Entrepreneurs on the Periphery:

A Study of Private Sector Development Beyond the High Performing
Cities and Provinces of Vietnam

Edmund J. Malesky



TABLE OF CONTENTS

Acknowledgements
Executive Summary
Introduction

Chapter 1: Background to the research project
1.1 A word on the periphery provinces

1.2 Methodology

7
9
14

17
17
19

Chapter 2: The initial conditions and sample populations of the "periphery provinces"

2.1 Initial conditions

2.2 General description of sample firms in the 2002 survey
Chapter 3: Firm performance

3.1. Profit

3.2. Capacity utilization

3.3. Financial positioning

3.4. Employment Growth

3.5. Sales

Chapter 4: The market environment in the periphery

4.1. Sales

4.2 Sources of inputs

4.3. Competition

Chapter 5: Views of local governance and the regulatory environment
5.1. Implementation of the Enterprise Law

5.2. Land use policies

5.3 Transparency and accountability

5.4. Transaction costs in terms of time

5.5 Dispute settlement mechanisms

5.6 Provincial Dynamism

Chapter 6: Financial status of firms

6.1. Sources of financing in the periphery: The prevalence of informal credit.

6.2. Bank Loans

Chapter 7: The role of friends and family in correcting market deficiencies
7.1. Market deficiencies corrected by friends and family

7.2 What types of services are friends and family supplying for firms?

7.3 Comparing family to the commercial market for business services

21
21
24
33
33
34
35
35
36
38
38
40
43
49
49
51
55
56
59
61
63
63
65
70
70
72
73



Chapter 8: Summary analysis of the periphery provinces
8.1. Hai Phong:

8.2. Long An:

8.3. Ha Tay:

8.4. Thua Thien Hue:

8.5. Thanh Hoa:

Chapter 9: Conclusions

9.1. General Conclusions

9.2. Suggestions for further research:

Appendices
A.1.2 Focused CEO Interviews.

75
75
75
75
76
76
78
78
80

84
85



Tables, Figures and Map

Table 1 : Contribution of the five ‘high performers’ to total economic performance
Table 2 : Provincial economic structure in 1997

Table 3 : Infrastructure and proximity to markets in 1997

Table 4 : Human capital in 1998

Table 5 : Legal form of the sample enterprises in the mail-out survey
Table 6 : Legal form of the sample enterprises in the CEO interviews
Table 7 : Grouping of firms, by total asset size

Table 8 : Median assets and employment, by type of firm and province
Table 9 : Sectoral distribution of firms, by province

Table 10 : Median year of founding and registration, by province
Table 11 : Return on capital (ICOR)

Table 12 : Mean capacity utilization over time, in percentages

Table 13 : Financial position of firms

Table 14 : Mean firm employment over time, in percentages

Table 15 : Sales performance

Table 16 : Main customers, by province

Table 17 : Main suppliers of inputs, by province

Table 18 : Main suppliers of imported inputs, by province

Table 19 : Main competition, by province

Table 20 : Main advantage of competition

Table 21 : Where are your main facilities located?

Table 22 : How did you obtain your land?

Table 23 : Transparency and accountability

Table 24 : Transaction costs (time)

Table 25 : Direct costs through payments and gifts

Table 26 : Which institution helped you resolve your business dispute?
Table 27 : Why firms do not use the court system to resolve disputes
Table 28 : Capital structure at time of establishment

Table 29 : Capital structure at present

Table 30 : Sources of loans, by province

Table 31 : Bank loan success rate over the last 5 years

Table 32 : Importance of family and friends in solving various problems
Table 33 : Business services provided by friends and family

Table A-1: Response rates of mail-outs and CEO interviews



Figure 1 :
Figure 2 :
Figure 3 :

Figure 4 :
Figure 5 :

Figure 6 :
Figure 7 :
Figure 8 :
Figure 9 :

Figure 10 :

Figure 11

Figure 12 :

Figure 13

Figure 14 :

Figure 15

Figure 16 :
Figure 17 :

Figure 18

Figure 19 :
Figure 20 :

Figure 21

Figure 22 :

Figure 23

Map :

Active formal private sector enterprises, per 1000 people, in 2000

Formal private sector's contribution to total labor force

Percentage of firms that have joint ventures with local government or state-owned
enterprises (SOEs)

Mean size of firms by province, by asset size and employment

Year of registration at People's Committee or Department of Planning and
Investment (DPI)

Median profit per employee

Percentage of firms with 100% domestic sales

Percentage of firms giving credit to customers

Sources of inputs

Is your main competitor receiving government support?

: Types of aid to main competitor

If main competitor is an SOE, is it receiving government assistance?

: Implementation of the Enterprise Law (provincial obstacles faced)

If land were easier to obtain we would ...

: Possession of Land Use Rights Certificates

How transparent are the provinces using the derived transparency factor?

Percentage of firms with contract disputes over the past five years

: Percentage of firms that applied, but received less than half of their loan requests

Reasons why firms cannot access bank loans

Severity of lack of access to non-bank capital on growth

: Market deficiencies corrected by friends and family (by region)

Market deficiencies corrected by friends and family (by provincial group)

: Factors in choosing a business service provider

Map of Vietnam, indicating the selected ‘periphery provinces’



Acronyms

APSEM Asia Pacific School of Economics and Management

AUSAID Australian Aid Agency

BOT Build-Operate-Transfer (private-public sector partnerships)

CEO Chief Executive Officer (used here to mean owner or General
Director)

CIEM Central Institute for Economic Management

CSOE Central State-Owned Enterprise

DOF Department of Finance

DOI Department of Industry

DPI Department of Planning and Investment

FDI Foreign Direct Investment

GDP Gross Domestic Product

GSO General Statistical Office

HCMC Ho Chi Minh City

ICOR Incremental Capital Output Ratio

IFC International Finance Corporation

INCOM Industrial and Commercial Bank

V4 Industrial Zone

v Joint Venture

LLC Limited Liability Company

LSOE Local State Owned Enterprise

MDG Millennium Development Goals

MPDF Mekong Private Sector Development Facility

MPI Ministry of Planning and Investment

PCOM People’s Committee

PSE Private Sector Environment index

SME Small and Medium Size Enterprise

SOE State-Owned Enterprise

VBES Vietnam Business Environment Survey

VND Vietnamese Dong

WB World Bank



Acknowledgements

In this analysis of the Vietnamese private sector, I have built on a great deal of hard work
conducted by others long before I arrived on the scene. Of particular note are the contributions of
the Mekong Private Sector Development Facility (MPDF) under Mario Fischel, the World Bank
Hanoi office under Andrew Steer, the International Financial Corporation (IFC) Hanoi office under
Dheepak Khanna, and AUSAID, which initiated and funded this study.

While I was still stumbling over the most fundamental aspects of the Vietnamese private sector,
Quynh Trang Phuong Nguyen of MPDF, Amanda Carlier of the World Bank, and Stoyan Tenev of
the IFC conceived of this private sector study, designed the multi-faceted research approach, and
began implementation of the survey. Their leadership and energy throughout the process was
impressive to watch. I had the opportunity to work closely with Amanda on another aspect of the
project and learned tremendously from her expertise on comparative private sector development.
Her insights into the interface between the private sector and provincial governments were very
helpful in my analysis of the quality of governance in Chapter 5.

Similarly, most of the back-breaking field work was done prior to my involvement. Ligang Song
and Quang Hong Doan of the Asian Pacific School for Economics and Management (APSEM), at
Australia National University, designed both of the survey instruments, carried out the training of
interviewers, and performed some of the surveys and official interviews themselves. Most
provincial-level survey work and project administration was carried out by the Central Institute for
Economic Management (CIEM) under the leadership of Tran Kim Hao and Vo Tri Thanh. I am
very grateful to them and their colleagues for their support and participation in the project. Special
thanks go to Dinh Hien Minh for her enormous efforts in data entry, without which my particular
slice of the project would have been impossible.

I am most grateful to Quynh Trang Phuong Nguyen of MPDF for envisioning the specific
comparison of Vietnam’s periphery provinces to the high performers, asking me to attempt the
analysis, offering helpful and constructive criticism along the way, and supporting me throughout
the process. 1 have especially enjoyed our intellectual jousting as we toyed with some of the
complex results of the survey.

Vo Chau Giang was hired as an independent consultant by MPDF and was an important contributor
to nearly every aspect of the project from survey design to writing portions of the project technical
report. As one small aspect of her role on the project, Giang accompanied me on a two-week tour
of the periphery provinces to perform official interviews and probe further into firm responses. |
cannot thank Giang enough for her expert assistance, which included translating when my
Vietnamese faltered, and constructing a provincial governance institutions database that records the
results of the official interviews. Nearly, every Interview Insights Box in the report is a product of
this labor.

Soneath Hor and Duong Thanh Trung offered helpful and incisive comments on the first draft of
this paper. Nick Freemen and Nguyen Van Lan deserve special mention for their careful reading
and extremely detailed advice. I incorporated ninety percent of their extremely helpful suggestions
immediately. The remaining ten percent was equally useful, but would have required tremendous
additional research, so I am saving this for a future book-length project (perhaps with two
volumes). Markus Taussig, Liesbet Steer, Do Duc Dinh, and Vu Quoc Huy also offered important
advice on portions of this report, despite the fact that they never saw the entire manuscript.



Viet Tuan Dinh, an economist at the World Bank office in Hanoi worked extremely hard to assist
my understanding of Vietnamese provincial-level governance and economic development.
Moreover, and despite the fact it was beyond the call of duty, he played an invaluable role in
facilitating some early exploratory interviews in some provinces. On more than one occasion, Viet
saved me from embarrassment when my probing questions of officials were off the mark.

Finally, I would like to thank the David Boren Fellowship for funding my research in Vietnam and
making my participation in this project possible, the World Economic Institute (and especially
Nguyen Van Trien) for sponsoring my stay in Vietnam and writing countless letters of introduction
to local governments for me, and Kazi Matin, who first hired me to work as a consultant to the
World Bank and introduced me to the organizers of this project.

All inaccuracies and errors in this analysis are my own.



