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INTRODUCTION

With the support of the international community, promoting small and
ol m-sized enterprises (SMEs) has been being paid attention by Vietnamese
vernment policy makers and economists for five recent vears. However, there have
t vet an official statistic of SMEs in Vietnam, thus the following figures are the
sul of a draft calculation made by Ministry of Planing and Investment (MPI). In
‘m of capital, labour skill, technology current Vietnamese SMEs reveal bigger
aitations compared to large counterparts. But SMEs initially prove their advantages
unit capital efficiency, a real investment growth rate and mobilisation of domestic
sontrees. It should be emphasised that the weakness of current SMEs principally are
r consequences of government policies toward that kind of business. Therefore on the
sic of analysing SMEs characteristics, I will focus on analysing the SME's economic
vantages and role for economic development in Vietnam, especially at the present
1p¢ The article then points out the policy barriers for developing SMEs in Vietnam
d makes logical recommendations that aim at adjusting such policies to promote
11° (This article is the addition and adjustment of papers delivered by the author on
» International Conference organised by IFEAMA and Vietnam National University,
inot. October 1998).

small and medium sized enterprises (SMEs) in Vietnam: The
aracteristics and role for socio-economic development

Quantities: If the criterion is capital of below 5 billions Vietnam Dong
yproximate to 360.000 USA dollars) and labours of below 200 people as defined by
stnimese government in June 1998, SMEs account for 88,2% (1) of the total
terprises in Vietnam. The number of SME increased sharply for ten first years
180 1996) of Renovation-Doimoi process. Nevertheless, the SMEs' growth rate has
ually been slower compared to large enterprises (LEs) most of which are State
vned Enterprises (SOEs).

Ownership structure: In Vietnam, in many cases, even in economic newspapers
journals, SMEs have been understood and used as a substitute word for non-state
terprises (non-SOEs). This is not exact because SMEs account for 99,4% of private
terprises, 94,6% limited companies but only 42,3% of join-stock companies Moreover,
I s still represent around 70% of the total SOEs.

Production resources: Despite the fact that SMEs represent for a great number of
terprises, SMEs only occupy around 20% the total capital. This justifies why the
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capital of below 360 thousands dollars is very smaller in comparison with those
SMEs in developed countries but SMEs represent a high rate of total enterprig
especially non-SOEs in Vietnam.

With such a small capital, unsurprisingly, SMEs' technologies are geners
backward between 10 and 20 years compared to counterparts over the world. 1
number of labours working in SMEs is approximately 7,8 millions people, counting
around 25-26% of the labour force.

Industrial and regional structure: Far from the reality in industrial countr
where SMEs operate in all regions and many industries, in Vietnam most of SMEs j
concentrate in large cities and operate in industries such as trading, services, f
processing and small construction. A co-operation with large enterprises
subcontracting ones is quite limited. The growth of small industry in rural areas]
been being slow.

The two last characteristics reveal the principal limitations of SMEs in Vletm
Based on these, there existent an official opinion that emphasises the economics
weak competitiveness of SMEs, so under-evaluate the role of SMEs for econol
development. The SMEs’ only significant role, according to them, is a social effect
creating many job opportunities and contributing to the reduction of the h
unemployment rate in Vietnam.

However, in fact the social impact of SMEs in term of creating job have bg
quite limited. As mentioned earlier, the rate of 27% of labour force is obviously ml
lower than the average level of around 70% of that in the developed muntn
Moreover, statistic of SMEs in the past ten years proves that SMEs actually have |
greater economic advantages and role for Vietnam's economic development.

Firstly, a survey made by statistic offices of 12 provinces in 1994 initially poin/
out that in term of capital unit efficiency, the SMEs is twice efficient and contribute
the budget 1.5 times bigger than LEs. This is due to the three following reasons. Fi
SMEs in Vietnam also avoid a high bureaucracy cost caused by many administrati
levels in large counterparts. In other words, model of medium and small scale tal
advantages in administration cost terms. This is especially appropriate for enhancj
the efficiency of enterprises in Vietnam where most of managers lack both knowleq
and experiences of managing enterprises in a market mechanism and managdew
tools are poor. Second, most of SMEs have private ownership that, accordmg
experiences of all countries, usually deliveries higher efficiency than public one ex;atl
in most of large enterprises in Vietnam. Third, SMEs’ training labour cost much lov
than large SOE counterparts. With such a higher profit ratio, nodoubtingly _lf1
current capital access barrier is removed, SMEs sustainably contribute a greater p
to the State budget and GDP than a current moderate share of 25%.

Secondly, with a legally simple way of capital mobilisation, flexible operati
and higher profit ratio, promoting SMEs turns out to be an effective solution
mobilising capital at the initial stages of developing economy, especially at the time
the financial-banking crisis. As pointed out in the Vietnam economy, in the year 19
the Asian financial-monetary crisis resulted in sharply declining FDI that is obviou
the key reason for the fall from 9% to 5,8% of GDP (2). Vietnam Dong deprecial
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arl 30% and therefore its deposit has been flown in to the commercial banks much
wi o than that of USA dellars. The stock market has not operated actually. Large
mestic enterprise’s a real investment rate is very limited as 70% are lost making
it The others are being indirectly subsidised by lower interest rate and the
sortunity cost of extended loans. In such a situation promotion of SMEs has been
ill. effective investment way compared to the others. Nodoubtingly, developing
1 i1s an appropriate and important instrument to mobilise domestic capital,
secially in rural areas where 76% of Vietnam population is living.

Thirdly, developing SMEs leads to two possibilities. In the first case, a number of
1l become independent, competitive companies for current large counterparts and
rrezore reduce monopoly risk in most of key industries of Vietnamese economy. This
because in 1994 government decided to emerge all central SOEs companies within
15 industries into 18 large state-owned companies called 90,91 corporations. But as
shiuwn in the reality of developed countries, developing SMEs both requires and
itriputes to the forming the competitive markets and lower prices in many
lustries. In the second case, SME will be subcontractors for LEs, creating
scuutracting network that delivers high quality, lower cost. In any case, accordingly,
ocation efficiency of social production resources would be delivered.

Sased on the earlier analysis, it could be said that developing SMEs will be an
wential strategy to develop Vietnamese economy. Diseconomy of small business scale
not the decisive barrier as it exists in SMEs in developed countries. The very basic
1s0n 1s government policies toward SMEs. The experiences of countries in which
I ks develop strongly such as Japan or Taiwan pointed that government policies play
important role to support SMEs which were week in the first period of development,
secially after the war. But in Vietnam, government made the heavily subsiding
10y toward large SOEs and forbidding policy for non-SOEs especially in the North
pralonged time. This caused the problem that non-state owned SMEs have faced
favourable production conditions. Further more, even after the Dol moi began, as
n-=0FE, most of SME still have to struggle within an discriminating government
icy environment. That's why it is very difficult for SMEs’ to renovate technology and
»and production.

Such unfavourable policies toward SMEs in Vietnam can be justified by two
wamentals reasons. For one thing, Vietnam policy makers had over-focus on
momy of large production scale or large enterprises. This opinion is the result of the
st prolonged strong impact of production theory and model of Soviet Union’s in the
rth Vietnam and South Korea's very large corporations (chaebol) later, especially
ore the collapse of a number of chaebols in the recent financial crisis. For another, a
‘trine that forbids or over-discriminates private enterprises has been a theoretical
;e of policies toward such enterprises most of which are SMEs. The above cases are
1l two economic examples of an thinking way that is overemphasising one side of
event, 1ssue in Vietnam.

The impacts of principle government policies on SMEs and some
rommendations

The impacts: The policies that have permitted private investment in Vietnam,
wiolly created the new establishment and the fast growth of SMEs most of which
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are private ones during the first ten years of Doimoi process. However, there has
yet any policy supporting specially to SMEs, even specific section for SMEs in al
policies, laws. In fact, criterion of SMEs in Vietnam was only defined by governmen
20 June this year (this explains why there has not yet figures of SMEs publicly gi
by static office). Therefore, SMEs have not only received any preference f
government but most of them, as non-SOEs, have suffered from d:scrxmma;.
government policies that can be rank as the followings.

Credit policy: A survey on SMEs managers opinions Haiphong city }
revealed that biggest barrier for SMEs is the supplementary capital for bum
expansion and technology renovation. This is because credit is the field in which: ﬁ
have to suffer policy discrimination most. Though the situation has been impr;ﬁ
compared to state- owned SMEs, non-state those have to borrow at higher mi:e
rate decided by four largest State commercial banks that hell around 85% of t
credit volume in Vietnam. Moreover, most SMEs have no access to official medb
term and long-term loans at normal interest rate because as non-SOEs, they
restricted by very hard collateral conditions which are usually beyond their finan
capacity. That's why credit from banks only takes around 17% of total credit for 8
compared to 90% of SOEs most of which are LEs (3). This is a vicious circle
developing the majority of SMEs.

Land policy: Land discrimination can be rank second as non-state SMEs rece|
much less land benefits compared to SOEs. While the rent is quite expensive compz
to not only ASEAN countries but developed ones, SOE are provided land free of chi
but SMEs have to buy or rent. More over, after SMEs struggle to get their owne
it is difficult for them to use it as collateral because most of them have not yet
given certificate of using land (under Vietnamese constitution land is not pry
assets). There has not yet industrial zone for SMEs or a lower rent for SMEs the
utilizing capacity of current industrial zones are low and most SMEs have till ta
around for production ground.

Investment policy: In comparison with the Law on Encouraging Dome
Investment promulgated in 1992, the amended one at April 1998 may be assessed
great attempt of Vietnamese government to create more favourable bush
environment for domestic enterprises. These are manifested in the some fo@g
main points:

+ A range of preferential regions and goods are significantly extended,:._,:
means the number of preferential enterprises including SMEs would be grez{w
matter they belong to SOEs or not . -

+ For the first time, eredit investment guarantee fund shall be Lstabllah.e-
deliverer credit preference for the enterprises doing business on preferential gu
helping non-state owned SMEs producing that goods escape [rom the credit wm.
circle as mentioned earlier. b

+ Export-relating and newly established enterprises including SMEs en;oy
exemption on purchasing fixed asset.

However, in term of promoting SMEs', this Law possesses some 1:m1tatmn3
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- Preferential investment criterion still has not SMEs but items and regions.
1o-hy, though the list of preferential enterprises is lengthened, SMEs beyond the list
« ieen facing capital barriers. Even in the section 30, all enterprises enjoy tax
leronee except SMEs employing below 100 labours.

~ Enterprises are entitled to credit support if they lend only from state
imioreial banks. This causes not only inconveniences for borrowing enterprises but
itation for the development of non-state banks including non-state SMEs.

Tax policy: All enterprises including SMEs enjoy only company income tax
mypiion for two first years. There is no a lower tax rate or complete tax exemption
SAEs, thus they have to pay VAT even in the initial period of establishment. This

burden of high average cost for SMEs as in that period they have to bear the high
ot penetrating market and fixed cost but the number of products and revenue are
| small. Germany static posed that a half of SMEs break down in the first business
r. Furthermore, the common income tax rate for domestic enterprises is higher than
101 counterparts by around 7%(32%-25%). It is accepted that a dilemma for policy
i01~ is they have to both encourage domestic enterprises and ensure attractive tax
» tny foreign investment. Such a high tax rate plus difficult access to formal credit as
lveed earlier is a capital barrier for SMEs to renovate technology, not mention that
ks and other domestic enterprises might have to compete with much stronger
' :n a number of industries.

Market and competition policy: As analysed in the first part, the market
ictures in Vietnam are mainly unnatural monopoly. The misuse of market power
L identified in jumped prices of cement, airfares... or persistently high prices of
trieity, telephone, Internet. That goods all are produced by 90,91 corporations.
vever, it 1s anticipated that government regulation to control monopoly power of
L corporations in Vietnam would be very limited. The first reason is the government
4o in regulation of public monopoly corporations even occurred in developed
ntries like the United Kingdom, Australia since the 80 years and recently this
pened for large private commercial banks in Japan, chaebols in South Korea.
sndly, most of Viethamese bureaucrats have not been trained in management as
| 2= policy-making for market economy and receive very low official monthly wage
s as=only much adequate to live for a week. Given such situation, especially while
© lias not yet the anti-monopoly law, it is generally difficult for a part of
namese SMEs to enter, expand business scale and earn profits in a market
unated by such corporations. On the other hand, government has not yet made
cie- to encourage SMEs and large ones have co-operation so that SMEs can
qahise in producing semi-products for LEs, receive assistance of LEs, especially
p stable market.

Same policy recommendations

iased on the earlier analyse of policy barriers for SMEs in Vietnam and the
sriences of developed countries, it can be said that promotion of SMEs and the
vant economic role for socio-economic development just would be enhanced by a
s promoting policy package that has to satisfy both conditions as below.
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The first can be seen as the necessary condition which requires the polic
supporting directly for SMEs:

Program creating credit guarantee fund for SME should be 1mplcmenﬁed fu
and actually come to effect as soon as possible. -

The Law on Promoting SMEs should be enacted. A government department
SMEs should be established to be responsible for collecting more sufficient informat
of SMEs as well as anticipating SMEs-relating matters so that this department cai
be able to actively, directly propose and make government policies supporting SMEs

Giving the complete tax exemption for all newly established SMEs at Ieasg
two first years.

Speeding up the procedure of providing SMEs with the certificates of lﬂ
utilisation right.

There should be policies encouraging LE to assist and use SMEB
subcontractors,

The second is the sufficient condition that means policies creating the favoura;
business environment for all enterprises including SMEs.

A clear, concrete competition policy should be made to create conditions for BM
to enter many industries. Restructuring the 18 corpoerations should be based malnlﬂ
scientific evaluation on both their business and allocative efficiency. e

Excluding decisively discrimination policies toward non-SOEs most of thEJ
being SMEs. Upgrading policy-making capacity for bureaucrats through tram
programs of policy making firstly in the developed countries and then in Vietnam,

Wage policy reform should be made to guarantee that government bureauer
can live on their wages in odder to reduce government-large business collusion t
certainly will causes big damages for public interest and restrict the developmen
SMEs as shown in Asian financial-monetary crisis.

CONCLUSION

Although current SME in Viet nam have disadvantages in capital, tech 0]
management and labour skill, their competitiveness is not too weak as they h
advantages in term of management, labour cost, clear responsibility, benefit
therefore capital unit efficiency. SME also contribute much in actually mobili
domestic capital, enhance competition and efficient co-operation. The weak
SMEs 18 in large part due to discriminating policies toward non-state enterpt‘ise#;;.;:
of which are SMEs. Therefore, if SMEs operate in more favourable policy environm
they will develop, play greater role and contribute much more to higher econo
growth rate of Vietnam.
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NHUNG TAC DONG CUA CAC CHINH SACH NHA NUOC pOI VOI
SU PHAT TRIEN CUA CAC DOANH NGHIEP VUA VA NHO VIET NAM

Pham Quynh Anh
Khoa Kinh té - Dai hoc Quéc gia Ha Noi

(Bai viét nay la két qua cta su chinh ly va bd sung ban tham luan ctaa tac gia tai
thiao Quée t& vé xic tién doanh nghiép vira va nho do Hiép héi Quan li Kinh té
at ['an phéi hop véi Dai hoe Qudc gia Ha Néi to chice thang 10/1998)

‘frong mét s& nam gin diy vai tro cha DN vita & nhé bit ddu dude chi ¥ nhiéu
| ¢ Viét Nam. Tuy nhién lgi thé kinh té caa DN vita & nho so vdi doanh nghiép l16n
vai tro d6i vai su phat trién kinh té ctia ching chua duge phin tich sau sdc. Bai viét
j¢ 11én khai quat cac ddc trung chinh va han ché cia DN vita & nho Viét Nam trén
(i dién s6 lugng, von, trinh do cong nghé, lao dong. Tuy nhién dé danh gia mot
h khach quan, diy da hon tinh kinh t& cia DN vita va nhé va ciing la déng thoi
n bién lai mét quan niém rat phé bién vé tinh canh tranh kinh té& yéu cta loai hinh
nh nghiép nay, tac gia phin tich cac 1¢i thé kinh té cia DN vita & nho Viét Nam
1 1y nhu chi phi quan I, dao tao lao dong thip, ddn dén hiéu qua sit dung von caa
ny cao hon cac doanh nghiép 16n. Tit d6 bai viét cing ¢6 ging If giai vai tro clia viée
t trén DN vita & nho trong viée thic diy ty 1é tang trudng thuc ctia dau tu trong
¢, khai thac néi luc, nang cao tinh canh tranh ctia nén kinh té va st dung nguén luc
cach hiéu qua. Vai tro d6 chua duge phat huy nhiéu moét phan quan trong la do
th sach phan biét déi x{ cua Chinh pht vi trong khi cac chinh siach nay thudng uu
doanh nghiép 16n cong cong thi tuyét dai bo phan doanh nghiép vita & nho d Viét
n iai ¢6 diac diém ngude lai. Phin 2 tac gia phan tich tac déng cha cac chinh sach
can trd dén su phat trién caa SME ¢ Viét Nam nhu chinh sach tin dung, dat dai,

tii. thué, canh tranh va thi truong xép theo thit ty cia mic d6 anh hudng. Trén co
‘0 kién nghi nhém giai phap chinh sach va chudng trinh true tiép hé trg cho SME
dieu kién cin va nhom hé trg gian tiép nhu diéu kién da.



