questions, feedbacks and problems of
enterprises on tax policies and tax administrative procedures, receive feedback from
taxpayers. On that basis, the tax authorities shall study and submit to the authorities
for amendments and supplements to tax policies, regulations, reorganize tax
administration.

The dialogues with enterprises highly appreciated by enterprises can be
mentioned as meetings between the Ministry of Finance and corporations on tax and
customs administrative policies and procedures and meetings between tax officers
and Korean companies held in Hanoi and Ho Chi Minh City. From 2016 to 2018, tax
authorities have provided taxpayers with nearly 2,000 publications on tax, documents
and held nearly 800 surveys.

Table 2: Propaganda and supporting methods for taxpyers

Supporting method 2015 2016 2017 2018
1. Direct counseling 254,347,000 | 287,634,000 | 293,754,000 | 317,597,000
2. Phone counseling 625,490 743,279 836,543 921,150
3. Advice in writing 21,035 24,763 28,498 32,170
4. Organizing dialogue | 2,589 2,934 3,087 3,125
with taxpayers
5. Training on tax| 6,923 7,896 8,512 9,238
administrative policies
and procedures
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Moreover, the tax authorities publicize information on tax administrative
procedures and the process of tax administrative procedures; guide taxpayers to carry
out the tax procedures. Tax officers have improved the "one-door" department which
provides services for taxpayers quickly.

In particular, the General Department of Taxation has promoted electronic
support such as providing information to taxpayers via e-mail, implementing
electronic systems to support taxpayers. Services of providing electronic information
have created favorable conditions for taxpayers to actively look up and search for
information on their tax declaration and payment, on the procedure of tax and on
documents related to taxpayers. It helps all taxpayers and individuals to shorten the
time to seek information as well as the time for tax payment procedures, minimizing
errors in the process of tax declaration and payment.

3.1.4. Implementing tax inspection and tax audit for enterprises at high risks

The General Department of Taxation has currently issued a set of criteria for
analyzing information risks of taxpayers to prepare for tax inspection and
examination activities. Based on this set of criteria, tax authorities will classify
taxpayers and plan to inspect higher risk group.

* The situation of inspecting high risk taxpayers is as follows

Table 3: Results of tax inspection

The amount of money
The The average amount of
Year |number of| 1aXArrears | Tax Refund and tax arrears for an
inspection|  (Pillion fines (billion | jnshection (million dong)
dong) dong)
2016 | 6,668 5,896.5 1,248.3 884
2017 | 7,372 6,594.3 1,547.9 894
2018 | 8,125 7,301.7 1,810.5 898
Total | 22,165 19,792.5 4,606.7 893

Source: General Department of Taxation

During 2016-2018, the total additional tax after inspection was 19,792.5
billion dong. The value of additional tax after inspection in the period 2016 — 2018
was 898 million dong on an average.
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* The situation of tax audit:

Table 4: The results of tax audit

The The amount of money The average
vor | Tearar | TR o
audit (billion dong) (billion dong) | audit (million dong)
2016 | 68,340 |4,081.5 2,054.2 59.7
2017 | 71,895 |4,188.4 2,120.7 58.3
2018 | 77,358 | 4,396.6 2,239.8 56.8
Total | 217,593 | 12,666.5 6,414.7 58.2

Source: General Department of Taxation

During 2016-2018, the total additional value of money collected after tax
audits was 12,666.5 billion dong. The value of additional value collected after tax
audits in the period 2016 — 2018 was 58.2 million dong on an average. It can be seen
that the tax audits with high-risk enterprises have significantly reduced the losses of
the state budget.

3.2. Assessments

Firstly, taxpayers are supported effectively by the General Department of
Taxation. Tax officers have guided and finalized the tax payment obligations of
corporations. Tax authorities have supported and explained tax books to enterprises,
including policies in important areas such as oil, electricity, telecommunications,
coal, minerals, rubber, chemical substance, finance, banking, insurance, aviation,
maritime... Tax authorities Continue to support companies to implement electronic
invoices. The General Department of Taxation sent a letter to all companies for the
purpose of publicly disclosing the phone number of the hotline to receive
information reflecting the negative behaviors of tax officials and proposing the NNT
to coordinate with the tax authorities in fighting against negative behaviors. Tax
authorities want to solve difficulties and obstacles in the process of implementing
tax obligations of taxpayers.

The General Department of Taxation has signed a cooperation agreement with
a number of corporations on supporting methods for taxpayers in the process of
implementing tax obligations. Every 3 months or 6 months, the General Department
of Taxation shall organize direct dialogues with enterprises to solve their problems.
Through discussions, taxpayers comply with tax more voluntarily and tax authorities
can propose policy recommendations to the State.
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Secondly, tax inspection activities are based entirely on risk analysis. The tax
administration department for enterprises has implemented inspection work for high
risk areas of tax, and flexibly proposed tasks of inspecting newly arising risks. Tax
authorities have actively renovated inspection methods on the basis of analyzing risk
data by establishing a data analysis department from officers of Inspection,
declaration and informatics departments. This department has selected the risk
criteria, synthesized and analyzed the tax declaration data and financial reporting data
of the business to review and identify enterprises with risks of tax declaration data.
The tax authority has also developed implementation procedures, data processing
methods and issued guidance documents to all tax administration officials.

Thirdly, there has not been a process for guiding the inspection of price transfer
activities. Transfer pricing activities in Vietnam are taking place regularly and
continuously in all types of businesses. Activities of price transfer inspection have
special characteristics so they should have their own regulations. Skills and methods
of price transfer inspection are slowly changing and not keeping up with the rapid
development of associated businesses and the diverse complexity of business types.
Analyzing records before issuing inspection decisions has not been effectively
implemented. Critical risks have not been properly assessed. It takes too much time
for conducting inspections.

Fourthly, the number of enterprises inspected is still small and does not meet
the requirements of risk management. The selection of objects for inspection is not
accurate. The number of inspected enterprises accounts for only about 11% of total
enterprises. When selecting low-risk companies, only about 7% of them fulfill good
tax obligations. The number of remaining enterprises detected tax fraud at different
levels. When conducting inspections at the corporate headquarters, the tax authorities
found that about 30% of the previous analysis did not completely coincide with the
actual records of documents at the enterprise.

4. Some suggestions

In order to limit risks in tax administration, the tax authorities need to focus
on the following solutions in the coming time:

4.1. Promote propaganda and support for taxpayers

It is proved that social ethical standards have a positive impact on tax
compliance. Therefore, promoting propaganda for businesses to raise awareness
about social ethics standards will have a positive impact on tax administration.

Tax authorities need to carry out a wide range of tax propaganda by opening
specialized items on radio, television and major newspapers. Tax agencies need to
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regularly hold press conferences, use panels, posters, and banners and publish
publications, audio, video clips and leaflets to promote tax services. It is necessary to
promptly notify on the list of businesses information that flee, disappear, high tax
risks. Tax offices need to regularly update new guidance documents on taxes,
propagate and expand the service of tax payment for taxpayers.

In addition, it is necessary to regularly meet and dialogue with enterprises and
gather difficulties and problems regarding policies and mechanisms. Since then, the tax
authorities have taken measures to reform administrative procedures and reduce tax
compliance costs. Tax authorities should timely and effectively implement new
policies, especially the Law amending and supplementing a number of articles of tax
laws, Special Consumption Tax Laws, Decrees and Circular guiding administrative
reform. The socialization of supporting NNT activities should be promoted.

It is necessary to improve the quality of service, publicize the content of new
tax policies and praise the achievements of organizations and individuals who have a
good sense of compliance with tax payment obligations. It is important to develop a
scheme of Center for Supporting Taxpayers of the General Department of Taxation,
implement electronic tax payment services and support taxpayers online. Applications
for new tax service practice certificates need to be resolved quickly. Tax agents should
be more licensed because the appearance of tax agents will greatly support businesses.

4.2. Improve the effectiveness of inspection and examination of taxpayers

Tax authorities should enhance inspection and examination at headquarters of tax
payers and synthesize, evaluate and withdraw experience of inspection periodically so
that inspection teams can support each other’s. They should change from traditional
inspections to modern inspections, gradually develop and improve electronic inspection
skills. They need to focus on inspecting hot topics in society such as transportation
business, pharmaceutical business using direct invoices, online business ... Enterprises
which have associated transactions and loss and are entitled to exemption and reduction,
should be placed in an inspection. Areas of inspection need to be concentrated including
transfer of capital, banks, pharmaceuticals, real estate, electricity, oil and gas, post and
telecommunications, minerals. ..

Tax offices need to build software applications to support risk analysis of tax
inspection and examination department before conducting an inspection at taxpayer’s
office. They should upgrade and complete tools to support automated inspection
records. The inspection teams analyze risks based on centralized data sources. When
analyzing inspection planning, they will score risk criteria by combining information
in the tax administration process and critical risk identification skills by industries,
sectors, groups of tax payers. Since then tax officers can identify critical risks and
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feedback information to the planning department to improve the risk criteria or
eliminate ineffective criteria. It is necessary to thoroughly and carefully analyze
information on taxpayers to delineate important risks, accurately determine the scope
of inspection to shorten the time and improve the efficiency of inspections. Inspectors
should apply the integrated reporting system for inspection and build application
reporting software to apply in all tax offices.

It is necessary to enhance the coordination between tax administration
departments to ensure transparency, clarity of assigned tasks and responsibilities for
supporting, inspecting and monitoring among each other’s. The coordination with
other agencies such as Customs, State Treasury, State Bank should be strengthened
to follow the operation situation of enterprises. This makes tax officers easily control
and handle violations of tax law in the locality. Tax authorities should closely and
effectively coordinate with police agencies to prevent tax crimes, strictly handle cases
of purchasing invoices and detect cases of tax evasion.

4.3. Quickly modernize tax administration

Modernizing tax administration will create opportunities for taxpayers to
reduce the risks of paper handling. It also helps the tax authorities to collect the
taxpayer’s information quickly, fully and accurately in order to analyze and identify
risks. Therefore, it is necessary to accelerate the process of tax administration
modernization. Electronic tax declaration, tax payment and tax refund should be
carried out widely. It is necessary to take advantage of financial support and
experiences from international organizations such as World Bank and OECD. Tax
authorities need to step up cooperation with the Information Technology Department
to apply information technology in tax administration and provide many convenient
tax services for taxpayers.
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Abstract

External technology acquisition has been viewed as an important approach used
by firms to achieve higher economic returns. However, only a few studies have been done
to evaluate the contribution of external technology acquisition to firm performance,
especially in the context of Vietham. This paper examines the impact of external
technology acquisition on firm performance of Viethamese manufacturing industry by
using fixed effects model and random effects model to explore the impact of external
technology acquisition, internal R&D activities, and other characteristics of the firm on
firm performance. In addition, whether external technology acquisition is complementary
or substitutive to internal R&D activities is also examined. The paper implies strategies
and policy reforms to enhance the firm performance.

Keywords: external technology acquisition, internal R&D activities, firm
performance, manufacturing industry, FE and RE

1. Introduction
1.1. The rationale of the study

Economic growth models help clarify the role of capital and emphasize the
importance of technology for long-term economic growth (Solow, 1956; Romer,
1986 and Lucas, 1988). The problem is that how to get advanced technology to
promote economic growth in general and firm performance in particular? For
developed countries, internal R&D activities is the main way to innovate, improve
technology level and is an indispensable element in the business development
strategies. To contrast, the economy in developing countries is not only poor in
captital but also in human capital, thereby "making or buying technology” is a
strategy that firms must choose to acquire advanced technology applied to the
production process of the enterprise?

The different options for technology development can be classified according
to the importance and level of compromise of technological investments in the firm.
Firms can acquire technology by accessing from not only internal sources through
efforts R&D activities but also external sources through transfer of technology,
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technical licensing agreements or import of capital goods (Tambunan, 2009).
However, firms cannot afford to develop or create all the strategically needed
technologies through in-house R&D activities owing to high risk, high cost, and
restricted time (Cho and Yu 2000; Whangthomkum et al. 2006). Meanwhile, external
technology acquisition is the purchase of technology from domestic enterprises,
universities or foreign enterprises. This not only helps firms avoid exposure to the
costs and risks associated with domestic development (Jones and Jain, 2002), but also
deals with customer requirements for timely and better services, to enhance product
complexity, and to sustain competitive advantages under further increased
competitive pressures (Jagoda et al. 2010). There are two streams of opinions about
the relationship between external technology acquisition and R&D activities. As
Rotemberg and Saloner (1994) investegated that the competives caused by external
ideas that can inhibit internal innovation. They argue in a context like this: companies
want to reward employees who are involved in R&D activities to innovate, but when
external ideas can easily be used to achieve their goals, then the company results will
only reward employees if that internal idea is applied. However, there is also the
opposite idea that the competition of external ideas may motivate employees to make
more efforts in R&D activities such as Fossfuri and Roende (2009) have suggested.

In fact, many firms utilise external technology acquisition to update and extend
their technological knowledge base, choosing a major technology buying strategy to
ensure that costs can survive and grow. However, the question is that firms are ability to
both purchase external technology and implement R&D activities. Another question is
that external technology acquisiton can inhibit the firm of internal R&D activities or the
external technology acquisition increases the level of internal R&D efforts.

With the above and specific issues in the context of Vietnam, this study aims to
consider the impact of external technology acquisiton on the firm performance of Vietnamese
manufacturing industry and how this effect is moderated by internal R&D efforts..

1.2. Conceptual framework and theoretical prediction

This study evaluates the role of external technology acquisition on firm
performance in Vietnamese manufacturing industry with the theoretical framework
as follows:

Figure.1l. Conceptual framework
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The above model shows that the firm performance is affected by external
technology acquisition and internal R&D activities, and internal R&D is also a
control variable in the relationship between external technology acquisition and
firm performance.

The following sections discuss some hypotheses and their underlying rationale.
1.2.1. External technology acquisition and firm performance:

On the one hand, external technology acquisition brings several benefits to
firms. Firstly, it helps them to avoid the high costs of internal development (Noori,
1990), to achieve fast growth (Capon and Glazer, 1987; Granstrand et al., 1992). This
allows firms to acquire industry standard technologies and complements for existing
products, and to unlock existing technology and innovations (Lowe and Crawford,
1984). As a results, firms can gain greater performance through product or process
innovation. Secondly, using external technology can acquire background knowledge
on new technological areas through external technology acquisition, thereby
increasing the ability of adapting new technologies. This leads to take advantage of
new business opportunities (Mowery and Rosenberg, 1989).

On the other hand, external technology acquisition may have disadvantages.
Some factors may lead to inefficiencies of the external technology acquisition process,
such as the not-invented-here (NIH) syndrome or the lack of absorptive capacity. People
that advocate the NIH syndrome believe that it has absolute knowledge in its field,
leading to resistance to external technology acquisition, such as new ideas and
knowledge (Katz and Allen, 1982). Moreover, even if this acquisition accepted,
successful users of external technology may have the difficult of maintaining significant
absorptive capacity for assimilating the external technologies to the firms’ needs (Cohen
and Levinthal, 1990; Rosenberg, 1990). Another issue is that the costs of transfer
processes may also decrease the efficiency of external technology sources (Williamson,
1985; Lowe and Taylor, 1998). These costs associated with finding relevant technology
providers, negotiating with providers, transferring technologies to the firm, and finally
transforming them into new innovation. The logic of the arguments above and the
evidence provided in existing literature imply that external technology acquisition
positively affects firm performance.

1.2.2. The moderating role of internal R&D

The impact of external technology acquisition on firm performance may also
depend on internal R&D activities.

Internal R&D has a distinct impact on demand for external technology. If internal
efforts succeed, they will reduce demand for external technology. This can be seen from
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the opposite view. A situation in which companies will acquire external technology if
their internal efforts fail. Driven by "making and buying" view, internal R & D is an
alternative to external technology (Williamson 1985; Pisano 1990). The reasons can be
that using external technology is competitive factor with internal R&D and thus, R&D
group was threatened by external technology and could use his political power in the
organization to prevent this approach. Therefore, the second theoretical prediction in
this study is as follows: The greater the level of a firm's internal R&D efforts, the
stronger the negative effect of external technology acquisition on a firm's performance.

1.3. Literature review

Recent researchs have evaluated the contribution of external technology
acquisition to firm performance.

Some studies investigate that external technology acquisition have positive effects
on firm. Zahra's (1996b) survey of 112 new U.S.-based biotechnology ventures finds that
external technology acquisition is positively associated with firm performance in terms of
sales and market growth. Moreover, Jae-Seung Han et al. (2012) investigates the positive
impact of external technology acquisition on market value of firms.

In contrast, some researches show that external technology acquisition is
negatively associated on product and firm performance. For example, Jones et al.
(2001) measure the propensity to acquire technology externally by type (product,
process and total). Their analysis of 188 subsidiaries shows that external technology
acquisition is negatively associated with product, market and financial performance
measures (contrary to theoretical expectations), but internally available resources
enhance the effect of total external technology acquisition on product performance.
Although, this study explore the moderating effects of internally available resources on
the relationship between external technology acquisition and firm performance, they
have not specified internally available resources, their moderator, as internal R&D
efforts. Moreover, Kuen-Hung Tsai and Jiann-Chuyan Wang (2005) use the analytical
sample comprising a total of 341 Taiwanese electronics-manufacturing firms over the
period from 1998 to 2002. The least square dummy variable analysis method reveals
that external technology acquisition does not provide a significant contribution to firm
performance per se; however, the positive impact of external technology acquisition on
firm performance increases with the level of internal R&D efforts. Verifications for
robustness and the split-sample analyses both validate the results in the setting of larger
firms. However, this study investigates the moderating role of internal R&D input or the
extent to which external technology acquisition effects a firm's performance, and how
this effect is moderated by internal R&D efforts.
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Ki H. Kang, Gil S. Jo & Jina Kang (2015) point out that external technology
acquisition has an inverted U-shaped relationship with subsequent technology
innovation performance, and that is not complementary to internal R&D activities.
We thus confirm that external technology acquisition has to be seen as a double-edged
sword and that managers need to be aware of the potentially negative effects of strong
diversity of the firm’s external technology acquisition sources on internal R&D and
subsequent innovation performance.

Driven by this "between making and buying" view, internal R & D is an alternative
to external technology (Williamson 1985; Pisano 1990), all above studies examines the
role of external technology acquisition in creating innovation, affecting on firm
performance although may be positive or negative and investigates whether external
technology acquisition is complementary or substitutive to internal R&D activities.

1.4. Research question

- Is the relationship between external technology acquisition and internal
R&D complementary or substitutive?

- Using external technology have positive or negative impact on firm
performance?

- Does the result of above question change if exploring the moderating effects
of internal R&D?

2. Methods
2.1. Variable definitions and measures

*) Dependent variable — Firm performance
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Figure 2. Model for Firm Performance
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Indicators used to measure different aspects of performance have already been
submitted to factor analysis by several authors who found multidimensional
structures (Baum & Wally, 2003; Cho & Pucik, 2005; Combs et al., 2005; Fornell et
al., 1996; Johnson & Greening, 1999; Rowe & Morrow, 1999; Sila & Ebrahimpour,
2005; Sila, 2007; Silverman, Nickerson, & Freeman, 1997). A complete analysis of
multidimensional constructs needs to explore the existence of second order structures
that can group first-order dimensions. Glick, Washburn, and Miller (2005) suggest
that firm performance could be conceptually represented by one second-order
construct reflect ring itself on its first-order dimensions (Figure 2, model on the left).
The Venkatraman and Ramanujam (1986) conceptual model suggests an alternative
representation, in which performance would have two second order dimensions: the
financial one, represented by profitability, growth and market value; and the
operational domain, that includes non-financial competitive aspects, like customer
satisfaction, quality, innovation, employee satisfaction and reputation (Figure 2,
model on the right).

With the main purpose for a firm to acquire external technology is to enhance
their growth through value added so in this study, firm performance — the dependent
variable is measured by value added.

*) Independent variables

According to Capon and Glazer, fully external technology activities refer to
the acquisition of fully functioning technology from another firm. Thus, the total
expenditure of purchasing external technology defines the external technology
acquisition in this study. Firms can buy from another firms, research center and
universities or schools.

This research uses some several important controls into account to provide
more conclusive evidence for analysing effect of external technology acquisition on
firm performance. These controls include R&D, firm size, the license of technology
and transfer contract.

In addition, labor and physical capital are often used as a proxy for firm size
in empirical studies; in particular, KL — the average of physical capital on labors,
indicating the level of capital per labor; VNG — the average of investment on labors,
indicating external investment.
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*) Measures

For panel data used in the study, the author conducted a Hausman test to
determine the regression model as a model of a fixed effect model or an explanation
model and a random error exist or not, from which the author chooses to use a fixed
effect model or a random effect model.

Fixed effect model (FE)
Yit=(a+ ui) + Xit} + vit
In which, i and t are the indexes according to space i and time t, respectively.

(1=1,2, ..., Nisanindex of space units; t=1,2, ..., T is an index of time units);
ui is a fixed effect according to the observation group i or time period and contained
in the intercept coefficient, ui can correlate with other variables in the regression
model; vi: is a random error with a mean of 0 and a constant variance.

In fixed dynamic models, only intercept coefficients according to different
groups have the same coefficient of variables. It is possible to estimate the fixed
square effect with the dummy variables (LSDV) or the internal impact estimation
method (within effect estimation).

Random effect model (RE)
Yit=o + Xy + (uit + Vit)

The RE model assumes that: ui is not correlated with other variables and it is
a component in random error

The variance of random error is determined by space units or over time

The RE model has the same intercept and slope coefficient according to the
observations, the difference is in the error part.

2.2. Sample and data

To empirically test the impact of external technology acquisition on firm
performance, this study uses a panel dataset carefully integrated from the annual
enterprise census data from 2000 to 2016 and the enterprise statistic of technology
data from 2012 to 2016 of the Vietnam General Statistics Office (GSO). This panel
dataset includes 2490 firms completely balanced over a six-year period from 2012 to
2016 (totaling 14940 observation)

Table 1 lists the descriptive statistics of the major variables within the sample
and shows the average values and standard deviations of some major variables.
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Table 1: Descriptive statistics of major variables within the sample
(n=....., 2012-2016)

Variables | 2012 2013 2014 2015 2016
Lnva 7,3850 74032 | 7,5238 7,6209 7,6797
(1,7756) | (1,8119) |(1,8261) |(1,8629) | (1,9257)
Lnpurchase | 6,5422 6,7875 | 7,0878 7,2120 7,4080
(2,1329) | (2,1746) |(2,2606) | (2,2576) | (2,2208)
Patents 0,0064 0,0064 |0,01004 |0,0141 0,0167
(0,1279) | (0,1404) |(0,1771) |(0,2266) | (0,2351)

KL 130,5061 | 133,149 |140,8974 |162,4944 | 175,0239
(208,3673) | (208,316) | (220,1524) | (281,3026) | (285,7525)

LC 11,782 12,047 | 13,259 14,916 16,692
(9,987) | (7,694) |(8,873) |(11,086) | (33,361)

VNG 0,5741 0,5750 | 0,6089 0,5879 0,5768

(0,4414) | (0,4220) |(1,8611) |(0,4622) | (0,5833)

Source: Author's calculations from the Enterprise Survey data

Some points are worthy of mention. In general, all variables tend to increase
during this period. For example, the number of value added rises gradually by
approximately 1% by year in the sample while the total amount of expenditure spent
on external technology acquisition increase by 3,2% each year that is threefold than
the former. Moreover, this table also shows that there is a dramatical rise in the
number of patents with the average growth rate 38,6%. These suggests that there is
an increasing trend toward investing in technology acquisition.

Some factors, such as KL, LC and VNG, are invested during the development
process of firms.

3. Results
3.1. Research model

The specific model to assess the impact of external technology acquisition on
firm performance in Vietnam manufacturing industry is proposed as follows:

Lnvait= ao + azlncpmuai + oolncpmua*RDit + aslngmdni + ousangchei + asKLit
+ 6L Cit + a7VNGit + Cir+Uit

In which: Lnva is value added of the firm
Lncpmua is the total value of purchasing technology

Lngmdn show the size of firm
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Patents is the total number of patents

KL = K/L is the capital per peson

LC = w/L is the income per person

VNG is the external investment

3.2. Result

According to Hausman test results, it is accepted by H1 hypothesis at the 1%
significance level. This means that the fixed effect model (FE) is preferred in research to

the random effect one (RE)

Table 2: Regression results of the impact of external technology acquisition on

firm performance

Fixed effect model Random effect model
Independent variable (Inva) | Coefficient Coefficient
0,0373*** -0,1037***
Lnpurchase
(0,0098) (0,0109)
-0,0199*** -0,0116
Lnpurchase*RD
(0,0033) (0,0038)
) 0,8184*** 2,5057***
Lnsize
(0,042) (0,0353)
Patents -0,0132*** -0,0081*
(0,0045) (0,0050)
-0,0002*** 0,0002***
KL
(0,00003) (0,00004)
LC 0,0059*** 0,0089***
(0,0003) (0,0004)
-0,0109* -0,0146**
VNG
(0,0062) (0,0069)
6,455942*** 4,3662***
cons
- (0,5102) (0,4676)
Hausman 7148,63***

Notes: “***’ “**’ and “*’ show estimated coefficients statistically significant at

1%, 5% va 10%

Source: Author's calculations from the Enterprise Survey data
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Using Hausman test for model selection results in the acceptance of fixed-
effect analysis. The model employed to evaluate the effect of external technology
acquisiton on firm performance is associated with the majority of estimated
coefficients statistically significant at 1%.

Estimated results with variable coefficient of price equals 0.0373, showing that
purchasing technology in manufacturing industry in Vietnam has a positive impact on
the added value of firm or enhance the firm performance. In fact, the current technology
and machinery in the manufacturing industry as well as the industry in general is
considered to be obsolete compared to other countries. This is because of the limit of
technology expenditure. Moreover, the current economic growth in Vietnam is growing
in width so this kind of technology purchased still increases the firm performace.

Meanwhile, the coefficient of variable Incomua_RD is equal to -0.0199, implying
that the purchase of external technology to support internal R&D activities will reduce
the performance of enterprises. Moreover, the coefficient of Patents variable also
receives negative value, indicating that internal R&D activities has not yet had a positive
impact on the firm performance. According to the recent survey results of the FIRST-
NASATI project, it also helps to explain the above results when it shows that nearly 85%
of enterprises themselves carry out R&D activities but only about 14% of enterprises
have activities in coordination with external partners to research and implement product
innovation for firms. The number of patents may increase but this R&D activities have
not applied or deployed to meet the demand of firms.

For other representative variables of firm, the coefficient of the variable LC
(per capita income) and size of firm (Lnsize) have positive impacts on the firm
performance, although at a low level. In contrast, the coefficient of variable KL - the
level of capital per worker and the ratio of external capital - VNG are factors that
inhibit the development of enterprises.

4. Discussion and conclusions

The above estimation results show that purchasing external technology for
enterprises in manufacturing industry in Vietnam has a positive impact on the firm
performance. However, this activity does not contribute to the internal R&D activities
of enterprises to promote innovation activities. In the near future, acquiring external
technology is still the main source of contribution to the technology factor of the
enterprises but Vietnam needs the orientation for purchasing high technology
products instead of most out-of-date ones. At the same time, firms should promote
the cooperation and association with research institutes, universities, research centers
and scientists as a channel for technology acquisition to develop the technology
market in Vietnam.
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Abstract:

The sustainability of banking operations has been discussing more in
developed countries since the 2008 financial crisis. Bank managers believe that
sustainable implementation is important to the success of the bank in the future. IFC
survey (2002): 86% reported positive changes of integrating ESMS system into their
business; 19% saw changes as significant: 0% reported negative change. UNEPFI
survey (2007): 26 financial institutions in CEE to assess the state of sustainability
awareness in the finance sector. Over 90% of institutions that had implemented
sustainable business practices experienced clear benefits such as reputation
enhancement and cost savings. This study assesses the situation and proposes some
solutions to promote sustainable development of Viethamese commercial banks.

Keywords: Basel I, Sustainable development, Vietnamese Commercial Banks.

1. Introduction

Currently, Vietnam's commercial banking system is being restructured in
association with bad debt handling to ensure the safety, health and sustainability of
credit institutions, thereby creating a firm premise for reducing inflation, renovating
growth model aimed at sustainable economic development. After the 2011-2015
restructuring process, the financial capacity of commercial banks has been improved,
according to their audited financial statements, bad debts compared to the outstanding
balance of entire system has been declined to below 3%, this is a safe level prescribed
by the State Bank of Vietnam. Some weak commercial banks are resolved through
selling bad debts to VAMC (Vietnam Asset Management Company), or merging with
the others, particularly, there are some commercial banks sold for SBV for zero
Vietnamese dong.

Sustainable development at Vietnamese commercial banks is now at an early
stage, some banks are interested and considering environmental issues in their credit
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decisions, implementing cost-saving measures on environment in internal operations.
However, the implementation of sustainable development is not synchronous, there
are many barriers to develop a sustainable model, for example, many banks do not
have environmental and social risk management system to evaluate and classify
projects according to level of environmental and social risks; lack of implementation
solutions and high implementation costs. Sustainable development to improve
competitiveness, create prestige and position for the bank becomes an inevitable trend
in international integration process.

2. Methodology

To calculate financial indicators, data was collected from the audited financial
statements of 12 commercial banks including 3 SOCBs and 9 JSCBs. List of 12
commercial banks are as follows:

Table 1. List of 12 commercial banks

No | Banks

1 |VCB Joint Stock Commercial Bank for Foreign Trade of Vietham

2 | Vietinbank Vietnam Joint Stock Commercial Bank for Industry and Trade

3 | BIDV Joint Stock Commercial Bank for Investment and Development
of Vietnam

4 | ACB Asia Commercial Joint Stock Bank

5 | Techcombank | Vietham Technological and commercial Joint Stock Bank

6 | MBBank Military Commercial Joint Stock Bank

7 | Eximbank Vietnam Export Import Bank

8 |SHB Saigon - Ha Noi Commercial Joint Stock Bank

9 | Martimebank | Vietham Maritime Commercial Join Stock Bank

10 | VPBank Vietnam Prosperity Joint Stock Commercial Bank

11 | Sacombank Saigon Thuong Tin Commercial Joint Stock Bank

12 |VIB Vietnam International Commercial Joint Stock Bank

Descriptive statistical methods are used to process collected data of 12 banks
over the period of 2008-2017 and to calculate financial indicators such as: income
structure, bad debts, proportion of net interest income and non-interest income.

Comparative method is used to compare sustainable development level of
Vietnamese commercial banks to branches of foreign banks in Vietnam and other
banks in the world.
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3. Sustainable development of Vietnamese commercial banks
3.1. Capital adequacy ratio (CAR)

According to banks’ annual reports, many of them have a relatively high CAR
ratio compared to State-owned Commercial Banks (SOCBSs). In 2017, Maritimebank
has the highest rate among these banks, which was 19.48%, followed by Eximbank
was 15.98%. In 2017, Vietcombank has the highest CAR among 3 SOCBs, followed
by BIDV and Vietcombank, which accounted for 11.13%, 10.9% and 10.4%,
respectively.
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Figure 1: Minimum CAR of commercial banks in 2017
Source: Annual report of commercial banks in 2017

Many commercial banks are planning to increase their charter capital to ensure
CAR to meet Basel 11 standards in 2019. ACB is proactively improving CAR through
various activities such as issuing more than 3 trillion of Tier 2 bonds, monitoring and
managing loan portfolio from many aspects such as term and industry with the aim
of improving risk coefficient. By the end of 2017, CAR and Tier 1 capital was at
11.49% and 7.77%. BIDV plans to raise their charter capital through selling shares to
foreign investors and actively works with partners and related agencies to speed up
this process. In 2017, MBBank completed the plan to increase their charter capital to
VND 18,155 hillion, an increase of 6% compared to 2016. VCB successfully
implemented the plan to increase Tier 2 capital to ensure minimum CAR and improve
the ability to meet Basel Il standards. Up to now, Vietcombank and VIB has already
met the Basel Il standards.

According to Circular No. 41/2016/TT-NHNN, banks must maintain
minimum CAR of 8% as defined in financial statements thereof; and to calculate
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CAR, required capital for credit, market and operational risk need to be included.
Thus, regulation on minimum CAR decreases from current level of 9% to 8% in 2020.
However, the determination of CAR according to Circular No. 41 will reduce this
ratio compared to current regulations. In order to implement the Basel Il project,
beside Circular 41/2016/TT-NHNN, SBV has determined a roadmap to issue
guidelinesto calculate CAR according to Internal rating base, initial is the Foundation Internal
Rating Based (FIRB), expected to be consulted by financial institutions in 2019. Circular No.
13/2018/TT-NHNN on internal control system of commercial banks to create a legal
framework to implement Three Pillars of Basel I1.

Data were provided for a total of 206 banks, including 111 large internationally
active (“Group 17) banks, among them all 30 G-SIBs, and 95 other (“Group 2”)
banks. All Group 1 and Group 2 banks (including all 30 G-SIBs) would meet the
average Common Equity Tier 1 (CET1) minimum capital requirement of 4.5% and
the CET1 target level of 7.0% (i.e. including the capital conservation buffer). This
target also includes the G-SIB surcharge where applicable but does not include any
countercyclical capital buffers.

The report also concluded that the current level of Tier 1 capital in Europe is
higher than in the U.S and other regions (BIS, 2018). The average Tier 1 capital of
12 commercial banks in Sri Lanka in 2017 was above 10% and average CAR of these
banks was above 15%. In 2018 Sri Lanka banks started to apply Basel Ill. Countries
in Southeast Asia such as the Philippines, Singapore and Malaysia have developed
policies and roadmap to comply with Basel 1ll.

3.2. Potential bad debt

Figure 2. Bad debts of commercial banks
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Bad debts reported by commercial banks tend to increase after restructuring
phase (2011-2015), although bad debt ratio of 12 commercial banks in 2017 is
lower than in 2016, which accounted for 2.04% and 2.31% respectively, scale of
bad debts is increasing. In 2016, total bad debt of 12 banks reached VND 59,916
million, increased by 26.34%, equivalent to VND 12492 million. In which,
subprime loan tended to increase sharply to 68.6%, equivalent to VND 7,356
million. In 2017, bad debts of these commercial banks reached VND 61,776
million, increase 3%, equivalent to VND 1,860 million compared to 2016. In
which, doubtful debts increased sharply to 75.8%, equivalent to VND 7,224
million. Thus, bad debts of commercial banks have not been thoroughly dealt with
after restructuring, bad debts are still high in the banking system. However, these
bad debts are reported by banks only and not included bad debts sold to VAMC
and other amounts taken out of the balance sheet, thus this figure does not reflect
fully and substantially the bad debts.

According to the National Financial Supervisory Committee, bad debt of the
banking system in 2017 is about 9.5% due to potential bad debts in restructuring
debts. According to the National Committee of the SBV in 2017, the process of
dealing with bad debts of credit institutions was faster, especially in the last months
of the year. Credit institutions limit transferring debts to VAMC, handling bad debts,
securing assets, using risk provisions and other measures. In 2017, about VND 70
trillion of bad debts were handled, an increase of 40% compared to 2016. In which,
debt collection from customers accounted for 54%, using risk provisions accounted
for 42.3%, selling collaterals accounted for 2.3%. However, the bad debt settlement
results of the credit institution have not been as expected due to selling bad debts at
market price is limited; The process of restructuring commercial banks is weak and
process of buying banks with 0 dong is slow. The balance of provision for credit
losses increased sharply. In 2017, provision for credit losses, specific provision and
general risk provision were estimated to increase by 24.7%, 26.3%, 22.1% compared
to 2016, respectively.

3.3. Banks’ revenue depends on credit

Income of commercial banks is mainly from interest; some banks have net
interest income of nearly 90% of total income. Traditional non-credit services will be
the cornerstone of sustainable income for banks. Development of non-credit services
contributes to diversify banking products and services, provides customers with many
utilities, and disperses risks in business operations, gradually reduce the dependence
on revenue from credit activities, increases income and profit from service activities,
creates stable revenue for the bank.
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Figure 3. Net interest income and non-interest income
Source: Annual report of commercial banks

In the period of 2008-2017, commercial banks had a high rate of net interest
income in total income including VPBank (87%), VIB (83%), Vietinbank (82%).
Maritimebank and Sacombank have the highest proportion of non-interest income
compared to other banks, which is 33% and 31% respectively. Commercial banks
need to maintain and improve the quality by ensuring publicity, transparency, simple
procedures, easy accessibility to attract more customers and maximize utilities and
customer's choice.

Net interest income accounted for the highest proportion of total income at
76.6% in 2017, followed by income from other activities (10.3%), income from
securities trading and income from equity contribution accounted for a small
proportion of total income. Net interest income in 2017 increased by 24% to 2,364
million VND, net income from service activities increased by 51.7%, equivalent to
VND 559 million, net income from securities investment in 2017 decreased by
19.8%, equivalent to VND 38.5 million compared to 2016.

Branches of foreign banks have lower interest income than domestic
commercial banks. HSBC's net interest income is 61.62% in 2016, and 64.94% in
2017, ANZ’s in 2016 was 62% and plummeted to 49.48% in 2017. Countries in the
Euro area have a relatively high proportion of non-interest income in total income,
which was 40.39% in 2013.
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Source: Annual report of commercial banks

4. Solutions to promote sustainable development of Vietnamese
commercial banks

4.1. Raise equity of commercial banks

The objective of raising equity of banks is to meet the requirements and
regulations on safety and expansion of banking business. According to Circular
36/2014/TT-NHNN and Circular No. 19/2017/TT-NHNN, there are quite a number
of indicators calculated according to the bank's own capital such as minimum CAR
(9%), the credit level for a customer or a group of related customer must not exceed
15% and 25% of the equity, respectively; The ratio of capital contribution to buy
shares must not exceed 40% of charter capital and the reserve fund of the bank. Thus,
if a bank wants to expand credit limit for customers, increase capital investment or
improve IT system, facilities and risk management system, they must increase their
charter capital.

In order to increase capital, it is necessary to take measures in the short-, medium-
and long-term, including: retaining earnings, sources from reserve funds to supplement
charter capital, issuing shares, increasing capital contribution from existing strategic
shareholders, issuing long-term deposit certificates, issuing convertible bonds,
mobilizing more strategic partners, issuing shares on international financial market.
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Foreign investors simultaneously withdrawing capital in many credit
institutions recently put pressure on CAR and equity. Thus, Vietnamese commercial
banks need to have plans to increase their capital to ensure CAR according to
international practices and sustainable development. Remaining sufficient capital
helps the banks expand their business operations, such as opening more branches,
diversifying products and services, contributing capital to joint ventures. Moreover,
increasing the equity may ensure the ability to protect stakeholders’ interests when
facing risks or losses. In addition, to reach sustainable development, commercial
banks need to have sufficient capital to finance green projects such as renewable
energy, green technology, anti-climate change and biotechnology.

4.2. Improve assets quality of commercial banks

The Government issues Resolution 42/2017/QH14 on pilot settlement of bad
debt of credit institutions to deals with pilot policies for settlement of bad debts and
treatment of assets tied to bad debts. New in the Resolution No. 42/2017/QH14 is
that credit institutions, branches of foreign bank, trading organizations which handle
bad debts can publicly and transparently sell bad debts and collaterals to the eligible
credit institutions at market prices, probably greater or smaller than the principal
balance of the debt.

Settlement of bad debts of the commercial banking system in past few years
has witnessed positive changes from completing the policy mechanism, bad debt has
reduced in term of rate but not in term of debt ratio, debt group 4 and 5 tend to increase
in 2017. Solutions to resolve bad debts can be as follows:

(i) Completing the legal framework on debt trading market which still has
many limitations, as the market participants are limited in accordance with the law,
the seizure and handling of security property has many legal obstacles, rights and
responsibilities. Debt and seller's responsibility have not been clearly defined.
Currently, only VAMC and DATC of the Ministry of Finance operate effectively,
while 28 Asset Management Companies (AMC) of commercial banks have very
limited resources and most of them only handle internal debt for the parent banks
themselves. Therefore, it is necessary to complete a legal framework on the debt
trading market for various types of participants, continue to strengthen capital
capacity for VAMC, DATC, optimize asset portfolio and sell at reasonable prices to
increase the ability to convert these debts into cash. These solutions help to boost the
debt trading market effectively.

(i) The SBV has taken drastic measures to properly and adequately determine
the size and structure of NPLs, including potential bad debts and forcing commercial
banks to deal with bad debts, and selling bad debts at reasonable prices.

142



(iii) Implementing measures of securitizing bad debts, restructuring debts and
issuing shares to companies, handling bad debts through cooperation and joint
ventures with companies for the purpose of sharing risks and increase the ability to
recover capital from handling these debts; Valuation, classification of bad debts and
selling it on the stock market.

(iv) For some weak banks (e.g. poor asset quality and poor liquidity), strong
measures need to be applied: forced to merger or closure.

4.3. Improve management and administration capacity of commercial
banks, apply management methods according to international standards

Strengthen management and administration capacity of commercial banks in
accordance with international principles and standards. The bank'’s governance model
must legitimate right and obligation of the Board of Directors (BOD), the Executive
Board (EB), and the Supervisory Board (SB) to ensure all stakeholders’ interests. The
structure of the Steering Committee has to ensure the independence of the BOD to
remain a clear separation between ownership and executive rights, and take advantage
of management capacity and experience of the relevant members of the bank. Each
bank identifies their stakeholders in different way, generally, the major stakeholders
of commercial banks including shareholders, suppliers, customers, executives and
management agencies. It is necessary to clearly separate the powers of SB and BOD,
so that SB must be able to protect the rights and interests of other stakeholders when
the bank's operations are at risk. Moreover, SB must be able to prevent and control
conflicts of interests of related parties. In order to implement sustainable
development, commercial banks need to be transparent and objective in information
disclosure, improve the quality of explanation according to the transparency principle
of 1S0O2600. Especially, transparency in decisions and activities that affect society
and the environment. Commercial banks must clearly, accurately and fully present
their policies, decisions and activities, including the understanding and impacts of
banks on society and the environment.

Strengthening the governance apparatus, implementing transparency in
information disclosure and accountability are key factors when implementing
sustainable banking model. Currently many international investors consider quality
of bank's management system and human resources as an important factor when
choosing business partners. Financial safety, avoiding environmental and social risks,
the interests of stakeholders has become key concerns instead of maximizing profit
as before. The evident can be found in green investment funds, sustainable
investments are increasing in both size and volume.
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4.4. Diversify products and provide sustainable finance

Diversify activities of commercial banks towards the purpose of reducing
business risks, thereby increasing the bank's ability to accept and support risks. The
main business activities of commercial banks focus on credit, investment, and other
services such as payment, guarantee, fiduciary, foreign exchange trading. Vietnamese
commercial banks’ income mainly comes from interest because the bank's credit
granting activities accounting for over 70%, this figure in some banks are up to nearly
90%, revenues from services and investment activities only accounting for a small
proportion. Thus, banking business depends too much on granting credit when
businesses encounter difficulties will cause bad debts. The asset quality of
commercial banks depends on the quality of loans of customers, when customers face
risks in payment, making risks in banking business increase. Therefore, commercial
banks need to diversify types of services and products in order to increase
competitiveness, penetrate into international markets and minimize risks due to
diversification of product portfolio.

Promote the provision of non-credit services such as investment activities,
diversify e-payment services, corporate and personal financial advisory services, and
provide consulting services on environment and society for SMEs. Besides,
commercial banks develop green financial products to enhance brand value and
connect with customers.

Currently, the Government and ministries have policies to support the
development of green economy, towards sustainability, commercial banks need to
focus on resources to develop environmentally friendly products and socially
responsible. To achieve this goal, commercial banks need to build the principles of
sustainable implementation throughout the entire headquarters and branches. At
present, there are many organizations that have developed principles of sustainable
development for general and specific organization in financial sector, with a focus on
environmental, labor and human rights principles, and anti-corruption. To provide
green finance, commercial banks need to build and thoroughly implement
environmental principles, including: raising awareness about environment,
renewable energy, climate change for officials, bank staff, moving forward to support
customers how to prevent environmental challenges, implement initiatives to
promote environmental responsibility, especially in credit decisions and invest in
environmentally friendly technologies. Green projects, renewable energy, energy
saving technologies and energy conservation measures are often long-term
investment and require large capital resources. Therefore, providing financial
resources for these banks’ product. There should be measures to support businesses
in accessing capital.
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Commercial banks need to conduct market research and analysis related to the
environment and desires of each customer segment, in order to identify and classify
their green financial needs, from which products are designed to be suitable for each
customer group. For customers who are not highly aware of environmental issues,
commercial banks need to take measures to stimulate customer demand for green
financial products and services through marketing, media, and education campaigns.
Sustainable banking products are not only about providing credit, supporting capital
for green projects, but also positively impacting on the environment, but also
expanding into savings products, insurance and consulting services. E&S issues,
establishment and operation of green investment funds, mobilization from green bonds.

5. Conclusion

The study evaluated sustainable development situation of 12 Vietnamese
commercial banks. The results show that, although the legal framework for banking
safety has been issued and amended, many banks still fail to meet the requirements
of Basel Il. Bad debt has decreased in proportion; however, the scale has increased.
The bank's income is not sustainable because it relies much on credit activities, if
customers fail to pay their debts, bad debts will be created for the bank. Based on the
current situation of sustainable development process of Vietnamese commercial
banks, the study proposes some solutions for Vietnamese commercial banks. First,
these commercial banks need to improve their stability and health, including raising
capital to protect shareholders, investors and customers from losses, improving asset
quality. Secondly, improving governance capacity according to international
practices and finally providing more sustainable financial products.
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Abstract

The paper examines competitive approach under the principle of determining
competitive advantage mentioned by Michael E. Porter in two books "Competitive
strategy" and "competitive advantage". Accordingly, the paper will examine the
development of the competitive strategies of commercial banks in parallel with the
development history of the banking industry in Vietnam. Then, the study applied a
fuzzy-AHP method as well as game theory in order to evaluate and select the most
competitive Vietnamese commercial banks . The final part of the study will provide
numerous recommendation to improving competitiveness of commercial banks in the
context of international economic integration.

Keywords: competition, improving competitiveness, international economic
integration, commercial banks

1. Introduction
1.1. Definition of competitiveness of commercial banks

Along with supply and demand, competition is one of the economics
basis. However, due to many different approaches, there are many ways to understand
what competition is. Accordingly, competition in business can be described as
"competitive activity among producers, traders in a market economy and it can be
dominated by supply- demand relations in order to win the most favorable production
and consumption conditions in the market” (Vietnam Encyclopedia, p.69). Or,
according to Michael E. Porter (1985), "Competition is the rivalry between business
firms in the same market to attract more customers, more profitable for themselves,
usually by selling lowest price or provide the best quality of goods . Thus, it can be
understood that competition is an economic relationship in which economic entities
compete to find all means to achieve their economic goals, usually to dominate the
market, to win customers or market segments. The ultimate goal of economic entities
in this process of competition is to maximize profit or other business’ benefits.
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In order to compete with other firms, businesses need to be competitive. It is
understandable, the competitiveness of enterprises is to show its strength and
advantages compared to other competitors in satisfying the customers' requirements
to gain higher and higher benefits for their businesses. in the domestic and
international competitive environment (Michael E.Porter, 1985). Accordingly, the
competitiveness of a commercial bank will be established by 5 factors including: (i)
cost advantages (ii) differentiation (iii) chain value (iv) Technology and (v) human
resources. Improving the competitiveness of businesses is essentially the construction
of competitive strategies to take advantage of their competitive advantages to win
competitors in business.

1.2. Determinant factors of competitiveness of commercial banks

It is definitely that the competitiveness of commercial banks must to be built
on competitive advantages:

First: Cost advantages

A bank will be called to have a cost advantage if the costs accrued from the
performance of its value-creating activities are lower than its competitors. For
example, the costs of management and maintenance of equipment, general costs for
a transaction with customers... These costs will vary depending on their value chain
structure compared to their competitors. paintings as well as depending on the size or
operation of each bank. In general, there are a total of 10 factors that can affect a
bank's cost. Therefore, focusing on optimizing costs through balancing asset
structure, capital structure, scale, choosing how to manage and operate operations
will be prerequisites for creating a good competitiveness for commercial banks.

Second: Differentiation

The differentiation could create the uniqueness of the bank. Factors such as
the color of the logo, the color of the brand identity and the slogan are only a small
part that creating differentiation of banks. In addition, factors that can also make a
difference may include:

« Diversity Services provided

« Marketing activities

« Earn value to customers

«» Operational process control (such as credit, investment, valuation activities)

« Skills and experience of personnel

In order to meet the competitive requirements in the new era, the bank needs
to diversify products as a strong point and a key point to develop banking services,
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especially personal banking services. In particular, focusing on products with high
technology content, outstanding features in the market to create differences in
competition; take advantage of new distribution channels to diversify products,
expand and develop consumer credit

Third : Chain value

Each bank is a collection of activities such as capital mobilization, credit,
investment, ect. All of these activities are gathered in a unified cycle called that
bank's chain value. The value chain represents the total value, including value
and profit activities. Thus, banks with higher value chains will be able to
generate more profits and it will eventually have greater competitiveness in the
market. The ability to increase chain value depends on many factors such as cost
structure, management process, network and distribution channels as well as
industry structure.

Fourth: Technology

Recently, it has also witnessed a fierce competition to develop payment
accounts, credit cards, electronic payment among banks, through attractive
promotions when using real estate. Products. In the long term, banks that dominate
the market share in electronic payment products not only get a stable base of
customers but also have the opportunity to cross-sell other products. It can be said
that technology plays a key role in the current competitive race of commercial
banks. Banks that apply and adapt well to the development of new technologies in
the industry will create tremendous advantages in retaining old customers as well as
attracting new customers to them.

Fifth: Human resources

Even in the 4.0 era, when machines were expected to replace people in
many stages of the economy, the role of human resources could never be
replaced. Because people are still the center of development. The development of
science and technology, including Al, still has its limits when machines cannot
express emotions. In many studies have shown that customer actions depend on many
factors such as emotions or interaction with bank employees.

However, in order to improve competitiveness, commercial banks need to
ensure both quality and quantity, commercial banks need to develop a human
resource development strategy in accordance with their development
requirements. Accordingly, the creation of a friendly and harmonious working
environment between both competitive and collaborative factors must be calculated
and considered carefully.
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2. Methodology

The scope of this study is to develop a fuzzy MCDM model to solve the
customers’ selection and evaluation about which is the best competitive bank in Vietnam.
We asked 220 random customers (mostly in Hanoi) about their opinion toward various
commercial banks, namely: The bank for foreign trade of Vietnam (VCB), Vietnam
Bank for Industry and Trade (CTG), Joint Stock Commercial bank for Investment and
Development of Vietnam (BIDV), Vietnam Technological and Commercial Join Stock
Bank (TCB), Northern Asia Commercial Joint Stock Bank (BAB), Saigon Hanoi
Commercial Joint Stock Bank (SHB), Military Commercial Joint Stock Bank (MBB)
and Vietnam International Commercial Joint Stock Bank (VIB).

The procedure of the proposed fuzzy MCDM method can be developed as follows:
Step 1: Determine the criteria

In this study, a questionnaire survey is designed in order to determine the most
competitive banks in Vietnam using statistical methods. The respondents will be
policy makers or employees who relative to banking sector and customers.

Step 2: Aggregate importance weights of criteria using the new fuzzy AHP method

Using the collected criteria from step 1, another questionnaire survey is
developed based on pair wise comparisons between criteria. The shortcoming of
existing fuzzy AHP approaches are mentioned in this step. Then, a new fuzzy AHP
method is proposed to determine the importance weights of criteria. The committee
assessed 8 commercial banks through the criteria based on scale for the scoring the
banks of S = (VL, L, M, H, VH) where: VL= very low= (0,1,3), L=low=(1,3,5),
M=medium=(3,5,7), H=high= (5,7,9) and VH=very high= (7,9,10).

Step 3: Normalize the fuzzy decision matrix

To ensure compatibility between averaged ratings and averaged weights, the
averaged ratings are normalized into comparable scales. Suppose i = (@, b3, Gi) g
the performance of investor i on criteria j. The normalized value Xi can then be
denoted as:

Xij :[ﬂ)m)cljyj € By

Ci Ci G

aj 4 a4j .
Xij =Ty T 7J€C7
Cij bij ajj

Whereaj =min; aij,cj =max; Cij,l =1....m; J =1

cost criteria, respectively.

"B and C are benefit and
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Step 4: Construct the weighted normalized fuzzy decision matrix

Considering the different weight of each criterion, the weighted normalized
decision matrix can be computed by multiplying the importance weights of evaluation
criteria and the values in the normalized fuzzy decision matrix. The weighted
normalized decision matrixes S =(du, hi,1) and Se :(dmh“iiz)versus capabilities
criteria (Ci1J=1..
defined as:

=|+1..

"I)and willingness criteria Ci. ] "n)are respectively

1 13
SI1:H;(S.j)m_|:H;XH®WJ’i:]_ ..... myJ:l"I’

1 1

Step 5: Defuzzification

This paper applies a novel ranking approach proposed by Dat et al. (2011) to
defuzzify the final evaluation value of each alternative. The ranking procedure of Dat
et al.’s (2011) method is described as closeness coefficient.

3. Results
3.1. Overview of development of commercial banks in Vietham

The establishment of Vietnam's banking industry is closely linked to the
growth of Vietnam economy. Accordingly, almost immediately after President Ho
Chi Minh read the Declaration of Independence giving birth to the Democratic
Republic of Vietnam, it was almost immediately done to take over Indochina bank to
strengthen and empowering the young government. The establishment of the Credit
Department in 1947 and the State Bank of Vietnam in 1951 were the first
prerequisites for the future development of Vietnam's financial and banking
sector. Since 1945 until now, the banking industry has experienced many events as
well as its transformation. However, in this study, the author only considers the period
of development after 1986 (Doi Moi) so far because in this period, the banking sector
really operates under the market mechanism. Accordingly, the development of the
industry can be divided from 1986 into 5 stages, as follows:

Period 1986-1989

On March 26, 1988, the Council of Ministers issued Decree 53 / HDBT with
the basic orientation of "transforming the banking system completely”. The
organization and apparatus of the State Bank are strengthened and reorganized to
perform the function of state management of money and credit and at the same time
function as banks; specialized banks perform credit business and banking
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services. Accordingly, four commercial banks were established on the basis of
transfer and separation from the State Bank, including: The bank for foreign trade of
Vietnam (VCB), Vietnam Bank for Industry and Trade (CTG), Joint Stock
Commercial bank for Investment and Development of Vietnam (BIDV), Bank for
Agricultural Development (Agribank).

During this period, the competition among banks was very low when the main
task of banks was to ensure the smooth operation of the system.

Period 1990-1996

In May 1990, the State Council passed 2 Banking Ordinance. The banking
system started a strong, fundamental and comprehensive transformation process in
line with the policy of developing the foundation. The State Bank has implemented a
positive interest rate policy, combining the use of indirect and direct control
instruments in operating monetary policy; forming monetary markets; initially
modernizing technology and strengthening human resource for the new banking
systems. Credit is extended to all economic sectors and reaches an average growth
rate of 36% per year, contributing to economic restructuring towards industrialization
and modernization and promoting economic growth in many years.

During this period, the cooperation between Vietnam and international
financial and monetary institutions (IMF, WB, ADB) was re-established. This is the
period when banks start to shape and go into stable orbit. Competition between banks
appeared and increased years by years. The main competitor in this period is to win
good customers such as foreign trade enterprises, manufacturing enterprises with
foreign factors.

Period 1997-2007

In 1997, the National Assembly through the Law on the State Bank of Vietnam
and the Law on Credit Institutions, creating a more fundamental and strong legal
foundation for the banking system to continue to innovate in accordance with the
market mechanism and the association sacrifice.

The State Bank has implemented a flexible monetary policy, contributing to
minimizing the negative impact of the Asian financial crisis in 1997; continue to
improve the operating mechanism of monetary policy, especially the interest rate
management mechanism. The system of credit institutions was rectified and
strengthened, gradually handling outstanding debts and improving financial
capacity. Banking technology has a strong development; The inter-bank electronic
payment system was put into operation officially in May 2002, e-banking services
appeared (E-Banking, Internet banking,...). The State Bank participated in
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negotiations on WTO accession and actively implemented commitments on
international integration in the banking sector.

This is a period that can be said to be an important hinge for the development
of the banking industry in Vietnam when many joint-stock commercial banks are
established, promoting the excitement and competition of the market. This period is
also a period of relatively stable economic development of Vietnam. Therefore, the
demand for capital for business and production has grown well over the years,
creating conditions for the development of the banking and finance sector. Moreover,
the fact that Vietnam has completed the necessary procedures for WTO accession has
created a huge motivation for banks to receive many new competitors from abroad.

2008-2014 period

The financial crisis and global economic recession in 2008 had a very negative
impact on our economy. Implementing the Resolution of the National Assembly and
the Government, the State Bank has operated a proactive and flexible monetary policy,
from prioritizing to curb high inflation in 2008 to focusing on preventing economic
decline in 2009, restore the growth momentum in 2010 and curb inflation, stabilize the
macro economy, support economic growth in 2011 and 2012.

The financial crisis has had certain effects on Vietnam market when some weak
competitive banks were forced to merge or restructure. This is considered to be a form of
improving the competitiveness of banks in the context of their limited capacity.

2014-2018 period

The period 2014 has now emerged with the industrial revolution
4.0. Accordingly, every industry in the economy will be linked together in a huge
information network and the financial-banking industry is not out of that
trend. Machines and artificial intelligence will promise to replace the role of people
in many stages. New services tied to technology are expected to change customers'
financial habits. With such a fast and unpredictable development, banks will have to
be proactive in creating their own competitiveness if they want to survive and develop
in the future.

3.2. The evaluation and selection of the most competitive banks in Vietnam

To evaluate the competition of banks, we asked 5 banking experts to help
building the important weight of criteria. After that, over 200 questionnaires was
used to ask about responses’ opinion about which bank have the greatest competitive
power. The ranking of banks based on the closeness coefficient and it is shown in
below table
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Table 1: The score of each bank under 5 criteria

Bank cost Differentiation Chain Technology Human
advantages value resources
VCB M M L M H
CTG L VH L VH VH
VIB VH VL L VH L
BIDV L VH M M VH
SHB L L L VH L
BAB M L L VH M
TCB L VH L VH VH
MBB M L L VH VH

Table 2: Aggregate weight of criteria and weight normalized decision matrix

Aggregated wights of decision makers matrix

Criteria
D1 D2 D3 D4
Cost advantages | VI Al Al Al
Differentiation Al Al Al Al
Chain value I VI I VI
Technology VI VI I Vi
Human resources | Al Al Al Al

Figure 1: Ranking of the banks

* W Cci, MBB, 0.472

T Cci, TCB, 0.579

A = Cci, BAB, 0.42
A = cci, SHB, 0.401

A = Cci, BIDV, 0.484

A = Cci, vIB, 0.373

T i, TG, 0.582

A = cci, VCB, 0.494
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There are some main findings as follows:

Firstly: The fuzzy-AHP method show that the competitive ranking order is
CTG, TCB, VCB,BIDV, MBB, BAB, SHB, VIB. It is quite easy to understand this
result and it is consistent with the ranking report published by well known rate
agencies such as Moody, Standard and Poors). Four out of eight are well-known and
leading bank in Vietnam baking market.

Secondly: Techcombank (TCB) have nearly same score with CTG. It could be
shown that privated-base commercial banks have equal competitive power as state-
owner-base commercial banks. The findings also suggested that the State bank of
Vietnam should establish fair and competitive market in the future.

4. Recommendations to build the competitive strategy of Vietnamese
commercial banks in the context of integration

As Vietnam integrates toward international market more and more deeply,
itwill face more and more strong competitors and many difficult competitive
strategies. Therefore, in order to deal with these rivals, Viethamese commercial banks
need to figure out what to do in assuming what the opponent will do. Applying game
theory to the management of competitive operations of commercial banks can
determine two competitive strategies including: defense or attack

4.1. Defending strategy

Defensive strategies aim to reduce the ability of other opponents to attack or
divert opponents' attacks into less dangerous areas. It can be said, instead of seeking
to improve the competitive advantage of a business, it becomes more sustainable. The
most effective strategy must be a perfect combination of attack and defense. Defense
strategies that may be considered for use include:

First: Preventive strategy

Preventive strategies are often more effective than other strategies because
they are less expensive than handling consequences. This strategy works by
identifying existing or potential competitors. It is necessary to determine which
competitors are the most dangerous, along with their behavior and behavior. Specific
ways include the following: (i) understand barriers to entry or exit from the market(ii)
Identify opponents. The specifics include answering a series of questions such as who
is the current opponent? and who are potential opponents? (iii) predict the opponent's
"path™ of attack. In this way, Viethamese commercial banks may have ways to cope
with their competitors in the future (iv) show a strong image of defense against
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competitors. This is to create an impression for competitors that businesses always
have clear determination and strategy to deal with competitors' competitive strategies.

Second: Response strategy

Response strategy is the next step to be taken if the strategy to prevent
failure. When blocking is no longer effective, the next strategy needs to cause the
opponent the same damage as ours. It can be said that response strategies are
unwanted businesses but need to be done if they want to compete with rivals. It is
important to predict the opponent's possible reactions when response measures are
taken. In order for the response strategy to be effective, it needs to adhere to some
principles such as (i) respond as soon as possible (ii) find out the opponent's true
move when responding (iii) pay attention to everything challenge both existing and
potential (iv) to respond as a way to gain status.

4.2. Attacking strategy

Attack is a strategy that any bank must do if it wants to compete, dominate its
market share. Attacks can be broken down into attacks and subjugate smaller, faster
competitors than yourself or attack leading opponents. Here, the study only talks
about attacking strong opponents more or less than the banks themselves. Because
the integration of Vietnam has become more and more extensive, Vietnamese
commercial banks have to deal with many competitors with strong capital potential,
good management ability and a large coverage network. Attack strategies can be
considered including:

First: Reshaping

Reshaping is a competitive way through making a difference with competitors
even when the products and services are similar. This strategy is extremely important
in the banking and finance industry when retail products and services are easy to
copy. The more reshaping activities, the higher the bank's competitiveness. Some
ways to reshape Vietnamese commercial banks may include: (i) continuous changes
in services. This is extremely important when the industrial revolution 4.0 completely
changes consumer habits and financial use of customers. Banking services that want
to be competitive need to be inextricably linked to technology and internet devices,
while ensuring the consistency, compatibility and security of all the above platforms
(if) marketing changes. Marketing methods of banks also need to change constantly
to meet customers' changes (iii) changes in the way of operation and operation. Need
to strengthen the online platform, mobile banking and gradually reduce the traditional
operation form. Adding information technology and artificial intelligence to more
operational operations (iv) quickly dominate the new distribution channel. It can be
said that the 4.0 revolution created a new playing field that is relatively equal for
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competitors. The only problem here is who will quickly see new opportunities and
who will quickly gain the most market share of that market.

Second: Redefine

Definition is meant to change the market. Accordingly, banks can choose the
most profitable segment for themselves to compete with rivals. There are 4 methods that
can be used including (i) focusing on one segment. The bank will narrow and focus on a
market that is the strongest and dominate the market share of that segment (ii) integration
or separation. This strategy involves separating the market to expand or narrow the current
activities. These decisions must be based on a benefit-cost analysis to ensure that the ratio
reaches the highest level (iii) geographic redefinition . International economic integration
and technology era 4.0 allow Vietnamese commercial banks to expand their markets to
foreign markets. Currently, Vietnam has commercial banks with enough financial
resources to expand markets to neighboring countries. Therefore, we need to consider
this in our future competitive strategy (iv) horizontal strategy. The horizontal strategy is
to expand the market through links with related industries such as the combination of
banks and insurance into bancassurance. Such horizontal integration will create new
markets for Vietnamese banks.

Third: Forming alliances

In the condition that commercial banks in Vietnam are not really able to
compete directly with strong rivals from abroad, the establishment of alliances is
extremely necessary. A solid alliance will be a condition to take advantage of each
other's comparative advantages to complement its weaknesses. The establishment of
an alliance may be through acquisitions or unions. Whatever the form is, the
prerequisite is to have a strong alliance with specific rules and clear constraints
between the parties to avoid a conflict of interest that leads to the collapse.

It can be said that the application of the above methods needs to be very
flexible because the market when there are many new competitors to join will make
the competition strategies have to change. Therefore, Vietnam's commercial banks
need to pay more attention to market research through either hiring independent
consultants, or establishing specialized units for market research and determination.
Competitive strategy for units by year or even quarterly.
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Abstract:

This paper will provide the overall of banking credit for private sector and
particularly for Small and Mediums Enterprises (SMEs). This paper also focus
analysis what the challenges for the bank credit to SMEs in the pass and the future.
In addition, this paper also explorer what the limitation for SMEs to access the bank
credit. After that, this research will discuss and provide suggestions for Laos
government, Bank of the Lao P.D.R and commercial bank as well as Small and
Mediums Enterprises (SMEs) to promote the banking credit for private sector and
particularly for SMEs in Laos for the future. Therefore, this paper divide in to 3
sessions like as: (1). Introduction, (2). Methodology, (3). The bank credit for Small
and Mediums Enterprises (SMEs): Perspectives and Challenges The prospective and
the challenges, (4). Discussion and Conclusion and (5). References

Key words: bank credit, SMEs, private sector, bank, perspectives and challenges.

Introduction

The main purpose of this paper is to review and assess the bank credit for
private sector especially for Small Medium Enterprise (SEMS) in the period of 2014-
2018. In the recent year, the private sector has importance for development national
economic and become a largest contributor to economic growth accounted for 16
percent of GDP, state owned enterprise (SOC) became the second contributor to
economic growth accounted for 8.2 percent of GDP and the last contributor was state
-private joint ventures accounted for 7.3 percent (www.jclao.com). These figures
demonstrate that the private sector has the more important role to drive economic
growth and therefore bank credit related to promote the private sector’s high growth
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and reduce the poverty of Laos in now day ( Sisomphou, Entitled “Lao PDR’s bank
credit for private sector in the period of 1990-2017: Perspectives and Challenges”,
2018). To recognize the private sector’s role to push the economic growth, the Lao
government focus to promote private sector for driving the national economic
throughout reforms of national business environment like as: improve the legal
system related enterprise areas like: amendment some legal related to enterprise
areas: the promotion of investment law(2016), the accounting law (2013), the Value-
added tax law (2018), tax law (2014), the enterprise law (2013), the promotion SMESs
Law (2011), the commercial bank law (2006), the electronic transactions Law (2012),
the competition enterprise law (2015), stock market law (2012),... (www.na.gov.la).
The 8th Five-Year National Socio-economic Development Plan (2016-2020) “8th
NSEDP” also emphases the role of private sector to contribute for development
economic and significantly contribute for reduction poverty and setup target to
Reduce the household poverty rate to 5 percent and proportion of poor villages to 10
percent by 2020. To achieve the goal that set up in “8th NSEDP” so the total of
investment in society will be achieved at approximately 30% of GDP (approximately
223 trillion Kkip) therefore (1) government budget financed investment 9-11% of total
investment, (2) Loans and grants investment 12-16% of total investment, (3)
Domestic and foreign private sector investment 54-57% of total investment, (4)
Investment through bank credits 19-21% of total investment. According the above
figure of target, the bank sector actively to improve and find the resolutions to reduce
the barriers to promote the credit accession of society especially SMEs or Micro-
enterprise to improve the management capacity and competitiveness.

Implementation was in pursuit of the Resolutions of IX Party Congress,
particularly stability building for the People’s Democratic Republic state and
promoting local ownership. Therefore, the Party’s Central Politburo issued the
Resolution No.03/PCP dated 15 Feb 2012 regarding “Building province as a strategic
unit, district as a strong comprehensive unit and village as a development unit” and the
Government issued the Prime Minister’s Instruction No.16/PM dated 15 June 2012
regarding identification of 15 ministries, 51 districts and 108 villages for piloting from
2012 to 2013. Through three years of the implementation, various sectors at central and
local levels, together with the population, have put their attention to the practical side
of the 3-builds, which are the contributing factors in the development of local
infrastructure and overall change, which can be seen as follows:

» Target ministries and all provinces developed legislation with regard to the
division of responsibility between central and local levels, and between provinces,
districts and villages, especially on benefit sharing on revenue and expenses
management at the local level and budget allocation at the district level. There has
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been a committee in charge of supervising piloting activities in each sector and
locality, acting as a focal point for coordinating, supporting and monitoring the actual
progress of target districts and villages, particularly the division of responsibility to
each level that resulted in gradual increase in local ownership.

* Fifteen target ministries have sent their officials for local visits, both short
and long term, in order to build stronger localities, especially in the areas of
administration, justice, district- and village-level fund management, and to build a
socio-economic development plan and manage government invested projects at
village level.

* Patriotism competition was encouraged and development village built, to
actively support the 3-builds works nationwide.

* 943 government-invested projects were implemented at the 3-builds district
and village levels, with total investment funding of 248 billion kip, to support and
build conditions for various developments.

* The Policy Bank has supplied loans to people for the amount 0f 261.65 billion
Kip to promote commercial productions.

* Party organization and those at village level as well as other working units
within the experimented 3-builds villages have been reorganized for the sake of all
aspects, strengthening political thinking, leadership and management working styles,
implementation of support policy towards unwaged staff and encouraging greater
sense of ownership and responsibility of staff at village level.

» The potential of localities has been explored and expanded, especially the
increase in goods production; organization of production groups linking with
professionals, bank credits and marketing also increased. Granting of ownership,
responsibility and interest sharing to targeted districts and villages has been started,;
especially, the collection of income for the national budget increased in every district
and the targeted 3-builds villages.

* Poverty reduction of the population and the construction of development
villages have progressed, as shown in poverty evaluation and development results
from Decree 309/PM in 2014, that there remained only four poor villages
(Saiphuttana village, Sing district, Bokeo province; Phienghong 8th FIVE-YEAR
NATIONAL SOCIO-ECONOMIC DEVELOPMENT PLAN (2016-2020) 68
village, Nonghad district, Xiengkhouang province;Pajudon village, Taoy district,
Salavan province; and Xiengluang village, Dukkung district, Xekong province).

There are 1,322 poor families, 82 development villages, 109 crime-free
villages and 98 traditional villages. Nevertheless, the actual implementation has been
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slow and was not sufficiently effective due to the legislation on delegation of
authority and responsibility of some central sectors still being too general, some
localities did not take ownership at their local level and were waiting for instruction
from the central level; there is limited capacity of district staff in developing financial
management and a district staff plan; the identification of the pilot districts and
villages was not in accordance with the conditions of the resolution and the
instruction from the higher authorities; and, at the same time, the dissemination of the
resolution and instruction at the local level was delayed, leading to weak practical
implementation by local people (The 8th Five-Year National Socio-economic
Development Plan (2016-2020) “8th NSEDP”). Therefore to ensure the implement of 3
built of Lao People's Revolutionary Party (LPRP) “Building province as a strategic unit,
district as a strong comprehensive unit and village as a development unit” that the bank
sector also become a necessary sector beside other sector. Particularly to supply credit
for public project and private project as well as SMEs.

Characters of private enterprise of Lao PDR is Small Medium Enterprise
(SMEs), the most SMEs limit to access financial resource due to low governance -
business operation and small asset that reason to challenge for credit to private sector
or SMEs (Phouphet Kyophilavong, 2008) and according to report SMEs around more
than 90 percent of total register firm were faced the obstacles to access bank credit
(www.xinhuanet.com, news on 28/6/2018).

In addition, 23rd August 2018, H.E. Thongloun Sisoulith, Prime Minister of
the Lao PDR had enacted the Order NO: 12/PN related the implement of 8 measures
to push economic growth. The 5th measure of the Order to promote SMEs and
domestic production and the detail like:

1). Continues amendment the Degree of the promotion fund for SMEs to
improve the policies, mechanism and measures for development SMEs to
implementing effective SME policies to push inclusive growth.

2). To develop the SMEs fund and push the owned commercial bank and the
commercial bank to contribute credit for SMEs.

Thereby, authors chose to research “The bank credit for Small and Mediums
Enterprises (SMEs) in the period of 2014-2018: Perspectives and Challenges” to
explorer what perspectives and challenges as well as suggestions to promote bank
credit to private sector in general and particularly to SMEs in future.

2. Methodology

Authors will collect the statistic and figure about bank credit in the period of
2014-2018. The bank credit will collected from annually financial report of each
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banks of Laos bank system but exclude the policy bank (PB). Author analyze and
compare the amount of bank credit for SMEs to the total credit or to bank credit for
public sector. To make clearly the trend of bank credit for SMEs in the future. Author
focus to describe the status of bank credit for SMEs in the period of 2014-2018 like
as prospective and challenges.

3. The bank credit for Small and Mediums Enterprises (SMESs):
Perspectives and Challenges.

3.1. The prospective.

The bank credit for private sector which increasing trend year by year. The bank
credit for private sector not only contribute to a large enterprise but also Small Medium
Enterprise (SMESs). The bank credit for private sector not only provide credit for the large
city and large province but also contribute credit to rural areas forward facilitate for
enterprise and households access formal financial services and reducing poverty (ADB,
2015). Furthermore, the bank credit for private sector contribute directly to private
enterprises improve themself to enhance their efficiency, extend business operation and
promote their competitive capacity on globalization context.

Moreover, the bank credit for the private sector has the role in reduction of
imbalance of economic structure ownership (between state owned enterprise and private
enterprise) toward reducing monopoly in national economy and promote domestic
competition. In period 1975-1986, economy of Lao P.D.R was the centrally planned
economy which support from Soviet. There was only state owned enterprise and no
private enterprise, the economy was dominated 100 percent by state owned enterprise
(SOE). There was a less completion and none credit for private sector. Therefore, in
period 1983-1986, GDP average was approximately 53.77 billion kip (US$
6,437,978.93) and GDP growth rate average was around 4 percent (ADB, Key indicator,
1985-2017). In period between 1986 and 2017), Economic of Lao P.D.R had transited
from the centrally planned economy to market-oriented economy under New Economic
Mechanism (NEM). We recognized various of owned enterprise in economy. In this
period, the bank credit for private sector had growth in every year.

The bank credit for private sector contributed to promote private sector
improve themself, enhance their competitive capacity and business operation, as well
as promote Small Medium Enterprise (SMEs) and Micro Enterprise access formal
financial services. Therefore, the private sector becomes a largest contributor to
economic growth and plays a key role in creating economic. Average GDP increase
as follow: 53.8 billion kip, 682,06 billion kip, 81,609.9 billion kip in 1982, 1992,
2012 and 2017 which growth rate average around 6.5 percent in period from 1990 to
2017 (ADB, key indicator, 1985-2017).
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3.2. The challenges for bank credit to Small Medium Enterprise (SME)

3.2.1. The challenges from the bank system

The banking system of Lao P.D.R has been dominated by the state-owned
commercial bank (SCOBSs) in assets, deposits as well as credits. More than 7 years
after banking system reforms initiated in 1988, the state owned commercial (SCOBS)
had a large Non Performing Loans which collected from the centrally planned
economy. On the other hand, SCOBs a large Non Performing Loans due to a weak
cooperation, business operation, risk management, governance, etc. In early 1990s the
SCOBs were insolvency seriously. At the time, BOL continued to extend credit to
support the government irrigation project throughout budget in 1998 which significant
credit volume to government 171 billion kip and to irrigation project 147 billion Kip
they were around a half of the new credit extend 1998. (IMF,2000,2002).

Lao P.D.R always faces the a fiscal deficit and a current account deficit during
in period between 1985 and 2017 which a fiscal deficit averaged approximately 5-6
percent of GDP and a current account deficit averaged approximately 300-350
percent of GDP (ADB, Key indicator, 1985-2017). In front of challenges, the
government of Lao P.D.R used to intervene the banking system by lending direct to
SOEs and refinancing budget by fund from banking sector (IMF, 2000, 2002, 2004).
These problems increased significantly in recent years when slower economic growth
due to government of Lao P.D.R conducted policies limit investment in forest and
mining sector so the revenue may significantly affect. Therefore, the government
could not play for public project then enterprise default with the commercial banks and
SOCBs dominated and main contributor a credit to government project then SOCBs
are faced insolvency seriously this situation authors call “Triangular debt” it mean
that the government was debt to enterprise (contractors) and enterprise (contractors)
were a debt to commercial banks. Before 2014, the situations occurred a lot, and now
day Lao government of Lao P.D.R commitment to stop using baking refinancing the
budget or limit lending direct to SOEs. Although, in practice the SOCBs provided
credit to the private companies were contractor of the government project, but the real
borrowers were the government. This situation call “Disguised fiscal deficit financing
by the banking sector” (IMF,2017; JACA, 2005). The above challenges always affect
directly and indirectly to the bank credit for private sector.

On the other hand, the banking system of characterize of the Lao P.D.R that
the bank of the Lao PDR (BOL) less autonomy. According to previously BOL law
(Enacted in 1990 and first amendment in 1995), BOL’s all key monetary policies,
action plans and strategy before implementation it should be approved by the
government normally this process take long time. To improve this situation, BOL law
in 2018, as amended by the Second. However, BOL has less autonomy because the
governor is a member of the Council of Ministers and is responsible before the
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government for success and shortcomings in the implementation of his/her duties in
accordance with the Law on the Government of Lao P.D.R. BOL has duties state
management of monetary policy and banking sector across the country (BOL law,
2018). The domestic banking market were dominated by SCOBs the from 1988 to
date, so the banking system has less competition inefficient therefore it will limit or
challenge to contribute credit to economy and specifically credit to private sector.

The above situation, it deems the main cause to explain why the banking
system of Lao PDR is uncompetitive and inefficient. The banking system was
dominated by SOCBs over banking areas as follow: asset, deposit and credit. In
practice the asset of SOCB:s to total asset of banking system ratio has downtrend but
still too high ratio (more than 40 percent). When compared between the state owned
commercial banks (SOCBs) and the non state owned commercial banks (private
bank, joint venture bank and foreign bank branch) about number bank, asset, deposit
and credit as follow: SOCBs have only 3 banks but market share of asset, deposit and
credit are over 50 percent and none SOCBs have 38 banks but market share of asset,
deposit and credit are less than 49 percent.

Tablel: Summary ratio of asset, deposit and credit of different type of
ownership bank in 2005 and in period 2012-2017.
(Unit: percent to total)

2005 |2012 |20013 |2014 |2015 |2016 |2017

Asset 100 100 100 100 100 100 100
SCOBs 57 56 53 52 46 44 43
Private bank 13 18 19 17 19 18 18
Joint venture bank 7 9 11 10 10 10 10
Foreign bank branch | 23 17 18 21 26 28 28
Deposit 100 100 100 100 100 100 100
SCOBs 66 64 62 59 59 59 59
Private bank 16 17 22 20 21 21 21
Joint venture bank 7 7 8 8 8 8 7
Foreign bank branch | 11 12 8 9 12 12 14
Credit 100 100 100 100 100 100 100
SCOBs 67 65 59 94 47 5 49
Private bank 14 15 19 19 21 20 20
Joint venture bank 6 7 9 9 14 13 13
Foreign bank branch | 13 13 14 17 17 17 17

(www.bol.gov.com.la)
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Figure 1: Ratio of asset of bank in 2005 and in period 2012-2017.
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Figure 2: Ratio of deposit of bank in 2005 and in period 2012-2017.
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Figure 3: Ratio of credit of bank in 2005 and in period 2012-2017.
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However, the non performing loans (NPLs) increased main from state owned
commercial banks account for 60% in 1999 and reduce to 35% in 2005 (Asian Pacific
Rural and Agricultural Credit Association- APRA, 2006)
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3.2.3. The challenges from Small Medium Enterprise (SMEs )

Characters of private enterprise of Lao PDR is Small Medium Enterprise
(SMEs), the most SMEs limit to access financial resource due to low governance -
business operation and small asset that reason to challenge for credit to private sector
or SMEs (Phouphet Kyophilavong, 2008) and according to report SMESs around more
than 90 percent of total register firm were faced the obstacles to access bank credit
(www.xinhuanet.com, news on 28/6/2018). However, in 2000, the commercial bank
law was enacted to promote commercial bank. Impractical, the Lao financial -
banking sector are dominated by state owned enterprise and state owned commercial
bank and they are not active provide credit in rural areas nor microfinance (APRACA,
2006). Therefor, Small Medium Enterprise (SMEs) limit to access the formal
financial sources as well as the bank’s credit. It also reflected from Lao P.D.R was
rank 116 of 189 rated countries in the category “getting credit” when some Asian
countries like Cambodia, Thailand and Vietnam rank 12, 89, 36, respectively
(Kristina Spang, 2015).

Authors summary the main characters of SMEs in Laos: (1). Poor cooperation,
(2) Limit Marketing & Advertising, (4). The low value added goods, (5), The low
skill, (6). Asset Limits, (7). The family business.

4. Discussion and Conclusion

To promote bank credit for private sector, Lao government should develop
economy which sustainable growth. Try to reduce budget deficit, current account
deficit and inflation. Making policies focus on promotion of production goods and
export and promote import goods/material for reproduction. Implement of
commitment to stop lending direct to SOEs completely and refinancing budget deficit
by banking system. Lao government should review the prudential regulator related
promotion of SME access financial fund from the banking system to increase the
bank’s credit to private sector.

The bank of the Lao PDR (BOL) should consider to increase the autonomy in
higher level to operate the monetary policy and continually improve inspection,
supervision and credit risk management. As well as restructure early as possible for
two state owned commercial banks (SOCBs) by privatization to enhance the bank’s
efficiency - operation and also promote more competitor in the banking market
furthermore to promote the bank commercial contribute credit to private sector. To
ensure SMEs could access the financial fund from the banking system, BOL should
facilitate environment for SMEs development and improve their competitive capacity
to ensure support consumer goods/service for domestic market and export in order to
reduce import also improve the payment of balance (POB) as well as reduce current
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account deficit in the future that the most challenge for the exchange rate and
international reserve. Also, actively promote credit to rural area and private sector.
Specially, the commercial banks should have a credit policy in order to promote the
loan for SMEs.

The enterprise play the role of promotion credit to private sector because if the
enterprise have a good performance or a good business operation, it would increase
the enterprise’s rating and let the enterprise access the bank’s credit smoothly in
particular and in general the private sector. Therefore, enterprise should develop and
improve themself to meet the minimum credit criteria of the bank to enhance their
efficiency and limit the non performing loan (NPL). Avoid using the credit which a
wrong purpose, continually improve governance, internal management, credit
management in order to more competitive capacity and profit capacity and it also

contributes to promote the bank’s credit to private sector.
5. Conclusion

Based on The Eighth Five-Year National Socio- Economic Development
Plan (2016-2020), April, 2016, author realized that Lao government has a priority
for promotion of Small Medium Enterprise (SMESs) in order to be strengthening,
development, more competitive and more contribute to socio-economy of Lao P.D.R
in the future and to promote SMEs to access a financial sources is the priority
framework. On the other hand, to achieve the goal of The Eighth Five-Year National
Socio- Economic Development Plan (2016-2020), the total of investment is worth
223,000 trillion kip approximated 30 percent of GDP. Base on financial market
context, Lao P.D.R is bank -based. Therefore, the bank system be main supply credit
channel to investment so to ensure contribution credit to economy smoothly and
efficiency the country need the bank system perform in a full function and more
competition.

To day, private sector increase efficiency and contribute economic growth
beside state owned sector reveal the negative inside their operation. However,
private sector still weak and enterprise is major small medium enterprise account
for 90% of total enterprise (Soukvina Philavanh, 2016). So authorities believed that
through this paper will provide general of economic and banking reforms and
evidence related credit to private sector about advantages and disadvantages will
contribute more understanding of background of bank system and characteristic to
help policy maker issue the policy and measure to promote bank credit for private
sector as well as SMEs.
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Abstract:

Agriculture plays a special role in the economy, providing essential food for
the country's survival and development, ensuring food security and the habitat of the
majority of the population. In the today world’s context with the trend of globalization
and the explosion of technology, the development of high-tech agriculture is a
decisive factor affecting the income and livelihood of farmers, and will increase
competitiveness of agricultural products in the international market, protecting
consumer’s health and ecological environment.

Key word: High technology; Agriculture; High-tech agriculture; environment

1. Introduction

Developing high-tech agricultural is an irreversible trend of the world
agriculture in general and Vietnam's agriculture in particular. That comes from the
advantages of high-tech agriculture compared to traditional agriculture. High-tech
agricultural production creates a large amount of agricultural products, high
productivity, good quality and especially environmentally friendly products; High-
tech agriculture will help farmers to be pro-active in production, reduce dependence
on weather and climate, therefore the scale of production is expanded. High-tech
agricultural development ensures production development associated with consumer
health and ecological protection.

This article focuses on analyzing and assessing the need to develop high-tech
agriculture in Vietnam; achievements and limitations in high-tech agricultural
development in Vietnam at present, from which a number of solutions are proposed.

2. Research method

The article is based on the most general methodology of materialist dialectics
and historical materialism. The article uses specific research methods such as
analysis, statistics, systematization, interpretation, inductive, etc.
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3. Results
3.1. The need to develop high-tech agriculture in Vietnam

Vietnam's agriculture plays a special role in the economy. Agriculture still accounts
for a large proportion of GDP and the labor force, the majority of population live in rural
areas. Over the past years, agriculture has contributed to a large part of the export turnover
of the economy, the value of agricultural exports in 2016 reached 32.1 billion dollar,
exceeding the contribution of crude oil exports. Vietnam's agriculture has become a
"lifesaving force" for the economy and society when the economy is in crisis, maintaining
social stability and improving people's living standards; Vietnam has favorable natural
conditions for agricultural development. However, Vietnam's agriculture has only
increased in quantity, but the quality is still low, the value is not high, mainly exporting
raw agricultural products and there are no strong brands for Vietnamese agricultural
products in the world market. In terms of quantity, the scale of agricultural output is not
large, yet unstable in volume and uneven in quality. The pursuit of long-term output targets
has led to excessive use of inputs (fertilizers, pesticides, growth-stimulating chemicals).
Residues of antibiotics, plant protection drugs, micro-organisms contaminated in
agricultural products are still higher than international standards. The use of banned
substances, chemicals of unknown origin in the production, preservation and processing
of agricultural products is quite common. Quality issues and food hygiene and safety have
become alarming issues. Vietnam has lost shares in some traditional agricultural markets
because the quality of agricultural products does not meet international standards.
Therefore, currently the urgent and necessary issue is to improve the quality and value of
Vietnamese agricultural products through the development of high-tech agriculture.
Regarding its numerous advantages, the development of high-tech agriculture will
enhance the competitiveness of Vietnamese agricultural products to enter the world
market. High-tech agricultural production will create products which meet the
requirements of quantity, quality, standards of food hygiene and safety. The advantages of
economy scale, quality and low cost of high-tech agricultural products are the factors
ensuring that domestic products can compete with imported goods, at least in
transportation and marketing costs.

3.2. Achievements and limitations in high-tech agricultural development in
Vietnam at present

From 2016 to 2018, high-tech agricultural production areas expanded rapidly
in many localities, increasing the proportion of high-tech agricultural products in the
total value of agricultural products of the country. However, high-tech agricultural
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production areas are still limited. High technology has only been applied in a number
of small stages in the chain of production, preliminary processing and preservation
of products, leading to low productivity, quality and agricultural value, lack of
competitiveness and unfriendliness with the environment. As follows:

3.2.1. Achievements

Firstly, changing the face of Vietnam's agriculture, contributing to
transforming from a small-scale and backward Vietnamese agriculture to a more
large-scale and gradually modern agriculture

The emergence and strong investment in high-tech agriculture has changed the
performance of Vietnam's agriculture, shifting from a small-scale, fragmented
agriculture depending on households as a basic economic unit, mainly basing on
manual labor to a commodity agriculture with initial increase in scale and more and
more modern technology. Currently in the agricultural fields in Vietnam, there are
more and more the fields in the region and those of tens, even hundreds of hectares,
the greenhouse fields with modern irrigation technologies, new plant varieties,
hydroponic techniques, using information technology in management and
administration appearing more and more, contributing to improving the living
environment, friendly to the environment. Agricultural products are more diversified,
the scale of production and exchange of agricultural products is larger and the quality
is also higher. The Ministry of Agriculture and Rural Development has confirmed
that currently the contribution of science and technology to the added value of
agriculture accounts for about 35%.

Secondly, contributing to improving labor productivity and economic
efficiency in agriculture, improving people's income and living standards.

The emergence of many high-tech agricultural models has outstanding
productivity and efficiency compared to traditional agricultural production.
Therefore, it helps increase income and improve living standards of people in general
and agricultural residents in particular. The application of modern scientific and
technological achievements also increases the competitiveness of agricultural
products, raises the proportion of commodity and export agricultural products,
exports of agricultural products become a significant source of foreign currencies
serving the demand for industrialization and modernization of the country. High-tech
agricultural development also ensures food safety and improving public health.

Thirdly, contributing improving the competitiveness of Vietnamese
agricultural products in the world market, increasing foreign currency revenues for
the country.
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Thanks to the development of high-tech agriculture in the past time, the
product quality is higher, meeting many strict standards for agricultural products,
therefore increasing the competitiveness of Vietnamese agricultural products in the
world market. This is reflected in the increasing value of agricultural exports over the
past years. In 2015, the agricultural sector had an export value of about 30.14 billion
dollars. By 2017, the value of agricultural exports was 36 billion dollars and in 2018,
the value of agricultural exports was worth 40 billion dollars, larger than the export
value of 2017. Foreign currency revenue from agricultural exports tends to increase,
surpassing the revenue from Vietnam's crude oil exports.

In addition, improving the competitiveness of Vietnamese agricultural
products is reflected in the expansion of agricultural export markets: instead of
focusing on traditional agricultural markets, which does not require too high quality
like Chinese market. Vietnam is gradually expanding its market to other countries,
target markets that require higher quality products and of course selling at higher
prices such as the US, European, Australian, and Japanese markets, etc, namely
exporting dragon fruits to the Australian market; star apples, cloth, mangoes to the
US market; passion fruit to the French market, vegetables to the Arab market, etc,
the growth rate of export volume of vegetables and fruits has increased at an
amazing speed.

Fourthly, changing the thinking of managers, businesses and farmers in
agricultural development.

The development of high-tech agriculture changes the ways of thinking for
agricultural development of both the state, businesses and farmers.

For the state, agricultural development over the past years has shown that
agriculture plays an important role in the economy, as a lifesaver for the economy
when facing economic difficulties, the foundation for the stable economic
development. Therefore, the Government recognizes that agriculture should not be
overlooked, and investment in agriculture should be made, taking advantage of
agriculture, developing agricultural production as a critical point for other
development strategies of the economy. In recent years, the Government has
discussed a lot about agricultural development policies, adjusting and restructuring
agriculture in the direction of large commodity production and high technology
application. Legal documents on planning high-tech agricultural zones and areas, the
study of land law amendment, credit program of 100 trillion for high-tech agricultural
development projects, criteria for identifying high-tech agricultural projects are clear
evidence for this strategy.
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For businesses, the application of technology in agriculture creates a new
business area, a new investment opportunity which can bring high profitability for
businesses. Also with the increase in living standards and income, the society’s
demand for clean, high quality and safe agricultural products is increasing, thus
investing in organic agriculture and high-tech agriculture is one of potential
investment opportunities, capable of increasing profits in the future. As a result,
many large-scale enterprise corporations have been implementing large-scale
investment projects in high-tech agriculture to step forward the development of
this market.

3.2.2. Restrictions

Firstly, high-tech agriculture in Vietnam is still small in scale, only expanding in
the pilot model, not yet in mass-produced model, which is not yet considered as the main
agricultural development trend of our country in the near future.

The current high-tech agricultural models have initially brought about
practical economic efficiency and are gradually becoming a direction for Vietnam's
agriculture. However, high-tech agriculture in Vietnam still reveals many difficulties
and limitations in terms of scale, level and speed of development. The contribution
of high-tech agriculture to the growth of the agricultural sector is not quite high
(highest as Hanoi and Ho Chi Minh City, high-tech agricultural products only account
for 10-15% of total export value agricultural export). Therefore, Vietnam's
agricultural growth has been slowing down recently (accounting for 4.01% in the
period of 1996-2000; 3.83% in the 2001-2005 period; 3.03% in 2006-2010 was; 2.9%
in 2009-2013, 2.4% in 2016 and only 1.2% by 2017). Most agricultural products in
Vietnam are being exported in raw, preliminary processing, with very low value
added, many types of agricultural and forestry products have not been branded in the
international market.

Secondly, the economic efficiency of high-tech agriculture has not been firmly
confirmed due to the large initial investment capital, which faces difficulties in the
product consumption market and involves high investment risks.

In order to develop high-tech agriculture, firstly there must be a large capital
investment for the construction of infrastructure, environmental treatment,
investment in plant and animal breeds, training of workers, introduction and
consumption receptor products, etc. It is estimated that, in addition to the cost of
capital for infrastructure construction, employee training, technology acquisition,
etc., to build a medium-scale livestock farm according to the model of high-tech
agriculture requires from 140 billion VND to 150 billion VND (4-5 times higher than
traditional farms), one hectare of complete greenhouses with watering and fertilizing
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systems and automatic control according to Israeli technology requires at least 10-15
billion VND. A typical example is Vietnam's first high-tech agricultural zone located
in North Tu Liem district (Hanoi), which was put into operation in 2004 with a total
investment of nearly 20 billion VND or a farming project TH True Milk dairy cow
(in 2009) in Nghia Dan (Nghe An) with a total investment of nearly 1.2 billion dollar.

Meanwhile, due to limitations in the capacity to transfer and apply technology,
the software to operate high-tech equipment is not suitable to the characteristics of
each type of plants, animals, soil and climate conditions of each locality, therefore
the productivity of crops and livestock has not promoted its inherent advantages.
According to the models imported from abroad, crop productivity is 3-4 times higher
than traditional cultivation technology in Vietnam, but only increasing from 30% to
100%. This leads to a fact that despite large investment of capital, high investment
costs, productivity is not as high as expected, resulting in high product prices, high-
tech agricultural products facing difficulties in product consumption.

Thirdly, high-tech agriculture also depends heavily on foreign countries

High-tech agriculture is a relatively new field in Vietnam. Therefore, models,
construction and development of high-tech agriculture in Vietnam depend mainly on
foreign countries: from input to output, from the hardware of the technology
(greenhouses, machines, drip irrigation, mist spraying, etc) to operating software. This is
a great difficulty for the development of high-tech agriculture in Vietnam today.

Fourthly, emerging social problems in the process of developing high-tech
agriculture.

High-tech agricultural development in agriculture in Vietnam is only the first
step but many social problems have arisen during the development process. The first
social issue is to create jobs for agricultural workers. Over the past years, there has
been a shift in labor force in agriculture to work in industry and services but the speed
of the change is still slow. The cause of this slow shift is due to the weakness of the
industrial and service sectors in the past years, which has pushed the burden of
employment for the agricultural sector. Agriculture is still the workplace of nearly
50% of the workforce. When developing high-tech agriculture, accelerating the
application of scientific and technological advances to agriculture, the surplus labor
force will increase. For example, TH Group only uses 8 farmers working all day in 1
hectare of high-tech agricultural land compared to traditional agriculture of 20 people,
if the industrial and service areas are not developed fast enough to employ this surplus
workforce, the issue of employment for farmers will become a hindrance to the
development of high-tech agriculture, creating increasing pressure for society.
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Rich and poor diversification takes place strongly in agriculture: Developing
high-tech agriculture requires a large investment, which creates the strong
differentiation among people working in agriculture. Those who have a large amount
of capital, apply high technology in agriculture, produce agricultural products with
good quality, ensure food safety and hygiene are highly competitive, agricultural
products are sold well and profitable. Those with small amount of capital cannot
apply high-tech agriculture, producing products with low competitiveness, low value
and ineffective production, and they will be forced to lease land or work for others to
make a living.

Conflicts of interest between businesses and farmers: high-tech agriculture
involves a sensitive asset in agriculture - land. Characteristics of land ownership in
Vietnam is the land owned by the people, the state is the legal owner and assigned to
the people to use, now the land is now mainly owned by farmers. High-tech
agribusiness businesses who want to have land for business have to lease their use
rights or cooperate with farmers in the production and consumption process. In the
process, conflicts and disputes over economic interests between businesses and
farmers may arise. The conflict is clearly reflected in land rent, land lease term,
implementation of terms in the contract of production and consumption of products
between businesses and farmers. In some cases, farmers' land is idle but when
businesses ask for rent, they ask for very high prices for renting, but farmers also
complain that enterprises rent land for a long time at low prices. If there is a case
where the enterprise signs a contract to cover farmers' products but then does not buy
or if they buy, the price is lower than the market value or the farmer spontaneously
breaks the contract, bringing the farm produce to market when the market is in great
demand and prices are high, etc.

3.3. Solutions to develop high-tech agriculture in Vietnam today

In the upcoming time, to develop high-tech agriculture and achieve good
results, in my opinion, some basic solutions should be implemented as follows:

Firstly, promote the propagation of high-tech agricultural development.

Subjects of implementing high-tech agricultural development are farmers and
enterprises. Therefore, in order to develop high-tech agriculture, the first solution is
to raise the awareness of farmers and businesses about high-tech agriculture. On the
basis of proper perceptions on developing high-tech agriculture, farmers and
businesses will take appropriate actions.

To strengthen and innovate the form of propaganda, dissemination, thorough
grasping and well implementing the guidelines, resolutions and directives of the
Party, policies and laws of the State related to agricultural economic development
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high-tech enterprises, aiming to create a dramatic change in awareness and consensus
in action, change farming habits, resource allocation and coordination of the society's
entire resources on agricultural development high-tech enterprises, especially in key
agricultural areas.

Propaganda on high-tech agriculture should focus on the following contents:

- Propagating the development trend of world agriculture, the trend of changing
domestic and international agricultural demand so that people can actively change the
structure, production models and agricultural cultivation techniques to suit well.

- Propagating the opportunities and challenges of the development of high-
techn agriculture in Vietnam.

- Propagating the orientation, objectives and development solutions of high-
tech agriculture in Vietnam.

- Propagating the State's guidelines and preferential policies for high-tech
agricultural development and administrative conditions and procedures to enjoy such
preferences.

Secondly, improve and perfect the quality of high-tech agricultural
development planning.

High-tech agricultural development is a new issue in agricultural development
in recent years. Vietnam currently does not have its own strategy for developing high-
tech agriculture, but only has the development of high-tech agriculture within the
national socio-economic development strategy and agricultural development
strategy. The Ministry of Agriculture and Rural Development has announced the
planning of high-tech agricultural zones and high-tech agricultural areas until 2020,
but the planning is still not uniform, in which the Prime Minister decides to establish
high-tech agricultural zones, and the Chairman of the provincial People's Committee
signed a decision to establish high-tech agricultural areas. In recent years, there has
been a wave of localities submitting projects of planning high-tech agricultural zones
and areas, leading to spontaneous high-tech agriculture development, not practicing
centralized investment resources for high-tech agricultural development in regions
and localities with advantages.

Thirdly, increasing investment in infrastructure for rural agriculture,
renewing investment mechanisms and exploit, manage and operate infrastructure
projects in agriculture and rural areas.

Infrastructure in agriculture is a fundamental condition to develop high-tech
agriculture. In Vietnam, limitations in infrastructure are a huge development
constraint of the economy in general and high-tech agriculture in particular.
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Therefore, investing in infrastructure of the economy in general and agriculture in
particular is an urgent need for economic development. In the context of limited state
budget resources, the burden of large public debt creates pressure on the investment
in infrastructure projects in agriculture. In the upcoming time, it is necessary to
implement the following solutions: mobilizing investment capital for infrastructure
projects from the private sector; investment in construction of infrastructure works
should be carried out through public bidding, ensuring transparency and efficiency;
It is necessary to implement investment projects in the form of public-private
partnership (PPP) for infrastructure development; exploiting and using synchronous
infrastructure assets, avoiding wasteful and ineffective capital investment, etc.

Fourthly, training high quality human resources for agriculture and rural areas.

In developing high-tech agricultural models, essential elements are capital and
technology. However, using these factors effectively or not depends on people -
quality human resources. As an agricultural country with many advantages from
tropical products, but no yet turn that potential into reality, investing in the process
of training high quality human resources, capable of mastering advanced technology,
applying effectively to production is the decisive factor.

The demand for manpower in agriculture and rural areas is very large. Every
year, the country needs more than one million workers, but only about 9% of the
agricultural and rural staff have university and college degrees; 39.4% intermediate
level and 9.8% primary level, etc. Therefore, in order to promote the development of
high-tech agriculture, in parallel with the promulgation of mechanisms, attention
should be paid to the training of qualified human resources.

Fifthly, promoting research and application of science and technology into
agriculture; renovating the mechanism of scientific and technological management,
creating a driving force for the development of science and technology in rural
agriculture.

In order for high-tech agriculture to grow more steadily in the upcoming time,
we need to have stronger and more synchronous policies.

Firstly, for the ministries and central authorities, it is necessary to complete
synchronously the renewal mechanism and policies to promote scientific and
technological application in agriculture and rural areas; including special policies for
high-tech agriculture. Reviewing and transforming the operating mechanism of
public agricultural science and technology organizations into autonomy and self-
responsibility mechanisms. Research funding for these organizations should not be
allocated annually according to the plan but should be built into a fund managed by
representatives of farmers and management businessman.
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Secondly, focusing on scientific research and technological development,
strengthening the application of high-tech science in agriculture and rural areas.
Science and technology is a very special type of investment, involving potentially
high risk but at the same time promises to bring a large profit. Therefore, it is
advisable to make a plan to set up venture capital funds for promoting technology
research and development.

Thirdly, promote international and domestic cooperation in scientific research
and high technology transfer in agriculture; promoting close links between farmers,
businesses and organizations in the implementation of agricultural production value
chains. Increasing the proportion of investment in science and technology activities
in the agricultural sector.

Fourthly, for localities, it is necessary to plan the local network of public
agricultural science and technology organizations in a proper and efficient manner.
Creating all conditions for agricultural science and technology enterprises to enjoy
maximum incentives and supports when investing in thigh-tech research and
development, joining large-scale production, forming raw material areas, target output
products, technology application, especially high-tech applications in agriculture.

fifthly, perfecting the role of the State in developing high-tech agriculture.

To develop both the quantity and quality of high-tech agricultural production
types, the role of Government in setting up the policy environment is particularly
important. The state needs to create a favorable environment and encourage the
creation and application of high-tech advances in agriculture. Therefore, in the
process of high-tech agricultural development, it is indispensable for the Government
to improve the legal policy to develop high-tech agriculture.

4. Conclusion

Vietnam's agriculture is entering a in-depth development stage with a large
scale of production. This arises the need for the agricultural sector to have a major
revolution to completely change the old production methods. Therefore, the
development of agriculture and rural development is an urgent requirement, the key
to the successful implementation of Vietnam's agricultural restructuring towards
increasing added value and sustainable development in the context of widespread
international integration.

High-tech agricultural development is a way of resolving the conflict between
low agricultural productivity, low quality products, high labor use, low economic
efficiency of traditional agriculture with the application of scientific and
technological achievements to ensure stable agricultural growth with high
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productivity and output, high efficiency and quality; best improving the coordination
between people and resources, taking the advantages of resources to achieve the
greatest efficiency, harmonizing and unifying the social, economic and ecological
environmental benefits.
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Abstract

This study was conducted to analyze the current situation of the
development of Vietnam's rice industry in the current context of international
economic integration, research findings are used as a basis foundation for
proposing and contributing to making Vietnam rice industry more developed. Data
for the research were collected from the annual summary report of the Ministry of
Agriculture and Rural Development, General statistics, data collected and
analyzed to solve research problems.
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1. Introduction

In recent times, agricultural production in general and the rice industry in
particular have achieved certain results; contribute to promoting economic growth
and development, facilitating political stability for the country. According to the
report of the General Statistics Office, period 2010-2017, Vietnam's rice production
has continuously grown thanks to new rice varieties, short-term, meeting the need to
expand the annual cultivation area.

First, Vietnamese rice industry still focuses on increasing output without
focusing on quality and branding

Second, Vietnam rice exports are not always appreciated by international
importers for quality. In fact, the weakest point of Vietnamese rice is the lack of
uniformity in quality, mainly divided by fractured rice grains, commonly 5%, 15%,
25%, Vietnamese rice has an advantage in the market, mainly white rice, long-grain
rice, but no proper name yet. Meanwhile, Vietnam rice export market has long been
dominated by South Asian countries and Southeast Asia, the Middle East, Africa and
Latin America - markets that demand low quality rice.

Third, Vietnam's rice does not yet ensure food safety, producers/ farmers still
misuse of pesticides and fertilizers, making rice quality even more difficult to control.

In addition, when the level of integration of Vietnam becomes more and more
extensive, bilateral and multilateral agreements signed and implemented will open up
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great opportunities for Vietnam's rice industry to penetrate into fastidious markets
like America, Japan, EU ...

But it will also face many challenges such as concerns about quality, food
safety and the level of product positioning in the markets of countries, technical
barriers in developed countries.

Because of the reasons above, research about the current development
situation of Vietnam's rice industry in the context of international economic
integration is now necessary, on that basis, the study will show the achievements and
limitations of Vietnam's rice industry, since then, there is a basis to propose solutions
to further develop Vietnam's rice industry.

2. Research Methodology
2.1. Data collection methods

The data in the research were collected from the General Report of the General
Statistics Office, the final reports of the Ministry of Agriculture and Rural
Development, the General Statistics Office... The scientific research topic final
report, scientific works published in Special journals related to the field: development
of Vietnam rice sector is also used for research.

2.2. Data analysis methods

The research uses descriptive statistical methods, comparison methods,
analytical methods according to the time series in this study to analyze the situation
of development of Vietnam rice industry.

3. Research findings
3.1. The context of international rice supply and demand
3.1.1. The situation of rice production

According to USDA statistics, rice production worldwide has grown steadily
over the past 10 years with an average annual growth rate of 1.37% / year. In 2016,
the total rice output reached 478.65 million tons, up 15% from 417.87 million tons
in 2005 which five countries with the largest rice output include: China, India,
Indonesia, Bangladesh and Vietnam; The total rice production of these five
countries accounts for 73% of the world's total rice production, led by China with
146 million tons, India with 104 million tons and Indonesia, Bangladesh, and
Vietnam respectively 36.65 million tons, 35 million tons and 28.2 million tons.
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Figure 1: Rice production of the top 5 countries leader in the world

Unit: Thousand tons
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According to USDA, world paddy production in 2017 can reach 483.5 million
tons, down 1% compared to 2016 due to a sharp decrease in production in Brazil,
Bangladesh and the US. The main reason for the decline in production in these
countries is due to narrowing the cultivated area and negative effects of weather such
as floods in Bangladesh. The harvested area in the world is about 160.2 million
hectares, decreasing by 0.6 million hectares compared to the previous year. World
average productivity is about 4.46 tons / ha, lower than last year's 4.52 tons / ha.

3.1.2. Consumption situation

According to calculated figures from the USDA, the demand for rice in
the past 10 years has grown steadily, with an average growth rate reached 1.65%
per year. According to estimates, the total rice consumption by country
worldwide reached 485.58 million tons, the top 5 countries accounted for over
70% of the rice consumption by country worldwide. In particular, China's
domestic consumption reached 141.35 million tons, India reached 99.2 million
tons, Indonesia reached 38.65 million tons, Bangladesh reached 35.5 million tons
and Vietnam was 22 million tons.
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Figure 2: Rice Domestic Consumption by top 5 Countries

Unit: Thousand tons
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Rice consumption worldwide in 2017 was around 480.8 million tons, down by
0.6 million tons compared to 2016 and 2.7 million tons lower than output. According
to USDA, rice consumption in this year in Indonesia, Thailand, Nigeria, and the
United States decreased while rice consumption of Chinese, Egyptian, Indian,
Vietnamese, and African increased. Rice consumption in China could reach 142.35
million tons this year, up nearly 1 million tons from the previous year.

Global rice reserves in 2017 can reach 140.7 million tons, up 2.7 million tons
compared to 2016. This is the highest reserve since 2000, the amount of world rice
reserves increased mainly by China. China's total rice reserves in 2017 accounted for
two-thirds of the world's rice reserves (USDA).

3.2. Development of Vietnam rice industry
3.2.1. About Output

From 2008 to 2015, due to rice productivity keep going up along with the
expansion of cultivated area has increased rice production. In 2016 and 2017, rice
productivity decreased slightly due to the impact of weather, sunshine, drought in
2016 and flood this year. In 2016, Vietnam's rice production was about 43.61 million
tons. This success is due to the active innovation in farming methods, boldly applying
science and technology, using productivity varieties to produce, constantly bringing
Vietnam's rice productivity to increase.
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Table 1: Paddy output in whole year by region in the period of 2010 - 2017

Unit: Thousand tons

Years 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Country 40.005,6 | 42.308,5 | 43.737,8 | 44.030,1 | 44.974.6 | 45.091,0 | 43.165,1 | 42.763,4
Red river delta 6.8054 | 6.9659 | 6.881,3 | 6.6554 | 6.759.8 | 6.7295 | 6.5450 | 6.0833
g:;t;ZL”n:;:iLands 3087,8 | 31991 | 32711 | 32656 | 33411 | 3.3368 | 3.4055 | 3.336,4
2‘;::2 g:::::: ?Zr:ejlst 6.152,0 | 65351 | 67272 | 6.599,7 | 7.034,0 | 6.8551 | 6.8422 | 6.997,9
Southeast 13227 | 13612 | 13986 | 13461 | 1.3491 | 13761 | 1.367,4 | 13967
Mekong Delta 215056 | 23.269,5 | 24.320,8 | 25.021,1 | 25.245,6 | 25.583,7 | 23.831,0 | 23.633,5
Central Highlands 10421 | 1.067,7 | 11388 | 1.151,2 | 1.2450 | 12098 | 11740 | 13156

Source: General Statistics Office (GSO)

In 2013 - 2015, Viet Nam rice production by year increased compared to
previous years and the output reached from 44,039.1 to 45,091.0 thousand tons.
Rice growing areas in whole country tend to increase in production during this
period, however, in the North Central and Central Coast regions, rice production
increases unevenly, for example in 2013 the amount of rice in this area was 6,599.7
thousand tons, in 2014 it increased to 7,034.0 thousand tons and in 2015 it was
reduced to 6,855.1 thousand tons. Paddy output in 2015 is estimated at 45.2
million tons, an increase of 240.9 thousand tons compared to the year 2014 due to
the planted area is estimated at 7.8 million hectares, an increase of 18.7 thousand
hectares; productivity reaches 57.7 quintals / ha, an increase of 0.2 quintal / ha.
According to a report of the Ministry of Agriculture and Rural Development, in
2017 rice output is estimated at 42.8 million tons, down 318.3 thousand tons
compared to 2016.

In particular, rice production in the Mekong Delta region reached 23.7 million
tons, accounting for 55.4% of the total rice production in the country.

3.2.2. About Productivity

Currently, Vietnamese rice productivity is the highest in Southeast Asia,
averaging 5.3 tons / ha / crop. Particularly in the winter-spring season, many
provinces such as An Giang, Can Tho, and Dong Thap reach 7.2 - 7.3 tons / ha,
equivalent to the world's largest rice producer like Japan and Korea.
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Table 2: Rice productivity in whole year by region in the period of 2010 - 2017
Unit: Quintals / ha

Years 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
COUNTRY 53,4 | 55,4 | 56,4 | 557 |575 | 57,6 |558 |555
Red river delta 59,2 (60,9 [ 60,4 | 58,9 |60,2 |60,6 |598 |56,8
Northern midlands and mountains | 46,3 | 47,7 | 48,2 | 47,4 | 48,5 |48,8 | 49,9 |49,1
North Central and South 507 | 532 | 544 536 |56,6 |562 |563 |558
Central Coast

Central Highlands 478 | 47,6 | 49,6 | 495 | 52,4 |50,9 [50,3 |54,1
South East 448 |46,4 | 475 | 48,0 {494 |50,4 | 50,6 |514
Mekong Delta 54,7 |1 56,8 | 58,1 [ 576 | 594 |595 |56,2 | 564

Source: General Statistics Office (GSO)

Looking at the table above we can found that our rice productivity tends to
increase throughout the study period but the amount of increase is uneven.
Specifically, in 2010 the national rice productivity reached 53.4 quintals / ha, in 2011
rice productivity increased to 55.4 quintals / ha, and the trend of increasing
productivity lasted until 2015 reached 57.6 quintals / ha, this is the year with the highest
rice yields in the period, but the 2016 and 2017 national rice yields decreased
respectively 55,8 quintals / ha and 55.5 quintals/ ha. In terms of regions, the rice yield
of the Red River Delta region is the highest in country, and in 2011 and 2016 this region
has a productivity of over 60 quintals / ha. In addition, the Northern Midlands and
Mountains region appears to have lower rice yield than other regions in the country,
the productivity of this area reaches 46 - 49 quintals / ha.

More specific, the region with the highest rice yield of winter-spring in our
country is the Mekong Delta region, in the period of 2010 - 2017, this region has an
average rice yield of 67.38 quintals / ha.

Table 3: Rice productivity of winter - spring by region
Unit: quintals / ha

Years 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Red river delta 63.2 |66.9 |66.2 |65.7 | 655 |658 |656 |659
Northern midlands and

. 54 56.8 [56.3 |56.6 |56.1 |56.6 |57.5 |57.5
mountains

North Central and South

Central Coast 57.8 |58.7 |60.2 |59.6 |62.7 |614 |615 |61.1

Central Highlands 569 |522 |58.1 |56.2 |61.2 |56.8 |53.7 |61.3
Southeast 50.3 |519 |52.6 |534 [548 |56.2 |56.4 |56.8
Mekong Delta 65.7 |669 |68.6 |684 |716 |71.3 |63.9 |62.6

Source: General Statistics Office (GSO)
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In the Northern area, the rice productivity of winter-spring is quite high, the
average rice yield of winter-spring is over 56 quintals / ha, partly due to the water
supply for the production of Winter-Spring crop in the Northern provinces, benefit of
soil preparation, sowing in the right season of the locality. In order to improve the
efficiency of rice production, farmers have selected suitable varieties with high yield
quality, high quality, resistance pests and diseases.

At the same time, apply new technical advances, technical packages in rice
care from fertilizing to forecasting, estimating and preventing pests etc.

3.2.3. About Area

Rice is cultivated in most provinces across the country, the most important rice
producing region in the country is the Mekong Delta (accounting for 56% of
production), the Red River Delta (accounting for 16% of production), and North
Central region and Central coastal region (15% of output).

Table 4: Rice area in year by region in the period of 2010 - 2017

Unit: thousand hectares

[ 2010 2011 2012 2013 2014 2015 2016 2017
COUNTRY 7.489,4 |7.655,4 |7.761,2 (7.902,5 |7.816,2 |7.828,0 |7.737,1 |7.708,7
Red river delta 1.150,1 |1.144)5 |1.138,7 |1.129,9 |1.122,7 |1.110,9 |1.094,4 |1.071,4

Northern midlands
and mountains

666,4 |6709 |678,0 |689,2 6892 (6843 |682,6 |679,8

North Central and
South Central Coast

1.214,1 |1.228,8 |1.236,4 |1.230,4 |1.243,8 |1.220,5 |1.215,3 |1.2534

Central Highlands  |217,8 |224,2 |229,7 |232,4 237,8 2375 |233,3 |243/4

Southeast 2951 |293,1 (294,4 |280,3 273,2 2733 |270,4 |2719

Mekong Delta 3.945,9 |4.093,9 [4.184,0 |4.340,3 [4.249,5 |4.301,5 |4.241,1 |4.188,8

Source: General Statistics Office (GSO)

The table shows that the rice area in 4 years from 2010 to 2013 has been
continuously expanded, increasing from 7,489.4 thousand hectares to 7,902.5
thousand hectares, the average annual growth rate reached 2.72 %/year. However,
from 2014 to 2017, the rice area tends to shrink, being from 7,902.5 thousand hectares
in 2014 to 7,816.2 thousand hectares in 2015 and by 2017, the rice area will be
reduced to 7,708.7 thousand hectares. This is also the lowest rice area in the country
during the study period.

However, at present, the rice area cultivation in the Mekong Delta tends to
narrow down compared to the 1980s and 1990s. Instead, the area of 3 season intensive
crop land significantly increased. In the period of 2010 - 2014, the area of paddy land
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of the region decreased by 14 thousand hectares (average reduction rate of 0.18% /
year). In particular, paddy land decreased mainly in Ca Mau province (down 21.5
thousand hectares), Tien Giang (down 3.7 thousand hectares), 4 provinces (Tra Vinh,
Can Tho, An Giang and Hau Giang decreased from 0, 1 - 0.4 thousand hectares), Bac
Lieu has stable paddy land area (77.6 thousand hectares); The remaining 6 provinces
have rice area increased from 0.1 to 4.9 thousand ha.

The reason for the reduction of paddy land in this area is because rice land has
been strongly converted to non-agricultural land while unused land is no longer able
to exploit to supplement the rice land region. In the long term, besides to the loss of
paddy land due to the effects of climate change, the demand for non-agricultural land
will increase and continue to be taken into paddy land, so there must be a reasonable
plan to use. In the period 2005 - 2014, rice area of the region increased by 4.4
thousand ha (average growth rate of 0.03% / year).

4. Recommendations

To develop Vietnam rice industry, from the research findings, the author
proposes some recommendations as follows:

First, the government needs to open more training courses on rice care
techniques to help people access more modern techniques.

Secondly, for households, they also need to access market requirements for
rice products.

Thirdly, famers also need to improve more professional and technical
knowledge to meet the requirements of production, thereby creating products with
hight quality to meet market requirements.
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SOME FEATURES OF TRADITIONAL WEAVING IN VIETNAM
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Abstract:

Vietnam is a traditional agricultural country, associated with the traditional
village, the traditional handicraft industry, from the past up to now it has always in
an important role in socio-economic structure. In many traditional handicraft
industries, traditional silk weaving in Vietnam has been well known in the world for
its silk products. During the French colonial period, Van Phuc Silk was present at
major exhibitions of colonial countries in Marseille (1928), Paris (1931-1938),
Cambodia, Indonesia, Laos... Today, traditional weaving is less the same but still
plays an important role in the structure of import and export of Vietnam textile and
apparel industry.

Key words: Traditional weaving, Silk, craft villages economic, handicrafts, villages.

1. Introdution.

Traditional weaving has a long history. In the records of feudal historians it
has been evident from the post-independence era (10th century) that the silk carnation
was very developed. By the middle of the eleventh century, silk had become an
important economic sector for state income. The Ly dynasty was established the
exchequer to oversee the production and taxation of silk as a manifestation of the
strong development of silk weaving. Up to the Tran-Ho period, mulberry trees and
silk weaving were closely associated with each Vietnamese family as an integral part
of the agrarian economy. The old record says “every year the mulberry grows for
silkworm rearing, each household has three hectares.” King Le has three times
promoted for agricultural production and silkworm cultivation for weaving in 1461,
1485, and 1498. A mandarin guard system was organized to the commune level to
promote the farming land, silkworm cultivation, weaving silk. Planting mulberry and
silkworm cultivation for weaving are also strongly encouraged by the Nguyen
dynasty. In 1834, he released a motto: “advise the farmer to be hardworking able to
have enough to eat, to take care of the silkworm cultivation in order to have enough
to wear” (2). Thus, feudal dynasties attach great importance to the silkworm trade, by
which the weaving industry has developed conditions leading to the birth of famous
weaving centers throughout our country, including Van Phuc. Over time, weaving is
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growing. Originally from the traditional looms, traditional weaving techniques
gradually developed from low to high, from primitive to sophisticated, from simple
to complex, from the family occupation has become a professional village of weaving
products for serving the upper class and export to foreign countries. Besides the
improvement of looms, the process of creating patterns, searching for fibers
combined with silk has created the diversity of traditional weaving products in
Vietnam. In this article, the author will go more deeply about the silk weaving of Van
Phuc village, now in the Van Phuc Ward, Ha Dong District, Hanoi is a well-known
traditional silk weaving village with many products. It can be used at major trade fairs
in the world.

2. Method

The author collects historical data on the economic and social situation of
traditional handicraft villages in general and silk weaving in particular, relevant
documents for research problems.

Survey and fielding some nearby handicraft villages that are influential and related
to economic and social development of traditional handicraft villages, especially VVan Phuc
silk weaving villages and neighboring traditional weaving villages, the author has an
overview of the evolution of weaving through the ages in history.

Research on the main issues of Vietnamese traditional silk weaving on the
investment of French capitalists with traditional weaving traditions, which led to the
shift of economic sectors in the traditional weaving industry, led to the transformation
of economic and social stratification in craft villages

The author uses the method of historical materialism to study the formation,
existence and development of the traditional silk weaving village. Based on the natural
conditions, social history, culture, factors affecting the economic, social and cultural
transformation of traditional silk weaving in Vietnam.

In order to solve the problems, the author uses the historical method, logical
method and combination with different methods.

Historical methods, logical methods, comparative methods, survey
methods, fieldwork, interview methods: Retrospective interviews and in-depth
contemporary interviews. The subjects we interviewed were diversified in terms of
economic conditions, social status, age, gender, etc. Especially we interviewed well-
known artisans and village elders to understand clear history of custom, experience
in production and life

On that basis, to clarify the outstanding features of the socio-economic
transformation of traditional craft villages in order to clarify the role of the handicraft
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economy of the village, introducing traditional and characteristics of economic, sociality,
politic, culture in order to further clarify the history of Vietnam's handicraft industry and
at the present.

3. Results.

Before the French colonial invasion, the silk industry in our country has
developed strongly. In 1642, Alexandre de Rhodes was surprised at the production of
silk and silk products in our country. So immediately after pacification our country, the
French colonialists immediately thought of exploiting silk because it was “a matter of
grave importance in terms of abundant technological and commercial resources in the
North, because the production of fine silk will bring a great property, and chambers of
commerce will increase prices compare to the present by 20 to 30%” said Paul Bert,
Governor of Central-North Area at the meeting of August 31, 1886 of the Central and
North Research Committee for Agriculture, Industry and Trade. In order to better serve
the exploitation of silk, France has established a Silk Sub-Committee. In the report of
December 2, 1886, the Silk Subcommittee said: “The problem of silk in North plays the
second most important role after rice, so you could find that there is less produce which
Is more worth considering and thinking than silks"(8). During the French colonial period,
silk was encouraged for support. The silkworm in the first decade of the twentieth
century was ““strongly encouraged for support”. In 1894, the Governor Delanessan issued
a decree granting subsidies to silk producers. From 1905 to 1909, the French government
exempted tax from silkworm cultivation, then set up model silkworm cultivation, and
set up good silkworm farms to supply silk producer...

Why is there such a positive help? This is because during this time, the
silkworm craft, the French silkworm, has difficulty in supplying silk to silk mills, so
they have to promote silk worming in Vietnam to supply raw materials for factories
in the country.

Silk worming, silk weaving can be said to have developed in history in many
rural areas of Vietnam. After 1905 the French government took many measures to
support and encourage the silk industry by exempting and reducing taxes. The French
invested and established many silk quilting facilities from the North to the South such
as Phu Lang Thuong (1905), Bach Hac (1914), Kien An (1916)... Since 1926, the
French have spent 38.000 VND (piaster) to encourage silk worming, opened 3 models
silkworm factories in Hue, Vinh, Binh Dinh. As can be seen in the French domination,
the French have identified and soon seen the silk worming, silk weaving could
develop and brought great benefits for French capitalists. French capitalists have
actively invested capital and expanded production. Until 1923, the sum of money
from the entire Indochinese budget for silk weaving in the North was 702.000 francs.
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in the Central was 123.000 francs. in the South was 129.000 Francs....With this
source of capital, it has promoted the development of silk factories and companies
throughout Vietnam such as Nam Dinh Silk Textile Joint Stock Conpany, Phu Phong
(Binh Dinh), Tan Chau (Chau Doc), Dong Ich (Thai Binh).... It was clear that the
French authorities really wanted to restore and develop the silk weaving industry in
the hope of earning more for the French and some bourgeoisie in Vietnam. In 1926,
the amount of silk exports was 68.000 kg of raw silk and 85.000 kg of wasted silk,
worth 11.500.000 francs. In 1919, the value of the exported silk was only 4.237.000
francs. That meant almost three times the reduction. 80% of this silk was exported to
France and 20% to Thailand (1). Looking at the export of silk from silkworm, from
1909 to 1929 this number proved a relatively good development.

Table 1: Export silk
(Calculated by Kg)

Year South North Central Vietnam
1909 1.064 3.847 4.575 9.486
1910 724 4.255 6.008 10.987
1911 1.510 4.265 6.688 12.463
1912 6.439 1.741 9.407 17.577
1913 1.031 1.406 12.741 15.178
1929 - - - 39.400

(Source: Cited follow Phan Gia Ben. (1995). Preliminary history of Vietnamese
handicraft development, Publishers of literature, history and geography, p.15)

Export silk in 1929 increased more than two times, the highest in 1912.
However, it was only export, not official production. Production numbers are
unfortunately very rare, but if true, there is a significant increase in the
production of silkworm and weaving. The number of silk types produced in 1918
is as follows (7).

Table 2: The number of silk types produced in 1918
(Calculated by Kg)

Type of silk South North Central Vietnam
Fresh silkworm 2.940.000 1.800.000 751.000 4.491.000
Raw silkworm 117.600 72.000 30.040 219.640
Rag 147.000 90.000 37.550 274.550
Original silk

(Source: Cited follow Phan Gia Ben. (1995). Preliminary history of Vietnamese
handicraft development, Publishers of literature, history and geography, p.11)
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In general, in the period 1919-1930, silk weaving in Vietnam was maintained
and developed despite the recession (1923 - 1924) caused by the competition for
artificial silk, because the international market price is lower and because of the war.
This profession was not actually demolished and the French government actually
created good conditions for the maintenance and development of silk worming and
weaving. Basically, this occupation is still widespread among the people, but a
number of localities have been sub-techized, with few new machines and new
improved technology. Some Vietnamese participate in this profession as bourgeois
owners. These are new features of this historical period, and in terms of production,
silk output has grown more than in the previous period.

For textile fabrics

The cultivation of cotton plant and weaving is a very popular traditional crafts
in every villages. Historical periods have shown that French bourgeoisies have
penetrated very early in cotton and weaving industry with companies such as Sociéte
Cotonniere du Tonkin, Société Cotonniere de Saigon, Delignon v .v... France wanted
to gain dominance in this industry, so Dupré's Tonkin Cotton Group was granted
exclusive rights to produce yarns in Indochina. French companies have exclusive rights
to cotton and cotton textile, so Vietnamese textile factories have to rely on French
companies for raw materials. Therefore, only the family at the countryside or villages in
the specialized weaving can be possible to take advantage of the raw material through
scattered cotton planting in all areas. In other words, cotton cultivation in rural Vietnam
is sufficient for self-growers and for specialized weaving villages with close ties to rural
areas. The textile manufacturers of the French bourgeoisies and a large bourgeoisie in
Vietnam must use cotton fiber imported from abroad.

As for silk weaving, after the First World War was promoted more strongly.
French colonialists in Indochina held fairs, exhibitions, examinations... and awarded
certificates of merit... at the same time spreading the propaganda for the “revival of
technology” of them. Due to this, weaving is encouraged because this profession only
has to invest a little money, cheap labor to exploit the skillful skills workmanship so
the profits are very high. A deep cause for France's support for the development of
traditional villages is to make the villages “peaceful”, not stand up against French
domination, without the inexperienced and vulnerable; Hoang Trong Phu himself
once remarked that “during the 1930s (all the traditional craft villages stand out for
their peaceful character” (5). With such a goal, Hoang Trong Phu opened a local art
handicraft school in Ha Dong and encouraged most of the province to promote
handicraft, especially traditional crafts. The governor of Ha Dong Hoang Trong Phu
then Vi Van Dinh (as the governor from 1938 to 1941) and son in law of Hoang Trong
Phu named Ho Dac Diem (1941 - August 1945) selected some leading villages
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become “model village” and apply the policy “technology revival”. Van Phuc Village
is a traditional silk weaving village, located near the provincial capital, so it was
quickly chosen and built into a model village.

Van Phuc textile village has long been popular with kings and people. “We
met Mr. Do Van Ai, the grandson of Mr. Do Van Suu. Mr.Ai is just a normal
craftsman in Van Phuc village. Poor and without property, he just had only a few
tools used to weave was left by his grandfather at the bottom of a rotted box. Mr. Ai
was given the necessary help to restore this precious technology” (4). In 1921, it was
considered to be the year of renaissance of the weaving business in VVan Phuc village.
The village has two textile workshops going into production. One is directed by Mr.
Do Van Al, one is in charged by Mr. Nguyen Manh Khang with Van Phuc village

The achievements of the above mentioned need to mention the role of the
governor Hoang Trong Phu in the “technology revival” in Ha Dong, Especially in
Van Phuc weaving profession he was most interested. In his commentary on Ha Dong
province, Ha Dong Trade Center has commented on the work of Hoang Trong Phu
as follows: “By the development of handicrafts brought by him, facilitate the
initiative, help with cash, often raising the individual's profit for the small capital that
artisans need to practice their profession, he tightens his family relationship with
benefits, making people busy working against the keeping one’s hands in pockets
situation. The economic prosperity of the province has helped the local head of this
locality a lot in its political activities.” (3)

Hoang Trong Phu actively encouraged the propagation of silk weaving in Van
Phuc with French rulers, the Governor-General of Indochina, the governor of Tonkin
and foreigners. He took them to visit the traditional weaving of Van Phuc. He
suggested to the French Government and the government to grant certificates of merit
and dignity to the skilled workers.

Hoang Trong Phu also asked the French Government to pay all expenses for
Van Phuc to display the goods for sale at exhibitions inside and outside the country:
Ha Dong Fair (1935), Auction in Hanoi, The Nam Vang fairs in Cambodia, Vientiane
in Laos, Bolavia in Indonesia (1939), the Marseille exhibition (1928) in France, the
French colonial handicrafts exhibition in Paris for the first time (1931), Paris for the
second times (1938).

Hoang Trong Phu also built “Ha Dong Museum House” (later the Ha Tay Party
Committee), including: a beautifully built saleshouse to display Ha Dong's
handicrafts including silk, brocade of VVan Phuc for selling, two blocks divided into
many rooms to display the sophisticated crafts, where it is always produced and
ordered on demand. Van Phuc alone is equipped with a weaving loom for customer
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to watch directly. The museum was inaugurated in 1925. The weekdays, especially
on Sunday foreign visitors to watch the technology of production and purchase is
very crowded. Van Phuc's traditional weaving loom is very noticeable.

- The famous Silk Center, where the most famous textile weave at this time.

In order to serve the growing demand of the textile market in VVan Phuc village,
it is more open than the previous looms, which have been improved from the
rudimentary frame, stomping legs, low productivity into yarn-pulling looms, 40 cm
to 60 cm to silk sheet weave of 80cm. From the puller looms are replaced with loathes
using the Zatka Hong Kong locomotive. As a result, productivity and quality increase.
Productivity rises from 3 yards of medium size to 8 yard of large size in one day of a
loom. From the 30s to before World War Il, the number of looms in the village
increased rapidly.

Table 3: Development board of Number of looms in Van Phuc village

Duration Number of looms | Increase (compare to the previous)
Before 1930 320
From 1930 - 1935 500 1.56 times
From 1936 - 1940 1500 3 times

(Source: Van Phuc Ward People’s Committee)

Within four years, from 1930 to 1935, the number of looms increased from 320
looms to 500 looms, an increase of 180 looms, equivalent to = 1.56 times. Over the
next five years (1936 - 1939), an increased more 1.000 looms, raising the total number
of looms to 1.500 looms, increased three times. Compared with La Khe village (Ha
Dong) - a village that in 1884 was King Thieu Tri the official fabric weaving silk for
the State at this time there were only 600 to 700 weaving looms (6).

In addition to domestic sources, Van Phuc imported a large volume of silk
from Britain, France, Japan, China... annually consumes tens of tons of silk, the
highest production of more than million meters of silk.

Van Phuc village was first weaving the, silk, later weaving, satin and silk
weaving, the Van Phuc also used to make clothes to export to Paris. From 1935 to
1936 Van Phuc weaving more wicks. The item is more and more diversified. Men
and women in the village from 16 years old and above all know weaving. The 13-
year-old was able to weave the first silk. However, there are still 3.000 people from
other localities coming to learn and work with 3.000 VVan Phuc people every year.

Van Phuc silk started to compete with the world market, opening up a new
possibility for the village's textile industry. In the feudal period, Van Phuc silk textiles

196



were mostly sold or exchanged at the village's Dinh market. As the textile industry
grows, silk is sold in Do Market (Ha Dong) - a regional market. In the French colonial
period, capitalist elements entered the market in a step by step, breaking the narrow
trading boundaries of a regional nature. At that time, the goods were sold at Hang
Ngang, Hang Dao (Hanoi). Since then, Dinh market and Ha Dong market is no longer
the place to trade silk as bustling as before, Van Phuc textile products mainly sold in
Hanoi. The mode of exchange is conducted in the family unit. The market schedule
is as follows:

Table 4: The regional market schedule

Markets Market Day (lunar calendar)
Hang Ngang, Hang Dao (Hanoi) 1,6

Do Market 5,10

Dinh Market 2,7

(Source: Van Phuc Ward People’s Committee)

In addition to the form of selling in each family is common also in the form of
several families linked together to sell goods. This form appeared in the 30s of the
twentieth century due to the fact that capital goods developed strongly, which made
some small-sized owners in Van Phuc have a lot of capital and a large volume of
textiles, together, they started selling bases for the launch of “Phuc Hop Shop” and
then “Long Van Company”.

Phuc Hop Shop was established in 1930 - 1931, based on ten households in
Van Phuc village with many looms (5-7 looms) linked together for sale in Hanoi.
With a large number of items, the products are diverse: ribbons, tapes, cinnamon,
silk, sa... so their goods are easier to sell and more expensive than those who doing
retail. In the evening, when they return, they divided the turnover amount. The
prestige of this family group is increasing, there are many merchants ordering. At this
time they do not go to Hanoi anymore but their customers from many place came to
Van Phuc to purchase (Hanoi, Hai Phong, Saigon ...) For convenience of trading, they
opened the shop right at the village named Phuc Hop Shop. Sourcing for the initial
sale was weaved by these families. Later on, due to the demand in volume of goods
they bought more in Ha Dong market and in the village. There were guests at Saigon
demanding “Phuc Hop” transport products to there. A trading agent named Long Van
Company of Phuc Hop Shop was born at No. 229 Lagrange Street (behind Ba Den
Pagoda) Saigon

After a period of strong development (1930-1939), until the Second World
War broke out, the import and export of French goods was limited, silk weaving began
to encounter difficulties. Source of raw materials and consumption of products is weak,
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weaving industry tend to go down. By 1945, the August Revolution was successful,
opening a new stage of development for the textile industry.

4. Discussion and conclusion.

Although many traditional villages have disappeared with time, nowadays
statistics show that Vietnam has nearly 2.000 trade villages of the main occupations:
lacquer, ceramics, gold, silver, embroidery, paper, stone wood.... In the silkworm
and silk weaving industry have always played an important role in the level of
traditional handicrafts competition in Vietnam through historical routes. Today,
before the integration period, silk weaving has opened up new opportunities for
development, but facing many challenges before the impact of the goods applied
modern science and technology. The traditional silk weaving industry in Vietnam has
benefited from the competition in the context of major agreements such as AFTA
(ASEAN Free Trade Area) as a multilateral free trade agreement among ASEAN
countries in the spirit of the agreement, the tariff reduction will be reduced to 0- 5%,
gradual elimination of tariff barriers for the majority of commodity groups and
harmonization of customs procedures between such countries so that the goods of
Vietnam in general and traditional textiles in particular will have many opportunities
to target large markets in the region.

In particular, the TPP Agreement (Trans-Pacific Strategic Partnership
Agreement) with the elimination of tariff barriers for tariff lines for Vietnamese
textiles and clothing, the agreement, when put into effect, will create conditions for
these products to penetrate the large market, integrate into the world economy,
contribute significantly to the import-export turnover for Vietnam, generate revenue
The textile and garment development solves many problems of employment, cheap
labor in the Vietnamese market.

In the conference “Trans-Pacific Strategic Partnership Agreement (TPP) and
impact on Vietnamese garment enterprises” was held in Dong Nai by the Vietnam
Textile Association and Dong Nai People's Committee. There are many opinions of
experts that the advantages of the TPP is the wide freedom of goods and import duties
are eliminated completely when the Agreement is in effect.

Textile and garment exports to the US market, the tax rate of 17.5% in the
European market the tax rate is 9.6% in case the output of textile and garment of
Vietnam to this market accounts for less than 17%, if Export turnover exceeds 17%,
the tax rate will automatically adjust to 17.5% the same as the US market.

Vietnam Textile and Garment Association said that the textile and garment
industry is currently conducting surveys on six areas including market, materials,
labor, equipment, management and finance of domestic textiles and garments
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enterprises, to have detailed aggregate data to further participate in negotiations on
the TPP integration process.

Nguyen Van Tuan, Deputy General Secretary of the Vietnam Textile and
Garment Association, said that the export turnover of the textile and garment industry
is now ranked second in the total export turnover of the whole country.

If the textile and garment export turnover in 2011 reached nearly 2 billion
USD, the turnover in 2012 have reached 17.1 billion USD, making Vietnam became
the fifth largest textile and garment exporter in the world.

However, Mr. Tuan also said that the major challenge of Vietnam's textile and
garment industry is the dependence on foreign materials, backward technology
equipment, much dependence on processing.

Some raw materials such as cotton must be imported 99% from the countries’
market; fabric must be imported from 6 billion meters on the total demand is 6.8
billion meters; Fiber material must be imported 50%.

According to the Vietnam Textile and Garment Association, the tariffs for key
export markets of Vietnam are too high. Specifically, in the US textile and garment
export market, the US accounts for 50%, Europe accounts for 17%, Japan 12%, South
Korea 6%, and accounts for 2% for the rest other markets. In particular, the US market
is subject to a tax rate of 17.5% and Europe is 9.6%.

Mr. Nguyen Van Tuan analysis, if after Vietnam signed the TPP Agreement,
the export tax rate of textile and garment products in the United States and markets
of TPP countries will be lifted.

On the other hand, through the TPP Agreement, Vietnam will have the
opportunity to negotiate for the United States and its member countries to open
markets for Vietnamese goods, creating strong leverage to the development of export
and curb trade deficits.

In theory, any country has state-owned enterprises, just different in size and
field of activity. Many people say that the provisions on state-owned enterprises are
aimed at Vietnam and Malaysia, the two countries have regional and world-class
state-owned enterprises, playing an important role in the economy. Malaysia's
constitution provides more favorable conditions for economic activities involving
indigenous peoples, which create many difficult to negotiate the economy. Vietnam
has long been emboldened by state-owned enterprises to take advantage of bank
loans, using resources such as land and a number of monopoly sectors. In this regard,
Vietnam's chief negotiator, Deputy Minister of the Ministry of Industry and Trade,
Mr. Tran Quoc Khanh said that when joining the WTO, we have firm commitments
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on state-owned enterprises. The TPP commitments remain fully aligned with the
reform roadmap for transparency in state-owned enterprises in line with the Party's
and State guidelines and guidelines.

In particular, we need to take note on the problem of the principle of origin of
goods in the TPP: Only items using raw materials within the TPP are entitled to a
preferential tax rate of 0%. The regulation will strike directly in Vietnam's key export
sector is textile and garment.

So far we have relied on cheap labor to compete in the textile and garment
market. The auxiliary industries are almost abandoned to the fact that materials from
China are flooding the Vietnamese market with this situation, the textile and garment
industry - and possibly many other industries - will not be entitled to benefit from the
TPP Agreement. As we are still struggling, many Chinese and Taiwanese businesses
have quickly invested in Vietnam, investing in textile auxiliaries, doubling the
investment of China compare with 2012. From that, Chinese businesses will most
benefit from the commitments of Vietnam, while Vietnamese businesses must
outsource for surface profits.

We do not accept a higher principle of origin for tariff preferences, so in the
short term, Vietnamese enterprises will entitled to benefit, even if that benefits are
not worth much compared with foreign companies holding 98% of the market share
of raw materials. This is a chance, a motivation for businesses to change their thinking
in a comprehensive manner so as not to be eliminated right in the country. In the
textile industry, the textile industry requires huge capital and most polluting. We have
to carefully consider trade-offs to take advantage of this opportunity.

The issues mentioned above are only a small part of the challenges and
opportunities that TPP will bring to Vietnam's textile and garment industry. In the
long term, the strategic agreement of the century will push Vietnam to make strong
changes and reforms in a better direction. In addition to having to compete with
“strong” foreign competitors in many areas, we will have access to a whole new
generation of technology, machinery and materials are huge capital flows into the
economy after the signing of the agreement. The handicraft items in general and
traditional crafts in particular face many opportunities and face many challenges in
the process of integration.

Some recommended solutions to preserve and develop traditional weaving in
the integration process

200



It is necessary to promote the role of the subject, ready to prepare for the
integration of traditional craft villages in general and textile and garment in particular;
must always take the initiative in the process of integration by promoting nimble
dynamism and willingness to compete with major countries. The craftsman must
constantly make effort and creativity from the change of technology and techniques
to produce high quality products but still retain the traditional elements and meet the
tastes of the current market.

It is necessary to have policy support from state management agencies, mass
organizations and social organizations to preserve and develop traditional craft
villages by finding stable output for products of traditional handicraft weaving,
production capital support, production expansion of a larger scope.

The mass organizations should pay attention to the propaganda and education
to raise the awareness of the community in protecting and promoting the village
traditions, enhancing funding for the cultural and historical relics of the village. Need
to introduce the culture and products of the trade village by building up brands, there
Is a gallery showcasing the famous products of artisans. There should be a mechanism
to encourage skilled artisans by giving and rewarding merit.

It is necessary to associate craft villages with tourism development and
services such as the preservation of historical and cultural relics, traditional cultural
space, promoting the branding of traditional craft villages to localities in the country
as well as in the world.

It can be said that the preservation and development of traditional craft villages
in the current context have many opportunities and challenges in the process of
competition with industrial goods in the period of industrialization and modernization.
Along with a number of solutions in general, the State needs a lot of supportive
policies to promote handicraft villages by giving priority to loans, tax incentives...
Production space is also a difficulty that traditional villages want to expand the scale
of production is encountering. Therefore, the State should have mechanisms and
policies to allocate land and contracts to lease land in a stable manner so that
production establishments in traditional craft villages can expand production scale. It
IS necessary to create conditions for traditional craft villages to have access to
information on technology, science and technology and markets; to support capital
and create conditions for trade villages to participate in fairs, exhibitions, seminars...
so that they can access information actively in the process of integration
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Abstract

In terms of theoretical basis, methods of calculating labor productivity such as
labor productivity by value, overall equipment efficiency, factor productivity, and mine
productivity index (MPI) are mentioned in an integrated way. On that basis, the study
focused on assessing the status of productivity of the mining industry in the US, Australia
and some regions in the world according to the mine productivity index method. Finally,
the study proposes a solution to improve the productivity of Vietnam's mining industry
such as changing thinking in increasing productivity, building an effective human
management system and applying appropriate technology.

Keywords: Mining, Productivity, Industry

1. Introduction

Competition is becoming increasingly fierce in a market economy, enterprises
are always trying to find solutions to improve the competitiveness of businesses. One
of the strategic solutions is to improve productivity or labor productivity. This is also
a general picture of enterprises in the mining industry in Vietnam when facing a sharp
decline in the selling price of minerals in the world market. Many solutions to
improve productivity have been introduced by mining enterprises such as increasing
production and reducing production costs. However, these solutions still seem to be
insufficient to help enterprises effectively solve productivity problems. Therefore,
based on research on the productivity of the mineral industry in the world, especially
the mining industry of Australia, the study proposes some solutions to improve
productivity in the Vietnam mining industry.

2. Methodology

Currently, many methods have been applied to calculate the productivity of a
country, an industry or a business. The author summarizes and presents 4 methods of
productivity and labor productivity in the industry / enterprise that have been applied
in the mining industry in Vietnam and in the world.
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2.1. Value based method

According to this method, the labor productivity is calculated by sum up the
output value of money of all products produced by the enterprise or industry. Hence,
labor productivity is calculated by the following formula:

W=Q/T

Where

W: Labor productivity level

Q: is the value of total output, value added or revenue

+ Value of total output is the value of all products produced, including costs
and profits

+ Value added: is the newly created value
+ Revenue is the value earned after selling products

T: employees in enterprises, calculated by day, hour, minute, day-person,
person-hour

Advantages: This method can be used for different types of products including
unfinished products. Overcoming the disadvantages of the method of calculating
labor productivity in kind

Disadvantage:

+ Not encouraging saving materials and using cheap supplies. Where more
expensive supplies or supplies are used, higher productivity levels will be achieved

+ Affected by the calculation of total output by the industrial method. If the
volume of products cooperates with the outside, the structure of products changes
will distort the productivity level of the enterprise itself.

+ Only used in the case of constituting products that do not change or change
little because the composition of products changes will lead to a difference in the
level and speed of labor productivity. When changing from low-cost labor products
with high value to high-labor-consuming products with low value, labor productivity
decreases and vice versa labor productivity increases.

Minerals mining and processing companies are often interested in labor
productivity, measured by output / quantity of labor, but have not paid much attention
to the movement of total materials. The drawback of this measure is that it does not
take into account that the output may be affected by geological conditions such as
reduced ore levels, investment in machinery or the use of tires and explosives, etc.
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2.2. Overall Equipment Effectiveness

Overall equipment effectiveness (OEE) is calculated based on data on
operating and stopping times of machinery.

OEE = Device availability (Availability) x Device performance (Performance)
X Product quality level (Quality)

OEE=AXPxQ

Where

- A = (Actual machine running time / Scheduled running time) x 100%

- P = (Actual capacity / Design capacity) x 100%

- Q = (Quantity of quality products / Quantity of products produced) x 100%

Studies around the world indicate that the average OEE of manufacturing
plants is about 60%. For world-class well-managed factories, OEE must be around
85% or more, with the following components:

- A: the readiness of the device needs to reach 90%
- P: equipment performance needs to reach 95%

- Q: product quality level must reach 99.99%

+ No defective products

+ There is no problem stopping the plan

+ No accidents occurred during operation

+ Enticing all employees into group activities to voluntarily maintain and
improve equipment.

Although this method helps us with meaningful values of machinery
performance such as availability, operation and speed - but this measure focuses on
only one part of the operation. production, not the whole process.

2.3. Total Factor Productivity

To overcome the disadvantages of the above two methods of measuring
productivity, economists also apply a more effective measurement method which is
the total factor productivity (TFP).

TFP is a complex indicator that measures the combination of capital, labor,
inputs and effective management, so the calculation of TFP will indicate the
productivity of all inputs as weak. How much labor, capital, technology and
management factors contribute, how much in productivity growth so that we can
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analyze and offer solutions and recommendations to improve efficiency. business
production of enterprises.

Thus, it can be understood that TFP is an indicator to measure the productivity
of both "labor" and "capital” in a specific activity or for the whole economy. TFP
reflects the progress of science, technology and technology, whereby the increase in
output depends not only on the increase in the quantity of inputs (traditional mode)
but also on the quality of the inputs are labor and capital.

Accordingly, improving TFP is a measure to increase output by improving the
quality of inputs and labor and capital. Along with the same amount of inputs, the
output may be larger thanks to improving the quality of labor, capital and effective
use of these resources. Therefore, TFP increase is associated with the application of
technical advances, technological innovation, improvement of management methods,
improving skills and skills of workers ....

Currently, there are many ways of calculating TFP, but it is common to apply
it under the Cobb-Douglas production function which is considered technically
effective when the output level produced is the maximum that can be obtained from
a set combination of given inputs.

Q= AK“Ll”
Where:

- Q: output

- K: capital

- L: labor

- A, o, B: coefficient

Based on the research results, Asia Productivity Organization (APO) pointed
out that TFP's growth source is mainly based on 5 main factors as follows:

1) Labor quality: Labor quality includes educational qualifications related to the
ability to absorb and apply scientific and technological advances. Therefore, to improve
the quality of labor, enterprises need to focus on; training to improve skills and skills of
workers as well as technology transfer training. Investing in human resources increases
the ability and capacity of the workforce in producing high quality products and services,
which is a very important contributor to the loss of TFP.

i) Changing demand for goods and services: This factor affects TFP through
increasing domestic and export demand for products and goods as an important basis
for optimal use of resources.
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iii) Capital structure changes: This factor requires businesses to increase
investment in advanced technology such as information and communication
technology, modern technology and automation. Thus, capital is invested in high-
productivity fields, thereby improving the efficiency of the economy.

iv) Economic structural change: Economic structural changes related to the
allocation of economic development resources between sectors and economic sectors.
This leads to more resources being allocated to higher productivity sectors or sectors,
thereby contributing to the increase in TFP.

v) Application of scientific and technical advances: The application of
scientific and technical advances will promote creative and innovative activities;
research and develop new products, improve production processes; Advanced
management technology (systems, advanced management tools...). This factor includes
activities such as innovation, research and development, positive working attitudes,
management systems, organizational systems... impact to improve productivity.

Among the 5 main factors contributing to the increase of TFP as mentioned
above, 03 factors are determined to be in the field of science and technology, direct
and strong impacts on organizations and enterprises, namely: Pressure use of
technical advances; Labor quality and capital structure change.

However, for this mineral mining industry, the output is calculated by value
added so it does not take into account two important factors that are the impact of
changes in geological conditions such as ore levels and price of input goods (usually
tends to increase). Mining companies cannot control these two factors, so the
calculation of TFP does not fully reflect the performance and productivity.

2.4. MineLens Productivity Index

In early 2015, in a study on labor productivity in the world mining industry,
experts of McKinsey Consulting Company developed a method to calculate
productivity in mineral mining and processing industry according to mine
productivity index. (MPI-MineLens Productivity Index) to calculate the world
mining industry's productivity, as well as the mining industry of some countries, by
eliminating the decline in ore level and input costs (often trending up).

According to this yield calculation method, the world mining industry's
productivity has decreased by 28% compared to 10 years ago (2004).

Experts say that the mining industry needs a method that can help managers
know whether the company has been operating effectively and can measure
productivity by controllable factors.

The factors that companies in the field of mineral mining and processing can control
are investment capital, labor, production processes, spending on purchases of goods, services
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and organizational methods. manage. This method of measuring productivity has eliminated
the factors affecting productivity such as the fluctuation of ore levels, or further and further
exploitation. These are factors that increase production costs.

The mine productivity index (MPI) is based on the Cobb-Douglas production
function (the production function used to measure the efficiency of the economy).
However, when applied to the mining industry, this production function has been
adapted to be applicable by using variables such as tangible output, number of
employees, net asset value and non-labor costs. The tangible output is measured by
the movement of the overall material so the MPI index is not affected by factors such
as changes in ore levels, stripping rates or prices of goods. These are the factors that
the mining industry cannot control.

3. Current situation of productivity of the mining industry in the world
3.1. The decline in productivity of the mining industry in the world

According to the MineLens Productivity Index Report (MineLens Productivity
Index - MPI) of McKinsey company announced in early 2015 clearly shows the
decline in the ranking of the mining industry's productivity compared to other
industries such as umbrella production. Yields, chemicals, ... Productivity of the
world mining industry has decreased by 28% compared to 10 years ago.

This can be seen clearly when analyzing the productivity of mining, oil & gas,
agriculture and chemical industries in the United States. If taking the labor productivity
index in 2009 is 100, the labor productivity index of the US mining industry is only 92.2
in 2016. While this index of oil and gas industry in 2016 is 141.7 (figure 1).
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Figure 1: Labor productivity in some industries in USA in period 1987-2016

Source: Bureau of Labor Statistics of USA
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When analyzing the productivity of the world mining industry according to the
MPI index, the industry's productivity decreased by 6% / year in the period 2004-
2009 and 0.4% / year in the period of 2010-2013. Thus, the average mining industry
in the world has reduced productivity by 3.5% / year in the period 2004-2009. MPI
data show that the sector is making some headway: its 2014 to 2016 MPI score is
starting to move up from the period of stagnant productivity in the five-year period
from 2009 to 2014 (Figure 2).

MineLens Productivity Index (MPI), index (2004 = 100)
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Figure 2: Productivity of the world mining industry is calculated according to
the MPI index period 2004-2016

Source: Company Annual Report of McKinsey

The main factor leading to the decline in productivity of the world mining
industry is that the mining industry has just come out of the price cycle of minerals
that have increased by more than 50% for 10 years. Higher mineral prices and
increased production lead to mining companies not interested in productivity targets.
This means that increasing production costs to increase output to meet demand is not
a problem that mining companies care about.

The annual average yield decline in the mining industry varies from region to
region (figure 3). The North American region experienced the largest decrease in
productivity by 4.8% per year during the period 2004-2013, followed by the Sub-
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Saharan Africa, with a rate of 4.5%. The mining industry of Australia is also not out
of this trend when the average reduction of 4.2% per year during this period.

... as well as across most major mining geographies.

MineLens Productivity Index,’

compound annual growth rate

—4-1 -4.2
-4.8 4.5
Latin America® Australia® Morth America’ Sub-Saharan Africa®
Productivity performance is calculated from cost data (for capital expenditures and nonlabor
operating costs) using the reported currencies of the mine operators
“Compound annual growth rate (CAGR) is for 2005 to 2012
*CAGR is for 2004 to 2013
"CAGR is for 2006 to 2013
Source: Company annual reports; McKinsey analysis

Figure 3: Labor productivity in the mining sector decreased by regions
Source: Company Annual Report of McKinsey
3.2. Productivity in the Australian mining industry

Applying MPI index to calculate world mining indus