-

View metadata, citation and similar papers at core.ac.uk brought to you byf’; CORE

provided by Research Papers in Economics

E E D I‘l : ‘I‘ D R T p——

Der Open-Access-Publikationsserver der ZBW - Leibniz-Informationszentrum Wirtschaft
The Open Access Publication Server of the ZBW - Leibniz Information Centre for Economics

Seibel, Hans Dieter; Kunkel, Carmen R.

Working Paper
National Consultation-Workshop on Alternative

Mechanisms for the Promotion of Microfinance in
Vietnam

Working paper / University of Cologne, Development Research Center, No. 1997,3

Provided in cooperation with:
Universitat zu Koln

Suggested citation: Seibel, Hans Dieter; Kunkel, Carmen R. (1997) : National Consultation-
Workshop on Alternative Mechanisms for the Promotion of Microfinance in Vietnam,
Working paper / University of Cologne, Development Research Center, No. 1997,3, hitp://
hdl.handle.net/10419/23666

Nutzungsbedingungen: Terms of use:

Die ZBW raumt lhnen als Nutzerin/Nutzer das unentgeltliche, The ZBW grants you, the user, the non-exclusive right to use
raumlich unbeschrankte und zeitlich auf die Dauer des Schutzrechts the selected work free of charge, territorially unrestricted and
beschrankte einfache Recht ein, das ausgewahlte Werk im Rahmen within the time limit of the term of the property rights according
der unter to the terms specified at

— http://www.econstor.eu/dspace/Nutzungsbedingungen — http://www.econstor.eu/dspace/Nutzungsbedingungen
nachzulesenden vollstandigen Nutzungsbedingungen zu By the first use of the selected work the user agrees and
vervielfaltigen, mit denen die Nutzerin/der Nutzer sich durch die declares to comply with these terms of use.

erste Nutzung einverstanden erklart.

Mitglied der

-3 B UJ Leibniz-Informationszentrum Wirtschaft
[ Leibniz Information Centre for Economics Leibniz-Gemeinschaft ;


https://core.ac.uk/display/6581447?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

Universitat zu Kdln
Arbeitsstelle fur Entwicklungslanderforschung

University of Cologne
Development Research Center

Working Paper No. 1997-2

Hans Dieter Seibel & Carmen R. Kunkel

National Consultation-Workshop on
Alternative Mechanisms for the
Promotion of Microfinance in Vietham

Universitat zu Koln University of Cologne
Arbeitsstelle fur Entwicklungslanderforschung Development Research Center
Bernhard-Feilchenfeld-Str. 11, 50969 Koln Bernhard-Feilchenfeld-Str. 11, D-50969 Cologne
Tel.: 0221-470.4078, Fax: 0221: 0221-470.5195 Tel.:""49-221-470.4078, Fax: ""49-221-470.5195

seibel@uni-koeln.de




National Consultation-Workshop on Alternative Mechanisms
for the Promotion of Microfinance in Vietnam’

On 2426, 1996, the Vietham Bank for
Agriculture (VBA) and the Asia Padfic Rura
and Agricultural Association (APRACA) held a
joint workshop in Hano on Alternative
Medarisms for the Promotion d Microfinarce
in Vietnam. The workshopwas hosted by VBA
and suppated by the German technicd
asgstance ajency GTZ.

The workshop was attended by some 60
national participants from the State Bank of
Vietham, the Government Office the Ministry
of Agriculture and Rura Development, the
Ministry of Finance the Ministry of Labor,
Invalids and Socia Affairs, the Ministry of
Planning and Investment, the Centrd
Econamics Committee the Peoples and
Mourtainous Committeg the Vietnam Bank for
Agriculture, the Vietham Bank for the Poor, the
Central People's Credit Fund, the National
Econamics University, the Vietnamese Farmers
Asociation, and the Viethamese Women's
Union. Further the workshop was attended by
some 20 foreign participants from APRACA,
ACS (APRACA Consultancy Services), BAAC
(Bank of Agriculture ad Agricultural
Cooperatives) in Thailand, Bank Indoresia &
PHBK, Bank Rakyat Indoresia, CIDSE (an
internationrl NGO in  Vietnam), GTZ,
NABARD from India, and UNDP (Hanoi and
KuaaLumpur).

APRACA and VBA had agreed on the

foll owing workshop oljedives:

1. to dssminate APRACA reseach findings
on Grasswooas  Finarcial Systems
Devdopment in Vietnam';

2. to exchange eperiences among locd
ingtitutions on the implementation d
microfinance programsin Vietnam,;

3. to identify workable financial medanisms
in Vietnam that will addressthe problem of
access to rural financia services by
Vietham's poa and marginali zed sedor;

4. to formulate a workable plan o courtry
program on microfinance for Vietham under

the APRACA-GTZ Regiond Program on
Linkage Banking andGrassimoats Finarcial
Systems Devel opment.

The @re isse to be aldresed by the
participants was, how best to devdop the rural
finarcial system in Vietnam, comprising sound
finarcial institutions with sustainale finarcial
services for all segments of the popuation
including small farmers, small entrepreneurs,
women andthe poa. Participants were to work
out strategies of development most appropriate
to the socia and econamic requirements of the
courtry, with an emphasis on key issies sich
as,

— appropriate strategies for the devel opment of
microfinance ingtitutions, viable ad
sustainable bank operations and
microfinance strategies, best strategies in
savings mohili zation, credit delivery and
linkage banking, and adjustments in the
pdicy andlega environments;

— possble ontributions by governmental and
norgovernmental organizations and donas,
and

— exposure training programs for national
pdicy-makers and ingdtitutional dedsion
makers.

The workshop was inaugurated with welcome
speedes by Mrs. Ha Thi Hahn on [ghalf of
VBA, by Mr. Zulkifli M. Noor on behdf of
APRACA and by Prof. Dr. H. D. Seibel on
behaf of GTZ and an address by Mr. Pham
Van Thuc, Chairman and Diredor-Genera of
VBA.

The first sessons of the workshop cedt with
the state-of-the-art of microfinancein Vietnam.
After the launching of APRACA puHicaion
Grasstoats Finarcial System Devdopment in
Vietnam which laid the foundition for the
workshop, the results of that study were
presented in detail by its author, APRACA
consultant Ms. V. Abiad. In the following
representatives of government agencies, the

" This paper was first published in Asia Padfic Rural Finance, April-December 1997, pp. 119123



leading Microfinancial Ingitutions (MFIs) in
Vietnam such as Vietham Bank of Agriculture,
Vietnam Bank of the Poor, Vietnam Women's
Union, the Centra People's Credit Fund and
NGOs presented their papers.

In the second mart experiences from abroad
were introdwced. After a presentation on
microfinance strategies in Asia by Prof. H. D.
Seibel, threeof the linkage banking projeds in
the region were presented during the workshop
the projed of the Bank for Agriculture and
Agricultural Cooperatives in Thailand by Pisan
Sill apasopon, the projeda of Bank Indoresia by
Syhril Bermawan, the projea of NABARD in
India by Ashok Sharma. All three projeds are
suppated by GTZ with technicd asdstance but
eahv howvever has its own hography and
identity.

Conclusions

On the basis of the national and international
experiences presented in the papers, in the third
sesgon the workshop participants discussed the
findings and their relevancy for the future
development of microfinance in Vietnam. Four
discusson groups were formed, ramely on the
viability of MFIs includng VBA, savings
mohili zation dtrategies, strategies for linkage
banking, and the regulatory framework. Four
major conclusions were presented, pertaining to
an adequately  diversfied ingitutional
infrastructure, profitable MFIs, appropriate
cooperation ketween MFIs, and the right legal
and pdicy framework.

Concerning the ingtitutiond framework it was
stated that during the past five yeas grea
progress has been achieved in rural and
microfinance, with a proliferation d
microfinance ingtitutions and services. The
financial infrastructure now comprises VBA,
VBP and cooperative PCFs as formal financia
institutions, financial programs of NGOs, VWU
and daher mass organizations as part of the
semiformal  financial sedor, and informal
financia institutions sich as SHGs and joint
liability groups linked to forma and semiformal
ingtitutions. Even though the participants
concluded that outread is dill i mited, thus
restraining the acces of large portions of the
popdation to savings deposit fadlities and
credit. To further increasse ingtitutional
outread, the ingtitutional infrastructure must be

further diversified; and the cgadty of the
existing MFIs for offering effedive
microfinancial  services (MFS must be
enhanced.

Ingtitutiond sustainahility of MFls can orly be
achieved if they are viable and autonamous.
There is now wide eperience with sound @
best pradices among Vietnamese institutions as
well as APRACA member courtries which
need to be mlleded, tested, padaged and
diseminated. Indtitutions must be &le to
mobhili ze their own resources at interest rates
with pastive red returns to savers; this is the
basis of institutional self-reliance Interest rates
on loans must dlow for an adequate margin to
cover the aosts of funds, administrative @sts,
risks and profits. Only profitable institutions
can be independent of government and donas.
For effedive financia services, suitable
microsavings, microcredit and microinsurance
products are needed, requiring substantial R& D
(reseach and development) into financia
innovations which may be shared between the
various institutions. While there was universa
agreanent among the participants on the
principle of market rates of interest as a
prerequisite for ingtitutional self-reliance and
viability, the gplicaion d that principle was
controversia in some of the groups. Severa
participants surmised that yourg institutions
need accessto preferential credit, while some
other felt that the very poa shoud na bea the
brunt of exorbitant rural market rates. There
was no ohjedion against subsidization as long
as government and doneo asdstance was
confined to ingitution-building rather than
lower lending rates of interest. This issle
clealy neeas further discusson in Vietnam,
perhaps with inpus from other APRACA
member ingtitutions.

With regard to ingtitutiond cooperation and
coardination, the participants agreed that two
types of linkages neal to be strengthened in
Vietnam, i.e. verticd linkages in the framework
of linkage banking programs, and haizontal
linkages between MFls.

Since 1992 when the first APRACA workshop
was held in Hana on the oncept of linking
banks and self-help groups, numerous
approaches to linkage banking have evolved in
Vietham. Examples of such verticd linkages
are those between VBA and VBP, VBA and



PCFs, VWU or other mass organizations and
SHGs, NGOs and SHGs, MFIs and joint
liability groups. There is little @ordination
between the various programs and projeds, and
there has been littl e transfer of linkage banking
techndogy from APRACA projeds with along
experience and strong training programs. All
linkage projeds could grealy benefit from a
coardinated exchange of experience ad an
organized exposure to the eperience of
APRACA member courtries.

While there has been a mushroom growth o
MFIs and d verticd linkages between various
institutions in the formal, semiforma and
informal financial sedors, haizonta
networking has been virtudly absent. This
means that there is no systematic exchange and
transfer of experience through training and
consultancy services, and there ae no apex
organizations off ering spedali zed services.
With resped to pdicy, legal and supervisory
framework, a variety of important laws have
been passd in recant yeas which are essntial
for effedive microfinancia services and
business adivities. Participants agreed that
further adjustments are neaded in the legd
framework, particularly regarding the banking
law, spedfic laws or other regulatory provisions
for smaller financid ingtitutions including self-
help groups who presently ladk the protedion
of the law, and insurance laws. For such laws to
be eopropriate to the requirements of
microfinance, it is essentiad for MFIs to
paticipate in pdicy diaogues and articulate
their lega demands. Such articulation o
interests of numerous smal ingitutions can
only be adtieved by effedive networks of
MFls.

Recommendations

The workshop pesentations, discussons and
conclusions resulted in the following
recommendation:

To establish a network of microfinarce
institutions with apex services or organzations
engagng in pdicy dialog andsupervision, in
research and devéopment on microfinarce
sirategies and podwts, in institutiond
capecity-building and training, and in the
promotion d linkages between various types of
microfinance ingtitutions, with the objedive of

effedivdy devdoping a diversified system of
microfinancein Vietnam.

Networking: MFIs in Vietnam neeal to
establish a network with haizontal linkages
between members, functioning as a forum of
exchange, a body representing the interests of
the network members, and a provider of
supervisory and training services. The network
may also buld upother services, such as R&D
(reseach and development, as wel as
documentation and dssemination d results) on
microfinancial financia tedndogies. Funds
would be nealed to cover the ingtitution
building costs of the network, the operating
costs and the @sts of services. Once the
institution is established, it will work, in a
medium-term perspedive, towards financial
sdlf-reliance to cover its operating and service
costs from fees and contributions.

Apex organizations. The network will engage
in dalogues and provide services to member
ingtitutions. Such services may comprise
participation in pdicy didogues and regulatory
interventions, monitoring and supervision;
R&D on indtitutiona  viability and
sustainability, sound padices, strategies of
resource mobilization, and microsavings,
microcredit and microinsurance products,
cgpadty-building and training; centra banking
and refinancing; and li nkage banking.

In an initia phase, such services will be
provided in aloosely organized way that will be
consolidated acwrding to demand. For the
network to fully exhaust its paentia, such
adivities may eventudly evolve into apex
organizations with a variety of structured
services and functions.

Palicy dialogue, regulation and supervision:
The network will engage in pdicy dialogues (i)
on interest rate deregulation and the dfedive
implementation d market rates of interest on
savings and loans; and (ii) on laws and aher
regulatory provisons in the fidd o
microfinance In particular it will analyze legal
and regulatory requirements of its member
ingtitutions and their relations with customers
includng women and the poa and initiate
regulatory adion in a battom-up procedure to
complement the top-down approach o legal
and regulatory authorities. This may include
adaptations in exiging forms, as well as
propasitions for new forms, of legal status. In



addition, the network may propcse gpropriate
forms of reagnition by regulatory authorities
for informal financial intermediaries and groups
- to beremgnzed bu not legally registered.
Given the vast and rapidly increasing number of
microfinanceinstitutions, the cantral bank is not
in a podgtion to effedively supervise dl
microfinance banking ingtitutions. The network
may therefore establish apex organizations
functioning as @ndtier regulatory authorities
to guide, monitor and supervise banking and
nonkanking microfinanceinstitutions.

Resear ch, documentation and dissemination:
Thereis agred nedd to systematicdly evaluate
the experience of microfinance ingtitutions and
make the results available to the network
members. The network may therefore establish
an R&D program or apex organization to
colled, review and revise microsavings,
microcredit and microinsurance products,
schemes and strategies as well as ingtitutional
innovations as discussed in detail during the
workshop. This may also include financia
innovations  from  APRACA  member
institutions in the Asian region. The results may
then be @propriatedly padkaged and
diseminated through pubi cations, training and
consultancy services.

Institutional capacity-building and training:
There is an immense neal o ingtitutiona
cgpadty-building and saff training at two
levels, that of the network and its apexes, and
that of the various types of microfinance
ingtitutions, programs and pojeds. Utilizing
the results of its own R&D, the network may
therefore provide caadty-building, training
and consultancy services that may eventualy
evolve into an apex organization.

The network may aso arrange for exposure
training programs and apprenticeships in
successul ingtitutions and rogramsin Vietnam
and, with the asstance from APRACA, in
APRACA member inditutions abroad.
Exposure training programs may be provided to
pdicymakers and to the management and staff
of microfinance ingtitutions, apprenticeship
programs to the reauits of new ingtitutions and
projeds.

Linkage banking: The promotion d
microfinance linkage banking, particularly of
verticd linkages between forma microfinance
ingtitutions and various types of self-help

groups as a particular form of whdesae
banking geaed at outread to the poa and
lower transadion costs, is a aosscutting issle
throughou the propocsed approach to
networking. The network partners may
therefore dedde to give spedal attention to the
enhancement of such linkages in the framework
of ead o thefive principal recommendations:

- Networking: Severd microfinance
institutions, government agencies and NGOs
in Vietnam are dready engaged in linkage
banking, which is grealing rapidly. The
propocsed network will provide a new
institutional framework for linkage banking
partners and rojeds.

— Apex services: The network may provide
spedal services to linkage banking partners
through its programs and  apex
organizations.

— Policy dialogue and reguation: Due to the
informal status of some of the linkage
partners, speda consideration is required
from pdicy makers and regulatory
authorities. The network and its pdicy
didlogue and regulatory service or apex
organizations may assst in finding
appropriate forms of official recmgnition o
informal  financia  intermediaries and
groups, in the adoption d the legal status of
an RSHB or a PCF, or in the preparation o
new forms of legd satus for smal locd
intermediaries and groups. It may further
asdst in the aopion d sound lanking
pradices by bath forma and informal
linkage partners, including the gplicaion d
genuine market rates of interest by informal
intermediaries and groups.

- Research, dacumentation and
disemination: Given the wide eperience
with linkage banking in Vietnam and in
APRACA member ingtitutions in the region,
spedal emphasis may be given to an
evaluation d the «isting experience
through R&D and the disemination o
information on effedive linkage strategies
and prodicts.

- Institutiond capecity-building andtraining:
The cgadty-building, training and
consultancy services of the network and its
future goexes may be made avail able to the
partners in linkage banking. There is a
spedal neal for cgpadty-bulding and



upgrading among the informal
intermediaries and groups. The eperience
of APRACA has $hown that such services
can be dfedively provided by NGOs
spedalized onmicrofinancetraining for self-
help groups.

Project proposal

As a result of presentations and dscussons
during the workshop, its conclusions and
remommendations, a preliminary projed
propcsal on a Microfinarcial ingtitution
networking pojed was submitted. Through the
intervention d the projed, the following
objediveisto be dtained:

A network of microfinarce ingtitutions with
apexservices or apexorganzations engaged in
pdicy dialog andsupervision, in research and
devdopment on microfinarce strategies, sound
practices and appopriate microsavings,
microcredit and microinsurance products, in
ingtitutiond capecity-building and training,
and in the promotion d linkages between
various types of microfinarce ingtitutions is
established.

The projed propcsal starts from the @re
problem worked ou that the acces to
sustainable microsavings, microcredit and
microinsurance services by a diversified
infrastructure of microfinance institutions in
Vietham is inadequate. While generaly two
ways of solution exist, a strategy taken from
above, i.e. by the Government and a strategy
from below, i.e. by microfinance ingtitutions
and nongovernmental organizations with their
projeds, the propcsa tries to interlink bath
approaches. while the projea purpose focuses
on the establishment of a network of
microfinance ingtitutions and ojeds, the
projed hdder suggested for such a projed is a
government body. All the results to be adieved
by the projed hinge oniniti atives to be taken by
microfinance ingtitutions and projeds; but eah
ore requires for its siccess close @operation
with pdicy makers, government bodes and
locd authorities. The propased projed holder is
the State Bank of Vietnam or the Vietnam Bank
for Agriculture.

In order to attain the projed purpose, the
following results are to be atieved:

1. a network of microfinance ingtitutions and
projedsis establi shed;

2. a system of apex services is established
within the network of microfinance
institutions - to be @nsolidated, in a
subsequent phase, in apex organizations;

3. paticipation in pdicy dialogues and
regulatory adivitiesis effedive - to result, in
a subsequent phase, in the establishment of
seondtier regulatory authorities to guide,
monitor, regulate axd supervise the various
caegories of microfinanceingtitutions;

4. a system of reseach, dacumentation and
disseminationis establi shed;

5. cgpadty-building and training services are
established - to be @nsolidated, in a
subsequent phase, in apex organizations;

6. the dfedivenessof existing linkage banking
schemes and projeds isimproved by making
use of projed adiviti es under results 1-5.

The projed is planned for the period from 1997
to 2007, divided in two projeded pheses.
During the first phase (appr. 19972002 the
network as an informal body will be establi shed
and consolidated into an organization with legal
status. Further, loosely organized services will
be etablished and consolidated in  apex
organizations. In the second plase (appr. 2002
2007 the emphasis lies on cgpadty-buil ding of
formal network organization and apex
organizations, enhancement of quality of
services of apex organizations, expansion o
their services.

This projed is understood as one @rntribution
to an effedive diversfied system of
microfinance  @mprising viable financia
ingtitutions with sustainable financial services
in Vietnam. To fully attain this broad
development goal, additional measures will be
required that are beyond the scope of this
projed. This projed propcsal bulds on the
experience of MFIs and linkage banking
projeds in Vietham and aher courtries of
APRACA member ingtitutions discussed at two
VBA/APRACA workshopsin Hanai, 1997 and
1996. The promotion d linkage banking may
be included as ore of severa results of the
proposed projed. However, with its emphasis
on nretworking and microfinance systems
development, it goes beyond the scope of



linkage banking, becoming perhapsthe first of a
new generation d  APRACA-initiated

microfinance projeds.

Y In preparation of the workshop, APRACA had initiated a study
on microfinance in Vietnam caried out by Ms. V. G. Abiad and
launched duing the workshop, entitled , Grassioadts Finarcial
Systems Devdopment in Vietnam (APRACA-GTZ Publicaion
19961, Bangkok).

2Cf. H. D. Seibel, The Making o a Market Econamy: Monetary
Reform, Econamic Transformation and Rural Finarce in
Vietham., 1992 Verlag fur Entwicklungspolitik Breitenbach, Auf
der Adt 14, D-66130Saabriicken



