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INTRODUCTION
Rationale
Coming into being for a long time, microfinance activities in Vietnam
had made an active contribution, being as an effective tool in
facilitating the poor/low-income to access to financial services (credit,
savings, consultancy, education, and suchlike), helping them to
borrow loans to develop their production and business, and improve
living standards, which leads to strengthen hunger alleviation and
poverty reduction, social and economic development of the country,
constrain loan-sharking, especially in rural areas. Beside its
achievements and contributions to the national poverty alleviation,
microfinance organizations and programs/projects have been
undergoing a number of difficulties/challenges, particularly in
attainment of the development goal of a sustainable microfinance
sector and institutional sustainability of each individual organization/
program. Sustainable development is crucial goal of microfinance
sector in Vietnam to regional integration and economic development
on Vietnam’s economy. The current legal framework and related
regulations on formal microfinance institutions have been finalized to
provide a premise for an enabling legal environment for institutional
sustainability of microfinance providers.
During three decades of formalization and development,
microfinance activities in Vietnam has been undeveloped and paid
scant attention of the State agencies, local authorities of different
levels, social-economic organizations, mass organizations, investors,
donors and other related stakeholders, leading to considerably
constrain the development of microfinance sector in Vietnam.
Remarkably, although the legal corridor for microfinance activities has
been established, there are still “gaps” or legal provisions are not yet
realistic to the real situation. Consequently, the number of licensed
microfinance institutions according to current legal framework is
limited (03 MFIs). Particularly, inappropriate regulations on microfinance activities such as those relating to licensing, transformation,
governance, interest rate, prudential ratios, micro insurance and
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suchlike have constrained the possibility of capital attraction,
hampered the progress of operational, financial and institutional
sustainability of MFIs, and restricted the extension of products and
services for clients who definitely have needs of financial services.
Besides, the inconsistence of precise policies to encourage microfinance programs, projected to transform into licensed MFIs has
impacted adversely the poor/low-income people to access
professional microfinance services, causing to confine MFIs to expand
their operations and cumber effective contribution of microfinance
into Vietnam’s economic development.
One of the important problems is that the Prime Minister signed the
Decision No. 2195/QD-TTg on approving the Project “Building up and
developing a microfinance system in Vietnam by the year 2020”.
However, the deployment of this Project has decelerated while a lot
of precise solution has not been deployed yet, which affects adversely
the attention of the State agencies, the awareness and support of
local authorities of different levels. As a result, there is no substantial
support seen for enhancement of microfinance organizations in the
whole system. Additionally, there are internal problems in the system
of microfinance organizations which have not been identified and
improved over years, that especially are the weakened linkage
among MFIs themselves and their extended connections to other
credit institutions and the lack of collaborative mechanism in providing
products and services, exchanging information and training, and
suchlike. This is the reason why microfinance development in Vietnam
are still fragmented and self-organized.
In this context, the research focuses on regulatory mechanism and
policies related to microfinance activities, and shortcomings on MFIs’
system, hence suggests a few obvious and reasonable solutions and
recommendations with the expectation of making a “breakthrough”
towards safe and sustainable development of MFIs in the next time.
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Research Objectives
This study does not concentrate on theories while deeply analyzing,
evaluating comprehensively the current situation of microfinance
activities of licensed MFIs and programs/projects in Vietnam (hereinafter
collectively called MFIs). On that basis, recommendations and
proposals taking practical and concrete action to remove the present
“knot” are expected to produce a radical innovation and effective
impacts on the microfinance environment in the future. Specifically:
-

Proposals about mechanisms and policies related to operations of
MFIs providing microfinance services in Vietnam;

-

Propose a specific action plan to enhance the performance on
the Project “Building up and developing a microfinance system in
Vietnam by the year 2020” issued Decision No. 2195/QD-TTg
Government;

-

Raise awareness among policy-making agencies, local authorities,
investors, donors, clients, and service providers towards developing
a safe, sustainable, transparent and practical microfinance sector.

-

Strengthen the links among members within each microfinance
organization, between MFIs and credit institutions, to strengthen
each organization in particular and the system in general.

Research Scope
Operations of formal and semi-formal microfinance organizations
(MFIs, the social fund/Charity fund/Program/Project providing
microfinance services) in Vietnam, linked to other financial institutions
with microfinance activities, such as the Vietnam Bank for Social
Policies (VBSP), Vietnam Bank for Agriculture and Rural Development
(Agribank), Co-operative Bank of Viet Nam (Co-op Bank), People's
Credit Funds (PCFs), and suchlike.
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Research Subjects
-

The government agency/policy makers (including the Government,
Ministries, sector and local authorities), socio-political institutions,
profession and union organizations), MFIs (officially licensed
organizations by the State Bank of Vietnam and semi-official
organizations, including social fund/charity fund/program/project
providing microfinance services) in Vietnam.

-

These mechanisms, policies and systems of legal documents
related to microfinance activities (Law, the Decree of the Government,
the Decision of the Prime Minister and the Circular of the Ministry,
Sector, and administrative documents of the local government
levels).

Summary of Research Topic
With the aim of creating new and positive changes for both formal
and semi-formal microfinance organizations, facilitating them to
operate in safe, stable and sustainable manners in the coming time,
Microfinance Research Group 2014 focuses on the four following
aspects: (1) General analysis and assessment of current situation of
Vietnamese MFIs activities to figure out achievements and
shortcomings of them in previous time; (2) Analysis of inefficiencies in
the existing legal framework and implementation process of the
Project “Building up and developing the microfinance system in
Vietnam to 2020” issued in Decision No. 2195/QD-TTg of Prime Minister;
(3) Assessment of level of linkages among current MFIs in Vietnam;
then, (4) Important recommendations are given as follow:
a) Recommendations for the Government
-

Soon issue mechanism and policies in the goverment’s competence;
monitor Ministries/Department to develop a synchronized and
relevant legal environment consistent with characteristics of
microfinance, specifically guided documents on: (i) activities of
microfinance projects/programs prescribed in Item 6 Clause
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161 that encourage in-progress microfinance projects/programs
and facilitate implementation of new projects/programs to provide
services for the poor; (ii) activities of microinsurance services that
encourage insurance company to provide the poor with insurance
services professionally and effectively.
-

Direct Ministries/Departments, local authorities at all levels to
implement and complete specific tasks defined in Decision No.
2195/QD-TTg of Prime Minister.

b) Recommendations for State Bank of Vietnam:
Amend and supplement current regulations and provide suitable
solutions for characteristics of microfinance activities, including:
(i) Structure, governance and administration model; (ii) The right to
contribute capital; (iii) Licensing conditions to encourage transformation and professional activities; (iv) Content, scope facilitate financial
support for the poor/low income people; (v) Network operations;
(vi) prudential ratio; (vii) Internal control, audit system and independent audit; (viii) Interest rate mechanism assuring sustainable operations
and financial services for the poor in a sustainable and highly qualified
way; (ix) Developing and submitting Guidance on Item 6 – Clause 161,
Law on Credit Institutions to the authorized level to facilitate
microfinance projects/programs, open more opportunities to
approach financial services for the poor, especially disadvantaged
areas; (x) Supporting establishment of Microfinance Association to
assure legal benefits of MFIs and clients.
c) Recommendations of Ministry of Finance:
To research, issue or propose to issue policies on tax for MFIs;
simultaneously, soon issue guided document about microinsurrance
to encourage insurance companies to provide the poor with microinsurrance in sustainable and highly qualified way in legal basis of reality.
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d) Recommendations to Ministry of Home Affairs:
To have a suitable policy to facilitate on-progress microfinance
projects/programs and encourage new projects/programs to
broaden opportunities to approach services for the poor, especially
in disadvantaged areas; Soon consider and facilitate the establishment of Microfinance Association according to legal regulations.
e) Recommendations to local authorities at all levels:
To actively and positively assist MFIs in propaganda and advocacy of
microfinance; facilitate capital for MFIs to create more financial
access for the poor at local area; cooperate and assist MFIs to assure
safety in lending and loan collection at local areas.
f) Recommendations to socio-political organizations, mass organizations and professional organizations
To actively cooperate and assist MFIs in terms of financial capital and
human resource; infrastructure, working offices; communication and
advocacy for microfinance sector in local areas.
g) Recommendations to MFIs:
To improve self governance, promote strength in management
and governance; Promote internal and external cooperation,
connections; Join in a coherent and sustainable network through
establishment of Microfinance Association.

Shortcoming of Research topic
Due to limitation of time and human resource, Research topic still
remains these following shortcomings:
-

Research topic has not deepened in research, presentation of
theory basis (objectives, roles, international experiences),
current operations and financial results of MFIs but focused on
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analysis of current policy mechanism of formal and semi-official
MFIs in Vietnam.
-

Research subjects focus on formal and semi-formal MFIs, not
including other organizations operating microfinance such as VBSP,
Co-op Bank, and PCFs.

-

Guideline and document system of microfinance activities studied
in Topic includes documents remaining prescribed effects or being
applied to modify activities of formal and semi-formal MFIs in
Vietnam.

-

The survey, interview and information collection are implemented
randomly in 3 provinces in Vietnam because of limited financial
source.

These shortcomings of research Topic would continue to be studied in
the upcoming time to support microfinance development in
Vietnam by Research Group and other individuals/organizations.
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Part I. Real Situation of
Microfinance Organizations in Vietnam

PART I. REAL SITUATION OF MICROFINANCE
ORGANIZATIONS IN VIETNAM
1. Overview of the establishment and development of microfinance in Vietnam
1.1. Development history
Microfinance in the world and Vietnam was initiated to support the
poor to have access to financial services. At the beginning, it was
merely a provision of micro loans (called micro credit) to poor households to give them opportunity to engage in production activities or
start small businesses. However, only credit is not enough, the poor also
need a range of other services such as savings, insurance, education,
training and business advices and or in other word called microfinance services.
During late 1980s, while Vietnam was undergoing economic
renovation, microfinance was introduced in Vietnam through activities
of international organizations, NGOs and official aid programs, both
bilateral and multilateral ones. These programs were all for the
objective of poverty alleviation and income inequality. Some
programs, projects focused only on microfinance services provision
while others included microfinance as an integrated component of
the bigger program, project or as a social tool to support a specific
target group for a certain period of time.
Being deeply influenced by microfinance development trend in the
world, Vietnam also underwent rise and fall stages. Microfinance
development in Vietnam can be seen through three stages (see Table 01)
(i) Beginning stage (before 1990);
(ii) Horizontal development/expansion stage (from 1991 to 2005);
(ii) Vertical development stage (since 2005 to present).
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Table 01: The landmark development of microfinance in Vietnam1
Events

1989

Executive Broad of the Central Committee of the Vietnam Women's
Union launched the “Women helping each other in the family
economy”2

1991

CEP – the first microfinance institution was established Grameen Bank
model3

1992

The Affectionate Fund (TYM) established under the Department of
Family and Social Affairs of the Vietnam Women's Union

2004

Vietnam microfinance working group (VMFWG) established.

2005

Decree No. 28/2005/ND-CP dated March 8th 2005 of the
Government on organization and operation of small-scale financial
institutions in Vietnam issued, which was an important milestone of
legal framework for the formalization of microfinance in Vietnam

2007

Decree No. 165/2007/ND- CP dated November 15th 2007 of the
government on the amendment, supplement or repeal a number of
articles of Decree No. 28/2005/ND-CP

2009

Small-scale Finance Working Committee was established under
Decision No.1450/QD-TTg dated on September 16th 2009 of the Prime
Minister4

6/2010

Law on Credit Institutions issued in 2010 officially recognized MFIs as a
type in the formal system of credit institutions

8/2010

TYM - the first microfinance institution in Vietnam was licensed
microfinance activities in accordance with Decree No. 28/2005/NDCP and Decree No. 165/2007/ND-CP by State Bank of Vietnam.

1

It includes formal and semi-formal microfinance institutions in accordance with credit institutions
law in Vietnam 2010. The landmark of different credit institution law join microfinance such as
Agribank, Vietnam bank for social policies, central People's Credit Funds.

2

This is the original of credit programme of Women's Union nowadays.

3

On November 2,1991, decision of Ho Chi Minh city People's Committee allowed Ho Chi Minh city
Labor Federation to officially establish “capital aid fund for the poor laborers create jobs” (called
CEP). Goals of CEP build relationship with the working people, to support the small loan business
strives to help them rise up, to gradually improve the poverty situation through the Section
borrower income and employment.

4

The Board is responsible for supporting the Prime Minister in policy formulation and strategic
development of the microfinance market-oriented activities.
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Year

Events

2011

On December 6th ,2011, the Prime Minister signed Decision
No. 2195/QD-TTg approving the Project “Building up and developing
the microfinance system in Vietnam to 2020”

M7-MFI is the second microfinance institution is the second
12/2012 microfinance institution which was officially licensed by the State
Bank of Vietnam under Law on Credit Institutions 2010.

2013

2014

TYM officially renamed the "Tinh Thuong One member Limited Liability
Microfinance Institution", operating under the Law on Credit Institutions,
2010.
-

Working for Microfinance in Vietnam was re-established under
Decision No. 381/QD-TTg dated 18/3/2014 of the Prime Minister.
Board has held a permanent maid includes a number of officials
and experts active in the field of microfinance.

-

Credit Assistance Fund of the Women's Union, Vietnam is piloting
social lending fund to provide capital support to poor women by
the end of 2014 according to Dispatch No. 1700/VPCP-KTTH
dated 14/03/2014 Government Office (CSF).

-

On 22/08/2014: Fund Thanh Hoa Poor Women (FPW) is officially
licensed.

Since the formation of microfinance sector, donors and NGOs, and
suchlike always play a pivotal role in motivating big transformation.
Donors have a huge contribution to the formation, developmental
orientation (Save the Children, ACT, Action Aid, CARE, and suchlike),
as well as building legal framework, technical support for MFIs having
ability to transform, encouragement MFIs to develop in international
standards (ADB, IFC, and suchlike), development of network
development and connection among MFIs (ADA, Cordaid, Citi
Foundation - Citibank Vietnam, and suchlike).
Meanwhile, Women’s Union of Vietnam has become main partner of
donors in implementation of microfinance programs/projects. Almost
key staff during the transformation and professionalization are
Women's Union's staff at different levels.
Over the past 30 years, microfinance has been recognized as an
effective tool to promote poverty alleviation process in Vietnam.
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1.2. Roles and objectives of microfinance
Microfinance plays a critical role in socio-economic development,
particularly poverty reduction and social development in developing
nations. The role of microfinance in poverty reduction has also been
affirmed in various theoretical studies (Legerwood, 1999; ADB, 2000;
Morduch and Haley, 2002; Khandker, 2003). The importance of microfinance
in socio-economic development was also confirmed by facts
including the UN selection of 2005 as international year on microfinance,
the award of peace Nobel Prize in 2006 for Prof. Mohamet Yunus –
founder of Grameen Bank – a well-known microfinance bank for the
poor in Bangladesh.
Since 2011, the government of Vietnam has been deploying a
national target program on sustainable reduction of poverty.
According to Ministry of labor - invalids and social affairs (MOLISA), by
end of 2013, on average, the percentage of poor households
reduced by 2% and the number of poor districts and communes
reduced by 5% annually. Nevertheless, results in poverty reduction
were not even and sustainable. In poor mountainous communes,
ethnic minority groups, proportion of poor households is still high,
accounting for 50% of the total poor households of the country.
Especially, proportions of household relapsed into poverty and newly
arising poor households are still high each year. “On average, of every
three households escaping from poverty, there is one relapsed into
poverty due to natural calamity, floods, diseases and household split
up”5. On the other hand, level of using formal financial services is still
5

Assessment by Ms. Pham Thi Hai Chuyen, Minister of MOLISA in her report to the Central Steering
Committee on Sustainable Reduction of Poverty on February 20, 2014.
http://vnexpress.net/tin-tuc/thoi-su/ty-le-ho-ngheo-giam-nhung-khong-vung-chac-2954207.html
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Therefore, building and development of a safe and sustainable
microfinance system directed to serving the poor, the low-income,
micro enterprises are valued by the Government as one of target
objectives to be reached by the year 2020.
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low in Vietnam, particularly in rural areas and among those of low
educational level, and this level is also lower the level that of the nearly
low-income countries in the world.
Chart 01: The percentage of customers having account in a formal
financial institution by urban/rural areas (%)
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Figures show that percentage of customers having account in a
formal financial services in both rural and urban areas in Vietnam is
lower than that of other countries in East Asia – Pacific region and of
nearly middle income countries. It poses; therefore, an urgency for
development of microfinance sector to response to diversified needs
of different customer groups, particularly those in low-income and low
education level groups in rural or difficultly accessible areas. However,
as shown in different research materials and experience of different
countries, microfinance does not directly change life of its customers,
instead, it helps them to earn income and mitigate impacts of costly
formal sector through supplying capitals for their business and
production activities. The customers, when using microfinance
services, have chance to improve their knowledge and other social
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Reality shows that microfinance services and products are seen as
appropriate to the needs and affordability of the poor/low-income.
Microfinance is an activity of providing not only financial services to
the poor and low-income people (such as credit, savings, insurance
and suchlike) but also consulting and training services to help them
run their own business, improve their living standards and overcome
poverty sustainably. As others, the poor also needs financial instruments to accumulate their assets, stabilizes their consumptions and
protects themselves from risks. A number of studies and real practices
have proven that microfinance is an effective and reliable instrument
for provision of increasingly diversified financial and non-financial
products and services for the poor. Microfinance helps the poor to
earn income, develop sustainable business activities and reduce their
vulnerability before external shocks. Microfinance is also a powerful
instrument to facilitate the poor, especially disadvantaged women to
be economically empowered in the family.

6

David Hulme (2000), Impact Assessment Methodologies for Microfinance: Theory, Experience and
Better Practice, CGAP & USAID’s AIM Project;
World Bank (2002), Assessment of the impacts of agriculture finance project I.
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skills through different non-financial activities provided by microfinance
service providers6.
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According to primary investigation 2014, 143 microfinance
customers were interviewed with question “how stable if
microfinance loan help you out of poverty?”, 22.6% selected
“very good”, 39.6% selected “good”, 25.8% selected
“medium”, 1.3% selected “low” and 10.7% selected “no idea”.

Valid
value

Invalid
value

Frequency

Frequency
percentages

Valid
percentage

Accumulated
percentage

Very
good

36

22.6

25.4

25.4

Good

63

39.6

44.4

69.7

Medium

41

25.8

28.9

98.6
100.0

Low

2

1.3

1.4

Total

142

89.3

100.0

Number
of value

17

10.7

159

100.0

Total

Question “Do Mr/Mrs want to become fond of MFIs in the
future?”, of the 159 microfinance clients surveyed, 86.8% said it
would continue to stick, and only 3.8 % selected "no". Of these,
9.4% of customers do not choose any plan, this can be due to
customers not yet fully determined whether or not the navigation
bar on the upcoming commitments to MFIs.

Yes
Valid
value
Invalid
value
Total

No

Frequency

Frequency
percentage

Valid
percentage

Cumulative
incremental
percentage

138

86.8

95.8

95.8
100.0

6

3.8

4.2

Total

144

90.6

100.0

Number
of value

15

9.4

159

100.0
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Economically, through provision of financial services, microfinance
organizations perform important functions including (i) savings
mobilization; (ii) reallocate savings for investments, and (iii) facilitate
trade exchange of goods and services, and therefore, they become
efficient instruments to reduce poverty and generate income.
Socially, microfinance organizations create opportunities for rural
people; especially the poor/low-income to access financial services,
increasing their social capital and therefore microfinance is a motive,
encouraging people’s participation in community life.
In Vietnam, microfinance is seen as an important instrument for
poverty elimination. Vietnam has about 72% of the population living
in rural areas where concentrate about 94% of the country’s poor
people, accounting for 54% of the country’s labor force whose main
livelihoods are and agriculture production. Vietnam witnesses the
remarkable decrease in the proportion of the poor from 58% in 1993
to 10% in 2010 and the possibility of MDGs' achievements (Millennium
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Microfinance organizations form an important element in socioeconomic development of rural areas. In nature, microfinance
organizations play a “double” role, both economically and socially in
rural areas. Moreover, microfinance players function as intermediaries
for those having unused cash-depositors/savers and those who need
cash-borrowers. In fact, without access to financial services, people’s
income, trading and investment capacity will be irregular. Access to
financial services enable people to address disturbances in different
stage of their income and consumptions, and at the same time
provide a safe place for them to store and earn income from their
unused money. These financial intermediaries help to reduce costs by
coordinating between savers and borrowers from a certain market
segment. Without financial intermediaries, both savers and borrowers
will have to find ways to spend money and to have cash from other
sources respectively, thus incurred higher costs for both.
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According to the primary survey in 2014, 23 staffs were
interviewed “Evaluate your activities’ impact on supporting the
poor”? 77.3% rated at “High and very high”, 22.7% rated at
“medium”.

Valid
value

Invalid
value
Total

Frequency

Frequency
percentages

Valid
percentage

Percentage
cumulative
incremental

Very high

3

13.0

13.6

13.6

High

14

60.9

63.6

77.3

Medium

5

21.7

22.7

100.0

Total

22

95.7

100.0

Numbers
of values

1

4.3

23

100.0

Development Goals) by 2015 (ADB, 2014)7. To some extent, it is the
fact that the provision of microfinance to rural areas has played an
important role in poverty reduction.

1.3. Number of microfinance organizations
From 1990 to 2004, together with formal banks in the fights against
poverty, 57 NGOs and Women’s Union had implemented different
microfinance schemes in more than 2900 communes/wards (29%) of
36 provinces (57% of the total number of provinces) in the whole
country. Evolving from small and uneven scales, some programs have
become forms of credit institutions, social/charity funds, rather
professionally delivering microfinance services.
Undergoing rise and fall stages, there has been currently about 50
microfinance organizations. By August 30, 2014, they include three
7

ADB (2014), “Sector Assessment: Microfinance”, preparation materials for credit line of the subprogram 2 (SP2) – Vietnam Sectorial Development Program.
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1.4. Distribution by areas
Beside Vietnam Bank for Social Policies (VBSP), the spontaneous
programs or those under sub-projects of socio-political organizations
(Women’s Union, Farmers’ Association) that have nationwide
coverage, the formal and semi-formal microfinance organizations in
Vietnam are presented in 136/703 districts/towns of 34/63
provinces/cities (VMFWG, 2013; General Office of Statistics, 2014).
It can be viewed that microfinance players are having a relatively
large coverage in terms of number of provinces/cities. However, in
each province/city, only some districts have microfinance activities

8

Most of social funds were established and operate under the Decree 30/2012/ND-CP dated
12/4/2012 on organization and operation of social funds, charity funds; Decree 148/2007/ND-CP
dated 25/9/2007 of the Government on organization and operation of social fund, charity funds.

9

Some microfinance programs that are carried out by provincial/district WU have transformed into
funds for poor women, but not all of them operating as social funds. E.g. Da Nang Supporting
Fund for Women does not operate under regulation of Decree 30/2012/ND-CP, instead it works
like a lending program with ownership belonging to the City People’s Committee.

10

Only count those organizations that participate in VMFWG and send their reports to VMFWG.

11

Savings and credit programs within WU network are being implemented by different level of WU.
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formal ones who have been licensed - TYM, M7MFI and FPW (very
recently, the Fund for Poor Women in Thanh Hoa has been granted a
license); one organization – MOM who is registering for a license; one
organization – CEP in Ho Chi Minh City who is preparing pre-conditions
to go for formalization; 12 social funds8; 10 programs/projects that are
managed by socio-political organizations9; 8 programs/projects
managed by NGOs10. In addition, various semi-formal microfinance
organizations (MFOs) are being carried out by different levels of
socio-political organizations nationwide such as Women’s Union,
Farmers’ Association, they are microcredit activities under some
development programs/projects funded by bilateral or multilateral
donors, provincial/city small credit schemes, and credit and savings
activities at the grassroots11.
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and they also do not cover all communes/wards in a district and do
not concentrate only in remote and isolate areas. This geographical
coverage seems rather scattered which is difficult for microfinance
players to have economy of scale, except the case of CEP in HCMC
– penetrating in almost districts/towns of HCMC. Somehow, this
characteristic is quite relevant to the strategy of focusing on niches in
the market segments as most of microfinance customers are
low - income who are being unserved or underserved by formal financial institutions. Thus, some microfinance players (such as TYM, CEP,
M7-MFI) have opted for targeting on the markets in different places
(TYM has branches in 10 provinces cross the country; CEP has 28
branches in HCMC and 6 provinces/cities, M7-MFI has 3 branches in
02 provinces) or penetrating only in one province (for all the remaining
organizations).
Different from the view point that microfinance should work only in
remote areas, the current multi-dimensions approach with diversifiedoutreach areas have brought better opportunities for MFOs to
enhance their sustainability, which is a result of cost minimization in
difficult areas. As per the research team, suburbs and urban areas
continue to be attractive markets for microfinance players in the
coming time. This is due to the great and unserved demand of micro
enterprises and low-income households in these areas (see table 2).
Table 02: List of provinces and districts operating
microfinance activities

No.

Provinces

Districts

Number districts
operating
microfinance
of MFIs

1

Dien Bien

Dien Bien Phu city, Dien Bien district,
Muong Ang

3

2

Hai Phong

Ngo Quyen, Hong Bang, Le Chan,
Duong Kinh, Hai An

5

3

Hung Yen

Kim Dong, Phu Cu, Khoai Chau,
Hung Yen city

4
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Provinces

Districts

4

Quang Ninh

Dông Trieu, Uong Bi

2

5

Son La

Phu Yen, Mai Son

2

6

Ha Noi

My Duc, Soc Son, Me Linh, Dong Anh

4

7

Bac Ninh

Bac Ninh city, Que Vo, Yen Phong

3

8

Hai Duong

Hai Duong city, Gia Loc, Cam Giang,
Ninh Giang

4

9

Hoa Binh

Lac Son, Ky Son, Luong Son

3

10

Lao Cai

Binh Minh, Thong Nhat

2

11

Nam Dinh

Y Yen, My Loc, Nam Truc, Hai Hau,
Giao Thuy

5

12

Ninh Binh

Ninh Bình city

1

13

Phu Tho

Viet Tri city, Thanh Son, Tam Nong

3

14

Vinh Phuc

Phuc Yen, Yen Lac, Binh Xuyen,
Tam Dương, Lap Thach

5

15

Thai Nguyen

Thai Nguyen city, Song Cong,
Phu Binh

3

16

Thai Binh

Tien Hai

1

17

Da Nang

Hoa Vang, Thanh Khe, Hai Chau

3

18

Thanh Hoa

Nong Cong, Hoang Hoa,
Thieu Hoa,Thanh Hoa city, Hau Loc,
Dong Son, Quang Xuong, Cam Thuy,
Lang Chanh, Sam Son, Tinh Gia

11

19

Nghe An

Quynh Luu, Hung Nguyen, Nghi Loc,
Do Luong, Dien Chau, Nam Dan,
Quynh Luu

7
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No.

Number districts
operating
microfinance
of MFIs
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No.

Provinces

Districts

Number districts
operating
microfinance
of MFIs

20

Ha Tinh

Can Loc, Nghi Xuan, Huong Son,
Huong Khe, Vu Quang, Duc Tho,
Ky Anh, Thach Ha, Ha Tinh city

9

21

Quang Binh

Da Bac, Bo Trach, Le Thuy

3

22

Quang Nam

Hiep Duc, Tien Phuoc

2

23

Quang Tri

Trieu Phong, Vinh Linh, Hai Lang

3

24

Ninh Thuan

Ninh Phuoc, Thuan Bac

2

25

Ho Chi Minh city

23 districts of Ho Chi Minh city

23

26

Binh Duong

Giong Trom, Ba Tri

2

27

Dong Nai

Tan Phu

1

28

Can Tho

Can Tho city

1

29

Soc Trang

Chau Thanh, Long Phu, Tran De

3

30

Tien Giang

Cai Be, Cai Lay, Chau Thanh,
Tan Phuoc, My Tho city, Cho Gao,
Go Cong Tay, Go Cong Dong,
Go Cong town, Tan Phu Dong

10

31

Long An

Long An city

1

32

Vinh Long

Vung Liem, Tra on

2

33

Ben Tre

Ben Tre town

1

34

Ba ria – Vung Tau

Vung Tau city, Ba Ria town

2

Total

136

Source: Microfinance Institutions in 2012, VMFWG
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2.1. Real situation of self-sufficiency
During 1993-2004, a number of microcredit programs of international
NGOs, domestic organizations and individuals were expanding their
scale and coverage in Vietnam. Many international organizations
whose their names are well-known of their engagement in
microfinance such as Rabobank, KWF2, IFAD, UNFPA, UNICEF, SC,
GRET, OXFAM, MRFP and suchlike. However, since 2005 up to now, most
of big programs of the above organizations have stopped or phased
out of Vietnam. Experience and/or loan fund of these programs had
been transferred to local partners for continuation under forms of
programs/projects or social/charity funds. The number of programs/
projects having microfinance as a component reduced increasingly.
Main reasons include (i) changes in approach of development
projects, many of them switched from “project-based” to “programbased”; (ii) Vietnam is becoming a developing country having lower
middle income level, so “non-refundable” development projects have
been reduced noticeably; (iii) this is in line with microfinance
development trend in developing countries during period of 1990 –
early 2005. After scaling up period, about 80% of projects/programs if
not pursuing self-sustainable objectives will gradually close.
In overview, scale of microfinance activities in Vietnam has increasingly
expanded since 2005. Looking exclusively at micro credit, the number
of customers and total value of loan outstanding (loans of less than
30 million) have maintained their growth over years (see table 03).
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2. Real situation of microfinance organizations (MFOs/MFIs)
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Table 03: picture of micro credit of Vietnam
(for the period from 2005-2013)
Number of customers
(million people)

Micro-credit outstanding
balance (million USD)

2005*

2010

2012

2013

2005

2010

2012

2013

Vietnam bank
for social
policies

3.8

7.8

5.76

6.98

1064

4398

4142

5350

AGRIBANK

2.88

3.2

1.63

1.49

3771

3500

1452

1390

Cooperative
bank of
Vietnam/
Central
People's Credit
Fund

0.85

0.95

1.07

1.12

700

1006

1051

1294

Microfinance
Institution*

0.28

0.6

0.48

0.50

47.4

75

108

113

Total

7.81

12.55

8.94

10.09

5583

8979

6753

8147

Source: (World Bank, 2007); (ADB, 2010, 2013); * estimated data

Despite smaller scale in comparison with other service providers (VBSP,
Agribank, People's Credit Funds system), MFO’s growth in customers
base and loans portfolio is stable. In 2012, the decrease in number of
microfinance customers from 600,000 to 480,000 was because many
customers “graduated” and became “micro enterprises” and thus,
were able to access services of other financial institutions. These
customers may continue their client ship with the MFOs who were
“faithful companion over hardships” side by side with them over
difficulties in early stages. However, the regulated ceiling of 30 million
Vietnam Dong for microfinance loans – much lower than their needs
is also a reason. By 2013, the number of customers has been
increased, which is thanks to expansion of some formal and semiformal MFOs/MFIs in resource mobilization and outreach to niche
market segment of the nearly poor in urban and rural areas.
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Most of semi-formal MFOs achieved operational viability early. This is
thanks to supports from socio-political organizations, grants from NGOs
inside and outside the country, and their own efforts to assert
themselves on the way towards professionalization. However, it is a fact
most of Vietnamese MFOs will operate dependently on socio-political
organizations which may lead to lack of professionalism, unsustainable
and not correctly reflect self-sufficiency in their operations.
Of the 33 MFOs/MFIs that sent their information to MIX, 02 have
stopped their operations, they are programs of Plan International
(2009); and SCJ (2008). Three of 31 remaining ones have OSS less than
100%. The rest have achieved OSS at more than 100%. It is noted that
none of these 31 organizations had their assets, funding sources and
equity decreased during the period of 2005-2012.
As such, only those projects/programs that phased out from Vietnam
or had no long term development plan, strategy have experienced
worse financial performance or gradually come to close operations.
Those players that have plans and strategies to go for professionalization
have grown well in assets, funding sources, profits while still retained a
low level of bad loans (less than 1%).

Financial self-sufficiency (FSS):
As assessed by MIX, none of microfinance players in Vietnam attaining
FSS.
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Operational Self-sufficiency (OSS):
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427,687

2,164,539

2,853,812

1,193,867

Credit and Savings Project Women's Union of Phu Yen District,
Son La Province

Fund for Women's Economic
Development - Ho Chi Minh City

Childfund Hoa Binh

Dariu Foundation

Binh Minh Consulting and Community Development Limited Company

Soc Son Fund for Poor Women

2

3

4

5

6

7

416,644

732,428

311,757

Total
assets

Golden Hand Program

Name of MFI

1

No.

Total

74,048

289,466

Owner's
Equity

620,888

149,951

164,370

257,350

473,539

441,874 2,363,671

111,540

201,506 1,746,962

353,639

19,587

Savings

337,882

944,211

2,683,618

712,268

1,479,004

413,287

254,622

Outstanding
loans

183.65%

188.80%

189.65%

190.04%

194.53%

247.13%

290.08%

OSS

27.11%

9.48%

11.92%

6.88%

9.21%

11.65%

ROA

43.89%

21.49%

14.59%

46.79%

12.35%

ROE

Unit: USD, %

Table 04. Ranking of 15 semi-formal microfinance institutions having the biggest OSS in 2012
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1,976,935

Capital Aid Fund for Poor Employees,
Ba Ria - Vung Tau Province
(CAFPE BR-VT)

M7 Dien Bien District

Capital Aid Fund for
Employment of the Poor (CEP)

8

9

10

305,899

663,537

Soc Trang Fund for Poor Women

Women Development Fund, Dien
Bien Phu City

14

15

246,920

66,590

1,053,663

2,660,550

TCVM Thanh Hoa

13

1,140,647

The Norwegian Mission Alliance Vietnam (NMA)

12

151,566

25,000,727

86,804

635,609

Savings

Total

3,715,417

M7 Ninh Phuoc

11

478,788

59,345,980

329,741

Total
assets

Name of MFI

No.

190,453

116,428

894,134

1,142,531

327,127

18,051,261

191,936

870,489

Owner's
Equity

639,079

221,374

2,379,078

3,313,870

474,242

55,471,876

322,337

1,880,640

Outstanding
loans

150.04%

150.20%

152.26%

166.10%

166.27%

166.27%

168.14%

183.27%

OSS

8.84%

8.55%

7.08%

8.70%

8.94%

26.65%

22.89%

18.41%

25.26%

13.18%

28.88%

17.04%

9.89%

8.76%

21.89%

ROE

9.52%

ROA
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Although some microfinance players have achieved high rate in FSS,
more than 150% for few years (15 MFOs/MFIs had highest OSS in 2012),
the MIX has recognized these organizations of achieving only OSS but
not yet FSS. These may due to (i) there are different ways of calculating
FSS, while MFOs in VN have not sent adequate data to MIX on the
expenses and income incurred from grants/subsidies; (ii) inflation in VN
is relatively high, thus, cost of loan lost is high; (iii) most of MFOs in
Vietnam are at small scale, so their ability to ensure long-term
financial sustainability is a great challenge. Of the above mentioned
15 MFOs/MFIs, only CEP has reached to larger scale and DariuNMA-FPW is at medium scale, the rest are on small scale.
During 2005-present, banking finance have experienced many
changes, a number of credit institutions have been operating lost with
high rate of overdue loans, some even have been merged and
in acquisition. Despite of that, all three formal MFIs including TYM,
M7-MFI and FPW have attained impressive financial results: bad loan
rate has been nearly 0% (ranging from 0.03% to 0.05%), other financial
ratios (OSS, ROA, ROE) have been high. Namely, before and after their
formalization, these three institutions all achieved an average OSS over
140% - higher than the minimum standard of 120%/year (average OSS
during 2006-2013 of TYM was 155.4%, M7-MFI was 141.79% and FPW
was 152.26%). ROA of the three institutions was all at 5-6%, higher than
the benchmark of 2%12. Correspondently, average ROA for the period
2006-2013 of TYM was 6.83%, M7-MFI was 5.47%, and FPW was 7.08%.
According to MIX, however the three licensed MFIs have not yet
achieved financial self-sufficiency (FSS) despite they are oriented
towards sustainability, achieving breakeven and having OSS of more

12

According to the international standards, those MFOs/MFIs that attain OSS of over 120%/year and
ROA from 2% are considered achieving sustainability and having good financial status. Source:
IFAD (2000b), Scott Gaul,(2009)
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Institutional self-sufficiency:
Institutional self - sufficiency of MFIs are still limited. In report of Mr
Nguyen Kim Anh and his partners (2013), institutional self-sufficiency
was evaluated in 4 criteria: transparent ownership, sufficient strategies,
quantity and quality of staff meeting demand of regulations and
content of work, professional information management system MIS.
Currently, there are only 3 official MFIs licensed by State Bank of
Vietnam are operating under Law of Credit Institutions 2010 including
TYM (2010), M7-MFI (2012) and Thanh Hoa MFI (2014). Application for
licensing of Tien Giang Women Fund for Economic Development
(MOM) is being examined by State Bank of Vietnam. Among 5 MFIs
supported in the formalization in Vietnamese microfinance activities
by ADB, only CEP has not submitted the application for licensing.
However, CEP’s institutional self – sufficiency is quite good.

13

http://www.mixmarket.org/profiles-reports/crossmarket-analysis-report?page=1&report_display_type=show_data_tables&fields=balance_sheet.gross_loan_portfolio%2Cproducts_and_clie
nts.total_borrowers%2Cbalance_sheet.deposits%2Cproducts_and_clients.number_of_depositors&filter_country=VietNam&form_id=crossmarket_analysis_report_top_form&date_select=all&
quarterly=ANN However, in view of the research team, OSS of TYM in 2010 might be not correct
due to irrelevant data (1.96%), while other ratios ROA, ROE were all high.
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than 100% for the period 2010-201213. Main reasons are (i) high inflation
in Vietnam leading to high cost for loan loss; (ii) there are different ways
of calculating FSS while MFOs in Vietnam and licensed MFIs in
particular not yet included full costs and income from grants/
subsidies.
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Chart 02: Institutional sustainability of microfinance institutions
in Vietnam

Formal MFIs

TYM, M7-MFI, FPW

Social fund, Charity- oriented
to be licensed

CEP, MOM

Binh Minh, Anhchiem
WU Ha Tinh

Microfinance specialized
program

NGOs, sub-component
of a project

Trust investment,
Voluntary program

Dariu, TCVM Hai Phong

Trust investment of VBSP,
Voluntary saving, credit program

Source: MFI's reports to VMFWG

Nevertheless, level of institutional self-sufficiency (ISS) of these MFIs in
2013 as Vietnamese standard was best among existing MFOs. The
second best institutional self-sufficiency one belongs to social
fund – charity fund registered and had tendency of formalization.
However, the quantity of social funds is not much and they have not
applied financial management rules and governed in a professional
way. Responsible microfinance programs, component of development
projects, trusted programs and suchlike even have lower ISS.
In general view, abilities of semi-formal MFOs towards institutional
self-sufficiency are still limited.
2.2. Real situation of operation, governance and execution models
2.2.1. Licensed microfinance institutions (MFIs)
As current regulations, licensed MFIs are under form of limited
companies. All three formal MFIs have direct and indirect connections
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TYM applies the model of one member limited company and is
governed by the Vietnam Women’s Union (the owner). With this, TYM
will be a special and unique case of having the Central WU as its
governing body. After getting the license, TYM has restructured its
branch network to be in line with the Circular No. 08/2009/TT-NHNN
dated April 28 2009 of the Governor of the State Bank of Vietnam on
guidelines in operation network of small-scale financial organizations.
As result, from 44 branches previously, TYM has now 18 branches and
21 transaction offices. This means, after being licensed TYM had to
review again its branches structure for classification them into
branches and transaction offices.
Chart 03: Structure Model of TYM
Vietnam Women's
Union (owners)

Council Member
Supervisory Board

Executive Board
(President & Vice Presidents)

Organization - Administration

Operation – Training

Internal Audit Department

Accounting

Departments

Branch

Branch

Branch

Transaction Office

Transaction Office

Transaction Office
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with Women’s Unions at different levels. This is due to their development
history as they were all evolved from development projects partnering
with Women’s Union and targeting customers who were mainly
women. The three MFIs, however, are different in terms of ownership,
customer base and governing body.
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Meanwhile, M7-MFI was established under a model of two-member
limited company on the basic of funds contributions by 03 social funds
(Mai Son Fund for Mountainous Women; Uong Bi district Fund for
Development of Women and Dong Trieu Fund for Women) and operate in 02 provinces, Son La and Quang Ninh. With this model, members
of M7-MFI’s Member Council are nominated from Women’s Unions in
three districts in these 2 provinces. The merger of 03 social funds into a
formal MFI in M7-MFI was due to the fact that they were all members
of a M7 microfinance network – evolved from the project implemented by Action Aid in Vietnam. The case of M7-MFI transformation
and formalization is applicable for other semi-formal MFOs working in
different areas, those who want to join together and share initial
similarities (operational procedures, management and control system,
accounting principles and suchlike). M7-MFI; however, was experiencing
internal issues, i.e: relations and roles of branches and the main office,
relations among members of the Member Council, Executive Board,
its relations with local people’s committees/women’s unions at
different level, and the over interference by local women’s unions in
its personnel matters in some areas are all barriers faced by M7-MFI in
its process of transformation and development over the past period
(VMFWG, 2013).
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Chart 04: Structure Model of M7-MFI

Council member
Supervisory Board

Executive Board
(President & Vice Presidents)

Organization – Small
Scale Administrative

Finance Computerization

Internal audit department

Accountant

Departments
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Likewise, FPW was organized following the model of two-member
limited company on the basis of a linkage between Thanh Hoa Fund
for Poor Women (developed from a microfinance program of SC/US)
and one partner – Thanh Ha limited commercial and service
company14. Because of FPW’s legal and ownership nature (operating
in one locality, project origin, evolvement from a social fund), FPW

14

For the first 7 years after coming into operation, FPW was working mainly with part-time or voluntary
staff, most of them came from WU. In 2005, the program was spinned off as a “separate” entity
working with a pool of full time staff. On 21/7/2008, FPWformalized its legal status as a social fund
(operating under Decree 148). July 2010, FPWsubmitted the application for a license to the State
Bank of Vietnam and on August 22, 2014, FPW was officially granted a license.
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03 Capital
Contribution Members
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model is the best example for application by other social/charity funds
and microfinance programs that want to go on transformation in the
coming time. The greatest challenge faced by FPW in its transformation
process was finding a private partner who was really interested in
microfinance and agreed to co-contribute their fund at the ratio as
regulated by the Circular No. 02/2008/TT-NHNN.
Women’s Union of Vietnam and donors have great contribution in the
development of transformation of MFIs. The Central women’s union is
owner of TYM. Both M7-MFI and Thanh Hoa MFI transformed from social funds founded by women’s union at all level. Presidents are usually
high-level staff of WU. Key staff currently working at formal organization
also used to work at WU.
The first microfinance program in the North is funded by Asia Community
Trusted fund for WU in 1992, formerly TYM. Recently, TYM develops with
direct and indirect support from many donors such as ACT, ADA, ADB,
BlueOrchard, Cordaid, PlanetFinance, ILO, Rabobank, IFC and
suchlike…15 M7-MFI consists of 3 social funds which are formerly
microfinance projects of ActionAid, and current international partners
still support activities of organizations (ADB, ADA, Cordaid, IFC,
Rabobank, CARD…). Thanh Hoa FPW is formerly microfinance
programs of SC/US, and supported by many international institutions
such as: ADB, IFC, Tdh, Ford, Unilever, Planet.16
After professionalism, organizational and management model of MFIs
all have significant improvement. The desperation between board of
members and board of directors helps microfinance activities more
professional. Supervision Board plays an important role in assuring
transparency in work, management and information system. The
quantity of responsible and professional staff in different vacancies like:

15

http://tymfund.org.vn/news-39-50/nha-tai-tro-doi-tac/

16

http://www.thmicrofinance.org/index.php?option=com_content&view=category&layout
=blog&id=40&Itemid=97&lang=vi

38 - VIETNAM MICROFINANCE WORKING GROUP

Professionalization of licensed MFIs also has a dark side of their relations
with the women’s unions after transformation. Previously, WU's staffs
viewed their involvement in TYM and M7-MFI as “responsibilities and
obligations” because these are parts of WU’s work. Once these MFIs
went on independently, many WU's staff have not seen linkages
between MFI’s activities and that of WU.
This means for licensed MFIs, WUs at different levels play very important
role as representative for the owner and in Member Council. When
going on professionalization, however issues in this relation between
the MFI and local WU in particular, socio-political organization in
general should be addressed properly to ensure professionalism of a
credit institution, and at the same time still make full use of
community-based, collective and union strengths of socio-political
organizations.
2.2.2. Semi-formal microfinance organizations
Operational model of semi-formal microfinance organizations in
Vietnam can be generalized into the below 4 groups (see table 05).
Table 05: Model of Vietnam microfinance institutions
Model
Sub-component of
development program

Microfinance Program

MFIs
Microfinance Fund Hai Phong
Binh Minh CDC, BTV, BTWU, CAFPE BR – VT, WU Son
La, Anhchiem, CSOD, Fund for Women
Development - HCM, PNN, Women Development
Fund Lao Cai, WU Ha Tinh, WV Viet Nam. TCVM
Le Thuy
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credit, accounting, budget and suchlike increase dramatically. Formal
MFIs all applied managemental application that gather data at a
headquarter and improve capacity of risk management and
professional management.
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Model

MFIs

Social Fund for microfinance
activities

Capital Aid Fund for Employment of the Poor
(CEP), Pro-Poor Center Can Loc (PPC), Fund
for Women's Development, Dien Bien District,
Fund for Women's Development, Dien Bien
Phu City, Fund for Women's Development
Ninh Phuoc, Standard Training Unit (STU), The
Norwegian Mission Alliance Vietnam (NMA),
Soc Trang Fund for Poor Women, Ninh Binh
Fund for Poor Women, An Phu Development
Fund

Non governmental organizations (NGO, INGO) providing
microfinance services

Microfinance Fund for
Community Development (MFCDI), Dariu
Foundation
Source: VMFWG, 2013

Normally, semi-formal MFOs all evolved from projects/programs
supported by foreign organizations and implemented in partnership
with socio-political organizations (mainly WUs at different levels) or
other mass organizations (trade union – CEP). Therefore models of
these semi-formal MFOs are pretty simple.
Among the semi-formal MFOs, CEP has the highest number of
branches and transaction offices (28 branches in 54 districts of 6
provinces/cities). Among MFOs/MFIs (both formal and informal ones)
CEP also has the biggest number of customers – nearly 250,000. CEP
is among few microfinance players in Vietnam whose representatives
of its Members Council not coming from WU. At present, CED
Members Council consists of representatives from different agencies:
HCMC Trade Federation, HCMC Department of Labor-Invalids and
Social Affairs, and some companies in HCMC including Southern Steel
Company, Saigon Harbor, Vietnam Tobacco Factory, Saigon Real
Estate Company17. As such, CEP is an exemplary model on diversification of ownership and governance.

17

Source: CEP (2012) Performance Report 2012.
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One of the biggest challenges in transformation process is the conflict
of interests among members. In fact, the majority of if formal /
semi-formal MFOs are owned and run by WU at different levels.
However, MFOs that work independently out of WU management
implement their activities basing on WU at local level. Therefore, the
relation between the two content is always “burning point” in professional development. Firstly, professionalization – i.e only focus on
microfinance activities. Secondly, to achieve sustainable development,
MFOs needs to take the best of social advantages brought by WU in
order to access customers with low expenses and manage them
through groups/clusters,...
2.3. Real situation of activity contents
As micro-loans mean borrowing money in small amount for a group
of people, microfinance clients are mainly women. In fact, almost

18

http://www.cep.org.vn/gioi-thieu/1_31/doi-tac.html
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Most of current semi-formal MFOs was formed and developed with
direct and indirect support of donors. For example, CEP was formed
in 1991 basing on model of a Bangladesh bank. During working
process, CEP received financial and technical support of many donors
such as: AusAid, ADB, World Bank, CIDSE, ENDA…18 Similarly, MOM
Tien Giang was funded by Ford Foundation, Citi Foundation, ADA,
Cordaid... Because, WU at provinces/districts/wards level are more
likely chosen as microfinance partner, WU plays a decisive role in
pioneering and implementing transformation from Funds/Programs
into licensed MFOs. If WU at a particular area refuse to transform and
professionalize, transformation cannot be done. Members of microfinance funds/Programs/Projects are mostly members of WU at ward
level where mass organization has a pivotal role in social – political life
of the poor and low income people. Thus, model of semi-formal MFOs
depends strongly on determination as well as capacity of WU and
local authorities.
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financial services are beneficial to the whole households or their
family's business, where they are not decision maker.
In Vietnam, MFOs mostly apply integrated approach, i.e. Provision of
both financial and non-financial services. Depending on each
organization, however, degrees of non-financial services provision are
different, and most of the cases, social services are integrated through
programs of mass, social organizations. Other MFOs focus only on
provision of microcredit. This says for large differences among players
in the microfinance picture.
2.3.1. Formal MFIs
Formal MFIs operate under law on credit institutions, by which their
products and services focus on resource mobilization, lending in
Vietnam Dong and some other activities.
a) Micro lending
TYM, M7-MFI, FPW are currently offering micro lending products with
two methods: group and individual lending with lending duration in
short and medium terms. Of these methods, group lending is
prominent (due to their history of lending), in which center chief/group
leaders are reputable persons in local mass/socio-political organizations. Organization of customers into groups for lending helps to save
costs for customers themselves, increase their access to loans,
enhance capacity in loans management and utilization. This method
also helps to reduce monitoring costs for MFOs since monitoring
responsibilities are transferred to group members. Group lending also
help customers whose no collateral (house, land and property) to get
access to credit by using ”realiable assets”– peer pressure of other
group members who are residing in the village, hamlets – group
guarantee. However, with improvements in the customers’ economic
situations recently, capacity of customers to meet mortgage
requirements tends to increase, thus individual lending portfolio is
increasing big. In this method, products are used for more diversified
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Loan payment in small installments (on weekly, monthly basis) has
been proven appropriate to the affordability and conditions of
microfinance customers, helping them better at planning and
preparing for sources of payments in comparison with methods
applied by other micro credits providers. The most popular payment
method now is to pay principles and interest monthly, especially
weekly, daily. This characteristic of product make higher costs for MFOs
to invest more human resources in loan collection than other credit
providers. However, on the side of poor and low-income customers,
the burden of repayment is ”spreaded” into small installments that are
less pressure than big lump sum repayment at the end of loan period,
by doing this MFOs have facilitated good payment capacity of their
customers, thus bad loans in these MFOs are always maintained at low
rate.
b) Fund mobilization
The most advantage of the three formal MFIs is their ability to mobile
resources, particularly voluntary savings from individual customers and
organizations. After licensed, total savings balance of TYM increased
double in the first year. M7-MFI also experienced obviously changes
in voluntary savings mobilization.
Nevertheless, fund mobilizations in secondary market (among credit
institutions) and from State Bank of Vietnam of these MFIs have not
progressed. This is due to the fact that TYM, M7-MFI, FPW are not yet
allowed to join interbank market.
c) Insurance services
Before March 2013, TYM and M7-MFI piloted insurance services
themselves. These two MFIs established mutual funds/mutual assistant
funds to provide insurance products that had community-based and
risk pulling characteristics in certain geographical areas. These two
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purposes including production/business, consumption (e.g. TYM has
housing and consumption loans...).
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MFIs offered the products directly to customers – mainly their existing
ones – through their credit officers/technical officers who based in
community. The two models – TYM’s mutual fund and M7 Mutual
Protection Association (MPA) were seen relatively successful.
In March 2013, however, after visiting operations of TYM - a licensed
MFI, the State Bank of Vietnam commented on TYM’s mutual fund as
an informal operation and requested TYM to stop the Mutual Fund
activities from April 1st 2013. A similar request was sent to M7-MFI. Being
not allowed to continue insurance services, M7-MFI signed an cooperation agreement cooperation on provision of credit line insurance
on June 28 2013 with Bao Viet Hanoi. By partnering with Bao Viet Hanoi
– a member of the Bao Viet General Insurance Corporation, a leading
insurance company in insurance and financial provision for organizations, individuals in Vietnam, M7-MFI has become an official partner
among other big customers of Bao Viet, such as HSBC, Techcombank
and many other reputable organizations.
d) Non-financial services
Besides financial services, formal MFIs also offer some non-financial
services. This is a comparative advantage of microfinance organizations
in comparison with other credit institutions. These non-financial services
help strengthen close connections between customers and service
providers, increase community development impact of microfinance
activities. Below are typical examples of non-financial activities of TYM.
TYM is the first MFI to be formalized in Vietnam, founded by the
Vietnam Women’s Union, mandated to “Improve the quality of life of
low-income individuals, households, particular poor disadvantaged
women by providing financial and non-financial services, creating
favorable conditions for their participation in social and economic
activities and enhance their status”. To realize this mission, TYM is aware
that it should not focus only on financial services, but that the nonfinancial ones should also be studied, carried out professionally and
systematically. Non-financial services of TYM include:
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- Training, capacity building for customers:

- Organization of social activities for customers:
TYM always create favorable conditions for customers, especially
women, to participate in; social activities; mobilization of women’s
strengths in collective activities such as cultural exchanges,
performances, sports, mutual supports among women during difficulties; organization of health check-up and free medicines to poor,
difficult areas. Results from these non-financial activities of TYM by end
of 2012 are presented in the below table (table 06).
Table 06: The result of TYM’s non-financial services

Activities

Periodical

Membership benefit

Annual (October)

100%

Annual (March)

100%

Social activities
Vietnam Women's Day (20/10)
International Women's Day (8/3)
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Since its establishment, TYM has paid much attention to capacity
building for customers, particularly poor and nearly poor women who
have little access to training and information. Customers were trained
right after joining and during their stay with TYM. For new customers,
TYM concentrates the training on personal identification skills, basic
household economic management skills and TYM’s procedures and
policies. For long-time customers, TYM provides necessary knowledge
such as gender and business, financial management, health care,
clean water and environmental sanitation and suchlike. Moreover,
TYM also pays attention to training of center’s leaders through annual
courses on center management skills, credit disciplines and suchlike.
Center’s leaders after the training have better knowledge and skills in
loan utilization and group management. Training courses in TYM also
help customers to have deeper understanding on business management, family care…which will help them to be more self-confident,
bold, thus gained more achievements in their life.
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Activities

Periodical

Birthday

Membership benefit
39,064

Exam fitness, sports, culture, arts

Biannual

121,700

Annual (January)

27,714

Gender and business

2010-now

15,372

Knowledge of sanitation and clean
water

2010-now

1,422

Literacy

2003-2004

62

Knowledge of health care and education savings

2010-now

8000

Free health check

2007-now

1,912

Support for Flood victims and social
beneficiary family

2008-now

12

Annual

50

2008-now

22

Knowledge training
Management skill, group
management

Other activities

Scholarships for poor children with
good academic members
Support member housing
"warm roof"

Source: 20 years summarize report of TYM

2.3.2. Semi-formal microfinance organizations
As the semi-formal MFOs do not operate under regulations of law on
credit institutions, they are not allowed to offer such comprehensive
activities like the formal ones, particularly voluntary savings services
for individuals and organizations. In reality, products of the semi-formal
MFOs normally focus on micro lending. Savings service is limited to
compulsory savings. Non-financial services are done prominently only
by those MFOs that have plenty of funding sources like CEP and Dariu.
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a) Micro lending

Nowadays, we can say that, credit products have been increasingly
diversified and responsive to the various needs of poor, nearly poor
customers in Vietnam. Semi-formal MFOs are offering different types
of credit products, they are credit for poor laborers to develop
economic situation, credit for disable peoples and disadvantaged in
society to develop livelihood models, credit for the poor to repair
houses, credit for households in polluted areas to improve their lives.
Beside the credit in cash, MFOs also offer credit in kind, such as young
animals (cow, chicken, pig…), materials (cement, brick, tile, animals
feedings…). In addition, some organizations have started individual
lending method, e.g. salary-based credit to “salary workers and staff”
in collaboration with recruitment entities or credit to micro enterprises.
b) Micro savings
Compared with commercial banks, savings products of semi-formal
MFOs are not diversified but have special attributes relevant to the
poor and low-income customers. Semi-formal MFOs offer compulsory
savings services, depending on each organization’s computation,
normally basing on the value of loan amount (from 1-1.5%) or on an
absolute amount per month (3,000 -10,000 Vietnam Dong). Among
semi-formal MFOs, CEP is currently leading on the number of compulsory savings customers. As a borrower, she/he has to save at least 1%
of the total loan amount during the whole loan period with an interest
rate of 0.25%/month.
As semi-formal MFOs are not allowed to mobilize voluntary savings
from the public, they have no opportunity to explore and promote
their potentials in offering this product. This is a big difference when
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Number of micro lending products offered by each organization is
viewed respectively by their microcredit portfolios. However,
international practices in micro lending have been applied flexibly
and adequately by the MFOs in Vietnam: group lending, payment of
small installment of interest and principals, short-term loans for mainly
for production and business purposes.
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comparing fund mobilization scale of microfinance players in Vietnam
versus those in other countries in Asia like Cambodia, Indonesia,
Philippines and Sri Lanka.
Savings mobilization is an important element in operations of credit
institutions and microfinance organizations in particular to form a
source of fund for lending activities. However, the fact of being not
allowed to go on voluntary savings by semi-formal MFOs leads to
unavoidable consequent that these MFOs have to depend heavily
on other external source of funding (grants, owner’s equity), therefore,
they are not autonomous in balancing their sources to become
operationally and financially self-sufficient.
c) Micro insurance
In Vietnam, micro insurance is implemented by insurance enterprises
or non-insurance enterprise entities. Formal insurance companies
hesitate to offer this kind of service due to high costs; little or no profits
earning; and the biggest barrier is how to find an appropriate
distribution channel. Meanwhile, to protect policy holders, legal
provisions do not allow semi-formal MFOs to directly provide insurance
services, instead they are able to be agents for formal insurance
services providers.
A typical partnership model between insurance enterprises and
semi-formal MFOs can be mentioned here is: In 2004, Bao Viet tested
deployment of microinsurance through a partnership with M7 Ninh
Phuoc, by which life insurance products were offered to microfinance
borrowers who were from low-income market with a premium of 0.9%
of the loan amount/year. This model was evaluated rather successful.
Women’s Union as well as other semi-formal MFOs (Fund for Poor
Women in Thanh Hoa) have engaged in marketing microinsurance
products for some insurance companies like Manulife, Bao Viet, Postal
Insurance.
The offer of micro insurance by local NGOs or projects/programs
somehow has created opportunities for poor, low-income people to

48 - VIETNAM MICROFINANCE WORKING GROUP

d) Non-financial services
Same as formal MFIs, one of specific characteristics that contribute to
the success of semi-formal MFOs is the provision of non-financial
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have access to other services besides micro credit, increasing their
coping ability against risks that likely happen to vulnerable groups.
However, a question is that whether these organizations are able to
provide microinsurance services in a professional and sustainable
manner? If services delivered by these organizations are unprofessional, thus go out of business while prudential conditions and
institutional arrangements in service delivery of these organization are
not yet been set up, who will be responsible for claim settlements of
customers, particularly those of poor, vulnerable groups in difficult,
flood prone areas where probability of claims requests are high.
Unprofessional provision of microinsurance services by these
organizations provided with loose supervision and management from
state management bodies may lead to higher risks for the poor when
their trust in getting compensation are in vain. This will badly affect the
significance and purposes of other on going microinsurance
services. In reality, professional insurance companies have not yet
been attracted to microinsurance market as this is not a market that
can bring profits for them, but high risks, a market of low-income
people in risk prone areas where costs of service delivery are very high.
Therefore, to sustain create a motivation of assisting the poor in
coping with risks, there should be a mechanism to encourage
connections between professional microinsurance companies and
microfinance organizations to apply partnership model where
microfinance partners act as agents for microinsurance services.
Through this, engagement of professional insurance companies in
low-income market will be promoted and at the same time facilitating
microfinance organizations to concentrate on their core business. And
at the end, the poor will be ones to benefit from encouraging
professional insurance companies to invest in this market segments.
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services in parallel with financial services. Non-financial services of
semi-formal MFOs are mainly those services: supports for livelihood
activities, capacity building training, gender and environment
training. Despite their smaller out reach, these non-financial services
have helped semi-formal MFOs to gain prestige before the customers.
Most of the customers evaluate highly social benefits that these
services brought to them: better knowledge, more self-confident,
more participation in community activities, and gender equality, life
quality as well. However, only few semi-formal MFOs who have
diversified funding resources or implement development projects have
enough financially and technically capable to provide these services.
We can name some of these MFOs: non-financial services of CEP,
non-financial services of Dariu.
- Non-financial services of CEP:
Currently, CEP is implementing various activities to develop its own
human resource, training for CEP staff to improve their capacity. At the
same time, CEP also provides staff training for other MFOs. CEP’s basic
training program includes exposure for experience exchange,
workshops, and policy discussions for microfinance researchers,
scientist, practitioners and policy makers. In these programs, visiting
CEP branches and customers help to understand the practices in
reality.
CEP also conducts internal training with a training program being
developed based on experience transferred from outside and lessons
drawn from its own operation in order to be relevant to the
Vietnamese context. This is not only responsive for CEP but also for
other MFOs in improving knowledge on microfinance issues. In
addition, CEP is also offering community development services, which
are designed to enhance the impact of financial services on
customers’ welfare. These services, to name some, include education
on health care, environmental sanitation, self-financial management,
budget planning, food and foodstuff support.
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- Non-financial services of Dariu:

+ Mobile schools: using some containers lorries to carry computers,
tables and chairs to remote areas where children are in difficult
situation and provide them with three-month computer and internet using skill training course.
+ Scholarship/bicycles provision: building schools; kindergarten,
primary and secondary schools.
+ Financial education: open free financial literacy classes for people,
particularly teenagers from different places in both urban and rural
areas.
2.4. Achievements and limitations in activities of microfinance
organizations
2.4.1. Achievements
2.4.1.1. Governance and management
Activity models of MFOs/MFIs have been gradually defined following
international best practices, ensuring that the organizations’
governance and management processes are done in a safe,
effective and professional way. It is noted that there have been 03
formal MFIs complying with operational model, governance and
management.
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The Dariu Foundation – (TDF) is a Swiss NGO, established in 2002, officially started operation in Vietnam in 2007. Mission of Dariu Fund is to
bring opportunity to low-income households available microfinance
services with affordable costs, facilitating them to improve their jobs,
increase income and financial management skills, at the same time
helping them to have better understanding of the important of
education, thus investing more in their children’s education. At
present, beside microfinance services, Dariu Foundation is implementing non-financial services through the below programs/projects in Vinh
Long, Tien Giang, Dong Nai and Tra Vinh:
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Despite the number of new comers in the period 2005-present has not
increased significantly, even reduced in many geographical areas,
the existing MFOs/MFIs, however tend to professionalize and grow.
Some of them have been established and operated under regulations
on social funds while continue to study and apply the procedures of
risk management, products management, accounting and control
system of credit institutions. These are pre-conditions for these
organizations to go on professionalism in their operations, management
and governance.
2.4.1.2. Financial
Despite of many difficulties, most of formal and semi-formal MFOs/MFIs
who sent their information to the MIX have attained impressive growth
in assets, source of funds and loan portfolio. The “sparkling point” of
all these organizations was best reflected by low rate of bad loan while
many credit organizations were experiencing high credit risk. Most of
MFOs/MFIs had PAR>30 days being less than 1% (international standard is 3%).
Moreover, operational sustainability of many MFOs/MFIs was relatively
impressive with OSS at more than 120%. The number of organizations
achieving OSS as international standard tends to increase over the
past three years, showing their determination to develop towards
professionalization. Of the leading microfinance players in Vietnam,
some have attained all the three sustainable ratios – operational,
financial and institutional self-sufficiencies as Vietnamese standards.
2.4.1.3. Contents
Formal MFIs started to enjoy the advantage of their legal status in
mobilization of savings. Their savings balance mobilized from
individual, organizations have increased impressively right after being
licensed. Thanks to this, their prestige has improved remarkably.
Credit activity of MFOs/MFIs starts to have diversification in terms of
customer groups (the poor, low income, staff, household business,
52 - VIETNAM MICROFINANCE WORKING GROUP

According to primary investigation 2014, of the 159 microfinance customers were interviewed about "a refund" 143 clients
with diverse responses return method, which essentially is a
method of paying by the month and week (52.8% paid by the
month, 21.4% paid weekly).

Valid
value

Value
Total

Frequency

Frequency
percentage

Valid
percentage

Weekly

34

21.4

23.8

Monthly

84

52.8

58.0

3 months/time

3

1.9

2.1

6 months/time

1

.6

0.7

Interest is paid weekly, the
original ending

14

8.8

9.8

Interest is paid monthly,
the original 3-month/time

1

.6

0.7

Principal and interest paid
at maturity

3

1.9

2.1

Interest paid 6 months/time,
the original ending

3

1.9

2.1

Total

143

89.9

100.0

Number of value

16

10.1

159

100.0
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micro enterprises), lending methods (group and individual lending);
purpose of lending (production/business, consumption, emergency,
long-term investment like education…); payment methods (weekly,
monthly). The activities of insurance agency have started and
gradually developed. Accompanying these activities are nonfinancial services, which have been done rather well and achieved
practical results for community development, improvement of
knowledge, life skills of customers.
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2.4.2. Limitation and shortcomings
2.4.2.1. Operational model, governance and management
-

Roles and responsibilities among the owners, Members’ Council
and Executive Board at some MFOs/MFIs are not yet clear. Particularly, the role played by mass organizations at different levels is not
specified in the charters of many organizations. In this regards, linkages between mass organizations and MFOs/MFIs tend to be loose,
funds ownership of many organizations have not been defined
clearly. These may create difficulties for MFOs/MFIs’ activities that
have main strengths of relying on community and mass
organizations.

-

Governance and execution capacity of MFOs/MFIs are still low. At
present, MFOs have different institutional settings, some of which
are not in line with standard model of the formal MFIs. Their
governance structures are not of high autonomy and independence. Some standards of a credit institution (risk management,
application of prudential ratios in operations) have not yet been
applied or inadequately applied. Many organizations have not yet
established important governance and management mechanisms
(e.g. risk management, audit, internal control system…) or if yes,
they are not yet effective, leading to no optimal effectiveness in
their operations.

-

Linkages among MFOs/MFIs and between them and other relevant
stakeholders in the sector are still low, thus not really having a
common voice. Each microfinance organization standing alone is
small in operational scale, however, there are only few organizations
demand for merging and linkage with others to increase their
financial and management capacity. Although VMFWG is a forum
for the sector to have a common voice, participation of some
MFOs/MFIs members is not yet active, even some refused to share
information with VMFWG.
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-

2.4.2.2. Financial results
-

There are still some organizations that have not achieved
operational self-sufficiency (OSS) yet. Among those who sent their
information to VMFWG and The Mix, many VMFWG members have
not yet reached OSS 100%. Majority of these organizations are
newly established or newly transformed from microfinance
projects/program. Reasons for this include (i) small scale-operating
in a few communes/wards of 1-2 districts, so operation costs are
high, particularly their outreach approach of being close to
customers leads to higher total costs; (ii) income are mainly from
credit operations while donor grants are few and tend to be
reduced; and (iii) low degree of professionalization from the start
of their programs, leading to inefficient management of
income-costs.

-

Not yet fully achieved financial self-sufficiency (FSS). According to
international standard, none of the Vietnamese microfinance
organizations achieved FSS. Many of MFOs/MFIs have not
accounted full costs in their operations, such as cost of owner’s
funding (mainly from donors or accumulated retained earnings for
years), inflation costs (meaning value of the owner’s equity has
reduced by years due to annual inflation); opportunity costs due
to receiving loans or funding with privilege interest rate; no cost or
low cost of office rental, cost for personnel supported by mass
organizations. Besides, some incomes are instable including grants,
allowances. Therefore, when computing financial sustainability,
very few MFOs/MFIs achieved FSS > 100%.
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Information is not transparency. Among Vietnamese microfinance
organizations, many have conducted external audit and made
informational transparent by public their information, regularly
posting and updating financial statements in their websites.
However, some organizations have not done it yet or have not
done consistently.
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2.4.2.3. Activity Contents
-

Products/services are not diversified; quality of services is not really
high. Products/services focus mainly on micro lending in short-term
or medium term and mostly for the purposes of small production,
business doing. Many products designs are not based on
perspectives of needs and business doing, but on experience of
donor funded projects. Some organizations have tried product
diversification by introducing consumption loans but still at
experimental level. Two MFIs, TYM and M7-MFI, started savings
mobilization from public; however, methods and interest rate are
not flexible and unattractive as those of other credit institutions
operating in the same areas (e.g. People's Credit Funds, some
commercial banks).

Semi-formal MFOs are only offering credit and compulsory savings, not
other products/services. Insurance services just have been tested by
CFRC. Development of non-financial services is still in small scale and
heavily depends on grants/donor projects. Therefore, customers’
needs for financial services are not yet adequately being served.
Some customers have left microfinance organizations for others
institutions in order to meet their needs for bigger loan (more than 30
million Vietnam Dong). MFOs are not allowed to offer remittances and
payment services while majority of rural population going out to work
in other places during odd seasons. They have a great need for
remittances services for sending money home for their children’s
education or medical costs of family’s members who are sick.
-

Limited sources of fund. For formal MFIs, besides the increase in
savings mobilization, these organizations are not able to get loans
from other credit institutions and have ability to access refinancing
window of the State Bank of Vietnam. As special characteristics of
microfinance organizations, which are mainly originated from
programs/projects supported by NGOs, they have not enough big
fund to meet the needs of people in their operating areas.
Frequently lack of funds, no mortgage or collateral have
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For semi-formal MFOs, their fund resources depend mainly on the
owner’s equity or donor funding, while opportunities of increasing
these resources are very few in the future. Donors’ working approach
is changing to focus more on climate change and environmental issues.
-

Low qualification of human resource. This is one of the weakest
points of MFOs/MFIs. At present, even the biggest organizations that
have been operating for long years and received a lot of external
capacity building support are facing with problems of quantity and
quality of human resources. The qualification and number of
managers and staff in remote and far away branches are not. The
personnel of MFOs/MFIs often have social skills and are dedicated
to the work and customers, however, weak in professional
knowledge of microfinance, customer services and risk management. Only few MFOs/MFIs have trained staff; even very few among
their personnel, mainly senior staffs have deep professional
knowledge. This is really a challenge for MFOs/MFIs in their way
towards sustainable development.

3. Failure lessons of microfinance organizations in their process
towards sustainability in the world.
a) The first failure experience related to over-commercialization of
semi-formal MFOs.
In 2007, Compartamos, a bank in Mexico, became the first microcredit
bank in Latin America, went on IPO. To ensure small loans will earn
increasing profit margins for investors, Compartamos raised
interest rate, enhanced promotion of its image and applied radical
methods in loan collection. Sharing and understanding the borrowers,
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constrained the image and accessibility of these MFIs to loans
source of other financial institution in order to have fund to relend
to their poor/low-income customers. In addition, the grants they
received from outside are also limited as Vietnam is moving into an
economy of middle income level.
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which were once legitimate spirits of this organization when it was still
a, have been faded. Commercialization, as a wrong turning-point of
microfinance, reflects a “mission switch” in the motivation of providing
financial services for the poor/low-income.
b) The second failure lesson was inefficiently use of financial resources
that misled outreach activities.
In some countries (e.g. Sri Lanka, Malaysia), besides traditional
banking services of commercial bank, the banks also carried out
programs to offer services for the poor, they even tested a model of
marketing intermediary, acting as agents in channeling small loans for
government-run credit institutions. This model was unsuccessful
because credit institutions might “cope with” by opening branches in
rural areas and be formalism in operation, only opening for few hours
a week or offering limited services. As consolidated by UNDP & Citi
Corp Foundation (1997), main reasons for failure of formal credit
institutions when joining the market include:
-

There were a number of obstacles for customers when applying
traditional credit procedures of commercial bank in microcredit,
such as: requirement of business registration certificate, forms of
guarantees like collateral, mortgage and other prudential
requirements in transactions and other personal. Potential
customers in most of the case, therefore felt pressure because of
these complex procedures and might decide not using services of
these organizations.

-

Outreach approach was not friendly to the poor and low-income.
On the other hand, as these organizations required a lot of
materials, so customers had to travel many times and wait without
being sure they would be eligible to get loans. These led to high
transaction and opportunity costs for customers. Thus, total cost for
a dollar of loan for customers was relatively high.

58 - VIETNAM MICROFINANCE WORKING GROUP

-

c) The third failure lessons is about lack of professionalism and
donor-driven.
Despite the increase in number of organizations succeeded in
professionalization and outreach expansion, undeniable fact is
existence of many failure organizations, particularly social organizations
that implemented microfinance unprofessionally and depended too
much on donors. Reasons for this failure include:
-

Staffs of these organizations have good communication skills with
community and customers but lack of business experience and
have inability to give proper advices on microfinance;

-

Mixture of economic and social objectives, so they themselves do
not know well who they are, social workers or business staff;

-

Some programs, projects implemented by social organizations are
costly, highly subsidized and limited in customer services.

-

Business purpose and operational standards are not yet clearly
defined.

-

Strategic objectives of NGOs/donors were not set out at the start
of the projects.

From the above lessons, it can be summarized as follows: (i) microfinance organizations should not run after profit purpose, forget social
objectives, creating debt burden for the customers, who are from poor
and low-income groups. Particularly, microfinance organizations
should not consider microfinance customers as target for profit
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Credit products were not appropriate to the poor and low-income
customers. They want a micro credit in small amount to be paid by
many installments of interest and principles and on daily, weekly
basic. Meanwhile, other conventional financial products applied
longer payment frequency, e.g. monthly, even quarterly or end of
loan period. Duration rescheduling for loans were also more difficult
in terms of time and procedures.
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making; (ii) microfinance practices have special characteristics, thus
should not be forced to apply commercial banks’ procedures and
methods in products/services delivery; (iii) microfinance organizations
should always be clear on the objectives and survival direction in
professionalization, being pro-active, independence and self-sufficiency
during their development process. Seeking for privileged funding,
external support are necessary but organizations should always be
clear to avoid depending “by all cost” on these supports.
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PART II. THE EXISTING MECHANISM AND POLICY
FOR MICROFINANCE ORGANIZATIONS IN VIETNAM
In 2010 Law on Credit Institutions, the first time in history microfinance
organization is recognized as a type of credit institution in the system
of credit institutions in Vietnam. The news of MFOs/MFIs being
regulated by law is a long step forward for microfinance sector in
Vietnam; this is a legal foundation for microfinance organizations to
grow stably side by side with other types of credit institutions towards
realization of the socio-economic development objectives by
enhancing poverty alleviation activities in Vietnam.

To go back in time, before the coming of the Law on Credit Institutions
in 2010, microfinance activities were entitled to be regulated by
Decrees No. 28/2005/ND-CP, No. 165/2007/ND-CP and Circulars of the
State Bank of Vietnam (SBV). These legal regulations are seen as initial
and important basic for organizations to gear forwards operating in a
more formal “playing field”; a basic for Vietnamese MFO/MFIs to grow,
gradually develop themselves towards institutional self-sufficiency as
international best practices.
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To create favorable conditions, building an enabling environment for
microfinance development, the Prime Minister signed Decision
No. 2195/QD-TTg on December 16, 2011 on “To build and develop the
safe and sustainable microfinance system towards serving the poor,
low-income people, micro and small enterprises in order to contribute
to implementing the Party and Government policies on social welfare
and sustainable poverty reduction”.The Decision No. 2195/QD-TTg has
defined important measures, in which development of a comprehensive
legal environment, being relevant to the special features of microfinance activities is put on top. These measures include (i) Finalize legal
normative documents to provide guidelines on the Law implementation;
(ii) Promulgate relevant policies to encourage development of
microfinance activities; (iii) Study and issue regulations on development
of professionalism-oriented microinsurance activities; (v) Finalize priority
credit policy to ensure right targeting to the poor and other policy
groups; (vi) Study and issue policies on microfinance activities
diversification.
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This initial legal corridor has helped MFOs to gradually go in line with
the new framework, reduce their “spontaneity”, and at the same time
to better identification of potential risks in their operations so that MFOs
are able to define necessary and unavoidable steps towards
institutional self-sufficiency. Thanks to this legal framework, microfinance sector has received increasing concerns, understanding and
awareness of the society, achieving consensus to create a better
environment and conditions for microfinance operations.
Ten years have passed since issuance of the Decree No. 28/2005/NDCP and more than 3 years have passed since the effective date of
the Law on Credit Institution, however only 03 MFO/MFIs have been
officially licensed. This raises questions:
(i) Have formal and semi-formal MFOs/MFIs understood well legal
regulations during their operations?
(ii) Does the current legal system “promote” the needs and whether
MFOs are ready to transform into formal MFIs?
(iii)After transformation, what operational environment will be when
MFOs join in a new “playing field” and have to comply with
regulations applied for formal MFIs?

According to the primary survey in 2014, when asked "Does your
organization want to transform into a formal MFIs?", 23 officers
of the microfinance programs, projects were interviewed; 82,6%
of them said "yes".

Valid
values
Invalid
values
Total

Frequency

Frequency
percentage

Valid
percentage

Accumulated
percentage

Yes

19

82.6

95.0

95.0

No

1

4.3

5.0

100.0

Total

20

87.0

100.0

Numbers

3

13.0

23

100.0
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Secondly, transforming into a formal MFI is a desire of some organizations,
programs and projects working on microfinance. They are mainly
those who need to be legalized entities in order to tap funding
resources given their situation of funds shortage being a key issue in
outreach and scale expansion. In this regards, it can be said that the
need for transformation into a formal MFI is of those organizations that
are having opportunities to access funding sources from outside.
This explains for some organizations are not being really interested in
transforming into formal MFIs as they have no “opportunities” yet to
access external funds. On the other hand, for some organizations that
opted being at moderate development level, having no plan to
become big and intensify their expansion (depending much on
governance and outreach capacity) is a reason for no demand for
transformation. However, there are also cases where MFOs have
converged all necessary factors for transformation, but are not
“ardent” in transformation. This poses a worth thinking concern for
State management agencies and microfinance sector!
And, despite any reasons, it can be seen that those organizations that
have or do not have demands for transformation, their “level of
readiness” is not yet high. This is explained by the fact that in most of
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Firstly, reality has shown that formal and semi-formal MFOs/MFIs,
especially the programs, projects having microfinance as one component,
have certain level of understandings about legal regulations
related to their activities. Even after transforming into formal MFIs, they
only see “urgent” impacts of these legal regulations on their business
results in “short-term”. Little attention has been paid to long-term
impacts of these regulations – those that will help to ensure their
operations in safe and sustainable manners (e.g. regulations on
organizational structure, network, governance, quality of assets and
compliance of prudential ratios; control system, internal audit, external
audit, activity contents, operational). This tells that microfinance organizations often see only the short-term benefits brought by these legal
regulations, but not yet the long term ones of a formal “playing field”.
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cases, MFOs once transforming, were perplexed in preparation of
dossiers to apply for license. Conditions applicable on semi-formal
MFOs for transformation are not so difficult, but preparation of
evidences to prove their qualifications is barrier for these MFOs while
their understanding of related legal regulations is somehow limited.
Thirdly, the biggest question now is whether the current legal
environment is really appropriate to “specific features” of organizations
working on microfinance? Reality has shown that since the Law on
Credit Institution came into effect on January 1st, 2011, its implementation guidelines are still few until now. Some guiding documents that
were issued previously (before adoption of the Law) on microfinance
organizations have provisions that are more applicable “in the
perspective” of the commercial bank. This leads to some difficulties in
implementation by MFO/MFIs. Then what are the characteristics of
operations of microfinance institutions?
In view of policy makers, to effectively supervise financial institutions,
ones need to understand fully and properly about the nature and
characteristics of each type of organization. Basel committee has
listed down some basic features of microfinance as follows19:
(i) Microfinance clients are low-income people: Microfinance
organizations normally provide credit for low-income clients (e.g.
under-employed workers, informal household businesses, street
vendors, households engaging in small and medium scale animals
raise and livestock breeding). These clients groups share same
characteristics of living concentrated in same geographical areas
and from same social groups (Women’s Union, Farmers’).
As microfinance clients are low-income people, so loan amounts are
normally in small value, short-term and require no mortgages.
However, loan repayment frequency is more regular and interest rate

19

According to CGAP 2009 Report (CGAP - Consultative Group to Assist the Poor).
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is often higher than that of conventional common loans. To compensate
for operational costs in microlending methods, which require larger
human resource and related costs of clients visits (in most of the cases,
credit/technical officers had to go to communes, hamlets/villages to
collect information on potential clients), microfinance loans often
have higher interest rate compared to that in commercial lending.

(iii) Using depository assets: microfinance clients normally do not have
depository assets – the ones that are used as collaterals for commercial loans. There are cases where microfinance clients have depository
assets, but these assets’ value is often very low (e.g. Television, interior
furniture and suchlike). In this cases, collateral is required as a mean
binding the borrowers to pay rather than a reserved compensation
for loan losses.
(iv) Credit approval and supervision: micro lending is a high dispersed
process, therefore credit approval often rely on skills and “degree of
situation penetration” of credit/technical officers and managers in
collecting correct and timely information.
(v) Overdue loans monitoring: close monitoring of overdue loans is
crucial as micro loans do not require mortgages and have quick
repayment frequency (weekly or bi-monthly in most the case) and
spreading effects. As usual, credit monitoring in microfinance entirely
relies on credit/technical officers as they are those who understand
best about clients’ situation - the most important factor in deciding
effectiveness of loan collections.
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(ii) Analysis of credit risk: Credit/technical officers have to collect a lot
of information on potential clients through visits to client’s households
or businesses. Through these visit, they have to support clients to
prepare documents on family cash flow estimation, net value calculation
of income to define appropriate loan terms and loan amounts.
Characteristic of borrowers and their willingness to pay are those
factors to be evaluated by credit/technical officers during these visits,
loans processing and supervision processes.
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(vi) Group lending: most of organizations working on microfinance are
using group lending method. In this method, loans are disbursed to
members of a small group – individuals committed to guarantee loans
for each other. This method is developed with a hypothesis that group
pressure would help to ensure repayment possibility because late in
repayment by one group member will affect loan approval for others
group members.
(vii) Domino effects: Reality showed that close monitoring of overdue
loans and group pressure would bring in much higher repayment rate.
Quality of credit portfolio of individual loans, however may change
quickly because a nature of micro loans is no mortgage requirement,
and has domino effect. Domino effect happens when borrowers stop
repaying their loans to the MFO as they fear that the organization may
face with increasing overdue loans, therefore may not be able to
continue lending to them.
From these above features, to facilitate formal and semi-formal
MFO/MFIs to effectively grow in a formal “playing field” and to make
it “attractive”, “encouraging” for MFO/MFIs to participate, there
should be appropriate regulations for microfinance activities that
taking into account the specific and special characteristics of
microfinance sector. These regulations should ensure to provide
guidance for MFOs/MFIs activities through: (i) a system of standards,
through which to promote professionalism; (ii) specific principles of a
special type of credit institution. These regulations should also be
simple, understandable, easy for reference, doable and minimize
importing of standards applied on other types of credit institutions into
microfinance organizations that naturally are small scale and have
simple activities (both in contents and scale) and special costs
structure. These regulations should be towards an aim of creating a
policy “impulsion” and a new “oxyzen” for microfinance organization
to grow stably and sustainably. This is also an ultimate goal to be
reached through a series of measures laid out in the Decision No.
2195/QD-TTg.
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1. The existing mechanisms and policies on microfinance
activities
1.1. Regulations on operational model and governance structure
On June 26, 2010, the Law on Credit Institution was adopted by the
National Assembly, confirming microfinance organization being as a
type of credit institution in the system of credit institutions. The Law on
Credit Institution was drafted on the basis of improvements and
amendment of the irrelevant regulations in the Law on Credit
institution 1997; and in response to requirements of meeting the need
of management and development of credit institutions.
With this direction, the Law on Credit Institution 2010 focuses on
amending and supplementing key legal provisions: scope of
regulation; legal status of credit institution; organization, governance
and administration; scope of business; prudent requirements. However,
despite of progresses, sparkling points, new points, there are still
inefficiencies in the Law’s provisions on microfinance activities. These
are as follows:
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In this part, the research team focuses on reviewing limitations in the
existing legal regulations on microfinance organizations, analysis of
mechanism, policies in various legal normative documents including
those that are no longer compatible with higher legal documents but
still in effective, and importantly still being applied on activities of
microfinance organization (both formal and semi-formal ones). This
research can be seen as an “opportunity” to comment on those legal
contents and regulations that should be amended, supplemented or
even suppressed in the context when State management agencies
hurry to promulgate documents to facilitate microfinance activities.
These all done with a hope of giving a breakthrough for microfinance
sector in the coming time.

Fundamental inefficiencies and shortcomings of the 1997 Law
on Credit Institutions and emerging requirements for 2010
Law on Credit Institutions
1. Inefficiencies in the 1997 Law on Credit Institutions
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• Many provisions are general, not clear enough and contain
many legal “gaps”;
• Not comprehensive, and contain inconsistencies with other
Laws: Civil Law, Enterprise Law, Securities Trading Law,
Bankruptcy Law, Competition Law;
• Absence of provisions on governance and administration for
each type of credit institutions;
• Unclear differentiation of operational scope for each type
of credit institutions;
• Lacking of and inaccurate definitions of some terms that
affect the law implementation process;
• Regulations on application of prudential ratio are not
keeping pace with changes in reality and international
standards;
• Absence of regulations on supervision, merging.
2. Emerging requirements
• Institutionalize the State and Party’s viewpoints, directions
and policies;
• inherit relevant regulations that have undergone through
reality;
• Be in-line with the commitment of integration with the world
and international practices.
• Ensure autonomy in doing business by credit institutions while
still facilitate watertight, cautious and safe banking
operations;
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• Overcome shortcomings in implementation of the 1997 Law
on Credit Institutions, the 2004 Admended Law on Credit
Institutions;

1.1.1. Regulations on operational model

management and execution tools to ensure that all organizations of
different legal status can offer their products, services to clients in
potential markets. In other words, different legal status applied on
each microfinance organization will lead them to different operation
strategies.
- Clause 6, Article 6 of the Law on Credit Institutions stipulates:
“Article 6. Organizational forms of credit institutions
6. Microfinance institutions established and organized as limited liability
companies”
- Clause 1, Article 87 of the Law on Credit Institutions stipulates:
“Article 87. Types of microfinance institutions
1. Microfinance institutions may be established as limited liability
companies”
- Clause 1, Article 70 of the Law on Credit Institutions stipulates:
1. Capital contributors of a credit institution being a limited liability
company with two or more members must be legal entities, except
the case specified in Article 88 of this Law. The total number of
members must not exceed 5. The maximum ownership rate for a member and his/her affiliated persons must not exceed 50% of the charter
capital of a credit institution”.
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In development of a legal corridor, it is foremost to shape forms of legal
status for microfinance. This is very important as it shapes a system
structure that allows State management agencies to have appropriate
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This means, the Law on Credit Institutions and current legal documents
only allow microfinance institutions to be established as limited liability
companies (including those with one member and those with two or
more members). This constrains those organizations that have
microfinance activities to select a legal status they want, somehow
making their business strategy forced, making them difficult to enlarge
their scale and scope of operations while their fund raising capacity
is limited due to not being able to mobilize resources from
financial market. To address this issue, MFIs can only increase their
funding sources by increasing their retained earnings or ask for
additional contributions from their fund contributors, which normally
are limited. Other option is to accept new fund contributor. However
this is not doable as the number of fund contributors are restricted
according to clause 1, Article 87 of the Law on Credit Institutions or
this option may go beyond agreement of the existing fund contributors.
It is easy to understand what reason these fund contributors have to
share their benefits with others while the MFI is operating well and
stable? On the other hand, participation of new fund contributors may
lead to disorder in the existing organizational model, governance and
administration settings, which are going well while their issue is just a
need for more funds, financial sources to fully utilize market potentials.
And, in this circumstance, MFIs will be in a dilemma situation - either
accept the dilution of benefits or even organizational disorder or
“stand watching” powerlessly the opportunities passing away.
1.1.2. Regulations on governance, administrative structure
As stipulated in clause 6, Article 43 of the Law on Credit Institutions:
“Article 43. Board of Directors and Members’ Council and their
structures
6. The Board of Directors or Members' Council shall set up committees
to assist it in performing its tasks and powers, including the risk
management committee and personnel committee. The Board of
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Directors or Members' Council shall define the tasks and powers of
these two committees under the State Bank of Vietnam's guidance.”
Foremost, it is affirmed that a stipulation to require credit institutions
including shareholdings, limited liability companies to set up risk
management committees and personnel committees is needed,
particularly for those operating on large scale, with diversified activities
like banks, financial companies, financial leasing companies so that
they are able to manage risks (which is naturally an immanent feature

Reality shows that activities of microfinance organizations are often
on small-scale, simple and not too complex (mainly collection and
disbursement within a day) as those of other credit institutions; their
senior personel and managers (at main and branch offices) are often
selected from those who have good records, good reputation in
community. Therefore, setting up two mentioned above committees
by MFIs seems formality and not really necessary. In case it is a must to
have these two committees, MFIs will face with personnel difficulty and
higher operational costs.
1.2. Regulations on charter fund contributions
- Article 1 of the Decree No. 28/2005/ND-CP stipulates:
“Article 1. Scope of regulations and objects of application
2. Those who can establish microfinance institutions:
Organizations that can establish microfinance institutions in Vietnam
according to stipulations of the laws include:
a) Socio-political organizations, social organizations, socio-professional
organizations of Vietnam, charity funds and social funds
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of banking activity) and to recruit and select senior personnel who
have adequate qualifications and competent to run the business.
However, Clause 6, Article 43 of the Law on Credit Institutions that set
out this requirement as a compulsory for all institutions established as
limited liability companies including MFIs (as MFIs are only allowed to
established as this form) should be reconsidered.

b) Vietnamese non-governmental organizations (NGOs)
3. Other organizations and individuals inside and outside Vietnam can
contribute capital to the organizations specified in clause 2 of this
Article”.
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- Clause 6, section I of the Circular No. 02/2008/TT-NHNN stipulates:
"6. The proportion and mode of charter capital contribution of the
capital contributing members at micro-finance institutions established
as limited liability companies with more than one member that are
agreed upon among the parties must be clearly written in the Charter.
The proportion of capital contribution must follow the following
regulations:
6.1. Total capital contribution from foreign individuals and organizations
must be less than 50% of the charter capital of the micro-finance
institution, except for exceptional cases permitted by the Prime
Minister.
6.2. The total capital contribution of the entities as stipulated in Item 2,
Article 1 of the Decree No. 28/2005/ND-CP must be at least 25% of the
charter capital and must be the highest contribution in proportion as
compared to other contributions."
As defined in Decree No. 28/2005/ND-CP/Decree No. 165/2007/
ND-CP, only socio-political organizations, social organizations, socioprofessional organizations of Vietnam, charity funds, social funds and
Vietnamese NGOs are able to establish MFIs. The issue of ownership is
explained in more details in point 3.1 and 3.2, Clause 3 of Circular No.
02/2008/TT-NHNN, by which: (i) Limited liability company should be
owned by one socio-political organization of Vietnam; (ii) Limited
liability company of two or more members should be established by
capital amount contributed by two or more organizations who are
specified in Clause 2, Article 1 of Circular No. 02/2008/TT-NHNN or by
capital amount contributed by one or many of these organizations
with contributions from one or many other individuals and organization
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inside and outside Vietnam but the total number of capital contributors should not exceed 5. Moreover, point 6.2, clause 6 of Circular
No. 02/2008/TT-NHNN has defined the limits of capital amount
contributed by individual contributor: Total capital amount
contributed by other individuals and organizations is restricted not
higher than 75%, which is defined indirectly through the stipulation of
at least 25% capital contributions should be from socio - political
organizations, social organizations, socio-professional organizations of
Vietnam, charity funds, social funds and Vietnamese NGOs.

-

Socio-Political organizations is purely a State non-productive
agency, run with State budget’s funding. These organizations
normally do not have their own capitals. Only some of them are
selected for implementation of poverty alleviation programs
through doing microfinance. Therefore, these organizations are
assigned to manage funds and develop professional microfinance
programs (cases of TYM and CEP) so they have capitals, while other
socio-political organizations do not have capitals and are not
allowed to do this business.

-

As stipulated in Circular No. 02/2008/TT-NHNN, Vietnamese NGOs
are those doing charity work or be driven by their donor agencies
(except those doing microfinance or get funding from goodwill
individuals). In this connection, these NGOs do not have capitals,
excluding some microfinance programs/projects that opted to be
transformed into social/charity funds.

-

The socio-political organizations as defined in Decree No. 28/2005/
ND-CP/Decree No. 165/2007/ND-CP that want to formalize their
microfinance programs and register for a license, often face with
many difficulties in calling for funding. This is why only few organizations
met with conditions of transforming into formal MFIs. This has not yet
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As very few organizations are able to meet these requirements to set
up a MFI so until now there are only 03 organizations getting license to
be formal MFIs. Below are some explanations for this:

mentioned on difficulties that these organizations faced with in
looking for organizations and individuals partners who share the
same vision and voice to join with them in establishment of formal
MFIs.
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-

About 80% of microfinance programs departed from development
programs have been transferred to Women’s Unions (WU) at
different levels including communal WUs. However, the provincial,
district and communal WUs are not recognized as independent
socio-political entities (except the central level) to be eligible to set
up MFIs. In addition, after being transferred to local partners, capitals left for these microfinance programs/projects owned by the
provincial and district People’s Committees, not the WUs. Women’s
Unions at different levels are only the funds’ management
agencies, managing these left-over amount to continue
microfinance activities in their respective places. So, some microfinance programs/projects had to be established as NGOs in order
to satisfy the conditions of setting up a MFI as stipulated in Circular
No. 02/2008/TT-NHNN. A concern is that once these NGOs
transformed and got licenses of formal MFIs, how will they be, still
exist and operate as NGOs or disappear?

1.3. Regulations on conditions for granting establishment and operation
license
As stated in point 9.2, clause 9 of Circular No. 02/2008/TT-NHNN20, one
of conditions for granting a license is acceptance of the People’s

20

“9. Conditions for being granted a as establishment and operation license (referred to as licenses
for short)
9.2. Having the opinions of the People’s Committee of the province or centrally run city where
the microfinance institutions will locate its head officer on the necessary to establish this institution
in the locality;
9.3. Having charter capital at least equal to the legal capital prescribed in clause 2, Article 1 of
Decree No. 165/2007/ND-CP.”
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As stipulated in point 9.3, clause of Circular No. 02/2008/TT-NHNN, a
MFI/MFO who want to get a license should has a minimum charter
capital equal to legal capital as prescribed in clause 2, Article 1 of
Decree No. 165/2007/ND-CP applicable on MFIs, which was promulgated before the Law on Credit Institution. Given the economic
growth rate, inflation rate and GDP per capita over the past 7 years,
the amount of legal capital at 5 billion Vietnam Dong billion is no
longer suitable to current situation (Decree No.165/2007/ND-CP was
issued in 2007). On the other hand, such level of legal capital will not
adequately ensure MFI/MFOs to be financially sufficient in order to
achieve both their social goals and financial self sufficiency. Therefore,
the research team would like to propose for a raise in this amount of
legal capital of MFI/MFOs to more suitable level.
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Committee of the province or central city run city where the main
office of MFI is planned to be situated. Some organizations think this
regulation is not so meaningful as a condition for granting a license,
instead it makes licensing process more complex. This is because as
per clause 1, Article 20 of the Law on Credit Institutions, this is not a
requirement for commercial banks when applying for a license.
Nevertheless, from the research team’s point of view, having opinions
of the People Committee of the province or centrally run city where
the MFI locate its head office is necessary. This is explainable as banking activities performed by MFIs are conditional business that
relate to public savings mobilization. Thus, every instability happened
in MFI’s activities will cause negative impact on socio-political security
of the area. Therefore, having opinions of the People’s Committee of
the province or centrally run city - the highest state management
body at MFI’s working area is necessary. Local authority should know
and manage the entities that have banking activities in their
respective areas so that they can monitor and offer collaboration
when unstable work happens.

1.4. Regulations on main office and facilities for granting a license
- According to point 9.4, Clause 9 of Circular No. 02/2008/TT-NHNN:
“9. Conditions for being granted establishment and operation license
(referred to as licenses for short)
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9.4. Having a working office, facilities, technology and information
system to ensure operations of microfinance institutions”.
The provision on office, facilities and IT system of MFIs as stated in point
9.4, Clause 9 of the Circular No. 02/2008/TT-NHNN is still general, and
unclear for MFIs to define what should be adequate to meet the
requirement. Therefore, a number of organizations proposed to
review and have clearer content and guidance which is suitable with
microfinance operation. This will help to make the regulation more
realistic and transparent, mitigating abuses of authority that may
happen by executing agencies. This unclear provision also causes a
similar difficulty for MFIs when opening branches, transaction offices.
The research team will discuss further about this in the following
sections of the Report.
1.5. Regulations on dossiers, procedures for licensing and reorganization
As mentioned above, point 9.7 and 9.8, Clause 9 of Circular
No. 02/2008/TT-NHNN21 say microfinance institution is granted a license

21

According to point 9.7 and 9.8, clause 9 of the Circular No. 02/2008/TT-NHNN:
“9.7. With regards to microfinance institutions established as limited liability companies with two
or more members: at least one of its capital contributor is an organization defined in clause 2,
Article 1 of Decree No. 28/2005/ND-CP, fully meeting the following conditions:
a) Directly engaged in the management and/or administration of one or some organizations,
programs or projects providing compulsory savings services and microcredit in Vietnam for
the three years before the time of application for a license;
b) Being able to prove safe and sustainable management, control and administration of
microfinance operations for at least one year before thee times of application for a license,
specifically:
-

The total outstanding debt of clients with overdue debts represents less than 5% of the
total outstanding loans of the MFI (portfolio at risk PAR);
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Although Circular No. 02/2008/TT-NHNN guiding a number of procedures, dossiers that need to be completed when applying for a license

-

c)

The total income from microfinance operations is enough adequate to l offset expenses,
including expenses for capital raising, administrative affairs and credit risk provisions.

Being not subject to examination for handling of administrative violations in the financial
and monetary domain or having readiness any violations in this at least one year before
submitting the dossier of application for a license;

d) Its contributed capital amount in the microfinance institution must reach the percentage
as specified in clause 6, point 6.2 of this Circular.
9.8. With regards to microfinance institution established in the form of one-member limited liability
company: the owner must be a socio-political organization law fully established and operating
in Vietnam, which meets the conditions prescribed at point 9.7, items a, b and c of this Clause,
except special cases permitted by the Prime Minister.”
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only when having its owner(s) that are organization(s) prescribed at
clause 2, Article 1 of No. Decree 28/2005/ND-CP, fully meet the
conditions prescribed in Circular No. 02/2008/TT-NHNN. In summary,
these organizations should have been engaging in microfinance
activities in Vietnam and these activities should be effective (minimum
duration for this engagement is also specified); and their minimum
capital contributions must be at the required percentage. As such, a
MFI is not allowed to establish if its capital contributors have never
engaged in microfinance activities or have engaged in microfinance
activities for the duration inferior to the duration prescribed in point 9.7,
Clause 9 of Circular No. 02/2008/TT-NHNN. In other words, this
regulation imperceptibly makes Circular No. 02/2008/TT-NHNN from
being an implementation guideline of Decree No. 28/2005/ND-CP/
Decree No. 165/2007/ND-CP to being a regulatory document on
conditions, procedures, and dossiers of request for reorganization,
reestablishment and formalization of those microfinance programs
and projects that are effectively done in Vietnam. This document, in
fact, is meaningful in terms of providing a legal corridor to transform
existing microfinance programs and projects. However, the conditions
specified in Circular No. 02/2008/TT-NHNN are only applicable on
transformation of the existing microfinance programs and projects in
Vietnam but not on cases of establishment of brand-new MFIs.

but none of them mentions reasons for not issuing a license when all
conditions and necessary dossiers are met and completed by MFI
applicant. In such case, the applicant faces uncertainty and wastes
its expenses, efforts and time.. Therefore, there should be clearer
regulations to make the legal provisions more standardized and
watertight, minimizing mechanism of “permitting” in licensing process.
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- According to point 10.8, Clause10 of Circular No. 02/2008/TT-NHNN:
“10.8. The State Bank may request additional information necessary
for clarifying issues related to conditions for granting a license.”
MFI, in nature is a type of credit institution, so the requirement of going
through two stages in order to be formalized (license and business
certificate registrations) is in line with the current provisions. However,
the requirement on dossier application for a licensing is unreasonable:
point 10.8, Clause 10 of Circular No. 02/2008/TT-NHNN that says about
possibility of requesting additional information for clarification of issues
related to conditions for license granting is not clear and not in-line
with current administrative reform process.
- According to point 15.1, Clause 15 of Circular No. 02/2008/TT-NHNN:
“15.1. Within 12 months after being granted a license, the MFI has must
fill in necessary procedures in order to fully meet the following
conditions for inaugurating its operations:
a) Having its charter approved by the State Bank;
b) Having a business certificate;
c) Having sufficient charter capital as prescribed at point 9.3, Clause
9 of this Circular and a head office meeting its operation requirements;
d) Paying a licensing fee as prescribed by ministry of Finance;
As defined in clause 3, Article 26 of the Law on Credit Institutions, a
credit institution including MFI has to conduct inauguration of operation
within 12 months after getting a license; if a MFI fails to inaugurate its

78 - VIETNAM MICROFINANCE WORKING GROUP

1.6. Regulations on operational scale
- Clause 1, Article 5 of Decree No. 28/2005/ND-CP stipulates:
“Article 5. Areas of operations
1. Geographical area of operation of a microfinance institution is
limited to the province or city specified in the license;
2. In the case that MFIs want to extend their operations areas outside
the area permitted in the license, they have to establish branches in
the new areas. Establishing new branches, MFIs should meet conditions
on charter capital increment in correspondent with the scope of
extension and must get approval from the State Bank”.
In this connection, as in clause 1, article 5 of Decree No. 28/2005/NDCP, the geographical area of operations of a MFI is limited to the
province, central-level city as specified in the license. However,
MFIs/MFOs think that the microfinance activities that they are
implementing are known of contributions to poverty alleviation, and
their target clients are those in need of support and concerns from the
society. Furthermore, the roles played by socio-political organizations
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operation within this period, the State Bank of Vietnam will withdraw
its license. These are relevant provisions, contributing to reduce the
problem of no operations (or late inaugurating operations) by MFIs
after their formalization as it will adversely affect in viewpoint of the
public and society towards credit institutions system – a business that
naturally requires strict conditions. Nevertheless, this regulation – item
a, point 15.1, Clause 15 of Circular No. 02/2008/TT-NHNN is no longer
compatible to the Law on Credit Institutions, because under the Law,
MFIs do not have to request for approval of their charters as before.
Moreover, Article 24, Article 25 and Article 26 of the Law of the Law
regulated detailed conditions for inaugurating MFIs’ operations after
getting licenses from the State Bank of Vietnam. In this regards, the
research team would like to recommend abrogation of the law
implementation guidelines for this requirement.
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and professional organizations in the existing MFOs/MFIs are important
and present nationwide. Therefore, restricting geographical area of
operations and/or applying complex procedures to be cleared when
expanding MFI/MFOs’ operational scale will result in losing access to
loan sources to escape from poverty for a lots of poor and low-income
households. This provision, at the same time, will also discourages the
investors.
On the other hand, article 5 of Decree No. 28/2005/ND-CP is not
consistent to management of MFIs’ areas of operations. Clause 1,
Article 5 of Decree 28/2005/ND-CP defines restrictions of operation
area within province and central-level city while clause 2, Article 5 of
this Decree allows MFIs to expand their operational network when
meeting certain conditions and getting approval from the State Bank
of Vietnam. This is an “ask – give” regulation which is not necessary.
The research team believes that management objective of legal
regulation to be suitable to the nature, model, special features and
social impact of MFI should be placed on top. Namely, it should allow
MFIs to operate nationwide, and at the same time has clear provisions
on conditions of extending operational network with principles
applicable to credit institutions while still simple and suitable to the
specific features of MFIs. Therefore, the restrictions of this problem
should develop in accordance with reality, especially for organizations
to be converted from the microfinance program/project which is
operating in the whole country.
1.7. Regulation on activities content
- Clause 2, Article 120 of the Law on Credit Institutions stipulates:
“Article 120. Credit provision by MFIs
2. Microfinance institutions shall maintain a ratio of the total balance
of credit extended to low-income individuals and households and
micro-sized enterprises to the total credit balance not lower than the
ratio provided by the State Bank.
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- Point 2.1, clause 2 of Circular No. 02/2008/TT-NHNN stipulates:
“... A loan for a customer is called small-sized credit when the total
outstanding debt owed to the MFI by that customer does not exceed
30 million Vietnam Dong million. This lending amount may be adjusted
by the State Bank Governor in each period.”
- Point 53.2, Clause 53 of Circular No. 02/2008/TT-NHNN stipulates:
“53. General provisions on operation of microfinance institutions

Clause 2, Article 120 of the Law on Credit Institutions assigned the
State Bank of Vietnam issuing guidelines about micro-credit of MFIs.
As such, as defined in point 2.1, clause 2 and point 53.2, clause 53 of
the Circular No. 02/2008/TT-NHNN, loans of less than Vietnam Dong 30
million are treated as small-sized credit, and total outstanding debts
of small-sized credits should be at least 65% of the total loans portfolio
of a MFI’s credit. For this regulation, MFIs would like to propose for an
increase in the loan amount because 30 million Vietnam Dong million
is not sufficient to support the poor and low-income households to
have adequate capitals for their business/production for poverty
reduction. According to the research team, the loan of 30 million
Vietnam Dong has been issued a long time ago (2008). Meanwhile,
the GDP/capital rate in 2013 increased 71% compared to 2008
(corresponding to $1,145 in 2008 and $1,960 in 2013); inflation rate in
2009 was 6.25%, 18.13% in 2011, 6.81% in 2012 and 6.04% in 2013; the
regulations of poverty has changed with Decision No. 09/2011/QD-TTg
of the Prime Minister on the issuance poverty line, near poor
households applied for the period 2011-2015. Therefore, research team
believes that the recommendations of the organization about the
loan are reasonable. (Research project will be discussed further in
clause 1.9 below).
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53.2. A microfinance institution shall maintain the total outstanding
debts of its small-sized credit at a minimum of 65% of the total
outstanding debts of its credits”.

MFIs also propose to retain the regulation on maintaining the total
outstanding debts of its small-sized credit at a minimum of 65% of the
total outstanding debts of its credits as it will help to realize two
objectives: (i) focusing on targeted microfinance customers; and (ii)
having profits to balance income-cost for financial self sufficiency.
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1.8. Regulations on prudential ratios in operations of MFIs
In fact, MFIs are now entitled to apply the Circular No. 07/2009/
TT-NHNN dated 17/4/2009 of the State Bank of Vietnam's Governor
regulating prudential ratios in banking activities of MFIs to ensure
security of their operations as this legal document had been issued
and applied on MFIs before the effective date of the Law on Credit
Institutions. The research findings show that those MFIs/MFOs who have
been licensed and are in the process of transforming towards
formalization view clause 1 and 2, Article 8 of Circular No. 07/2009/
TT-NHNN22 on the minimum liquidity rate is not relevant as 20% as
minimum rate defined by the Circular is high for special features of
microfinance operations.
In reality, while MFIs/MFOs are facing difficulties in accessing external
funding in order to ensure resources to serve their clients, the
requirement of maintaining a ratio of 20% will make a portion of their
valuable resources to stand blocked. Discussions with some formal and
semi-formal MFIs/MFOs show that they are all know about the

22

“Article 8. Liquidity ratio
1.

The microfinance institutions must regularly maintain the minimum liquidity ratio of 20%.

2.

This ratio shall be computed as follows:
2.1. Numerator: includes assets as cash and assets which are easily convertible into cash,
specifically as follows:
a) Cash;
b) Deposits at State Bank (excluding required reserve deposit);
c)

Deposits in other credit institutions;

d) Government’s bonds, governement guaranteed bonds
2.2. Denominator: Total deposits, including voluntary savings and compulsory savings.
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1.9. Regulations on operation network of MFIs
- Clause 3 and 4, Article 2 of Circular 08/2009/TT-NHNN dated
28/4/2009 of the State Bank of Vietnam's Governor on operational
network of microfinance institutions stipulates:
“Article 2. Definition of terms
In this Circular, the below terms are defined:
3. Transaction office is a branch’s unit of a microfinance institutions. A
transaction office does book posting of accounts, has a stamp and
does some transactions with customers
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important of maintaining such liquidity ratio as a “locking valve” for
organizations to “reinforce” safety in their operations and also as an
effective “coping” source of fund in case of instability. MFIs/MFOs;
however think that compulsory savings mobilized from clients is in fact
a guarantee for their loans. These compulsory savings can be
withdrawable only when clients pay in full their loan outstanding. In
some cases, although the clients had fully paid their loans but still
maintained this deposits in the MFI/MFO, wanting to continue their
clientship with the organization as this type of savings can be
withdrawable when they leave the MFI/MFO. Including compulsory
savings into the denominator, therefore has no meaning in calculation
of liquidity ratio because it will not have sudden fluctuation. MFI/MFOs
are able to pro-actively deal with this type of deposit so maintaining
a reserve level in coping with changes in this type of
savings is not really appropriate. MFI/MFOs also view that they always
need funding sources to do lending and still a lots of poor and
low-income people are in great need for loans to develop their
economy, so regulating this ratio at high rate will apparently lower
lending resources of MFIs/MFOs, thus limiting loans opportunities for
clients. In this regards, MFI/MFOs would like to propose for removing
compulsory savings from the denominator in calculation of liquidity
ratio or lower this ratio to a more suitable level.

Loan outstanding of one (1) client in a transaction office should not
exceed 30 million Vietnam Dong million.
4. Transaction point is a unit that belongs to a branch or a transaction
office of a small-scale financial organizations. It has no stamp.
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Transaction point is allowed to do the following transactions:
c) Receive compulsory savings, voluntary savings from clients with a
limit of saving amount a time not more than 300,000 Vietnam Dong
per a client”.
Interviews with some MFI/MFOs show that these regulations of the
Circular No. 08/2009/TT-NHNN are no longer relevant to special
features of MFIs/MFOs, particular in present stage. Somehow, these
regulations are not significant and create difficulties for MFIs/MFOs in
their daily operations. Firstly, the regulation in clause 3, article 2 of the
Circular No. 08/2009/TT-NHNN defining “loan outstanding of one (1)
client at a transaction office should not exceed 30 million Vietnam
Dong” is not really relevant to the current situation. As explained by
MFI/MFOs, a specific feature of MFI/MFOs is working in rural,
mountainous areas where distances among transaction offices,
transaction points and branches are far from each other. Moreover,
MFIs/MFOs’ facilities are still in poor conditions (office locations are
mainly supported by socio-political organizations) and not yet
affordable to have branch offices, so operational networks are mainly
transaction offices and transaction points. In this regards, the limit of
loan outstanding at 30 million Vietnam Dong per client at a
transaction office will create difficulty for MFI/MFOs in their operations.
However, this limit of loan amount for transaction office originated from
the defined concept “small-scale credit” stated in point 2.1, clause 2
section I of the Circular No. 02/2008/TT-NHNN. So to address this
efficiency, there should be a consistent and comprehensive review of
the existing legal normative documents system.
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Defining the limit of depository amount to be accepted by transaction
point at clause 4, article 2 of the Circular No. 08/2009/TT-NHNN is to
ensure the daily maintaining and transferring cash at MFI/MFO’s
transaction points is safe, avoiding risks. However, underlined meaning
here is better to restrict and manage total volume of cash to be
retained within a day at transaction point rather than limiting the
saving amount of a client a day. This can be seen as an opportunity
for a revision of this regulation in clause 4, article 2 of the Circular
No. 08/2009/TT-NHNN.
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In addition to the above inefficiency, MFI/MFOs think that clause 4,
article 2 of the Circular No. 08/2009/TT-NHNN defining the limit of
savings amount for MFI/MFO’s transaction point "The amount of
compulsory savings, voluntary savings by microfinance clients should
not exceed 300,000 Vietnam Dong per client for each time of deposit”
is also not appropriate to the reality. Microfinance operations are
specifically serving local communities (hamlets, village, commune),
meaning most of their transactions are done at transaction point to
ensure better service value compared with other credit institutions.
Moreover, income sources of microfinance clients are much seasonal
like from crops, selling pigs and if they have bigger amount of cash
than 300,000 Vietnam Dong which can be millions of Vietnam Dong,
they will then be requested by transaction point to travel far to
transaction or branch office to deposit their money. This unintentionally
forces MFI/MFOs to “refuse” serving their target clients. It makes clients
feel that MFI/MFO’s savings services are not responsive to their needs
and then reduces comparative advantage of MFI/MFO’s products/
services. It also leads to other consequence that clients may leave
the MFI/MFOs to deposit their money in other credit institution. This
regulatory limit has caused adverse affects on less opportunities for
the poor clients to access the services that are conveniently near their
places and on MFI/MFOs’ capacity of mobilizing cheaper resource.

- Clause 1, 2 and 3, article 7 of the Circular No. 08/2009/TT-NHNN
stipulate:
“Article 7. Conditions for opening a branch
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1. For a small-scale financial organization that wants to open a branch
on the basic of transforming an existing branch, and based on the
organization’s application dossier for license, the State Bank will
consider approval of the request for opening a branch if this
organization satisfies the following conditions:
a) The branch has adequate facilities that meet operational
requirements (office, safe box and suchlike)
...
2. Within a year since the launching, the small-scale financial
organization having less than 2 branches is allowed to open additional
branches but the total number of branches should not exceed 2 and
if meeting the following conditions:
a) Having a feasible business plan for the first 2 years in operations;
b) The small-scale financial organization has a clear internal policy
and information management system (MIS) to ensure effective control
capacity of the main offices towards branch offices.
3. After one year since the date of launching, a small-scale financial
organization is allowed to open branches when meeting the following
conditions:
a) Having a feasible business plan for the first 2 years in operations;
b) Its business is having profits for the previous year and positive
income for previous month the date of requesting for new branch
opening;
c) No violation of regulations on safety in microfinance operations as
well as other legal regulations for the last year preceding the date of
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requesting for new branch opening; having attained the minimum
fund security rate at 15% at the time of requesting for branch
opening;
d) Having a structure of governance and management, internal audit
and effective internal control system;
e) Having defined internal policies and MIS to ensure effective control
of the main office over branches.”.

(i) According to the Circular No. 02/2008/TT-NHNN, one of conditions
for formalization is the MFI should have at least one member (for the
type of limited liability company of two and more members) or its
owner should be a political-social organization that legally established
and operate in Vietnam (for the type of limited liability company of
one member) and “had directly govern or/and manage one or many
organizations, programs, projects that provided compulsory savings
and microcredit in Vietnam for three consecutive years prior the date
of submitting the application for a license”. In the current situation,
whether those licensed programs, projects that already had higher
number of existing branches than the allowable number are automatically allowed to formalize these existing branches? And whether the
number of their branches are restricted by the regulations in clause 1
and 2, article 7 of the Circular No. 08/2009/TT-NHNN? If the answer is
no, so what legal status for these existing branches of the programs,
projects that have been licensed by the State Bank of Vietnam? If the
answer is yes, do they violate the existing regulation?
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It stipulates in clause 2, article 7 of the Circular No. 08/2009/TT-NHNN
that within one year since the launch of operation, the MFI having less
than 2 branches is allowed to open additional branch but the total
number of branches should not more than two. In view of the research
team, this regulation is relatively suitable to other credit institutions and
those MFIs that are newly established. For the MFIs that have been
transformed from the existing ones, this regulation is conflicting with
the reality because of the following reasons:

Part II. The Existing Mechanism and Policy
for Microfinance organizations in Vietnam

One thing to note that is the application of this regulation of the
Circular No. 08/2009/TT-NHNN has led to delay in transformation of
branches and disturbances in management as the organization’s MIS
is not able to integrate the changes if not all branches are
transformed at the same time. On the other hand, this regulation of
Article 7 of the Circular No. 08/2009/TT-NHNN does not make it clear
that, (i) within one year since the launch of operation (stated in clause
1, Article 7), do the MFIs that want to open additional new branch
have to comply with clause 1, Article 7 of the Circular No. 08/2009/TTNHNN?; (ii) after one year since the launch of operation (stated in
clause 3, Article 7), do the MFIs that want to open new branches on
the basis of transforming the existing ones (stated in clause 1, Article
7), have to comply with the conditions defined at clause 3, Article 7
of the Circular No. 08/2009/TT-NHNN?
With above reasons, the research team recommends to clarify or
consider revision of the above regulation in the direction of having
references for the regulations that specifically apply on each
individual case and taking into account special features of the
existing semi-formal MFOs. In addition, it is needed to review and
amend the related regulations to establish a comprehensive legal
system for MFI/MFOs.
One more thing need to be reviewed carefully for clear regulations
on activities of branch offices, transaction offices of MFIs. As defined
at point a, item 1, Article 7of the Circular 08/2009/TT-NHNN (mentioning
on conditions for opening a branch, require adequate facilities that
meet operational requirements in terms of office, safety coffer...) and
point b, item 3, Article 13 of the Circular No. 08/2009/TT-NHNN (having
adequate facilities to meet operational requirement of transition
office) do not specify what is facilities to meet requirement of opening
branch and transaction office. As these regulations at the Circular
08/2009/TT-NHNN are not specific thus there is no basic for
investigating and monitoring work of the provincial branch of State
Bank in checking MFI’s branches. And so, standards on branch
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- Point 1, clause 3, Article 13 of the Circular No. 08/2009/TT-NHNN
stipulates:
“Article 13. Open, change name and/or address, close operation of
transaction office
3. A small-scale financial organization considers, decides to open
transaction office (including newly opening or transforming from the
existing one) when meeting the following conditions:
a) Having adequate staff who are capable, professional that meet
operational requirements of transaction office”.
According to point a, clause 3, Article 13 of the Circular No.
08/2009/TT-NHNN, one of conditions for a MFI to open a transaction
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facilities, transaction offices of commercial are applied and imposed
on MFIs, creating difficulties for MFIs. Example for this inefficiency is the
criteria on safety coffer at branch, transaction offices of commercial
banks is applied on branch, transaction offices of MFIs that must have
same quality safety box as of commercial bank, while in reality MFIs
do not normally keep less petty cash than commercial bank as MFI’s
do collection and disbursement within a day (collection then disburse
or if there is surplus of cash that has not yet disbursed in the same day,
this amount will be deposited in MFI’s account opened in a
commercial bank immediately where they situated their branch,
transaction office). So to reduce investment in facilities, MFIs often buy
safety box that is available on market, which normally not meet all
criteria as the standard of the commercial bank but suitable to the
requirement of retaining a small amount of cash in a day. In addition,
most of the safety box of MFIs were bought before transformation so if
they have to invest a not small amount to replace the safety box that
not so useful to the utility will waste of resource and not necessary. In
this situation, most of branches, transaction offices of formal MFIs do
not meet this requirements of facilities when they transformed or open
new branches.

office is “having adequate staff who are capable, professional to
meet operational requirements of transaction office”. This regulation
is too general, not specific so it causes difficulties to functioning units
of the provincial State Bank in appraising capability of MFI’s staff.
Moreover, the unclear regulation also makes legal provisions
non-transparent, leads to different interpretation and to some extent,
not suitable to simple operations of MFI/MFOs.
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1.10. Regulations on debt classification, loan loss provision.
As research findings, the implementation of Circular No. 15/2010/
NHNN dated 16/06/2010 by the State Bank of Vietnam's Governor on
debts classification, loan loss provision in dealing with credit risks of MFIs
does not face with difficulty thanks to nature of MFI’s lending activities
is rather simple. MFIs, however are facing with difficulty in interpretation
of calculation during implementation of the article 4 of this Circular
No. 15/2010/TT-NHNN23.
According to MFIs, terms used in different cases are difficult to
understand, making them a bit confused and unable to define

23

“Article 4. Debts classification and loan loss provision, namely
1. Upon financial situation of clients and/or payment duration of both principle and interest outstanding, MFIs classify debts into five (05) groups as follows:
a) Group 1 (qualified debt) including:
-

Debt within due time,

-

Debt overdue of less than 10 days.

b) Group 2 (Debt need to pay attention to ):
-

Those debts that are rescheduled for the first time.

c) Group 3 (under qualified debt) including:
-

First time rescheduling debts but overdue of less than 30 days upon the new due date;

d) Group 4 (Debt of risk suspection) including:
-

First time rescheduled debts but overdue from 30-90 days upon the new date;

-

Second time rescheduled debts

e) Group 5 (debt of high risk) including:
-

Second time rescheduled debt but overdue upon the 2nd new date;

-

From 3rd rescheduled debt upward including those overdue or not yet overdue”.
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correctly regulatory requirements for compliance. In view of the
research team, for those regulations that are complex, there should
be more specific and simple explain so that MFIs are able to
understand and implement in line with the intention of state management agency, thus avoiding unnecessary legal violations.
1.11. Regulations on internal control system and internal audit

“Article 7. Independent assessment of internal control system
1. Operation of the internal control system of a credit institution, foreign
bank's branch shall be subject to independent assessment in
accordance with provisions in Paragraph 3 Article 40 of the Law on
Credit Institutions.
4. The independent assessment by external audit on the internal control system shall be performed in conformity with provisions of the State
Bank on independent audit applicable to credit institutions, foreign
bank's branch”.
- Clause 3, article 9 of the Circular No. 44/2011/TT-NHNN stipulates:
“ Article 9. Fundamental principles of internal audit
3. Professional: internal auditor must be a person who has essential
knowledge, qualification and skill in internal audit, does not concurrently
assume other specialized positions or works of the credit institution,
foreign bank's branch; the internal auditor should have adequate
knowledge to identify signals of fraudulence, knowledge about risk in
banking activity and measures of controlling information technology
to perform the assigned works. The internal audit division shall have at
least 01 auditor who is qualified and skilled to control key information
technology and high-tech audits.”
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- According to clause 1 and 4, Article 7 of Circular No. 44/2011/TTNHNN dated 29/12/2011 on internal control system and internal audit
of credit institutions, foreign bank’s branches:

- Point e, clause 1, 2 and clause 3, article 13 of Circular No. 44/2011/
TT-NHNN stipulate:
“Article 13. Standards for internal auditors, Chief and Deputy Chief of
internal audit
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1. An internal auditor shall be required to fully satisfy the following
standards:
e) To have experience of working in financial, banking area or working
in audit for at least 03 years; the internal auditor of a people's credit
fund have experience of working in financial, banking area or working
in audit for at least 01 year;
2. For an information technology auditor, in addition to standards as
prescribed in Paragraph 1 of this Article, he must have experience of
working in information technology for at least 03 years.
3. Besides standards as stated in points a, b, d, đ, g and h Paragraph
1 of this Article, the Chief and Deputy Chief of the internal audit shall,
at least, have bachelor degree in banking, finance, accounting,
auditing and have experience of working in financial, banking area
for at least 05 years. For a people's credit fund, the Chief of internal
audit shall, at least, have qualification of college level in banking,
finance, accounting, auditing and have experience of working in
financial, banking area for at least 02 years”.
Implementation guideline for clause 1, Article 40 of the Law on Credit
Institutions, Circular No. 44/2011/TT-NHNN has provisions on internal
control system and internal audit of credit institutions, foreign bank’
branches including MFIs. Through discussions and survey, the research
team find some provisions in the Law on Credit Institutions and Circular
44/2011/TT-NHNN not really appropriate to reality of MFI’s organizational structure and operational scale. Namely:
(i) On the scope of independent assessment of internal control system:
this issue will be discussed in details later in this Report by the research
team.
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1.12. Regulations on external audit
- Article 2 of Circular No. 39/2011/TT-NHNN dated 15/112/2011 of the
State Bank of Vietnam on external audit for credit institutions, foreign
bank’s branches stipulates:
“Article 2. Subjects of application
1. Credit Institutions including:
a) Commercial bank, cooperative bank;
b) Non-banking credit institution;
c) Microfinance organizations;
d) People’s Credit Funds that have total assets from 5 billion Vietnam
Dong by September 30 of the previous year of the audit year.
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(ii) On qualifications and standards of Chief and Deputy Chief of the
internal audit, information technology auditor: reality and nature of
work show that, activities of MFIs and credit institutions have many
similarities, which are mainly on lending to clients who are low-income
residents, households in their operating areas. Lending procedures of
People's Credit Funds are much similar to those of commercial bank,
while the lending procedures of MFIs are much different and have
their own characteristics. Lending procedures of MFIs are often done
through groups (community overseeing) with loans collection and
disbursement being done within a day. Because of the current
structure, simple scale, quick process of MFIs, the regulatory
requirement of Chief and Deputy Chief of internal audit, particularly
IT auditor is not appropriate to small-scale and specific features of MFIs.
This requirement is causing difficulty for MFIs in recruiting, training and
retaining staff holding these positions given their limited financial
capacity. In this regards, the research team would like to recommend
early consideration of amendment and supplement the above
regulations to be suitable to MFIs.

Other People’s Credit Funds conduct external audits according to a
separate regulation of the State Bank.”
- Article 4 of Circular No. 39/2011/TT-NHNN stipulates:
“Article 4. Scope of audit
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1. Every year, credit institutions, foreign bank’s branches have to select
external audit agency as defined in this Circular to conduct external
audit of:
a) Financial statements;
b) Activities of internal audit system”.
As stipulated in Article 41 and 42 of the Law on Credit Institutions, MFIs
are subjected to comply with provisions on external audit. The
provisions of Circular No. 39/2011/TT-NHNN have taken into account
the special features of small-scale, simple activities of MFIs, thus
somewhat are “loose” on standards requirements of external audit
company who are eligible to conduct audit for MFIs. This is to facilitate
MFIs to access these services with affordable costs. However, there are
two concerns in implementation of these provisions, namely: (i) to
comply with the provision of Circular No. 39/2011/TT-NHNN, in which
to commission an external audit, a MFI has to pay relatively high
amount given their limited financial capacity; (ii) as stated in clause
3, Article 40 of the Law on Credit Institutions “Operations of the internal
control system of a credit institution or foreign bank’s branch shall be
internally audited and regularly assessed by an independent audit institution”. Those MFIs that are in small-scale, have simple organizational
structure and operation procedures find this requirement difficult to
implement or if yes, it is not much meaningful for them in reality.
On the other hand, Article 4 and 8 of the Circular No. 44/2011/
TT-NHNN on criteria for effectiveness and efficiency of internal control
system are not yet clear to provide a basic for internal audit units of
MFIs and independent audit agencies in their assessment and auditing.
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Moreover, Vietnamese laws have not any provision on specific audit
standards for auditing internal control system. Meanwhile, clause 3,
Article 42 of the Law on Credit Institutions says “3. A credit institution
must have another independent audit when the audit report contains
exemption opinions of the independent audit institution”. This is in fact,
obstacles for both MFIs and even commercial banks to implement.
1.13. Regulations on interest rate applicable on short-term Vietnam
Dong loans and methods of interest calculation and accounting

“Article 1. The maximum interest rate applicable to Vietnam Dong
short-term loans defined in Circular No. 08/2014/TT-NHNN dated March
17 2014 as follows:
1. Maximum interest rate applicable to short term Vietnam Dong loans
applied by credit institutions, foreign bank branches (excluding People's
Credit Funds and micro-financial institutions) shall be 8%/annum.
2. Maximum interest rate applicable to short term Vietnam Dong loans
applied by People's Credit Funds and micro-financial institutions shall
be 9%/annum.”
- As stipulated by Article 1 of the Circular No. 08/2014/TT-NHNN dated
17/3/2014 of the State Bank of Vietnam's Governor on interest rate
applicable on Vietnam Dong short-term loans of credit institutions to
borrowers for meeting demands of capital for several economic
industries and sectors:
“Article 1. Interest rate applicable on Vietnam Dong short-term loans
of credit institutions
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- In line with Article 1 of the Decision No. 499/QD-NHNN dated
17/3/2014 of the Governor of the State Bank of Vietnam, the interest
rate applicable on short-term Vietnam Dong loans of credit institutions,
foreign bank branches to borrowers for meeting demands of capital
for several economic industries and sectors as defined in Circular No.
08/2014/TT-NHNN dated 17/3/2014:

1. Credit institution, foreign bank branches (hereafter called credit
institutions) apply interest rate for Vietnam Dong short-term loans not
higher than the maximum rate defined by the Governor of the State
Bank of Vietnam for each period for each type of credit institution.
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2. VND short term loans that are allowed to apply the maximum rate
as defined in clause 1 of this Article are those loans to borrowers
meeting demands of capital for:
a) Agriculture and rural development as stipulated in Decree No.
41/2010/ND-CP dated April 12, 2010 of the Government on credit
policy for agriculture and rural development;
b) Implementation of exporting commodity production/business
projects as defined in the Law on Trade;
c) Production- business activities of small and medium enterprises as
defined in the Decree No. 56/2009/ND-CP dated June 30, 2009 of the
Government on supporting the development of small and medium
enterprises;
d) Development of supporting industries as defined by the Prime
Minister at Decision No. 12/2011/QD-TTg dated February 24, 2011 on
policies for development of some supporting industries;
đ) Business-production activities of enterprises that apply high
technology as defined in Law on High Technology and other related
legal provisions.”
As such, Decision No. 499/QD-NHNN regulates MFIs to apply the
maximum interest rate of 9%/annum on Vietnam Dong short-term
loans; and the Decision No. 652/2001/QD-NHNN dated May 17, 2001
of the State Bank of Vietnam's Governor guiding computation of
interest collection and payment for credit institutions by which MFIs
shall have to apply interest calculation on diminishing balance. In fact,
microloans of MFIs are often small amount and transacted in
community that are remote and mountainous areas so operational
costs of MFIs are much higher than that of commercial banks.
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The Report will further discusses about interest rate policy in
Vietnam in the below part.
2. Interest rate policy for microfinance organizations in Vietnam
At present, MFIs in Asia are serving millions of people who are unserved
by banks. MFIs are not charity organizations so they have to charge
market rate in order to exist and grow. Key factor in deciding a lending
interest rate is operational cost (personnel, traveling costs...). Interest
rate of microloans is normally higher than bank’s loans because
majority of MFI’s loans are small amounts while commercial banks are
providing much bigger loans. That’s why with same lending turnover,
operational cost of MFI will be higher. On the other hand, MFIs often
deliver their services right at client's place which incur higher delivery
costs than that of commercial banks in favor their clients with lower
cost benefit in getting loans from MFIs. Finally, target clients of MFIs are
those who have limited mortgage and live in remote and far areas.
At present, the State Bank of Vietnam applied 1% higher interest ceiling on MFIs and People's Credit Funds compared with other credit
institutions, meaning the policy makers concern on the nature of work
of these organizations. However, experience from reality and
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On the other hand, the regulation in Article 1 of the Circular
No. 08/2014/TT-NHNN also create a concern that if MFI’s mid-term and
long-term loans are subject to comply with this interest ceiling?
Experience from reality sees a possible policy gap here for application
of negotiable interest rate by MFIs. And if the regulation of interest ceiling is also applicable for mid-term and long-term loans, it will make
MFIs operating lost, earning not enough to cover their costs, thus fail
to attain financial self - sufficiency. Moreover, another question is
whether microfinance programs, projects have to apply this interest
ceiling? If yes, is it legally solid? If not, formal MFIs will have more
disadvantage, then next question is that “What is the benefit of being
formalize?”
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international practices show that this regulatory ceiling is still not yet
adequate for MFI to operate sustainably. The current interest ceiling is
not yet sufficient to MFIs because of the four main reasons:
Firstly, MFI’s clients often save transaction and opportunity costs when
borrowing from MFIs against borrowing from commercial bank. MFI’s
clients mainly reside in remote and far areas where access to
traditional banking services is difficult. In these areas, if borrowing from
commercial banks, the clients have to travel far to the bank offices so
incur\costs for travelling, meals, documents. In addition, time spent
for these efforts can be used instead of business or farming so the
client’s opportunity costs increases. Although paying higher
interest rate when borrowing from MFIs, the clients still save costs as
the total costs is lower than borrowing from commercial banks.

According to survey in 2014, in 149 microfinance clients
answered the question:"Assessing the quality of services
provided by MFIs compared with other institutions (banks, VBSP,
PCF)", 62.3% chose "Better", 25.2% chose "Same" and 6.3% chose
"Less".
Frequency

Valid
values

Invalid
values
Total

Frequency
Valid values
(percentage) (percentage)

Incremental
percentage

Better

99

62.3

66.4

66.4

Same

40

25.2

26.8

93.3

Less

10

6.3

6.7

100.0

Total

149

93.7

100.0

Numbers

10

6.3

159

100.0

Secondly, client’s transactions and opportunities costs have been
transfered to MFIs. The approach applied by MFIs is to do all
transactions and deliver their service close to client’s places.
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Community-based transactions help clients to decrease costs and
time, but noticeably increase workload of MFI’s staff, particularly credit
officers/technical officers. This explains for large proportion of
personnel costs in total operational costs of MFIs in comparison with
other credit institutions that are working in the same areas.

According to survey in 2014, in 149 microfinance clients
answered the question: "How difficult is credit officers' job?",
71.7% chose "Hard" and 18.2% chose "Normal".

Frequency

Valid
values
Invalid
values
Total

Frequency in
Valid
percentage percentage

Accumulated
percentage

Hard

114

71.7

79.7

79.7

Normal

29

18.2

20.3

100.0

Total

143

89.9

100.0

Numbers

16

10.1

159

100.0
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Staff salary and salary-related expenses make up about 60% of the
total operation costs of the MFIs while this cost is only 26,25% in
People's Credit Funds and 12.48% in Agribank. In fact, salary of MFI’s
staff, particularly of credit officers/technical officers is lower than that
of commercial banks’ staffs. Main reason for this high proportion of
personnel costs of MFI is that they use larger number of human
resource and accept transferred transaction costs from their clients.
MFI’s clients can finish a transaction within a day, less travel, value of
loans is small so volume of transaction is big. Therefore, the number of
clients and total loan outstanding that one MFI’s credit officer is
assigned to manage is much lower than that of other credit institution’s
credit officer.
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Clearly, MFI’s productivity is much lower than that of commercial
banks due to their market segments and outreach approach. In
Vietnam, on average, each MFI’s credit officer is assigned to manage
206 clients and 580 million Vietnam Dong loans outstanding. This
workload level is higher in more mature and bigger MFIs (270
customers and 861.5 million Vietnam Dong in mature MFIs and 286
customers, VND 945.9 million outstanding in big MFI). Small and newly
established MFIs have much lower productivity but we can not
conclude that MFIs are operating inefficiently. However, we can not
conclude that MFIs operate inefficiently, because if the MFIs do not
use close approach to their customers and provide services for lowincome customers, they will have no choice to find private loans.
This means, applying higher interest ceiling by 1% for MFIs, although it
shows the concern of the State Bank of Vietnam towards special
nature MFIs, it still not yet facilitate them to earn enough income to
cover their costs. The difference of 3.5% between cost of fund and
income from lending is surely difficult for MFIs operate sustainably.
Thirdly, interest ceiling may not facilitate MFIs to operate sustainably,
thus has an impact on microfinance clients because of the following
reasons:
(i) Material and spiritual benefits of microfinance clients will be less,
even disappeared in the long run. MFIs/MFOs in nature are social
enterprises mandated to achieving both economic and social
sustainability. That’s why microfinance clients are facilitated to access
to financial services with affordable costs and high social benefits. The
characteristics of MFI/MFOs in terms of market segments, risk
management, products, personnel of MFI/MFOs are also differ from
those of other credit institutions.
Benefits that the clients get from MFI/MFO’s services are significant in
terms of material and spiritual, particularly social capital and gender
ones. Therefore, imposing an interest ceiling will contribute to higher
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material benefits for the clients in short-term (thanks to lower interest),
but make MFI/MFOs be unable to provide sustainable, continuous and
long-term benefits for the clients, thus seriously impact on material and
spiritual benefits of the clients in the long run.

Fourth, experience in interest rate issue of MFIs in the world. Globally,
lending interest rate of MFI is at 20-35% on average per annum,
depending on each country and region.
Due to characteristics of MFI’s clients and microfinance, lending rate
of MFIs in the world was always high for the past years, at 30%/annum
on average (2004) and reduced to 27%/annum (2011). South Asia
countries had lower interest rate, at about 28%/annum and
21%/annum; while Africa had the highest, at 39%/annum and
25%/annum (2011). Data collected by CGAP from more than 34
countries shows that microfinance lending rate is normally lower by
10-25%/year than that of informal sector (Duflos, 2013).
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(ii) Without access to MFI/MFOs’ services, clients will have to borrow
from informal sources. It is difficult to get a loan smaller than 30 million
Vietnam Dong from formal credit institutions due to high transaction
costs and complex procedures. Meanwhile, average loan outstanding of MFI/MFOs is 5.7 million Vietnam Dong (VMFWG 2013). If
MFI/MFOs stop their operations, majority of their clients will have to
borrow loans from informal sources (private money lenders, community-based credit groups/”hui ho”, pawnshops, friends, relatives...) to
ease their financial needs. When comparing the lending costs of
MFI/MFOs and “hui ho”, transaction and opportunity costs of these
two players are same, but interest rates are largely different. If
MFI/MFOs are lending at the rate of 23-30% per annum, their clients
still save up 30-77%/year of the total costs they spend for borrowing
from “hui ho”. The smaller loan low-income clients get the higher
interest they pay, thus creating a debt burden for them if borrowing
from informal sector.

MFI/MFOs do not have many options to overcome difficulties due to
this interest ceiling. There are 03 possible options, but each of them is
not in line neither with the current regulations nor nature of microfinance:
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(i) MFI/MFOs can switch to provision of long term or middle term loans
if they want to apply negotiable interest rate. However, microfinance
loans are normally short-term and MFI/MFOs also do not have
available funding sources for lending middle and long term loans;
(ii) Microfinance clients can also go beyond 5 prioritized industries but
most of their business are of these 5 industries. In addition, MFI/MFOs
are restricted in terms of target borrowers and portfolio of microloan
lending (65% of total loan portfolio);
(iii) MFI/MFOs may fall into a trap of charging additional fee. Legally,
they can apply two types of fees: advance payment and fee for
borrowing combined loans24;
Although application of interest ceiling is due to macro reasons, it still
causes negative effects to young micro economic sector. CGAP
estimates that the average lending rate of Vietnamese MFI/MFOs is
less than 25%/annum. Applying a ceiling rate of 9% for short-term
loans, Vietnamese MFI/MFOs will find it hard to grow well and
contribute to sustainable development of the economy. In addition,
the interest rate in other countries may be higher than in Vietnam,
however, the microfinance activity environment in Vietnam is different
from other countries.

24

Circular No. 05/2011/TT-NHNN dated March 10, 2011 by the State Bank of Vietnam regulating fees
charge on loans of clients for credit institutions.

102 - VIETNAM MICROFINANCE WORKING GROUP

Assessing of "current interest expense", 44% of 159 surveyed
microfinance customers said "appropriate", 6.9% said "very
appropriate" and 42.1% selected the answer is "inappropriate".

Frequency

Invalid
values
Total

Accumulated
percentage

Very
appropriate

11

6.9

7.4

7.4

Appropriate

70

44.0

47.3

54.7

Inappropriate

67

42.1

45.3

100.0

Total

148

93.1

100.0

Numbers

11

6.9

159

100.0

This means the current interest ceiling applicable on formal MFIs in
Vietnam is relatively low in contrast to international standard, not
adequately facilitating MFIs to sustain and grow their operations. This
ceiling rate is also far below the lending rates in informal sector as
above analysis. Nevertheless, it is fair to aware that if “letting loose”
the interest rate applicable on MFI/MFOs, it may be a motive for MFIs
to pursue profit making, leaving financial burden on client’s shoulders.
In other words, it will make the clients who inherently come from
low-income groups be pushed into “impoverished situation”. In this
connection, there is a need for a comprehensive study about this issue
and a special interest rate mechanism for MFI/MFOs’ loans or
creating a cheap funding source for microfinance sector, or in other
word specifically for MFI/MFOs.
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Valid
values

Frequency in
Valid
percentage percentage

3. Financial mechanism and microinsurance policy for MFI/
MFOs
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Previously, clause 2, article 29 of the Decree No. 28/2005/ND-CP dated
9/3/2005 of the Prime Minister on organization and operation of
microfinance organizations in Vietnam stipulated “Revenues and
expenditures of micro finance institutions are based on Vietnam’s
regulations and guidance of the Ministry of Finance”, but there was
none MFIs being formalized and operated under the Decree’s
regulation by that time. MFI/MFO were, at that time, operating as a
part of political-social organizations, social, social-professional
organizations, charity and social funds and Vietnamese NGOs.
Therefore, Ministry of Finance had no guidance on the financial
policy specifically for MFI/MFOs. Financial policies applied by organizations
working on microfinance were based on the financial policy apply on
social organizations or charity/social funds in accordance to what is
defined in Article 6 of the Decree No. 28/2005/ND-CP on operational
principles and financial management:
"Microfinance institutions are legal entities, having charter capital,
properties, their own stamps, operating based on the principle of
financial autonomy, self creating capital, self recovering operation
costs and being held accountable with their capital and properties.”.
3.1. Financial policy
To implement the Law on Credit Institutions and Decree No. 57/2012/
ND-CP dated 20/7/2012 of the Prime Minister, Ministry of Finance has
issued Circular No. 06/2013/TT-BTC dated 09/01/2013 guiding on
financial policy for MFI/MFOs. Key contents of Circular No. 06/2013/
TT-BTC inherit the contents and principles of the Circular on financial
policy for credit in, foreign bank branches but take into account the
special features of MFI/MFO’s activities and are in line with the current
legal provisions, facilitating MFI/MFOs during the implementation,
namely:
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The Circular clearly defines fund items that belong to the ownership
of MFI/MFOs (charter fund, differences in exchange rate,
differences due to revaluation of assets, supplementary charter
fund from reserve funds, professional development funds, financial
provision fund, misallocation of retained) to facilitate MFI/MFOs in
implementation;

-

The Circular specifies funds mobilized from various sources for
MFI/MFOs such as: compulsory savings, voluntary savings, loans
from credit organizations, loans from other organizations and
investment entrusted funds from programs, projects of Government,
foreign and domestic organizations and individuals.

-

The Circular specifies structure of incomes, expenses in an orientation
of facilitating and being relevant to reality of MFI/MFOs activities:
(i) add categories of income items according to special operations
of MFI/MFOs: income from entrusted lending, income from offering
collection and payment services to other organizations and
income from offering remittance services to microfinance clients,
income from microfinance-related services; (ii) add categories of
expenditure items according to special operations of MFI/MFOs:
training, capacity improvement training for MFI/MFOs’ collaborators
and clients as they are weak in qualification and management
capacity so capacity building support will help them to use loans
effectively; pre-decided expenses of donor funded-projects;
honorariums, collaborating allowances for local authorities,
Women’s Unions and Client’s center’s officers (center chief, center
secretary).

3.2. Tax policy
Decree No. 122/2011/ND-CP dated 27/12/2011 of the Government
amending and supplying some articles of the Decree No. 124/2008/
ND-CP dated 11/12/2008 of the Government that detail and guide
the implementation of a number of articles of the Law on
enterprise income tax, by which a preferential tax rate of 20% is
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applicable to MFIs. On that basic, the Law No. 32/2013/QH13 on
enterprise income tax and the Decree No. 218/2013/ND-CP have
specified preferential taxation policy for MFIs starting from 01/10/2014
upwards, namely: a tax rate of 20% applicable to MFIs, from
10/10/2016 upwards the tax rate will be 17%; MFIs shall enjoy the tax
rate of 10% for 15 years (having new investment projects in the areas
of priority or new projects in the industries of priority as defined in
clause 7, Article 1 of the Law 32/2013/QH13; clause 1, Article 15 of the
Decree No. 218/2013/ND-CP), after the preferential duration of 10%
tax rate, the MFIs shall go back to the tax rate of 20% (from 01/01/2016
upwards, it will be 17%).The issuance of the Decree No. 122/2011/NDCP has contributed to finalize tax system in general and tax policy in
particular, ensuring their consistency and gradually creating favorable
conditions for MFI’s operations. Concurrently, Ministry of Finance issued
the Circular No. 116/2012/TT-BTC dated 18/7/2012 guiding pilot
implementation of enterprise income tax policy for TYM and the
Circular No. 135/2013/TT-BTC dated 27/9/2013 guiding pilot implementation of enterprise income tax policy for MFIs. These two Circulars
contribute to better tax policy for the MFIs that are licensed before
01/01/2014.

According to the primary survey in 2014, when asked "Have you
learnt about the financial mechanism for MFIs?”, 23 staffs of
microfinance programs and projects were interviewed, 65, 2%
of them answered "yes".
Frequency

Valid
values
Invalid
values
Total

Frequency
Valid values Incremental
(percentage) (percentage) percentage

Yes

15

65.2

71.4

71.4

No

6

26.1

28.6

100.0

Total

21

91.3

100.0

Numbers

2

8.7

23

100.0
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Among 23 staffs asked: "Do you think that the financial
mechanism for the operation of MFIs: costs, salary policy... need
to be adjusted ?", 69.6% answered "yes", 8.7% answered "no"
and 21.7% of them did not respond.

Frequency

Invalid
values
Total

Yes

16

69.6

88.9

88.9

No

2

8.7

11.1

100.0

Total

18

78.3

100.0

Numbers

5

21.7

23

100.0

3.3. Policies on micro insurance
While the current Law on insurance business and implementation
guidelines for have no specific provisions on micro insurance, the
Government has a number of guidances, policies to encourage
development of different forms of insurance services for the poor,
namely: the Prime Minister has issued the Decision No. 315/QD-TTg
dated 01/3/2011 piloting agriculture insurance for the period 20112013, and the Decision No. 358/QD-TTg dated 27/2/2013 amending
and supplying some articles of the Decision No. 315/QD-TTg.
According to the Decision No. 315/QD-TTg, the State supports 100%
insurance premium for farmers households and poor agriculture
producers; supports 80% insurance premium for farmer households
and individual agriculture producers who are belong to nearly poor
groups; supports 60% insurance premium for farmer households and
individual agriculture producers who do not belong to poor and
nearly poor groups; supports 20% insurance premium for agriculture
production organizations.
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Valid
values

Frequency
Valid values Incremental
(percentage) (percentage) percentage

According to the primary survey in 2014, when asked: “Have
you participated in the insurance program?” with 159 microfinance clients surveyed, 34.6% answered "no" and 10% of them
did not respond.
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Frequency

Valid
values
Invalid
values
Total

Frequency
Valid values Incremental
(percentage) (percentage) percentage

Yes

88

55.3

61.5

61.5

No

55

34.6

38.5

100.0

Total

143

89.9

100.0

Numbers

16

10.1

159

100.0

From real situation of microinsurance development in Vietnam over
the past years, Ministry of Finance recently has conducted a survey
to solicit comments from life and non-life insurance enterprises that are
working in Vietnam on the feasibility and contents of deployment
of microinsurance in Vietnam. The survey was took place from
March-April, 2013. The survey’s findings are useful sources of reference
to inform policy recommendations on development of microinsurance
in Vietnam in the coming time. The survey questionnaires was sent to
43 insurance enterprises (14 life insurance companies and 29 non-life
insurance companies). As results, 25/43 enterprises sent their answers
(65%), of them 11/14 are life insurance companies (78.6%) and 14/29
are non-life insurance companies (48%). Most of the respondents
agreed on necessary of introducing microinsurance in Vietnam in the
period 2012-2020 (24/25 companies, accounting for 96 %). Of them,
17 companies (68%) proposed for support from the State during implementation. These findings show great concern of insurance
companies on this type of insurance for the low-income market and
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also their expectation of the State’s support in deploying this micro
insurance.

4. Regulations on organization, operations of social funds, charity
funds and establishment and organization of associations
4.1. Regulations on organization, operations of social funds, charitable
funds
Since 2000, global trend in microfinance has not been as loudly as in
the previous period. Vietnam also experienced the same situation.
Many projects, programs having microfinance as a component
closed one by one. This was a difficult time for organizations working
on microfinance. In that context, some organizations still tried hard to
find ways for existing and maintaining their microfinance operations.
These efforts include setting up social funds under legal framework of
Decree No. 177/199/ND-CP of the Government on organization and
operation of social funds, charity funds.
On 25/9/2007, the Government issued the Decree 148/2007/ND-CP on
organization and operation of social funds, charity funds (replacing
Decree No. 177/1999/ND-CP). To implement new provisions of Decree
No. 148/2007/ND-CP, Ministry of Home Affaires issued the Circular
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The development of microinsurance will face a number of challenges
because insurance companies themselves do not want to offer
microinsurance products in a fear of changing their business strategy,
adjusting their products to be simple with low prices to be affordable
to the target clients who are low-income people. In this regards, IAIS
(International Association of Insurance Supervisors) recommends to
have a separated legal regulation on promotion of development of
micro insurance that facilitating the enterprises working on micro
insurance and other related stakeholders including MFIs. This highlights
the fact that legal micro-insurance framework in Vietnam has not yet
caught up with the development and demand of the market. Delay
in promulgating microinsurance-related regulations will tend to
“unintentionally” let MFIs to unconscious violations.

No. 09/2008/TT-BNV dated December 31, 2008 guiding implementation
of some articles of Decree No. 148/2007/ND-CP. By which, social funds,
charity funds are non-government organizations, having legal status,
working not for profit purpose but for the interest of community,
operating within a commune/ward/district/provinces and nationwide.
Initial assets when establishing social funds, charitable funds are
defined as follows:
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- Funds established by Vietnamese citizens, organizations:
+

Funds operate within commune level: 50 million Vietnam Dong;

+

Funds operate within district level:100 million Vietnam Dong;

+

Funds operate within provincial level: 500 million Vietnam Dong;

+

Funds operate throughout country: 2 billion Vietnam Dong.

- Funds established with fund contribution from foreign citizens and
organizations:
+

Funds operate within commune level: 01 billion Vietnam Dong;

+

Funds operate within district level: 02 billion Vietnam Dong;

+

Funds operate within provincial level: 05 billion Vietnam Dong;

+

Funds operate throughout country: 10 billion Vietnam Dong.

In terms of financial mechanism and policy, social funds, charity funds
are entitled to comply with Decision No. 10/2008/QD-BTC dated
February 12, 2008 of Ministry of Finance on financial management of
social funds, charity funds.
It can be assessed that legal documents of Ministry of Home Affairs
on organization, operations of social funds, charity fund are general,
applicable for all sectors, industries. Therefore, semi-formal MFOs who
want to have more time and experience in “transition” before
completing necessary conditions to “transform” into formal MFIs and
be regulated by Decree No. 28/2005/ND-CP can flexible be entitled
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to go under Decree No. 148/2007/ND-CP and the Circular No.
09/2008/TT-BNV.

In contrast with Decree No. 148/2007/ND-CP, the Decree No.
30/2012/ND-CP has some new contents to be noted:
-

Foreign citizens and organizations are allowed to contribute assets
with Vietnamese citizens and organizations to establish the fund.

-

Founding members of a social fund, charity fund shall set up a fund
founding board, composed of at least 3 (three) members (increase
the number by 1 compared with the previous Decree), including
the head, deputy head and founding member(s)

-

Assets contributed to establish a social fund, charity fund are
classified into two types and defined as below:

+ For a fund established by Vietnamese citizens or organizations:
The fund founding board shall assure an amount of contributed assets
converted into Vietnam dong (of which at least 50% will be transferred
to the fund’s account) as follow:
•

20,000,000 (twenty million), for funds operating within a
commune.

•

100,000,000 (one hundred million), for funds operating within
a district;
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To support and encourage development of culture, education,
health, physical training, sports, science, charitable and humanitarian
activities and other public development purposes, not for profit
purposes, the Government issued Decree No. 30/2012/ND-CP on April
12, 2012 on organization, operations of social funds, charity funds (in
replacement of Decree No. 148/2007/ND-CP). Then, Ministry of Home
Affairs issued Circular No. 02/2013/TT-BNV dated April 10, 2013 guiding
the implementation of the Decree No. 30. The Circular No. 02/2013/
TT-BNV specifies forms, charter and related documents of
establishment and operations of social funds, charity funds.

•

1,000,000,000 (one billion), for funds operating within a
province;

•

5,000,000,000 (five billion), for funds operating nationwide or
in more than one province;
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+ For a fund established with assets contributed by foreign citizens or
organizations with Vietnamese citizens and organizations:
The fund founding board shall assure an amount of contributed assets
converted into Vietnam dong (of which at least 50% will be transferred
to the fund’s account) as follows:
•

500,000,000 (five hundred million), for funds operating within
a commune.

•

1,000,000,000 (one billion), for funds operating within a district;

•

3,000,000,000 (three billion), for funds operating within a
province;

•

7,000,000,000 (seven billion), for funds operating nationwide
or in more than one province;

-

Assets of funds are only used for expenses incurred in provision of
public services, implementation of scientific research programs,
target programs and project ordered by the State; finance
programs, humanitarian projects and charity purposes, for
promoting development of culture, education, healthcare and
other social purposes for community develop as defined in the
fund’s.

-

Conditions, procedures and process of fund establishment;
organization and operations of the funds; assets and financial
management of funds; consolidation, merger, division and split-up,
renaming, suspension and dissolutions of funds; responsibility of
state management agency for funds are all clearly defined
specifically and strictly to facilitate the funds to operate in
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compliance with their objectives, safety and effective requirements
for the society.

These legal documents are viewed as providing favorable opportunities
for establishment of social funds, charity funds by organizations that
are working on microfinance. The establishment of social funds, charity
funds is done through simple procedures as detailed in Circular
No. 02/2013/TT-BNV (including 16 templates for use). The requirement
of minimum capital has differed and changed from the previous
stipulations. The increase in start-up capital for funds established by
Vietnamese individuals and organization, and the decrease in
start-up capital for funds established by foreign contributions will
enable those small-scale MFOs that do not yet meet conditions of a
formal MFI to continue their operations under social funds legal status.
The research team see that the increase in start-up capital for funds
established by Vietnamese individuals and organization is relevant,
preventing the situation of sparsed activities of microfinance programs,
projects and at the same time encouraging contributions individual
good wills. This can be viewed as a pressure for microfinance
projects, programs to improve their financial capacity or join or merge
together to be of larger scale and work more professionally.
Besides positive impacts, there are however, still some inefficiencies in
the current mechanism and policy in supporting the development of
microfinance programs and project, namely:
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It can be seen that, stipulations on establishment, organization and
operations of social funds, charity funds are more close, having
specific requirements on financial contributions and founding
members. These helps these funds to operate more professionally,
reducing the ”virtual” funds or ineffective funds in reality. Foreign
individuals and organizations are allowed to contribute their funds,
expanding inclusion of foreign partners in the process of establishment
and development of social funds- a transitional step towards
becoming a formal MFIs.
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-

As stipulated in Article 2, Decree No. 30/2012/ND-CP, social funds
are allowed to provide microfinance for the purpose ”To support
and encourage development of culture, education, health,
physical training, sports, science, charitable and humanitarian
activities and other public development purposes, not for profit
purposes”. However, in clause 2, Article 30 of the Decree
No. 30/2012/ND-CP says ”To be subjected to the state management
by agencies managing the fund’s operation fields”. So, with regards
to social/charity funds working mainly on provision of microfinance
services, whether their operational objectives are in line with
Decree No. 30/2012/ND-CP? This may create difficulties for
social/charity funds who works mainly on microfinance when
People’s Committees at different levels do not support microfinance activities.

-

The requirement of start-up capital as defined in Article 112, Decree
No. 30/2012/ND-CP is seen not appropriate and difficult to apply
when establishing a fund. In many cases, for a organization or a
group of individuals wanting to do philanthropy and raise funds to
support a difficult case of a person or small groups of disadvantaged
people in the society, meeting the start-up capital requirement (a
big sum of money) of billions Vietnam Dong will be unfeasibility for
them, thus un-encouraging small and individual philanthropy activity.

4.2. Regulations on establishment, organization and operations of
Associations
a) Period 2005-2010:
Associations were established and organized in accordance to
Decree No. 88/2003/ND-CP dated July 30, 2003 by the Government
stipulating organization, operations and management of associations
and Circular No. 01/2004/TT-BNV dated January 15, 2004 by Ministry
of Home Affairs guiding implementation of some articles of the
Decree No. 88/2003/ND-CP which regulate on the organization,
operation and management of the Association.
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As stipulated in point d, Clause 1, Item II and clause 5, Item III of the
Circular No. 01/2004/TT-BNV:
“1. To establish associations, the founding members must set up boards
campaigning for the establishment. The number of members of the
company board is prescribed as follows:

“III. The number of people registering for participation in the association
establishment.
5. For unions of economic organizations having members being
representatives of Vietnamese economic organizations with the legal
person status and operating nationwide, there must be at least 11
eligible legal person representatives in various provinces, while for
those operating within provinces, there must be at least 5 eligible legal
person representatives in the provinces, which are engaged in the
same production and business lines or the same operation domains
meeting the prescribed conditions and voluntarily registering for
participation in the unions’ establishment.”
From the above stipulations, we can see that establishment of a
microfinance association in Vietnam in this period is difficult and
unfeasible as the majority of MFOs are social funds, charity funds.
Operations of microfinance service providers in this stage are not yet
highly legalized, none of these funds got licensed for formalization.
Therefore, the issue of setting up a microfinance association, although
being discussed since 2007, is still a strategic direction to go forward
and has not yet any concrete and defined plan for actions.
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d) For unions of economic organizations operating nationwide, such
a board must be composed of at least 5 members representing
various economic organizations; and for those operating within
provinces, it must comprise at least 3 members representing various
economic organizations in the provinces.”.

b) Period 2010 to present:
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To make management work of associations more effectively, relevant
and realistic, the Government issued Decree No. 45/2010/ND-CP on
April 21, 2010 stipulating organization, operations and management
of associations (replacement of Decree No. 88/2003/ND-CP) and
Decree No. 33/2012/ND-CP on April 13, 2012 amending and supplementing some articles of the Decree No. 45/2010/ND-CP.
To provide implementation guidelines for Decree No. 45/2010/ND-CP/
Decree No. 33/2012/ND-CP, Ministry of Home Affairs issued Circular
No. 11/2010/TT-BNV on November 26, 2010 detailing the implementation of Decree No. 45/2010/ND-CP and Circular No. 03/2013/TT-BNV
on April 16, 2013 detailing implementation of Decree No. 45/2010/NDCP/Decree No. 33/2012/ND-CP.
As stipulated in Decree No. 45/2010/ND-CP/Decree No. 33/2012/NDCP, the associations “of economic organizations having members
being representatives of Vietnamese economic organizations with the
legal person status and operating nationwide, having at least 11
eligible legal person representatives in various provinces”; and the
associations “operating within provinces, having at least 5 eligible
legal person representatives in the provinces, which are engaged in
the same production and business lines or the same operation
domains meeting the prescribed conditions and voluntarily registering
for participation in the unions’ establishment.” If wanting to establish
association, their founding members must set up boards campaigning
for the establishment thereof. This board shall be recognized by the
state management agency in charge of the sector or domain in
which the association will operate. The head of this board must be a
Vietnamese citizen, permanently reside in Vietnam, have the full civil
act capacity and good health, and be known for the domain in
which the association will operate. The number of the board's
members is provided as follows:
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•

At least 10 for a national or an inter-provincial association:

•

At least 5 for a provincial association;

•

At least 3 for a district or communal association;

•

At least 5, which represent economic organizations, for a
national association of economic organizations; at least 3,
which represent economic organizations in the province, for
a provincial association.

Simplification of dossier application procedures for establishment of
associations (only one dossier is required to be submitted to Ministry of
Home Affairs instead of 2 dossier), the regulatory time line for issuing
the decision to establish an Association from the date of the
competent authority’s receipt of a complete application dossier is also
shorter (30 working days instead of 60 days).
-

Stipulations on approval of association charter and effect of
association charter are closer, ensuring legitimacy and content of
charter are in line with the current legal provisions, and not go
against the law.

-

Supplement detailed guidance on procedures, dossiers of request
for division, split-up, merge, consolidation (add one separate article
for these contents).

-

Further clarify responsibilities of association’s leadership when
dissolution.

-

Suppress some contents that are difficult to assess in the dossier of
request for establishment, e.g. “Tentative operational direction”.

These documents are helpful in facilitating establishment and
operations of associations in general, microfinance association in
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Legal documents related to establishment, organization, operations
and state management of associations for period 2010 to present
focus on amendment, supplement some key contents as follows:
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particular. By now, the State Bank of Vietnam has granted licenses for
03 MFI to transform into formal MFIs, one organization is in the process
of submitting dossier of request for a license (MOM); CEP in HCMC is
preparing itself for application for formalization; 12 social funds25 are
having independent legal status. So if these organizations voluntarily
participate in a microfinance association, they will then meet the
requirement on the number of members as specified in Article 5 of
Decree No. 45/2010/ND-CP. However, strictly requiring all 11 member
MFOs/MFIs being formal MFIs in order to set up an association, it will
take much more time until this microfinance association to be
established. Moreover, once established, how to ensure sustainable
operation of the association is another important concern.

5. Decision No. 2195/QD-TTg approving the Project “Building up
and developing microfinance system in Vietnam by the year
2020”
Properly recognizing important roles of microfinance in poverty
alleviation, based on international experiences and real practice in
Vietnam, on 6th December, 2011, the Prime Minister signed Decision
No. 2195/QD-TTg with the objective of constructing and developing a
safe and sustainable system of MFOs/MFIs towards serving the poor,
low-income earners, micro and small enterprises in order to contribute
to implementing the Party and State directions on ensuring social
protection and sustainable poverty reduction.
Although the legal framework for microfinance has been existing since
2005 with Decree No. 28/2005/ND-CP issued by the Government; the
Law on Credit Institutions also has specific regulations on MFI types,
however, Decision No. 2195/QD-TTg sets an important milestone

25

Almost these social funds were established and are operating under Decree No. 30/2012/ND-CP
dated April 12,2012 on organization, operations of social funds, charity funds; or under Decree
No. 148/2007/ND-CP dated September 25, 2007 by the Government on organization, operations
of social funds, charity funds.
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showing the determination of Vietnam Government to develop the
microfinance sector to be compatible with international practices,
thus contributing to poverty alleviation in the new period. The Project
“Construction and development of microfinance system in Vietnam
by the year 2020” has identified the following specific measures:
-

Developing a synchronous legal environment which is suitable for
specific characteristics of microfinance operations, specifically:
+

circulars issued by ministers, governor of the State Bank of
Vietnam (SBV) concerning the operation of the Bank for
Social Policies, the Cooperative Bank, the system of People's
Credit Funds, MFOs/MFIs and the operation of programs and
projects related to microfinance.
+

Promulgating appropriate support policies to encourage
microfinance development such as policies for creating
sustainable sources of capital, specific policies on interest
rates applied for small loans for the poor provided without
collaterals; setting appropriate regulations on the
establishment, organization, operation, safety, tax, fees, micro
insurance...; diversifying MFI types.

-

Enhancing policy-making and management capacity of State
governance agencies, particularly in formulation of mechanisms
and policies, management, inspection and supervision, in training
of microfinance officials and experts.

-

Enhancing MFO/MFI capacity through giving guidelines on
improvement of the organizational structure, governance,
administration and developing effective internal control and audit
system to ensure safe and sustainable operation; supporting staff
training, seeking preferential capital sources, especially for newly
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Improving legal normative documents guiding the
implementation of the Law on Credit Institutions including the
Government decrees, the Prime Minister decision and
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established institutions. Training programs need to be done so as to
support the enhancement of governance and administration
capacity, ensuring safe, sustainable and effective development of
microfinance programs and projects; adopting policies to support
transformation into formal licensed MFIs.
-

Communicating and raising awareness of authorities of different
levels, mass organizations on the role and effectiveness of
microfinance activities in poverty alleviation; disseminating and
popularizing experiences and effective models to local authorities,
associations, mass organizations, microfinance programs, projects
and organizations.

-

Other support measures such as facilitating MFOs/MFIs to access
to capital sources, applying policies for encouraging capital
contributions to MFOs/MFIs; facilitating microfinance programs,
projects and organizations to access loans funds; supporting to
establish microfinance training institutions, to set-up training centers
and develop training curriculum specialized in microfinance, to run
long-term full-time training courses for students and short-term
refresher training courses for MFO/MFI staff; setting-up a common
microfinance database, a microfinance credit information center;
supporting the establishment of the Microfinance Association with
the aim to promote mutual assistance among MFOs/MFIs, to create
a common voice and code of conduct for the microfinance industry.

Thus, Decision No. 2195/QD-TTg contains sufficient important contents
necessary for setting directions and basis for State governance
agencies, particularly the SBV, Ministry of Finance, Ministry of Home
Affairs to promulgate policies and undertake specific actions for
pushing the development of microfinance system and activities in
Vietnam. Particularly, two important points (announced in this
decision) setting directions for improving the position of microfinance
in the financial system of Vietnam touch upon the establishment of
the microfinance credit information center and the Microfinance
Association.
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Although the Project has set objectives and identified important
measures for pushing the development of microfinance sector,
however, some contents remain unspecific. Concerned ministries,
sectors and branches are slow in implementation, thus causing
difficulties for microfinance operations. There is no clear direction for
microfinance program and project development.

According to Decision No. 1450/QD-TTg, this Working Committee has
functions of assisting the Prime Minister to carry out research, to guide
microfinance development. The leading agency of this Working
Committee is the SBV.
The Working Committee has specific functions and tasks as follows:
studying and proposing to the Prime Minister directions and measures
for microfinance development; assisting the Prime Minister to guide,
coordinate & collaborate with, speed-up and supervise ministries,
ministerial level agencies, Government agencies to develop
microfinance activities; requesting ministries, people’s committees of
different levels to provide information on microfinance activities within
their jurisdiction of concerned sector and locality; sharing information
with State governance agencies, associations, mass organizations,
institutions and individuals on microfinance activities.
The Working Committee members consist of leaders of large MFIs and
some microfinance related agencies such as the SBV, Government
Office, Ministry of Finance, Ministry of Agriculture and Rural
Development, Ministry of Justice, Ministry of Labor, Invalids and Social
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To assist the Prime Minister in communicating for pushing microfinance
development, on 16 September, 2009, the Prime Minister signed the
Decision No. 1450/QD-TTg on setting-up a Working Committee on
small-sized finance institution (institutions). At this decision, the concept
“small-sized finance (institutions)” is used to be in conformity with the
legal regulations that were effective then (Decree No. 28/2005/
ND-CP).
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Affairs, Ministry of Home Affairs, Ministry of Planning and Investment,
Vietnam Women’s Union, Vietnam Farmers’ Union, Central People's
Credit Funds (Cooperative Bank), Vietnam Bank for Social Policies and
Vietnam Bank for Agriculture and Rural Development.
However, since its establishment in early 2014, this Working Committee
has not undertaken any specific activity, i.e. it has not yet given any
advice to the Prime Minister on policies and measures for pushing the
development of or removing obstacles facing the sector as well for
speeding-up and supervising the implementation of Prime Minister’s
guidance on microfinance.
In order to strengthen the operation of this Working Committee and
to make it to conform with new legal regulations and international
practices on microfinance, on 18th March, 2014, the Government
Prime Minister issued Decision No. 381/QD-TTg on the establishment
of Working Committee on Microfinance to replace the Decision
No. 1450/QD-TTg. The concept “microfinance’ has been used instead
of “small-sized finance”.
In line with this, the structure and composition of the Working
Committee remain the same, specifically: the SBV governor is the
head of the Committee, deputy-head of this Committee is a SBV
deputy-governor, its members are leaders of such agencies as the
Government Office, Ministry of Finance, Ministry of Agriculture and
Rural Development, Ministry of Justice, Ministry of Labor, Invalids and
Social Affairs, Ministry of Home Affairs, Ministry of Planning and
Investment, Vietnam Women’s Union, Vietnam Farmers’ Union,
Cooperative Bank, Vietnam Bank for Social Policies and Vietnam Bank
for Agriculture and Rural Development.
The functions and tasks of this Working Committee do not change as
compared to what is stipulated at the Decision No. 1450/QD-TTg which
was effective before. However, some new important details have
been added in Decision No. 381/QD-TTg regulating that this working
committee has a permanent support team with members including
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staff and experts working in the microfinance area and some officials
from agencies and organizations, leaders of which are members of
this working committee. The permanent support team will carry out
research, give advice, discuss and get consensus on issues to be raised
to the Working Committee for appraisal and decision in order to
propose to the Prime Minister. With extended membership composition
including some experienced experts in the microfinance sector, the
Working Committee has sufficient objective information to give proper
and timely advice and recommendations to the Prime Minister.

In order to deploy the Project “Construction and development of the
microfinance system in Vietnam by the year 2020” approved by the
Prime Minister on 30th March, 2012, the SBV Governor issued Decision
No. 572/QD-NHNN approving the Plan for implementing the Project
“Construction and development of the microfinance system in
Vietnam by the year 2020”.
Objectives of the Plan for implementing the Project “Building up and
developing microfinance system in Vietnam by the year 2020”:
The SBV identifies that this Plan is required to disseminate and
communicate in full details the Decision No. 2195/QD-TTg to all sectors,
branches of different levels, to SBV departments and entities and its
branches at provincial/municipal level, to MFOs/MFIs and concerned
organizations and individuals.
This Plan objectives are to raise the awareness of concerned
stakeholders about the development of microfinance as one of the
tools/measures contributing to providing loans to poor and
low-income people, micro and small enterprises for economic
development with the aim to implement the national strategy on
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6. Decision No. 572/QD-NHNN approving the Plan for
implementing the Project “Building and developing
microfinance system in Vietnam by the year 2020”

sustainable poverty reduction and to ensure social protection, at the
same time to specify measures for closely monitoring and supervising
MFO/MFI operation according to the legal regulations; to adjust, transform, set directions for MFOs/MFIs to develop safely and sustainably
within an improved legal framework.

Part II. The Existing Mechanism and Policy
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The Plan for implementing the Project “Building and developing
microfinance system in Vietnam by the year 2020” consists of 2
phases, specifically:
-

Phase 1 (2011-2015)

Developing documents guiding the implementation of the Law on
Credit Institutions related to microfinance operations; giving advice to
the Government on measures for managing microfinance activities of
political organizations, socio-political organizations, non-governmental
organizations; assisting MFOs/MFIs to train their staff and experts, to
establish microfinance training facilities, to set-up a common database on microfinance and to establish the Microfinance Association.
-

Phase 2 (2016-2020)

Researching and making recommendations on revising and improving
the legal framework to allow the diversification of MFIs and the
expansion of microfinance products and services; researching and
promulgating legal texts/regulations to facilitate the linkage between
MFOs/MFIs and other credit institutions.
Evaluating and guiding the implementation of the Project “Building
and developing microfinance system in Vietnam by the year 2020”:
The above-mentioned project was approved by the Prime Minister
over 3 years ago and the SBV has also issued the plan for the project
implementation. However, there are still limitations in the project results
as follows:
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+ Slow progress is witnessed in the development and issuance of
guideline documents for the Law on Credit Institutions related to
microfinance activities.
+ There is not yet a measure for uniform management of microfinance
activities of socio-political organizations, non-governmental
organizations which puts many programs and projects in a passive
situation and causes confusion and difficulties for them in
identifying their operation directions and legal status.

7. Administrative documents of local authorities
7.1 .In 2005-2010 period:
Local authorities of different levels had undertaken some actions on
microfinance programs/projects in different ways. Some localities did
not encourage the sector development or the local fund was too little
and was normally added to public budget (of the district and
province) and used for community development objectives. However,
most of localities with relatively large funds retained from micro
programs and projects or having sources of funds for development
purposes tended to encourage microfinance development.
Therefore, local authorities usually assigned women’s unions/mass
organizations running microfinance programs and projects to continue
managing the funds of those programs and projects. The programs
and projects lasted parallel with Government supported programs (via
the Bank for Social Policies) or became gradually professionalized
through the establishment of social funds and charity funds.
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In order to realize the Project objectives, the Prime Minister has
provided guidance to and pushed the SBV to carry out a review of
2-year implementation of the Project “Building and developing
microfinance system in Vietnam by the year 2020” in order to detect
problems and obstacles and propose solutions to address the
problems and to report to the Prime Minister.
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According to the primary survey in 2014, when asked “Have
local authorities issued guidance/instructions on the implementation of microfinance activities for your program/organization?”,
23 staffs of microfinance programs and projects were interviewed, 52, 2% of them answered "No" and 8.7% answered "yes".

Valid
values
Invalid
values
Total

Frequency

Frequency in
percentage

Valid
percentage

Accumulated
percentage

Yes

2

8.7

14.3

14.3

No

12

52.2

85.7

100.0

Total

14

60.9

100.0

Numbers

9

39.1
100.0

7.2. In the period from 2010 to now:
Since 2010, thanks to positive actions towards improving the legal
framework for microfinance taken by the National Assembly (by
adopting the Law on Credit Institutions), the Government (by
approving the Project “Construction and development of the
microfinance system in Vietnam by the year 2020”) and policy actions
taken by the SBV, local authorities at different levels gradually
recognized specific characteristics of the microfinance sector and its
roles in sustainable poverty reductions and development. Authorities
in some localities have created more favorable conditions for
MFOs/MFIs to operate in their areas. However, authorities in some
localities still neglect, give little attention to, or even do not support
microfinance activities due to lack of understanding about specific
characteristics of microfinance operations (interest rates, microfinance
related requirements/conditions...).
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For the development framework of microfinance sector in Vietnam,
the macro environment can be judged fairly good with relatively clear
support strategies, directions and policies. However, local support
policies (e.g documents issued by local authorities at different levels,
support in terms of infrastructure such as credit information, auditing,

VIETNAM MICROFINANCE WORKING GROUP - 127

Part II. The Existing Mechanism and Policy
for Microfinance organizations in Vietnam

The facts show that there have not been any microfinance related
documents issued by local authorities over the 2 phases: from 2005 to
2010 and from 2010 to now. This is explained with the fact that there is
not yet any State agency exercising overall management of the
operation of formal MFIs and semi-formal MFOs. Action programs for
the microfinance sector are not paid due attention and are not
implemented systematically from central to local levels. In most cases,
localities authorities pay attention and provide support to social funds,
microfinance programs and projects not because of self-awareness
of their responsibilities and assigned tasks, but largely thanks to the
lobbying and motivating efforts by staff directly engaged in the
program management. This is quite different from other microfinance
providers that usually get support and much clearer instructions in
written by local authorities of different levels. For example, for the Bank
for Social Policies, the regulations on the cooperation among as well
as responsibilities of concerned stakeholders from central down to
local levels are uniformly defined nationwide. For local People's Credit
Funds, they operate in the commune or at inter-commune level and
their heads are commune incumbent officials or retired persons,
therefore, the linkage between them and local authorities is quite
close. People's Credit Funds are also established by SBV provincial
branches. Hence, the documents issued by local authorities towards
the Bank for Social Policies and People's Credit Funds are quite
supportive. In the meanwhile, MFOs/MFIs are mainly developed from
programs/projects run by mass organizations of different levels, mainly
by women’s unions. Their legal status is not clear and impacts are
usually little. Therefore, their linkage with local authorities of different
levels depend largely on the voluntariness and enthusiasm of women’s
staff at different levels.

other technical assistance...) are not quite visible and have not had
positive and effective impacts on the development of the
microfinance sector. This is one of ’bottlenecks’ in the implementation
of the Government strategy for the development of microfinance
sector in Vietnam by the year 2020.

8. Achievements and problems and limitations
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8.1. Achievements
Overall, the current legal corridor, mechanism and policy system
create a basis and premise for MFO/MFI development and more
professional operation. Positive points of the current mechanisms and
policies are recognized in 4 main aspects as follows:
Firstly, the system of mechanisms and policies have laid basic
foundations for the establishment, organization, operation, safety
institutions for MFO/MFI operation, ensuring that MFOs/MFIs enjoy full
legal basis for their business autonomy and work towards socioeconomic development objectives.
Secondly, the system of mechanisms and policies is directed towards
developing microfinance as one of important components of the
credit institutions system with the legal corridor and standards for
MFOs/MFIs to aim their efforts at professional operation and
institutional sustainability.
Thirdly, the system of laws and policies towards MFOs/MFIs has
contributed to creating an equal and enabling business environment
for all economic sectors, thus pushing the socio-economic
development.
Fourthly, this system of mechanisms and policies has taken into
account distinctive characteristics of MFOs/MFIs. It creates a basis to
ensure MFO/MFI stability, safety and development. Preferential
regulations towards MFOs/MFIs offer favorable conditions and partial
support for MFOs/MFIs to increase their financial capacity, mobilize
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more capital funds in order to run certain banking activities to meet
the demands of low-income households and microenterprises.
8.2. Problems and limitations

Firstly, general drawback is that there exist gaps in legal environment
for implementing MFO/MFI support policies and it is slowly improved.
The system of mechanisms and policies has not yet covered all types
of organizations with microfinance activities. Some programs and
projects have been approved, but are slowly implemented in reality
which has exerted negative impacts on the understanding and
opinions of local authorities of different levels and the society on the
microfinance sector.
Secondly, the policies lack of focus and concern and are scattered
in many different documents. Many sub-law documents (particularly
the guideline document for the Law on Credit Institutions) are slow to
be issued which leads to gaps among documents and many
outdated documents must be applied, thus causing confusion and
difficulties for microfinance practitioners to refer to and make use of in
practice.
Thirdly, some regulations towards MFIs are issued from the perspective
of having banks as subjects of application, thus they are not truly
appropriate with MFI characteristics (such as governance structure,
interest rate, internal control and audit system, independent audit...).
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Beside the gained achievements, Vietnamese MFOs/MFIs are still
facing with a number of challenges for professional and sustainable
development of the microfinance sector. The actual operation of
organizations with microfinance activities over the past time has
shown things to be improved, particularly in terms of mechanisms and
policies, in order to better meet the requirements of the national
socio-economic development in the current situation and for
MFOs/MFIs development. Specifically:
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Fourthly, the existing legal system does not really ensure effective
management and supervision of the operation of organizations with
microfinance activities, therefore, so far there is not yet any State
agency exercising uniform management of these organizations. Most
of programs and projects do not operate under the management by
the SBV – the State governance agency on banking activities which
leads to the lack of overview on the microfinance industry in Vietnam.
Fifthly, some regulations on tax incentives need to be reviewed,
amended and complemented to be compatible with the objective
of encouraging and developing microfinance in the coming time,
especially the regulations on deductible and non-deductible
expenses are not really appropriate with specific characteristics of
microfinance operation; some kinds of incomes need to be
tax-exemptible in order to be appropriate with the reality and
international practices, particularly donor activities.
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PART III. REAL SITUATION OF MFOS/ MFIS LINKAGES
IN VIETNAM
1. Real internal linkages among member clients
Effective and sustainable performance of microfinance industry will
ensure the access of low-income and poor people to necessary
financial services as a sustainable contribution to poverty alleviation
in Vietnam. Target clients of microfinance are poor and low-income
segments of the society. They can use and benefit from savings, small
loans, micro insurance, remittance service to develop their business,
accumulate assets, generate incomes and thereby escape from
poverty.
Although in reality microfinance services are more costly than those
of the bank since the services are provided to clients’ residential areas,
the service price (considered as the lending interest rate) is not a key
factor influencing borrowing decision of clients. The success of
microfinance in providing financial services to the poor in informal
sector is without collaterals (collateral is the very barrier for the poor to
access formal financial services).
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The facts show that besides supporting poor/low-income people to
improve their lives, MFOs/MFIs also make important and significant
non-material contributions to community development via group
lending. With this approach, internal linkages among MFO/MFI
member clients become firm which helps many member clients,
particularly disadvantaged women in rural and agricultural areas
become much more self-confident in the family and community.

Been questioned about “Group, cluster activities frequency”,
among 159 microfinance clients, 70.4% joined these activities
frequently, whereas some people didn’t (appropriately 20.8%),
the rest of them, 8.8%, didn’t answer.

Valid
values

Invalid
values

Frequency

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

Frequently

112

70.4

77.2

77.2

Not
frequently

33

20.8

22.8

100.0

Total

145

91.2

100.0

Numbers of
values

14

8.8
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Total

100.0

In the next question, “How is degree of connection (group,
cluster activities) among members”, among 23 staffs, 38,4%
ranked it in Good level and 56,5% approved that it is “normal”.

Valid
values

Invalid
values
Total

Frequency

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

Good

8

34.8

38.1

38.1

Normal

13

56.5

61.9

100.0

Total

21

91.3

100.0

Numbers of
values

2

8.7

23

100.0

Through the survey, the research team recognized that many poor
and disadvantaged women lacked self-confidence and felt inferior
about their personal and family situation before becoming MFO/MFI

132 - VIETNAM MICROFINANCE WORKING GROUP

members. However, after getting encouragement, support and
guidelines by credit officers/technical staff, many of members,
particularly old ones, have gained more self-confidence, become
more active and enthusiastic in community and group activities, more
proactive and dynamic in business activities. Thanks to loan programs
and projects, community and group meetings, old members share
experiences and tips of success, thus supporting and encouraging
new members from similar backgrounds to join. The success of the old
members has inspired new ones, created the spirit of dynamism and
daringness of overcoming hardships and difficulties in residential areas.
Many successful members have started-up micro business in the
locality, creating employments for new members and non-members.
This inclusion creates a friendly community in which members not only
provide mutual assistance in their work to develop household
economy and overcome poverty, but also provide spiritual care and
sharing (e.g. caring and supporting one another when getting sick, in
child care…). All this reflects close internal linkages among MFI
members and it is an own characteristic of microfinance sector.

2. Real linkages among MFOs/MFIs
To facilitate the development of the approach of these potential
services, microfinance practitioners established Vietnam Microfinance
Working Group (VMFWG) in 2004 under the Vietnam Union of Friendship Organizations (VUFO) Resource Center. In 2011, VMFWG was
formally transformed into a center under the Vietnam Association of
Small and Medium Enterprises (VINASME). VMFWG network counts 87
microfinance programs and projects consisting of 35 formal MFIs and

VIETNAM MICROFINANCE WORKING GROUP - 133

Part III. Real Situation of MFOS/MFIS
Linkages in Vietnam

However, to be objective, in some MFOs/MFIs loose linkages still exist
among members. The linkage and group/team guarantee is just
formalistic (non-members, exploiting this gap, make use of group
guarantee to borrow loans). This is an existing limitation that needs
closer supervision by MFO/MFI managers, by local mass organizations
and the community in the coming time.

semi-formal MFOs, 14 supporting organizations and 38 individuals.
Currently VMFWG is recognized a good focal point for microfinance
practitioners in Vietnam.

Part III. Real Situation of MFOS/MFIS
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VMFWG is a central factor and it gains prestige in microfinance sector
and acts as a representative of the sector, a focal point of microfinance
information collection, summary and analysis in Vietnam, a unit which
supports policy makers (such as the State Bank of Vietnam, Ministry of
Finance) in developing regulations and policies on microfinance
activities and a bridge between microfinance practitioners and policy
makers through workshops, policy dialogue and field visits to the real
activities organized by VMFWG. Currently, VMFWG plays a role of a
network and it aims to become an independent microfinance
association in the future. VMFWG has developed good relationships
with donors (mainly ADA, CORDAID, IFC, MetLife Give2Asia and
Citibank) and international partners including the MIX on data
reporting and transparency, SPTF, SEEP and BWTP networks.

According to the primary survey in 2014, 23 staffs are
interviewed “How do you know about microfinance program/
projects in your areas? The majority said yes (60,9%), the second
most chose answer is “Just a little bit” and the rest 4.3% have no
ideas about it.

Valid
values

Invalid
values
Total

Frequency

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

Yes

14

60.9

70.0

70.0

No

1

4.3

5.0

75.0

Just a little bit

5

21.7

25.0

100.0

Total

20

87.0

100.0

Numbers of
values

3

13.0

23

100.0
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3. Real linkages between MFOs/MFIs and other credit institutions
In Vietnam, there exists some national associations and networks
supporting the banking sector including VMFWG, Vietnam Banks
Association, Vietnam Financial Leasing Association, Vietnam
Association of People’s Credit Funds. However, the linkages among
these associations remains limited. The cooperation channels have
been set-up, but there are few contacts and little direct collaboration
between MFOs/MFIs and other credit institutions in the market.
For most of MFOs/MFIs, lack of capital is inherently a big problem
which drives MFOs/MFIs into a difficult situation while the loan demand
of clients is increasing. The lack of capital also makes MFOs/MFIs
difficult to become financially viable. Before, funds from international
NGOs were a main source, now majority of those funds become
exhausted. It is not a common practice that MFOs/MFIs obtain loans
from commercial banks since MFO/MFI prestige and financial
capacity are not attractive enough for commercial banks.

The first type of linkage to look at is agreement on service provision,
such as an MFO/MFI acts as a retail agent of a commercial bank. In
its turn, the commercial bank plays a role as a wholesaler to the
MFO/MFI. The MFI and the commercial bank, in fact, have a strategic
cooperation agreement. This strategic cooperation can be sustainable
only when both retain mutual interests. In this case, the strategic
cooperation can help both sides focus on their core activities and
address their limitations. For example, for the commercial bank, its
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The survey findings show that the cooperation among microfinance
actors in Vietnam is limited, both in terms of policy and performance.
The linkages between MFOs/MFIs and other credit institutions in the
same market segment are quite loose; there is almost no linkage or
cooperation. There are many factors requiring microfinance providers
to link with one another. The needs for linking are ranged from informal
information exchange to signing formal cooperation contacts or even
having cross ownership.

strength is capacity to mobilize funds nationwide and its weakness is
difficulty in reaching out to low-income segment due to inappropriate
business culture and approach; for the MFO/MFI, its strength is
capacity and appropriate method to directly approach clients and
its weakness is lack of capacity to mobilize funds. MFOs/MFIs and
banks have a lot of mutual interest and motivation to cooperate with
each other, specifically:
(i)

Cooperation for diversification, expansion and/or reduction
of costs of fund of the parties

(ii) MFOs/MFIs with a fast growing pace will face restrictions due
to regulations on capital prudential ratio, therefore, acting as
a credit agent of a bank is the best way to meet the fund
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demand of clients without quickly increasing owners’ equity,
thus avoiding the pressures resulted from the regulation on the
capital prudential ratio. (or Capital Adequacy Ratio)
(iii) A bank can penetrate in-depth into a new market segment
without the necessity of setting-up a new channel using new
business approach and culture.
(iv) A bank can access and assess MFOs/MFI before deciding to
set-up ownership relationship with MFOs/MFIs.
(v) MFOs/MFIs can make use of the bank scope, its modern and
professional supporting system as well as other financial and
human resources with low costs.
(vi) MFOs/MFIs can also make use of Government previleges
towards MFOs/MFI through the bank system when the
Government is not able to reach out to each MFO/MFI. The
State needs to further improve the legal framework allowing
banks to link-up with MFOs/MFIs towards meeting the
afore-mentioned demands.
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The collaboration, exchange of client information between MFOs/MFIs
and other credit institutions, particularly providers operating in the
same market segment such as the Bank for Social Policies, the Bank
for Agriculture and Rural Development, People's Credit Funds have not
been initiated. This is worth being concerned about. In reality, the
credit information reference services for unlicensed MFOs are of low
availability. The Credit Information Center (CIC) manages credit
information of credit institutions, but mostly applicable for business and
large SOE loans. As credit institutions, the 3 licensed MFIs, in principle,
must report to the CIC, but the interactions between clients and
commercial banks are limited, therefore, this reporting offers little help.

According to the primary survey in 2014, among 23 staffs asked
about “How is degree of connection between microfinance
programs/ projects and SPB, CPF”, only 8,7% chose “Normal”,
while 87% chose “Poor”.

Invalid
values
Total

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

Normal

2

8.7

9.1

9.1

Poor

20

87.0

90.9

100.0

Total

22

95.7

100.0

Numbers of
values

1

4.3

23

100.0

4. Real operation of VMFWG
VMFWG plays a representative role for organizations and individuals microfinance practitioners committing to adopt best microfinance
practices: financially viable, pro-poor and targeted at low-income
people, ensuring that they have opportunities to get continuous
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Valid
values

Frequency

access to necessary financial services in order to facilitate household
economic development, small business start-up and development.
In line with this, over the past years, VMFWG has been constantly
developing itself to be responsive to the needs of microfinance
practitioners in particular and microfinance sector in Vietnam in
general.
Table 07. List of MMFWG’s Organization Members
NAME OF ORGANISATION MEMBERS
Microfinance Fund – Hai Phong Women’s Union (Hai Phong)
Microfinance Unit – World Vision Vietnam
ANH CHI EM program (ACE)
Golden Hand Program (BTV)
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Credit & Savings Project – Women’s Union, Phu Yen, Son La (Son La)
Village credit & Savings Project (VSL) – Plan Vietnam
Credit & Savings Project – Livelihood Program - Child Fund Vietnam
STU project – CFRC (STU)
Hong Leong Bank in Vietnam
Mai Son Women Development Fund (M7 Mai Son)
The Dariu Foundation (TDF)
Viet Rural Enterprise Development Center (VietED)
Tien Giang Capital Aid Fund for Women’s Economic Development (MOM)
Dong Trieu Women Development Fund (M7 Dong Trieu)
Thanh Hoa Fund For Poor Women (FPW)

138 - VIETNAM MICROFINANCE WORKING GROUP

NAME OF ORGANISATION MEMBERS
Microfinance Program – Women’s Union, Ben Tre Province (BWTU)
Ho Chi Minh Capital Aid Fund for Women’s Economic Development (CWED)
Ninh Bình Women Development Fund (Ninh Binh)
Ninh Phuoc Women Development Fund (M7 Ninh Phuoc)
Quang Binh Women Development Fund ( Quang Binh )
Lao Cai Women Development Fund (Lao Cai)
Uong Bi Women Development Fund (Uong Bi)
An Phu Development Fund
HA TINH WOMEN DEVELOPMENT FUND, WU HA TINH
Soc Son Women Development Fund (Soc Son)
DIEN BIEN DISTRICT WOMEN DEVELOPMENT FUND (M7 DIEN BIEN DISTRICT)

Vietnam Bank for Social policies
CAPITAL AID FUND FOR POOR EMPLOYERS BA RIA - VUNG TAU (CAFPE)
Bac Can Women Development 3PAD Fund (Bac Can)
SAVE THE CHILDREN/VIETNAM
M7 Microfinance Institution Limited (M7MFI)
TINH THUONG ONE MEMBER LIMITED LIABILITY MFI (TYM)
The Center of Small Enterprise Development Assistance (SEDA)
Pro-poor center (PPC)
MICROFINANCE AND DEVELOPMENT CENTER (M&D)
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DIEN BIEN PHU CITY WOMEN DEVELOPMENT FUND (M7 DIEN BIEN PHU)

NAME OF ORGANISATION MEMBERS
Center of Women and Community Development (CWCD)
Microfinance fund for community development institute (MFCDI)
Care Vietnam
TEA organization
CENTER FOR SOCIO-ECONOMIC PROGRAMME VIETNAM COOPERATIVE
ALLIANCE
RURAL DEVELOPMENT SERVICES CENTER (RDSC)
CENTER FOR SUPPORT OF COMBATING CLIMATE CHANGE
RESEARCH CENTER FOR RURAL DEVELOPMENT (RECERD)
NGV JOINT-STOCK COMPANY
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FINCO Finance & Investment Consultant Joint-Stock Company
THANH HA CAPACITY BUILDING AND COMMUNITY DEVELOPMENT LIMITED
COMPANY
PACODE PROJECT - CARE VIETNAM
M7 MPA
MEDICAL COMMITTEE NETHERLANDS VIETNAM
Oxfam Quebec – Vietnam

4.1. Creating and developing an enabling environment for microfinance sector development in Vietnam
In order to exert positive impacts on poverty alleviation by improving
quality and sustainability of MFOs/MFIs, to strive for creating an
enabling environment for microfinance in Vietnam, VMFWG has, on a
regular basis, engages in dialogues with the State Bank of Vietnam,
Ministry of Finance and other State governance agencies to
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advocate for a conducive legal environment for microfinance, at the
same time to seek for and share materials and knowledge of the
sector, to study and facilitate concerned MFOs/MFIs to access training
opportunities. The importance of a representative organization in
creating a common voice of the sector has been recognized in the
Project of construction and development of microfinance system in
Vietnam by the year 2020 which was adopted by the Prime Minister in
December 2011. This Project specifies that the establishment of a
microfinance association is one of the tasks of the State Bank of
Vietnam in the 1st period of 2011-2015.

4.2. Member access to demand-based business development
services
With the aim to strengthen member capacity of developing business
services to best meet clients’ needs, VMFWG organized training
workshops/seminars based on its member needs assessment;
resources for supporting microfinance capacity building are more
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With the objective of facilitating sustainable development of
competitive microfinance sector, VMFWG has had impacts on the
legal framework, policies, regulation of Vietnam, maintaining its voice
to the Government, Ministry of Finance and especially the State Bank
of Vietnam. So far, VMFWG has collaborated with national and
international organizations, State governance agencies to organize
dialogues and discussions aiming to: (i) Recognize important roles of
microfinance; (ii) Support the information supply to policy makers, thus
enabling them to develop realistic policies and regulations to create
good conditions for the development of microfinance sector in
Vietnam, at the same time to create opportunities for MFIs to
exchange ideas directly with policy makers and to strengthen risk
management capacity and to promote responsive microfinance
practices; (iii) Update the development and new trends in the MF
sector in Vietnam, drawing out lessons learnt and consolidating
success stories of transformed MFIs.

effectively and efficiently used through MFO/MFI needs assessment
carried out by VMFWG annually and the findings are widely
disseminated on VMFWG website. To specify:
(i)

Supporting member organizations to access sustainable
business development services (BDS) such as technical
assistance, research, auditing, ICT/IT, MIS, and suchlike;

(ii) Dissemination and communication on the necessity of
setting-up a mechanism for information exchange, on making
microfinance operation transparent;
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(iii) Supporting member organizations, particularly those having
been and are being transformed into formalized MFIs, to
enhance their awareness of and get updated about legal
regulations on microfinance in Vietnam.
VMFWG is operating with the participation of 87 associate members
(as at the end of 2013), although with its limited resources, VMFWG
has provided relevant services and has gained good achievements
since 2011. It has become an effective tool in policy advocacy,
disseminating new regulations to its members through its website,
organizing seminars/training workshops, creating good conditions for
mobilizing fund resources for MFOs/MFIs.
4.3. VMFWG as a coordination and information hub for microfinance
industry in Vietnam
VMFWG serves as a coordinating network to provide information on
microfinance activities by sharing research findings, materials,
information, data reliable and responsive to the needs of stakeholders.
Producing/issuing microfinance related publications and documents
VMFWG serves as a representative and focal point in Vietnam in
providing information on microfinance activities in Vietnam to
international partners and friends through its website, Vietnam
Microfinance Bulletin published annually with issues from No1 to No20,
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monthly recruitment newsletter, quarterly Microfinance Bulletin,
Directory of MFOs/MFIs published annually since 2012, annual
seminars/workshops/discussions and through its membership to 03
international microfinance networks.
Collecting data and sharing information on microfinance
This is aimed at helping MFOs/MFIs better understand about important
role of social performance management and identify gaps in order
to improve their social performance, supporting more than 30
MFOs/MFIs to provide and update statistics by 31 December 2013 on
the MIX network; analyzing and comparing domestic MFOs/MFIs with
those from regional countries, providing information about
performance results of MFOs/MFIs, thus giving a picture of
microfinance in Vietnam and helping MFOs/MFIs themselves compare
their performance results with others’.

Microentrepreneurship Awards” (CMA for short) – an annual activity
funded by Citi Foundation/Citibank Vietnam to recognize microentrepreneurs with initiatives in using loans effectively, outstanding credit officers and typical MFOs/MFIs having made significant contributions to
implementing the Government Project “Construction and development
of sustainable microfinance system in Vietnam by the year 2020”, and
to poverty reduction in the country. CMA program does not only
contribute to encouraging MFOs/MFIs and individuals to use loans
effectively, but also create opportunities to raise social awareness
about the importance of microfinance in poverty reduction and its
active contribution in local economic development.
4.4. VMFWG becomes a representative and professional industry
network in Vietnam
Transformation into a microfinance association. With the aim to
enhance VMFWG status and to improve its operational professionalism
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From 2007 to 2014, with the financial support from Citi Foundation –
Citibank Vietnam, VMFWG has collaborated with Citibank Vietnam
and the State Bank of Vietnam to organize successfully “Vietnam Citi

and efficiency in Vietnam, VMFWG has been preparing itself for
transformation into a microfinance association, with its draft charter
and proposal for the transformation discussed and consulted with
representatives from concerned state governance agencies and
VMFWG active members. So far, VMFWG has gained the consensus
and support from VINASME, several ministries, sectors and branches,
active members and other stakeholders.

Part III. Real Situation of MFOS/MFIS
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Establishment of relationships and links with domestic and international
microfinance organization. Information about microfinance in
Vietnam has been shared and disseminated to international
organizations through establishing and maintaining relationships with
other partners including Blue Orchard, Asian Development Bank
(ADB), International Finance Corporation (IFC), World Bank…
Over the past time, VMFWG has been considered as a focal point in
linking the MFOs/MFI system, helping State governance agencies get
overall information on microfinance organizations operating in the
country. However, since VMFWG does not have yet a legal status of
an association, its ability to link and attract the participation of
non-members organizations remains limited. VMFWG cannot yet act
fully as a representative for and protect rights and interests of its
members. On the other hand, this also significantly limits the network’s
role of an intermediary actor linking State management authorities
with current system of microfinance practitioners that are licensed,
managed by various bodies (the State Bank of Vietnam, people’s
committees at commune, provincial/city levels, Ministry of Home
Affairs, Ministry of Planning and Investment…) and operate fragmentedly nationwide. This fragmented management leads to the fact that
no agency exercises uniform management of all organizations with
microfinance activities. Hence, the transformation of VMFWG into an
association is necessary to represent and fully protect the rights and
interests of its members, at the same time to provide State governance
agencies information for the management purpose which would
create a basis for the network to propose measures for overall
management of microfinance sector in Vietnam.
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5. Necessity and significance of establishing Vietnam
Microfinance Association
Over the past time, VMFWG has made practical contribution to the
microfinance sector development. Its contribution has been being
recognized and highly appreciated by authorities and sectors of
different levels. However, in order to participate in and contribute to
supporting its members more actively and efficiently, VMFWG needs
to become an independent body acting as a focal point and
representative for formal MFIs and semi-formal MFOs. The establishment of the microfinance association in Vietnam has a firm legal basis
and is an urgent need originated from the practice with the following
reasons:
-

Implementing Decision No. 2195/QD-TTg

-

Creating an independent organization making practical
contribution to the development of legal normative documents,
supporting training activities, participating in setting-up and
operationalizing microfinance database, making recommendations
on measures for microfinance activities management in
accordance with the reality and good practices in the world

The establishment of the Vietnam Microfinance Association will help
microfinance sector to operate and develop in a sustainable manner,
thus making practical contribution to the development of the
guidelines for the legal regulations on microfinance activities. The
association would be a focal point in collecting, setting-up a
database, analyzing information on MFO/MFI system in Vietnam;
VIETNAM MICROFINANCE WORKING GROUP - 145

Part III. Real Situation of MFOS/MFIS
Linkages in Vietnam

The establishment of Vietnam Microfinance Association meets the
objective of constructing and developing a safe and sustainable
microfinance system in Vietnam, at the same time making active
contribution to implementing the Government Project “Construction
and development of the microfinance system in Vietnam by the year
2020” for the phase 1 (2011-2015) issued as attachment to the Decision
No. 2195/QD-TTg.

carrying out relevant studies related to microfinance activities in
Vietnam; giving inputs and recommendations on measures for
managing microfinance activities of mass organizations and NGOs
based on practical evidence, collected and analyzed data and
research findings on microfinance, especially in the context that the
Prime Minister has adopted the Project “Construction and development
of microfinance system in Vietnam by the year 2020” and the
semi-formal MFOs in Vietnam are making efforts to transform
themselves into formal licensed MFIs.

Part III. Real Situation of MFOS/MFIS
Linkages in Vietnam

-

Meeting best the needs and expectations of member organizations,
partners and donors, catching up with the development of
microfinance in the world

The establishment of Vietnam Microfinance Association will meet the
demands of the network’s organizational development, needs and
expectations of member organizations and donors towards the
microfinance sector in Vietnam, as well as develop the microfinance
industry in Vietnam, thus enabling it to catch up with the development
of microfinance in the region and in the world and to have
opportunities and good conditions to access resources and support
for microfinance development in particular and the microfinance
industry in Vietnam in general.

According to the primary survey in 2014, among 23 staffs asked
about “Is it necessary to establish Microfinance Association?”,
95,7% in total agreed

Valid
values

Frequency

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

Yes

22

95.7

95.7

95.7

No

1

4.3

4.3

100.0

Total

23

100.0

100.0
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-

Representing the rights and legitimate interests of organizations with
microfinance activities in Vietnam

-

Enhancing capacity in mobilizing resources and using them
effectively for microfinance activities

The establishment of Vietnam Microfinance Association would
enhance the capacity in information sharing, attracting investment
and donated funds, developing linkages for mobilizing resources for
microfinance development, gaining greater attention and support
from the Government, State governance agencies, socio-political
organizations, those organizations showing interest in microfinance
activities, thus creating united strengths and synergies for efficiently
and sustainably using the resources and contributing to implementing
the socio-economic development strategy.
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The Vietnam Microfinance Association would be a representative for
legal rights and legitimate interests of organizations with microfinance
activities in Vietnam. Its establishment would facilitate the provision of
guidelines, dissemination, communication and training for organizations
working in the microfinance sector, helping them to operate more
professionally, to comply with legal regulations, to have greater
opportunities of cooperating with and learning experiences from other
credit and finance institutions. The association would represent legal
rights and legitimate interests of organizations with microfinance
activities in Vietnam, which would help push the development of the
microfinance sector and actively support the transformation of
semi-formal MFOs, thus enhancing the institutional sustainability of
MFO/MFI system, at the same time contributing to developing an
enabling environment for microfinance development in Vietnam in a
professional and sustainable manner and to poverty alleviation and
economic development.

PART IV. RECOMMENDATIONS FOR CREATING
BREAKTHOUGHS FOR MICROFINANCE
COMPREHENSIVE DEVELOPMENT
Decision No. 2195/QD-TTg identifies the Government objective of
constructing and developing a safe, sustainable microfinance system
which is pro-poor and targeted at low income people, micro and
small enterprises, and contributes to implementing the Party and State
directions on ensuring social protection and sustainable poverty
reduction.

Part IV. Recommendations for Creating Breakthoughs
for Microfinance Comprehensive Development

To realize the above-mentioned objective, specific measures have
been identified, specifically: Developing a synchronized and relevant
legal environment, enhancing policy formulation and management
capacity of State governance agencies, enhancing capacity of
MFOs/MFIs, providing communication for improving awareness about
microfinance, creating favorable conditions in terms of fund sources
for microfinance activities, supporting to set-up microfinance training
establishments, setting-up a common microfinance database,
establishing the microfinance association.
Basic contents of the legal framework need to be soon reviewed and
adjusted based on the findings of research and survey on
microfinance programs, projects and activities, formal MFIs in Vietnam
as well as experiences on microfinance in some other countries in the
world. The following recommendations are made merely based on
scientific evidence and practical needs of microfinance sector in
Vietnam currently with expectations that the legal framework on
microfinance is to be gradually improved in order to create new
“motive” for this sector existence and development in a stable and
sustainable manner, thus contributing to the development of
microfinance in Vietnam in particular and in agricultural and rural
sectors in general in the coming period.
Based on the findings of research and survey, analysis of actual
performance, microfinance related mechanism and policies as well
as the above-mentioned linkages of the MFO/MFI system, the research
team proposes some specific measures and recommendations with
the aim of making new positive changes for formal MFIs and semi-
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formal MFOs to develop safely, stably and sustainably in the coming
period. Specifically:

1. Recommendations to the Government
The Government is the highest organ of State administration, exercising
uniform management of all aspects of socio-economic life
nationwide. Therefore, to develop microfinance in agriculture and
rural sectors in Vietnam, the research team proposes to the Government the following:
a) The Government, ministries, sectors and branches soon create a
more enabling legal framework to facilitate microfinance activities to
be developed sustainably in line with the Project “Construction and
development of microfinance system in Vietnam by the year 2020”
issued by the Prime Minister as attachment to the Decision No.
2195/QD-TTg. In this direction, concerned ministries, sectors and
branches need to clearly identify their responsibilities in creating
favorable conditions for microfinance activities to be developed. New
regulations to be issued need to create favorable conditions instead
of barriers and hindrance for microfinance activities which may have
negative impacts on loan activities for the poor.

c) Guiding the SBV to issue its own regulations for microfinance
activities because the microfinance activities have different
characteristics compared to the activities of commercial banks. The
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b) To encourage and create favorable conditions for microfinance to
develop, the Government provides guidance to concerned ministries,
sectors and branches, the State Bank of Vietnam, Ministry of Finance,
Ministry of Home Affairs... to proactively implement and complete as
schedule their tasks assigned by the Prime Minister according to the
Project (attached to Decision No. 2195/QD-TTg), to take specific
measures and to have action programs for creating favorable
conditions for microfinance industry to develop;

Part IV. Recommendations for Creating Breakthoughs
for Microfinance Comprehensive Development

rules are built by creating favorable conditions for microfinance
activities for sustainable development, namely:
-

Issuing early the Decree/Circular based on the Law on Credit
Institutions to create favorable conditions for microfinance activities
to replace old rules that are no longer appropriate (such as
Decree No. 28/2005/ND-CP, Circular No. 02/2008/TT-NHNN, Circular
No. 08/2009/TT-NHNN mentioned above).

-

Regulations on licensing, transforming, monitoring microfinance
activities to ensure that encourage to development microfinance
programs/projects; and they are not difficult, do not prevent
microfinance activities, consistent with the current limitation of
human recourse and facilities of the social fund, charitable
programs, microfinance projects.

-

Regulation of interest rate should be developed on the basis of full
characteristics of cost of microfinance which is no collateral, high
risk. Furthermore, MFI shave to burden to pay travel expenses for
the poor due to these organizations make loans and debt
collection at hamlets, villages. We cannot compare microfinance’s
interest rate with its commercial banking system because the
commercial banks lend large amount of money with collateral. We
also can not compare to the interest rate of the VBSP because this
bank is subsidized on capital, interest rates and operating costs by
government.

-

Providing advice to the Prime Minister for considering issuing
regulations on credit operations of the microfinance programs,
projects, social funds as a basis for further work.

d) To provide specific guidance to local authorities, ministries, sectors
and branches, socio-political organizations, professional organizations,
social organizations to have mechanisms and practical guidelines for
creating favorable conditions for formal MFIs and semi-formal MFOs
to develop in a stable and sustainable manner;
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e) To provide guidance to the State Bank of Vietnam and local
authorities to carry out review, evaluation after 3-year implementation
of the Government Project “Construction and development of
microfinance system in Vietnam by the year 2020” in line with the
Decision No. 2195/QD-TTg to give directions for programs and projects
with microfinance activities nationwide to take appropriate measures
for facilitating microfinance sustainable development.
f) To provide guidance to local authorities of different levels to give
priority in allocating trusted funds for MFOs/MFIs to relend to the poor,
to people from disadvantaged backgrounds in the locality; to provide
guidance to agencies and actors to exercise social responsibilities in
the forms of creating fund sources for MFOs/MFIs or set-up microfinance
programs instead of direct funding.

h) To further improve the operation of the Microfinance Task Force to
give more effective advice to the Prime Minister in issuing policies and
setting-up mechanisms for pushing the development of microfinance
activities and system; to proactively involve in the review of the 3-year
implementation of the Project “Construction and development of
microfinance system in Vietnam by the year 2020” in order to evaluate
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g) To provide guidance to ministries, sectors and branches to have
proper awareness about the significance of establishing the
Microfinance Association and to ensure their State management on
this issue; to carry out research on and to have proper assessment of
the proposal on establishing the Microfinance Association by
microfinance practitioners and to allow this association to be
established; at the same time, to issue necessary legal documents for
creating a legal corridor for the association operation. In this
connection, microfinance activities need to be organized
systematically in order to develop sustainably. MFOs/MFIs, programs,
projects, social funds with microfinance activities... need to link with
one another to have a common voice for the industry development,
especially they need to have a consensus on recommendations for
policy advocacy;

results achieved as well as problems and obstacles and to give advice
to the Prime Minister on how to remove those obstacles;
i) To research, assess, compare loan use effectiveness (economic
efficiency and social effectiveness) of State credit institutions
(including the Bank for Social Policies, the Bank of cooperatives, the
Bank for Agriculture and Rural Development) having microfinance
activities with that of existing MFOs/MFIs in order to have a mechanism
of using the capital from the State effectively, safely and to exert direct
impacts on the poor and low-income people. Based on assessment
findings of the loan use effectiveness, to consider reallocation of
preferred capital fund directed towards ‘strengthening’ formal MFIs,
microfinance programs and projects in order to add resources for
MFOs/MFIs to expand their operation, thus providing many practical
products to poor/low-income people.
k) To provide guidance to the State Bank of Vietnam:

Part IV. Recommendations for Creating Breakthoughs
for Microfinance Comprehensive Development

+ To soon complete specific tasks assigned by the Prime Minister at
the Decision No. 2195/QD-TTg issued together with the Project on
construction and development of microfinance system in Vietnam
by the year 2020;
+ To organize widely consultative workshops for properly evaluating
results, problems and obstacles, consolidating recommendations,
proposing follow-up measures for implementing the Project
adopted together with Decision No. 2195/QD-TTg; to report to the
Microfinance Task Force giving advice to the Prime Minister, as the
guidance from the Prime Minister.
+ To develop and issue guideline documents for implementing the
Law on Credit Institutions related to MF activities which is directed
towards allowing diversification of organization types and
broadening microfinance product and service range, creating
favorable conditions for the transformation of microfinance
programs and projects into formal MFIs; to give advice to the
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Government on measures for managing microfinance activities of
socio-political organizations, NGOs which is directed towards
facilitating continued operation of the existing microfinance
programs and projects, ensuring a legal corridor for new programs
and projects not having needs to set-up MFIs, providing funds,
initiating training and communication programs, supporting to
set-up microfinance training establishments, setting-up a common
database on microfinance and establishing the Microfinance
Association.
+ To take prime responsibility in and collaborate with concerned
bodies to research to develop Microfinance Development Strategy
which is directed towards facilitating microfinance to develop in a
professional and sustainable manner, gradually integrating it into
the national finance-bank system;
+ To take appropriate measures for ensuring financial sustainability
of the Bank for Social Policies, easing the burden of financial
assistance/subsidy from the Government and continuing the
implementation of social objectives with a focus on serving right
target groups that really need preferential treatment and support,
thus ensuring more efficient use of the State budget for poverty
reduction.
l) To provide guidance to Ministry of Finance:

On that basis, it is necessary to issue specific regulations on
microinsurance activities, enabling programs, projects, social funds are
providing fiduciary microinsurance services for microfinance clients.
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+ To review the pilot implementation of microinsurance by the
Vietnam Women’s Union and Community Finance Resource
Center (CFRC) in order to issue, propose to competent authorities
to issue relevant regulations on microinsurance directed towards
diversifying microinsurance types, ensuring benefits of microfinance
clients and the sustainability of microinsurance service providers
and microfinance industry.

+ To research, issue or propose to issue policies on tax and fee
privileges, financing and accounting system which is appropriate
with licensed MFIs; to give advice to the Government on measures
on preferred sources of fund for MFOs/MFIs; to facilitate sociopolitical organizations to access preferred sources of credit for
implementing microfinance activities.

2. Recommendations to the State Bank of Vietnam
The State Bank of Vietnam is a State governance agency on monetary
and banking activities, playing an extremely important role in developing microfinance sector – a new industry in Vietnam. Therefore, the
research team proposes following recommendations to amend and
complement existing regulations and some support measures to be
undertaken soon by the State Bank of Vietnam, specifically:
2.1. Regulation on structure, governance and administration model
Given the limitations analyzed at the point 1.1, item 1, Part III of this
report, the research team proposes the State Bank of Vietnam to
review and revise the existing regulation which is directed towards
allowing diversification of legal status of MFIs, specifically:

Part IV. Recommendations for Creating Breakthoughs
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-

Reviewing and proposing to competent authorities the revision of
the “hard” regulation on legal status on MFI prescribed at clause 6
of article 6 and clause 1 of article 87 and at the corresponding
articles and provisions in the system of legal normative documents.
The proposed revision is allowing MFIs to choose operation model
(limited liability company or joint stock company). According to the
research team, this amendment is rational due to the following
main reasons:

(i) Business actors having needs to engage in microfinance activities
are allowed choose a form of business organization suitable to their
needs. In case they do not encourage large participation of
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investors, they can choose the type of limited liability company.
Vice versa, if they want to attract the participation from many
investors in order to become an MFI with strong financial potentials,
they can choose the type of joint stock company.

However, careful assessment is needed when allowing MFIs to operate
with the legal status of joint stock company since, in nature, MFIs
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(ii) Besides the recommendation on revising the regulation on MFI
legal status, the research team also proposes the review and
amendment of regulation on limiting the number of MFI members
prescribed at clause 1 of article 79 in the Law on Credit Institutions.
The proposed amendment is not limiting the number of MFI
members at 5 as prescribed in the existing regulation. There are
arguments saying that limiting the number of MFI members allows
easier consensus for making decisions on internal management
and governance within the MFI. However, this explanation is not
convincing since, normally, the decision made by limited liability
companies in general and MFIs in particular is based on the size of
equity voting for instead of the number of members showing
consensus. This decision making mechanism tells that the number
of 5 or more members contributing equity does not much impact
on the consensus of MFI management decisions. Therefore, the
research team finds that this revision is necessary and rational since
it creates a unity needed for businesses having the same type of
legal status (limited liability company) but operating in different
sectors. It is not appropriate when a limited liability company is
allowed to have up to 50 members according to the Law on
Enterprise 2005, while a limited liability company operating in the
microfinance sector is allowed to have only up to 5 members.
Besides, the revision directed towards nullifying this limit would
facilitate more actors in the society to engage in microfinance
activities if they have needs, then the poverty alleviation would be
more sustainable with the participation and contribution from
different population segments in the society.

Part IV. Recommendations for Creating Breakthoughs
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operate with social objectives and for economic benefits. In addition,
large groups of their service are poor individuals and households in remote, isolated and rural areas. The legal status of joint stock
company could be “motivation” for MFIs to neglect community
development objectives and become profit-driven. A joint stock
company operates with sole objective of generating high dividends
for shareholders in order to increase its attractiveness and reputation.
This is easily understandable since only this can help the company
mobilize capital from shareholders for its new business plans and
strategies. Thus, in order to bring about high dividends to its shareholders,
an MFI – joint stock company needs to give priority to profit-making
objective, in other words, social objectives that used to be pursued by
the MFI to bring benefits to microfinance clients would be gradually
be neglected. An the facts show that, when shifting to the stage of
focusing on economic benefits, MFIs usually raise lending interest rates,
reduce costs for customer care. The consequence of this series of
actions is that microfinance clients who are usually the poor, would
be driven into depauperation circumstances due to high costs of fund
and neglected customer care while the customer care is
considered as typical characteristic of microfinance activities. All this
would lead MFIs to facing “risks” of increased bad debts while MFIs
are quite proud in terms of their bad debt ratio as compared to other
types of business entities in the credit institutions system.
In this connection, the research team proposes to allow MFIs to enjoy
the legal status of joint stock company with some conditions and
obligatory requirements to be met which are typical for microfinance
activities (e.g regulations on the target group, shareholding
requirements, credit regulations, specially applicable for microfinance
service provision, minimal social activities), so that MFIs have
opportunities of widening its operation scope, being more flexible in
terms of business contents and coverage on the one hand, and
cannot neglect community development objectives which is
considered as a distinct characteristic of microfinance activities on
the other hand.
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2.2. Regulation on the right to contribute capital
The research team understands that organizations as objects of
application stipulated at clause 2 of article 1, Decree No. 28/2005/NDCP that contribute capital must represent a minimal proportion of
capital, necessary for becoming the largest member within the MFI in
order to play the role of setting directions in governance and
administration. This organization has great impacts on selling the
image of the MFI social roles. The presence of this organization makes
clients easily accept MFI to approach themselves and their
community. Simply they understand that the concerned MFI set-up by
a socio-political organization certainly operates with the main
objective of providing mutual assistance and supporting them.
However, based on the practice and lessons learnt from some
countries, the research team proposes the following:
To review, study and add objects of application playing major roles
in establishing MFIs which is directed towards revising the definition
of NGO, making it suitable to the diversity of NGOs running
microfinance activities; enabling semi-formal microfinance
programs to be transformed into formal MFIs. In line with this, the
State Bank of Vietnam needs to carry our overall surveys and
assessment in order to develop a more realistic regulation.

-

To study to propose amendments to the Law on Credit Institutions
to provide a legal basis for developing a circular directed towards
removing the limit of the number of members of MFI set-up in form
of 2-member limited liability company. The number of members
should be in line with the Enterprise Law (up to 50 capital contributing
members is allowed). This would enable MFIs to enjoy opportunities
of increasing their charter capital more easily, thereby mobilizing
more funds to lend to more poor clients, thus better meeting their
social and community development objectives.

-

To consider the amendment of the regulation prescribing to
socio-political organizations, social organizations, socio-professional
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organizations, charity funds, social funds and Vietnamese NGOs to
have a minimal contribution of 25% of the charter capital and to
have the largest contribution as compared to the rest capital
contributing members. According to the research team, the
minimal contribution proportion to the charter capital should be
set lower or should not be fixed for socio-political organizations,
social organizations, socio-professional organizations, charity funds
and social funds, Vietnamese NGOs. These organizations should be
allowed to contribute capital according to their financial capacity.
The widened composition of key capital contributing members
together with the reduction of their proportion of capital
contribution to the MFI owners’ equity would “allow” more potential
investors to set-up MFIs, thus increasing the competitiveness and
bringing about innovation to the supply of products and services
to poor and low-income clients. If potential investor are allowed to
join, the set-up MFI would increase its capacity not only in
approaching the community, but also in developing new products,
improving the distribution channel, thereby increasing its
performance effectiveness and the organizational sustainable
development. For example, India, Kenya and Uganda have
allowed a wide participation of investors as MFI owners. However,
to prevent them from making use of MFIs as a profit-driven
investment channel leading to the impoverishment of the poor, a
regulation on setting the profit limit or on commitment of taking
social responsibilities and making contribution to the community
development.
2.3. Regulation on licensing conditions
From the perspective of simplifying administrative procedures and
ensuring objectivity, the research group proposes to remove the
phrase “about the necessity of establishing this organization” at point
9.2, clause 9 in Circular No. 02/2008/TT-NHNN, and to keep the point
as “Opinion of people’s committees at provincial and centrally-run
city level where the MFI plans to locate its headquarters office”. The
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removal of the above-mentioned phrase would make the State Bank
of Vietnam take greater ownership and power in case people’s
committees at provincial or centrally-run city level where the MFI plans
to locate its headquarters office have conflicting opinions. The matter
is that the State Bank of Vietnam itself, but not provincial or city level
people’s committee, is the State governance agency to examine the
necessity of the MFI and to judge whether or not it meets professional
requirements.
The research team proposes to soon revise and add regulation on
legal capital of MFI prescribed clause 2, article 1 in Decree No.
165/2007/ND-CP to be in line with article 19 in the Law on Credit
Institutions and the legal capital is to be increased to 10 billion Vietnam
Dong.
2.4. Regulation on the working office and materials foundation as
licensing conditions
Concerning the regulation at the point 9.4, clause 9 in Circular
No. 02/208/TT-NHNN, the research team proposes to review to have it
stated more clearly and suitably to the real practice of microfinance
activities, thus making it more feasible to MFIs, at the same time,
improving transparency of the legal document and limiting the abuse
of power by legal enforcement agencies which causes difficulties for
MFIs when opening their branches and transaction offices. The
research team will touch upon this issue hereunder at the item 2.8, Part
V of this report.

The research team proposes not to set limits in terms of operation
scope of MFIs as prescribed at points 9.7 and 9.8, clause 9 in Circular
No. 02/2008/TT-NHNN; it is necessary to encourage and allow MFIs to
operate nationwide if they have enough capacity meeting
requirements on the conditions for opening branches and transaction
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2.5. Regulation on dossier, procedures of application for establishment
and reorganization

offices. A clear and consistent regulation will increase transparency of
the legal document system, at the same time create an enabling
environment for MFIs to define their implementation “roadmap”.
Concerning contents prescribed at point 10.8, clause 10 in Circular
No. 02/2008/TT-NHNN, the research team proposes to this regulation
and to carefully study to have a clear regulation about the dossier,
papers and documents required that the founding members and
applicants for licenses must prepare and submit; it should not vague
and lack transparency. This suggested revision would allow the
applicants for licenses to be fully confident that they will be granted
license once they meet all conditions and have submitted full dossier
for proving the conditions as requested.
2.6. Regulation on the contents of activities
According to the research and survey findings, for the MFI activity
contents prescribed at point 2.1, clause 2 and point 53.2, clause 53 in
Circular No. 02/2008/TT-NHNN, the research team proposes to increase
the total outstanding debt as follows:
(i)

For a low-income individual, household client having good
credit history with the MFI for less than 3 years – to 50 million
Vietnam Dong

(ii) For a low-income individual, household client having good
credit history with the MFI for more than 3 years – to 70 million
Part IV. Recommendations for Creating Breakthoughs
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Vietnam Dong
(iii) For a microenterprise client having good credit history with
the MFI for less than 3 years – to 100 million Vietnam Dong
(iv) For a microenterprise client having good credit history with
the MFI for more than 3 years – to 200 million Vietnam Dong
The total outstanding debt for client groups under items (i), (ii) and (iii)
must represent at least 70% of outstanding debt of the MFI’s credits.
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With the 159 microfinance clients were asked: "Do you need to
borrow more?", 145 customers responded, and 59.1% selected
"yes", 32.1% chose "no".

Frequency

Valid
values
Invalid
values

Frequency
Valid values Incremental
(percentage) (percentage) percentage

Yes

94

59.1

64.8

64.8

No

51

32.1

35.2

100.0

Total

145

91.2

100.0

Numbers

14

8.8

Total

100.0

2.7. Regulation on prudent ratio
According to the statistics by the research team, on average,
compulsory savings normally represent 50-60% of total deposits and
withdrawal of compulsory savings by clients is ranged 5-10% of total
annual compulsory savings of MFIs. So it can be understood that the
percentage of compulsory savings and voluntary savings are almost
equal. This also means that not regulating on compulsory savings or
reducing this percentage as prescribed in existing regulation to 10%
would have similar impacts on MFI operation.
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However, we all find that compulsory savings is one of typical
characteristics of Vietnamese MFIs. It is a common practice that
clients must deposit compulsory savings in order to borrow from MFIs.
But the facts also show that, many MFI products require clients to keep
their deposit at their organization for a certain period of time in order
to use those products regardless it is compulsory or voluntary savings.
It can be understood in another way that voluntary savings would
become compulsory savings in many cases, then the boundary
between the 2 types of savings is unclear and faint. It is assumed to

leave out compulsory savings from the denominator when calculating
repayment ability ratio, it would cause the MFI, State management
agencies difficulty in clearly see the boundary which could be a gap
to be exploited in order to “nullify” necessary regulations of State
governance agencies.
Due the above-mentioned reasons, it is rational to recommend not to
take compulsory savings from the denominator. In addition, another
argument to protect the above point of view is that compulsory
savings can become guarantee for the loans when the client has
outstanding debt at the MFI. In case the client has cleared the loan,
obviously the compulsory savings would no longer mean a guarantee
for the loan, and by this time, it is up to the client to withdraw
compulsory savings or keep it at the MFI. For that reason, MFIs must
ensure liquidity in case clients decide to withdraw their compulsory
savings. Therefore, the State Bank of Vietnam should consider
reducing this percentage to 10% to better suit MFIs.
2.8. Regulation on operation network
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Based on the analysis of shortcomings/gaps concerning the
regulation on MFI operation network at point 1.2, item 1, part III of this
report, the research team proposes the State Bank of Vietnam to soon
review and study to amend and complement the existing regulations,
making them more suitable to current microfinance environment.
Specifically:
-

To consider setting regulation on outstanding loan limit (instead of
outstanding credit since according to the Law on Credit Institutions,
MFIs can borrow only in Vietnam Dong, so it is easy to compare,
easy to understand and impossible to misunderstand) of a client
which is directed towards increasing the limits at different levels,
corresponding to different positions and levels of competence
within the MFI organizational structure (branch, transaction office,
transaction point);
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To study to amend and complement regulation on the deposit limit
for a client at transaction point; instead, the regulation should set
limit of the total deposit/day that transaction points can take from
member clients or to have safe measures to keep, store and
transport. Most clients have transactions with MFIs at transaction
points, so this regulation should be amended to help clients access
to friendly savings service right at the community, at the same time
to help MFIs to create competitive advantages in providing
convenient saving products in order to mobilize savings for
enlarging their capital size. However, when amending the
regulation on this limit, it is necessary to pay attention to ensuring
the safety of clients’ deposit. Therefore, to ensure safety of cash
deposit, the State Bank of Vietnam could consider complement
the regulations as follows: (i) Compulsory insurance is required for
deposit valued 5-10 million Vietnam Dong or over; (ii) Cash
transport insurance for officers is required when transporting cash
amount of 50 million Vietnam Dong or over; (iii) MFIs are required
to set regulation that the collected savings balance (including both
voluntary and compulsory) of 01 million Vietnam Dong or over must
be sent to the MFI account at the nearest commercial bank
chosen by the MFI within 2 working days at the latest; (iv) MFIs are
required to set regulation on collecting voluntary savings,
specifically: for total savings balance of 20 million Vietnam Dong or
over, the transaction must be undertaken at the branch or
transaction office or for the total saving balance of 100 million
Vietnam Dong or over, at least 2 staff are required to bring the
money to the bank. At the same time, to set regulation that MFIs to
develop rules on preventing staff moral risks.

-

To consider supplementing regulation on the MFI transformation
that all of its existing branches are to be transformed parallely into
transaction offices. This would be more appropriate with the
practice and enable the MFI to quickly upscale and integrate itself
with the MIS, thus helping the MFI to operate without disorder or
delay after getting licensed.
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-

-

To study to amend, supplement specific regulation on material
conditions as well staff capacity at branch and transaction office
level in order to improve transparency in legal normative
documents, at the same time to help provincial branch of the State
Bank of Vietnam and MFIs to have a clear and specific legal basis
as guidelines for MFIs in the locality to comply with. At the same
time to study to prescribe these conditions from the a perspective
a an MFI to make them highly feasible for the MFI to implement.

2.9. Regulation on internal control and audit system
Based on the analysis and assessment of difficulties and obstacles
facing MFIs in implementing Circular No. 44/2011/TT-NHNN at the
point 1.11, item 1, Part III of this report, the research team proposes the
following:
(i) Concerning the scope of independent evaluation of the internal
control system, the team would suggest some relevant recommendations hereunder at the item 2.10, Part V of this report
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(ii) Concerning criteria for internal auditor, chief and deputy-chief
internal audit, IT auditor, the research team proposes the State Bank
of Vietnam to soon examine, amend and supplement the above
regulations to suit MFIs, specifically:
+

For internal auditor: lowering minimal requirement in terms of
working experience from 3 years to 1 year to suit MFIs and to
be compatible with People's Credit Funds;

+

For IT auditor: lowering minimal requirement in terms of
working experiences from 3 years to 1 year;

+

For chief and deputy-chief internal audit: the facts show that
there are many People's Credit Funds with total assets,
scope/coverage, number of members greater than the
current biggest MFIs. However, the regulation on criteria set
for chief and deputy-chief internal audit of MFIs prescribed at

164 - VIETNAM MICROFINANCE WORKING GROUP

clause, article 13 in Circular No. 44/2011/TT-NHNN, higher than
those to be applied for People's Credit Funds, is not appropriate
in practice. Therefore, the research team proposes to amend,
supplement the regulation for MFIs, making it similar to that
applied by People's Credit Funds, specifically, lowering
requirement by replacing university degree with intermediate
level degree with specialization in banking, finance, accounting,
auditing; at the same time lowering the level of minimal
working experience in the field of finance and banking from
5 years to 2 years.
2.10. Regulation on independent audit
The State Bank of Vietnam needs to study and propose to competent
authorities to amend, supplement or allow the development of
regulation on independent audit which is suitable to MFIs which is

2.11. Regulation on interest rate mechanism and the implementation
of Decision No 652/2001/QD-NHNN
The State Bank of Vietnam needs to take into account of typical
characteristic of microfinance in order to develop regulations on
interest rate and methods of calculating it which suit MFIs, specifically:
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directed towards regulating that an MFI needs to be independently
audited when its total assets reaches 50 billion Vietnam Dong or over
or the audit is to be carried out once every 2 years in order to save
costs. At the same time, to study to propose amendments to the Law
on Credit Institutions directed towards not requiring independent audit
on internal control system for MFIs or to propose to competent
authorities to delay the application of this regulation until there are
legal regulations in Vietnam on standards for internal control system
audit; in parallel to study to add specific criteria on the effective,
effects of internal control system as a basis for internal audit section of
MFIs, for external independent audit companies to assess and
recognize. These are necessary regulations for creating a scientific,
uniform and appropriate legal corridor for MFI operation.

-

Allowing MFIs to apply appropriate interest rate mechanism, which
is suitable for MFIs and their clients, aiming at helping MFIs reach
financial viability for healthy development.

-

Allowing MFIs to apply 2 methods of calculating interest rate:
deductive or flat rate depending on the consensus reached by
MFIs and clients; at the same time setting maximum interest rates
for each method.

However, to avoid the situation that MFIs are profit-driven and raise
interest rate, not to repeat history of failure of some countries where
MFIs run for profit without carefully considering the repayment ability
of clients, the State Bank of Vietnam should set simple regulation on
interest rate such as MFI lending interest rate could be negotiable, but
not exceed 150% as interest rate cap to be applied by credit
institutions. In facts, if an MFI operating to realize social responsibility
objectives and create its competitive advantage, it cannot set a too
high interest rate to impoverish its clients, instead it should always strive
to add values for its clients.
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-

A typical characteristic of MFIs is to have many small transactions,
therefore, they should be allowed to charge some appropriate fees
within limits in order not to increase the burden of costs of funds for
MFI clients. The State Bank of Vietnam needs to review existing fee
types currently applied by MFIs and to set regulation on the
appropriate fee rates without having negative impacts on MFI
business activities.

2.12. Guidelines for regulation at clause 6, article 161 in the Law on
Credit Institutions
The clause 6, article 161 in the Law on Credit Institutions reads
“Microfinance programs and projects of political organizations, sociopolitical organizations, non-governmental organizations and credit
institutions which have been implemented before the effective date
of this Law are not required to adjust their organization and operation
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according to this Law. The Prime Minister shall specify the operation of
microfinance programs and projects defined in this clause.”

According to the primary survey in 2014, when asked "Do you
understand the Article 161 of the Law on Credit Institutions
which regulates microfinance activities of the program,
project?” 23 officers of the microfinance programs, projects
were interviewed; 56,6% of them said "yes", 21.7% answered "no"
and the rest did not respond.

Frequency

Valid
values
Invalid
values
Total

Frequency
Valid values Incremental
(percentage) (percentage) percentage

Yes

13

56.5

72.2

72.2

No

5

21.7

27.8

100.0

Total

18

78.3

100.0

Numbers

5

21.7
100.0
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However, so far the guideline document for the above regulation has
not been issued which has caused difficulties and confusion for
organizations with microfinance activities. The research team proposes
to have specific guidelines for microfinance programs and projects
directed towards (i) Allowing political organizations, socio-political
organizations, non-governmental organizations, credit institutions to
continue implementing and receiving micro programs and projects;
(ii) Microfinance programs and projects are to be under the management and supervision by the State Bank of Vietnam since these
organizations have banking activities and when being grown up
enough and reaching a certain level, they need to transform
themselves and apply for license in order to officially operate and to
be governed by the Law on Credit Institutions and other concerned
legal normative documents.
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2.13. Other recommendations
-

To quickly appraise and grant licenses of MFI establishment and
operation to applicant organizations when they meet criteria as
stipulated by the Law, thus enabling them to operate at the soonest
possible. For those not meeting the criteria for being granted a
license, it is necessary to give them guidelines, detailed and
specific response in written, thus enabling the preparatory
committee for MFI establishment to have firm ground of
confidence for further improving the application dossier and
documents for proving conditions as required.

-

To enhance capacity of the State Bank of Vietnam staff through
training on microfinance, skills in financial analysis, supervision and
monitoring over microfinance activities. This aims at equipping the
State Bank of Vietnam staff with necessary knowledge of the area
they manage, thus enabling them to work more effectively. This
would help push the development of microfinance industry in
Vietnam in general and in agricultural and rural sectors in particular.

-

To support the establishment of the Microfinance Association
aiming at creating an organization linking formal MFIs and semiformal MFOs (including microfinance programs and projects) on
the one hand, and helping the State Bank of Vietnam manage,
supervise and obtain needed information about MFOs/MFIs,
particularly microfinance programs and projects and social funds
for the sake of managing and promoting the application of microfinance best practices;

-

To strengthen communication and dissemination on microfinance,
the Party and State directions, laws and policies related to
microfinance to actors in the sector as well as to the whole society
to ensure that organizations and individuals, particularly authorities
of different levels, staff of State Bank branches at provincial/city
level get awareness of these directions, policies and legal
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regulations and implement them properly and in correspondence
with MFI operation characteristics;

3. Recommendations to Ministry of Finance
At the Decision No. 2195/QD-TTg, the Prime Minister assigns Ministry of
Finance to propose policies on tax, fee regime to support the
development of microfinance activities, to issue suitable financial and
accounting regimes, to issue regulations suitable for microinsurance
activities;
Although the State Bank of Vietnam is the State governance agency
on the contents and scope of MFIs’ operation, MFIs’ activities are
strongly affected by Ministry of Finance. Due to this reason, the
research team finds that Ministry of Finance has a certain role to play in
the development of microfinance industry in Vietnam in this period.
With the aim of developing microfinance in agricultural and rural
sectors in Vietnam, the research team has the following recommendations to Ministry of Finance:
Concerning tax policy:

However, most of programs, projects and social funds with
microfinance activities do not have to pay income tax, therefore, to
encourage them to get transformed, Ministry of Finance needs to soon
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To study and propose preferential tax policies towards MFIs. Currently
the MFIs including TYM and M7MFI are piloted to benefit from
corporate income tax policy similarly to the People's Credit Funds
system, specifically, during their operation, they apply the corporate
income tax rate of 20% on the incomes generated from microfinance
activities. From the year 2016, the corporate income tax rate would
be 17%. It is proposed to allow MFIs to enjoy exemption of corporate
income tax for 2 years, and reduction of 50% of the tax amount to be
paid within the next 4 years for the incomes generated from
microfinance activities.

study and propose to competent authorities revision of tax policy
directed towards having a more special tax incentive for them,
offering a tax rate lower than that applied for People's Credit Funds.
Concerning insurance service
To soon study, propose and move towards developing appropriate
legal regulations for microinsurance activities – one of areas of
activities covered currently by programs and projects with
microfinance activities, thus facilitating this kind of activity to develop
professionally. This would contribute to the development of
microfinance industry in general and microfinance in agricultural and
rural sectors in particular;
So far, there has not been any legal corridor for microinsurance
activities. Besides microcredit provision, microinsurance is really
necessary since it helps the poor overcome ups and downs in their
lives such as accidents, sickness... Microinsurance also contributes to
compensating the risks of microcredit activities in which collateral is
not required.
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The facts show that microinsurance is costly while generating little
profit, therefore, currently insurance companies do not want to directly
sell insurance products to the poor, particularly those living in remote
and isolated areas with difficult traffic conditions. Since poor people
are main clients of microfinance, it is deemed necessary to facilitate
MFOs/MFIs to engage in this kind of service.
Ministry of Finance needs to soon implement the guidance from the
Prime Minister to issue or propose to competent authorities to issue
regulation of microinsurance activities which is directed towards
facilitating the poor to easily access microinsurance service and
MFOs/MFIs to participate in implementing microinsurance activities to
serve their clients.
In addition, Ministry of Finance needs to closely collaborate with the
State Bank of Vietnam to create a legal corridor for as well as
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manages MFO/MFI operation; To minimize the issuance of overlaping,
or even conflicting legal documents by 2 agencies which causes
difficulties for the operation of MFOs/MFIs, the governed actors.

4. Recommendations to Ministry of Home Affairs
According to the guidance by the Prime Minister at the Decision No.
2195/QD-TTg and current conditions of organizations with
microfinance activities (including programs, projects, social funds,
MFIs), the research team proposes Ministry of Home Affairs to consider
to soon grant license for the establishment of the Microfinance
Association before 2016.
Currently programs, projects, social funds with microfinance activities
face difficulties in terms of capital sources since the existing regulations
do not allow them to borrow for relending. Their main source of capital
depends on donation with charity and humanitarian purposes,
therefore, cost recovery and financial viability are not achieved. To
ensure stable and sustainable operation of the funds, Ministry of Home
Affairs is requested to consider to propose to competent authorities
the revision and amendment of regulations on the operation of social
funds, charity funds, which is directed towards increasing their access
to overseas capital sources.

5. Recommendations to local authorities of different levels
Since local authorities of different levels play an important role in the
implementation of the Prime Minister’s guidance at the Decision
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Ministry of Home Affairs is requested to support organizations with
microfinance activities under its governance; to review and
comment appropriate measures for sustaining the operation of
microfinance programs and projects commencing before the date
when the Law on Credit Institutions took effect; to issue or propose to
competent authorities to issue legal regulations towards programs and
projects with microfinance activities to facilitate them to access
overseas capital sources.

No. 2195/QD-TTg, the research team has some recommendations to
local authorities of different levels as follows:
-

To have proper awareness of microfinance role in poverty
alleviation, to provide active support to and communication on
microfinance activities in localities; to facilitate programs, projects,
social funds, MFOs/MFIs to expand their scope of operation; to
support and ensure safety in lending and collecting repayment.

-

To create capital sources for microfinance industry as a channel of
providing loans to local poor people for developing production
and business activities, thus helping them escape from poverty
sustainably. Local authorities should have policies on allocating
trusted funds for MFOs/MFIs to relend to the poor, to people from
disadvantaged backgrounds in the locality; to give guidance to
concerned agencies and organizations to take their social
responsibilities via creating capital sources for MFOs/MFIs or set-up
microcredit programs instead of direct funding, providing nonrefundable loan to MFOs/MFIs

6. Recommendations to socio-political organizations, mass
organizations, professional organizations
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6.1. Supporting MFOs/MFIs in terms of personnel and staff
Most of microfinance programs and projects are implemented
through socio-political organizations, mass organizations, therefore,
management staff and credit officers/technical officers usually do not
have finance and banking backgrounds. The personnel arrangement
within the MFO/MFI in many cases is inappropriate since the head
must come from the governing organization (although that person
lacks experience, professional expertise and mostly holds several
positions at the same time) which causes limitations in management,
governance of the MFO/MFI. Therefore, MFOs/MFIs request
socio-political organizations, mass organizations to them by assigning
staff with financial management capacity, knowledge of financial
sustainability, awareness and understanding of business and
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microfinance activities. If the head of the MFO/MFI works on a full time
basis and has professional background, expertise and experiences on
microfinance, it would help the MFO/MFI to operate better, more
efficiently and sustainable (e.g personnel does not change per term);
the system will work more professional from the grassroots level; credit
officers/technical officers will be more professional in appraising loan
applications, particularly the loans of large size.
6.2. Supporting MFOs/MFIs in terms of capital, finance sources

6.3. Supporting MFOs/MFIs in terms of infrastructure, working office and
facilities
Most of MFOs/MFIs have small size, financial income from interest is not
enough to cover their operational costs, therefore, they do not have
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Capital for semi-formal MFOs mainly comes from NGO donors and
members’ compulsory savings. Apart from this, they cannot access
funds from the Government, are not able and not allowed to mobilize
capital from the public, not allowed to borrow domestic and overseas
loans. Therefore, semi-formal MFOs depend largely on capital sources
from donors. While people have huge demands for loan, most of
semi-formal MFOs do not have enough capital to lend their civilian
clients. The survey findings show that members’ current loan demands
exceed existing capital of many semi-formal MFOs. They need new
sources of capital with preferential interest rate in order to meet their
members’ loan demands. In this connection, semi-formal MFOs
propose concerned agencies, local authorities of different levels and
socio-political organizations, mass organizations to have policies of
capital support to enable MFOs to expand their scope of operation,
increase their clientele, increase outstanding loans, diversify credit
products, promote microcredit products to members, thus enabling
the members to get new loans with preferential interest rates which is
appropriate with MFOs/MFIs mission. This would help MFOs/MFIs
generate incomes, increase profits and improve their operational and
sustainable sustainability.

own office, but mostly borrow or hire venue which leads to instability
and lack of professionalism. Many semi-formal MFOs still use simple
manual management system without applying IT in management or
management software which causes many errors. Therefore,
MFOs/MFIs propose socio-political organizations, mass organizations,
professional organizations as governing bodies to have policies of
supporting MFOs/MFIs in terms of infrastructure, working office and
facilities, thereby, thus enabling MFOs/MFIs to increase their
productivity, operational sustainability, status, management capacity,
to reduce personnel costs and become reliable to local community;
at the same time, to improve MFO/MFI prestige and image among
agencies, sectors and branches, to create trust among clients, to save
time for employees and make the management stricter, more
professional and efficient.
6.4. Supporting MFOs/MFIs in terms of communication and advocacy
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According to the survey finding by the research team, many
organizations and individuals do not know about microfinance and
just think that it is activities for supporting the poor under the entitlement policy, therefore, there is still concern about interest rate, loan
procedures... This shows that in their awareness the support for poverty
alleviation is not clearly distinctive from humanitarian and charity
activities. Therefore, better understanding about microfinance by
organizations and individuals would facilitate MFOs/MFIs to operate
more efficiently.
To make clients get greater awareness of the benefits brought about
by microfinance, get free choice of the service providers, the research
team proposes local authorities of different levels, particularly
socio-political organizations, mass organizations, professional
organizations to undertake advocacy and periodic and regular
communication in residential areas, clusters and quarters to make
local residents to better understand about benefits of microfinance;
at the same time to collaborate with formal MFIs and semi-formal
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MFOs to manage and supervise their lending activities to improve
confidence in people, clients and to make them to use loans effectively.

7. Recommendations to MFOs/MFIs
7.1. Improving management and governance
Formal MFIs need to (i) further improve their organizational structure,
governance and administration, clearly define responsibilities and
powers of sections and units within the organizations; (ii) develop
internal control and audit mechanism/system, run the organization
effectively to ensure safe and healthy operation; (iii) promote the
application of standards for credit institutions (risk management,
assets-liabilities management, ensuring operational safety ratios...);
(iv) cooperate with other MFIs and credit institutions providing
microfinance services such as the Bank for Social Policies, People's
Credit Funds, the Bank for Agriculture and Rural Development in the
forms of partnership or agent relationship in order to expand the
scope, remove barriers in terms of capital sources, at the same time
to improve prestige among credit institutions; (v) make use of powers
of local authorities, socio-political organizations to optimize the
operation. This would help improve the organizational prestige among
managers as well as image among clients and offer opportunities for
the market development in the future.
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Unlicensed MFOs aiming at transformation need to (i) develop clear
operational strategy and plan; (ii) clearly identify operational model;
(iii) merge with programs/projects operating in the same or neighboring area in order to expand the scope and improve own prestige since
a too small size limits efficiency and financial prestige. Professionalism
and organizational transformation is the only way for developing
activities. However, during the official transformation, the MFO
development should not deviate from microfinance social mission.
These MFOs should make use of donation funds for training to
enhance their staff capacity, gradually upgrading and improving the

management information system, selecting and applying IT in their
operation and management.
7.2. Improving sustainability through reducing costs, increasing
revenues
MFOs/MFIs can reduce their operational costs by (i) applying good
operational management system, particularly MIS; (ii) using
technology to reduce costs; (iii) saving operational costs, keeping
them to the minimum; (iv) better managing debts to reduce risk fund,
applying strong MIS and strengthening credit information sharing with
credit institutions operating in the same area to avoid debts
duplication; (v) expanding operation horizontally and vertically to
reduce costs per unit of loan capital, diversifying clients; (vi) reducing
costs of funds through attracting domestic and international investors
in the market26;
In addition, revenue increasing needs to be done in parallel by
(i) diversifying sources of incomes, promoting cross-selling products to
encourage existing clients to use more services; (ii) developing
microfinance products such as agent service (remittance via
telephone, insurance, collection); (iii) applying diversified forms of
debt collection to ensure cash inflow continuity; (iv) continuously
renovating operation to improve the efficiency.
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7.3. Improving information transparency to increase prestige and client
protection
To protect clients’ interests and increase organizational prestige, basic
operational information related to clients need to be transparent such
as interest rate, contract provisions, financial report. Clients’ interests
and obligations in remittance and loans borrowing need to be
specified in internal regulations, in commitment towards clients and

26

Cambodia has implemented this successfully. Source: Duflos (2013)
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put up a notice. In case interest is calculated with a flat rate,
satisfactory explanation to clients is needed. Different methods of
calculating interest rates can be applied (flat rate or based on
deductive outstanding loans) to offer clients to choose.
Financial report is audited independently on a regular basis to increase organizational transparency and thus the MFI prestige will be
strengthened and developed.
7.4. Diversifying and improving the quality of MFI services to be offered
to clients, balancing financial and social objectives
For formal MFIs, savings from the public need to be mobilized in
diversified forms and channels with different interest rates. For semiformal MFOs, it is more difficult and risky to mobilize voluntary savings,
therefore, it is not necessary to develop this product yet. MFOs/MFIs in
general need to seek for relatively cheaper capital funds mobilized
from donors, development investors, trusted funds from commercial
banks. This is the most important basis for MFOs/MFIs to reduce lending
interest rate and improve their operational sustainability.

If it is affordable, investment is to be promoted in non-financial services
to meet the needs of enhancing social capacity for clients which is
the biggest difference of MFIs from other credit institutions.
7.5. Improving financial capacity
Strengthening the mobilization of cheap funds in the market and from
donors. Implementing policies on mobilizing investments for social
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MFOs/MFIs need to strengthen their market research, improve and
apply new products and services such as diversified ways of principal
and interest repayment, ways of savings mobilization such as
microinsurance service, collection and payment agents... to meet
diversified financial needs of poor and low-income households.
Besides the quantity of services, more attention is to be paid to the
service quality, diversification and availability and easy access.

development from businesses, philanthropists, associations of
fellow-countrymen or from those living far from their homeland and
willing to contribute to its development.
MFOs/MFIs need to be proactive in engaging in merging to form
entities of bigger scope and with larger markets. Since current
MFOs/MFIs are practising different professional methods/running
different models such as mutual assistance groups, joint liability groups,
village banks…, for merging, professional adjustments are required
from MFOs/MFIs engaged in restructuring.
7.6. Improving quality of human resources
This is one of key and long-term solutions for sustainable development
of MFOs/MFIs in Vietnam. Human resource development mainly
through infrastructure development for professional and management
training plays a very important role. The facts show that, majority of
MFO/MFI staff come from mass organizations, so their professional
expertise, knowledge of banking are limited. Therefore, MFOs/MFIs
need to strengthen internal training, participate in training offered by
VMFWG and other training institutions, at the same time to have policy
of attracting and mobilizing human resources with appropriate quality.
7.7. Improving legal knowledge and capability
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The facts show that majority of microfinance product providers and
clients concentrate on remote, isolated, agricultural and rural areas,
therefore, their legal knowledge and capability are quite limited.
According to the survey findings, most of microfinance providers and
clients do not fully and properly understand existing regulations and it
is worthy of concern that many microfinance service providers do not
know about important legal documents such as the Law on Credit
Institutions, Decree No. 28/2005/ND-CP and Decree No. 165/2007/
ND-CP. Most of microfinance product providers work according to
commitments to donors and are somewhat “rigid” in providing
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services. This is dangerous and could be a risk leading organizations
and individuals to “unintentional” violation of laws. Therefore, to reach
institutional sustainability, microfinance providers need to pay
satisfactory attention to studying existing regulations related to
microfinance activities in order to operate in compliance with the
legal framework.

According to the primary survey in 2014, among 23 staffs asked
about “Which department/sector do you get the information
about microfinance the most?” The two options “State Bank”
and “Government, State Bank” stood the same position with
19,2%, 11,5% chose “Government, Ministry of Finance, State
Bank, Ministry of Home Affairs”, 7,7% chose “Government,
Finance Department, State Bank” and others went for “Ministry
of Finance, State Bank”(3,8%). However, it is up to 38,5% in total
who didn’t give any option.

Valid
values

Total

Frequency
in
percentage

Valid
percentage

Cumulative
percentage

State Bank

5

19.2

31.3

31.3

Government, State
Bank

5

19.2

31.3

62.5

Ministry of Finance,
State Bank

1

3.8

6.3

68.8

Government,
Ministry of Finance,
State Bank

2

7.7

12.5

81.3

Government,
Ministry of Finance,
State Bank, Ministry of
Home Affairs

3

11.5

18.8

100.0

Total

16

61.5

100.0

Numbers of values

10

38.5

26

100.0
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Invalid
values

Frequency

8. Improving linkages of MFOs/MFIs
8.1. Increasing linkages among organizations with MF activities

Part IV. Recommendations for Creating Breakthoughs
for Microfinance Comprehensive Development

To realize the objective of creating and strengthening linkages
between MFOs/MFIs and other credit institutions, the research team
proposes commercial banks to have policies for supporting
(wholesale) capital sources for MFIs as a channel of providing loans
to poor and low-income clients. Many financial institutions in the
Southeast Asia and Asia operate in agricultural and rural sectors
(that have conditions similar to the Bank for Agriculture and Rural
Development) have become strong organizations thanks to well
combining retail and wholesale services. In Japan, 60%-70% of
outstanding loan of the Agriculture, Forestry and Fisheries Finance
Corporation of Japan (AFC) is directly lent to cooperatives in order to
relend to cooperative members. In Malaysia, credit funds for rural
development are assigned to the Bank Pertanian Malaysia (BPM) by
the Government to offer wholesale lending to rural banks and credit
cooperatives that, in their turns, lend directly farmer households.
Similarly, in Thailand, 30% of outstanding loan of the Bank for
Agriculture and Agricultural Cooperatives (BAAC) lent to farmer
households is wholesaled through agricultural and service
cooperatives while in South Korea, more than 1/3 of outstanding loan
lent to farmers households is wholesaled by Agriculture Association
through agricultural cooperatives and agricultural service suppliers;
Small Farmers Development Bank in Nepal is transforming itself into a
leading wholesaler in agricultural and rural sector; Clients of the Land
Bank of the Philippines is a rural bank, savings bank and cooperative
bank.
Majority of financial institutions operating in agricultural and rural
sectors in Vietnam does not have yet wholesale policy in credit
activities. The Vietnam Bank for Agriculture and Rural Development
(VBARD) has more than 10 million clients – production households,
more than 24,000 business clients, however, all the oustanding loan is
“retail”. In the future, the number of clients of VBARD will increase,
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therefore the “wholesale” credit policy needs to be soon considered
to be implemented. The Bank for Social Policies would be in similar
situation. Therefore, depending on own characteristics, each financial
institution selects clients to offer wholesale lending. For instance, the
VBARD can offer wholesale lending to people’s credit institutions,
agricultural cooperatives, agricultural service cooperatives,
agricultural & forestry farms, enterprises supplying products and
services to agriculture, MFOs/MFIs... The Bank for Social Policies can
offer wholesale lending to MFOs/MFIs since currently in Vietnam there
are many microfinance programs and projects operating fairly
efficiently, however, their capital is not enough to meet the loan
demands of the poor.
8.2. Encouraging credit institutions to involve more in-depth in
microfinance activities
MF is a kind of financial service provided to low-income people with
a small scope of transaction which is normally lower than GDP per
capita. The success of Grameen Bank has proved that the poor has
credit capability. In 1998, in the world, commercial banks started
penetrating into microfinance market. In 2005, credit institutions in the
world played a more important role for microfinance. Compared to
current MFOs/MFIs, formal credit institutions have visible advantages
in some aspects. Formal credit institutions have shaped and
recognized branch name, available material and technical
infrastructure, and capacity in mobilizing capital funds from many
market segments of the economy.
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In many countries, some credit institutions were assigned by the
Government to provide financial services, mainly credit to
microenterprises and low-income people. Gradually, credit institutions
recognize that microfinance can bring about profits and opportunities
to expand markets. However, it is not easy for formal credit institutions
to penetrate into microfinance market since microfinance markets

and clients require a different approach from traditional one adopted
by commercial banks.
The facts show that different credit institutions have different
operational objectives; economic and legal environment for different
types are different as well. Therefore, credit institutions use different
approaches when penetrating into the microfinance market. These
approaches can be categorized with 2 types based on the ways they
contact with clients: direct or indirect.
- Direct approach
Some credit institutions can access the market via expanding their
branch network, setting-up more subsidiary units or establishing
independent member companies. By establishing new subsidiary
units, credit institutions will provide microfinance services via enlarging
the existing network. The research team finds that if credit institutions
take this approach, they need to establish subsidiary units within the
system that are specialized in running activities for providing
microfinance services. These units should have special operation
regulations and professional measures appropriate with microfinance.

Part IV. Recommendations for Creating Breakthoughs
for Microfinance Comprehensive Development

With the approach of setting-up independent member units to
provide microfinance services, these units will be granted operation
license and be under the supervision of local branch of the Bank of
Vietnam such as finance companies or non-bank credit institutions.
These units can be owned by credit institution or in the form of joint
venture, joint stock with strategic partners or strategic investors.
- Indirect approach
Some other credit institutions can access the market indirectly through
cooperation with existing MFOs/MFIs. The cooperation can be done
via contracts on trusted retail credit, credit extension to MFOs/MFIs,
supplying service of using technical infrastructure and system.
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With the form of contracts on trusted retail credit, credit institutions sign
contracts with prestigious MFOs/MFIs to allow MFOs/MFIs to get trusted
fund to lend to microfinance clients. The loans will be recorded by
credit institutions. Two sides will discuss on fees and profits sharing.
Other microfinance services can also be commissioned similarly and
can be under the brand name of the credit institution or the MFO/MFI
or both in order to approach clients. Credit institutions can commission
fully or partly the service provision to MFOs/MFIs. However, this
approach requires the credit institution and MFO/MFI to have risk
sharing measures. For example, the credit institution may require the
MFI to contribute a certain proportion of fund or to have a certain
proportion of fund to cover the loan loss risk.
With the approach of credit extension to MFIs, credit institutions can
offer term loans or a credit limit to MFOs/MFIs. The mentioned credits
can be guaranteed or unguaranteed depending on the appraisal by
the commercial bank.
With the approach of supplying service of using technical
infrastructure and system, credit institutions sign contacts to allow
MFOs/MFIs or their clients to use the branch services, ATM network, IT
infrastructure… In return, credit institutions receive service fees or
rental.
8.3. Soon establishing Vietnam Microfinance Association

and development of microfinance system in Vietnam by the year
2020” approved by the Prime Minister. It will also bring into play internal
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The establishment of the Vietnam Microfinance Association at this
point in time is urgent need which not only meets the legitimate
expectations of more than 40 VMFWG member organizations, but also
meets the needs of donors/partners having made commitment to
supporting Vietnam in microfinance activities and in the sustainable
national development in the context of international integration.
Especially, the establishment of this association will make practical
contribution to implementing the Government Project “Construction

Part IV. Recommendations for Creating Breakthoughs
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resources, attract the support and assistance from domestic
organizations, make use of the care and support from international
organizations to develop the microfinance industry, thus contributing
actively and effectively to poverty alleviation. Therefore, MFOs/MFIs
and VMFWG need to soon get consensus to join efforts in preparing
necessary conditions and application dossier to the State Bank of
Vietnam, Ministry of Home Affairs for license of establishment of
Vietnam Microfinance Association. The establishment of this
association will help improve the status and prestige for microfinance
network in Vietnam, contributing to implementing the Millennium
Development Goals.
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CONCLUSIONS
Microfinance plays a very important role in socio-economic
development, particularly in poverty alleviation and social development
in developing countries.
Microfinance development in Vietnam is slow and has not yet
attracted the attention from the State governance agencies, local
authorities of different levels, socio-political organizations, investors,
donors and concerned stakeholders. This significantly limits the
development of microfinance sector in Vietnam.
The research team focuses the report contents on policies and
mechanisms related to microfinance activities, the internal shortcomings/
gaps within the system of microfinance organizations, based on which
to make specific and practical recommendations with the hope of
creating “breakthroughs” for safe and sustainable development of
microfinance in the coming time.
With the set objectives, the research report:
-

Provides an overview of the process of microfinance establishment
and development in Vietnam over the past 3 decades. The reports
provides general analysis of (i) organizational structure,
governance and administration of formal MFIs and semi-formal
MFOs; (ii) financial activity results, sustainability level of Vietnamese
MFOs/MFIs over the past time which is reflected through the
criteria/ratios of OSS, FSS, ISS; (iii) activity contents of MFOs/MFIs
during the past time. Achievements gained and problems and
limitations to be addressed have been highlighted based on the
analysis;

-

Focuses on assessment of the legal environment related to
MFOs/MFIs based on analyzing problems, inappropriate/negative
and positive points

-

Reviews and evaluates projects, action plans approved by
authorities of different levels, but progressing slowly in reality which
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exerts negative impacts on the understanding of and social
consensus on microfinance sector in Vietnam.
-

Assesses the linkages of MFOs/MFIs, specifically internal linkages
among members, linkages among MFOs/MFIs, linkages and
cooperation between MFIs and other types of credit institutions.
Based on the assessment, pointing out gaps and risks that
MFOs/MFIs may face in the coming time if they do not make
appropriate, proper and timely changes.

-

Based on the analysis and assessment, the research team proposes
specific and practical recommendations for the sustainable
development of Vietnamese MFOs/MFIs in the coming time. The
recommendations are made based on studying theory, legal
normative documents, survey findings and experiences from other
countries in the world as well as development orientations of
microfinance sector in Vietnam by the year 2020.
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APPENDIX 1: LIST OF THE INTERVIEWEES
A. THE LOCAL AUTHORITIES, LOCAL FARMER UNION AND
WOMEN’S UNION
Quang Binh Province
1.

Nguyen Minh Thuan – Vice chairman of People's Committees,
Bo Trach District

2.

Tran Duc Tai – Chairman of People's Committees An Thuy
Commune, Le Thuy District

3.

Vo Thi Soa – Party Commissioner President Women’s Union An
Thuy Commune, Le They District

4.

Pham Van Lieu – Vice chairman of People's Committees Hai
Ninh Commune, Le Thuy District

5.

Le Cong Hoai – Vice chairman of People's Committees, Head
of Project Management Lien Thuy Commune, Le Thuy District

6.

Do Thi Be – President of Women’s Union Lien Thuy Commune,
Le Thuy District

Thanh Hoa Province
1.

Nguyen Viet Hung – Vice chairman of People's Committees
Dong Ve Ward

2.

Nguyen Trung Kien – Vice chairman of People's Committees,
Quang Nhan Ward

3.

Nguyen Kim Hong – Chairman of People's Committees, Thieu
Nguyen Ward

4.

Vu Huy Dang – Chairman of People's Committees, Minh Loc
Ward

5.

Kim Ngoc Hiep – Head of Foreign Economic Relations, the
Department of Foreign Affairs Thanh Hoa
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6.

Trinh The Nam – Head of Labor, War Invalids, & Social Welfare
Department, People's Committees, Bim Son Commune

7.

Tran Thi Van – President of Women’s Union, Bim Son Town

8.

Vu Thi Sau – President of Women’s Union of Commune

9.

Phan Thi Chuyen – President of Women’s Union Thang Lênh
Ward, Nhiep Cong District

10. Nguyen Thi Theu – President of Women’s Union, Dong Ve Ward
11. Tran Thi Phong – President of Women’s Union, Quang Nhan
Ward
12. Dinh Thi Xuyen – President of Women’s Union, Minh Loc Ward
13. Pham Ngoc Chien – Farmer’s Union, Thang Binh Ward,
Nong Cong District
14. Nguyen Dinh Tuan – Vice President Farmer’s Union, Thanh Hoa
Province
15. Thieu Thi Gia – President Farmer’s Union, Thieu Van Ward
16. Nguyen Huu Toan – President Farmer’s Union, Quang Nhan
Ward
17. Le Duc Lap – President Farmer’s Union, Phu Son Ward

Quang Nam Province
1.

Nguyen Thanh Tung – Chairman of People's Committees,
Thang Binh Ward

Ho Chi Minh City
1.

Le Dinh Duc – Head of Economic Department, Cu Chi Ward

2.

Phan Thanh Hue – Vice chairman of People's Committees,
Tan Thong Hoi Ward
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3.

Le Thi Kieu – President of Women’s Union Tan Thong Hoi Ward

4.

Nguyen Thi Thao – President of Women’s Union, Binh Hung
Hoa A Ward

5.

Tran Thi Le – Vice President of Women’s Union, Cu Chi Ward

6.

Nguyen Khac Lan Chi – Officer, Binh Phuoc Ward, Hung Hoa
District

7.

Pham Van Trinh – Chairman of People's Committees, 11 Ward,
11 District

8.

Tong Thi Ngoc Dieu – President of Women’s Union, 11 Ward,
11 Distric

B. MICROFINANCE INSTITUION
Women Development Fund Quang Binh
1.

Ngo Thi Thanh Van – Deputy Director of the fund

2.

Dang Thi Thu Hang – Branch Manager

3.

Hoang Thi Huong Hue – Credit Officer

4.

Le Nguyen Minh Hieu – Accountant

5.

Hoang Thi To Nhu – Credit Officer

6.

Nguyen Thi Huyen – Accountant, Dong Hoi Branch

M7 MFI
1.

Nguyen Duc Binh – General Director

2.

Nguyễn Thi Soat – Branch Manager, M7 Dong Trieu Branch

3.

Phung Thi Thu Huong – Director Fund for Women's Economic
Development Dong Trieu
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Thanh Hoa Fund for Poor Women (FPW)
1.

Mai Thi Xuong – Director

2.

Nguyen Hai Duong – Vice director

3.

Le Quang Ly – Chief Accountant

4.

Nguyen Thi Danh – Officer, Dong Son Branch

Microfinance fund for community development institue
1.

Nguyễn Thi Hoa – Head of Credit Department

Center of Women and Community Development (CWCD)
1.

Nguyen Dao Thu Hang – Accountant

2.

Do Thi Hoa – Accountant

Credit & Savings Program- Women's Association Phu Yen,
Son La
1.

Dinh Thi Duong – President of Women’s Union, Phu Yen Ward

Women Development Fund Lao Cai
1.

Sa Thi The – Director

Tien Giang Capital Aid Fund for Women’s Economic
Development (MOM)
1.

Tran Thi Thanh Tuy – Director

Word Vision
1.

Luong Quoc Tuan – Program Manager

CFRC
1.

Le Thi Lan – Director
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NGV Joint Sotck Company
1.

Truong Viet Thu – Chairman of Board Member

Women’s Union Hai Phong
1.

Do Thanh Le – President of Women’s Union Hai Phong City

2.

Nguyen Kim Anh

Capital Aid Fund for Poor Employees Ba Ria- Vung Tau
1.

Nguyen Thi Le Hai – Director

C. MICROFINANCE CLIENTS
Clients of Thanh Hoa Fund for Poor Women
1.

Tran Thi Khanh

15. Nguyen Thi Huong

2.

Pham Thi Hang

16. Le Thi Thuy

3.

Nguyen Thi Can

17. Le Thi Hoa

4.

Lo Thi Yen

18. Nguyen Thi Lan

5.

Hoang Thi Huong

19. Bui Thi Chau

6.

Bui Thi Tuyet

20. Hoang Thi Men

7.

Nguyen Thi Sen

21. Dong Thi Mo

8.

Nguyen Thi Sau

22. Hoang Thi Thuy

9.

Le Thi May

23. Nguyen Thi Hoan

10. Ngu Thi Hien

24. Pham Thi Hien

11. Do Thi Thuy

25. Hoang Thi Phuong

12. Pham Thi Xuan

26. Nguyen Thi Nhung

13. Nguyen Thi Cu

27. Nguyen Thi Dinh

14. Nguyen Thi Hoan

28. Ngu Thi Oanh
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29. Le Thi Hanh

41. Nguyen Thi Ban

30. Phan Thi Lien

42. Tran Thi Huong

31. Phan Thi Man

43. Dang Thi Huong

32. Le Thi Thong

44. Lo Thi Thoa

33. Nguyen Thi Tho

45. Nguyen Thi Hop

34. Nguyen Thi Tan

46. Nguyen Thi Hon

35. Do Thi Hinh

47. Nguyen Thi Lan

36. Nguyen Thi Tan

48. Bui Thi Xuong

37. Nguyen Thi Phuong

49. Le Thi Cang

38. Nguyen Thi Son

50. Le Thi Huong

39. Hoang Thi Nam

51. Nguyen Thi Hue

40. Tran Thi Lich

Clients of Women Development Fund Quang Binh
1.

Nguyen Thi Thanh Quy

10. Vu Thi Minh

2.

Truong Thi Ha

11. Nguyen Thi Dep

3.

Truong Thi Tuyet

12. Le Thi Nu

4.

Nguyen Thi Hien

13. Phan Thi Lan

5.

Le Thi Hoa

14. Hoang Thi Hong Kien

6.

Truong Thi Huyen

15. Duong Thi Cuc

7.

Dao Thi Ben

16. Le Thi Loan

8.

Pham Thi Thanh

17. Pham Thi Tham

9.

Vu Thi Diep

18. Pham Thi Loan
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19. Hoang Thi Le

36. Nguyen Thi Oanh

20. Dang Thi Hong Van

37. Nguyen Thi Uyen

21. Nguyen Thi Hoa

38. Tran Thi Lenh

22. Hoang Thi Luyen

39. Nguyen Thi Hieu

23. Pham Thi Vung

40. Mai Thi Xuon

24. Hoang Thi Thuan

41. Pham Thi Mai

25. Nguyen Thi Xuan

42. Nguyen Thi Huong

26. Vu Thi Huong

43. Le Thi Thuong

27. Le Thi Ai

44. Nguyen Thi Hoi

28. Pham Thi Bo

45. Nguyen Thi Chien

29. Bui Thi Lech

46. Hoang Thi Tom

30. Nguyen Thi Nguyet

47. Tran Thi Loi

31. Tran Thi Yon

48. Nguyen Thi Hue

32. Nguyen Thi Hong Tonh

49. Do Thi Duyen

33. Nguyen Thi Thi

50. Duong Thi Van

34. Tran Thi Tom

51. Le Thi Lieu

35. Phan Thi Dao

Clients of Fund for Women's Economic Development Ho Chi Minh city
1.

Nguyen Thi No

5.

Nguyen Thi Nga

2.

Truong Thi Hue

6.

Tran Thi Nhung

3.

Nguyen Thi Thu Ha

7.

Nguyen Thi Nga

4.

Nguyen Thi Thu Thao

8.

Tran Thi Thanh Tom
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9.

Nguyen Thi Hoa

25. Vu Thi Ve

10. Nguyen Thi Dep

26. Nguyen Thi My An

11. Nguyen Hai Von

27. Nguyen Thi Hue

12. Lieu Thi Kim Thuy

28. Lo Thi Thu Thuy

13. Nguyen Thi Thao

29. Nguyen Ngoc Thành

14. Tran Kim Hong

30. Mai Thi Minh

15. Vu Thi Thanh

31. Nguyen Thi Kim Lien

16. Le Thi Goi

32. Nguyen Thi Thanh Nga

17. Du Ngoc Hua

33. Nguyen Thi Xon

18. Doan Ngoc Dung

34. Quach Thi Cam Linh

19. Dang thi Hong Ngoc

35. Vu Thi Huong Giang

20. Tran Thi Huyen

36. Thang My Hoa

21. Ho Ngoc Hanh

37. Vu Thi Quynh

22. Le Thi Ngoc Nuong

38. Lom Thi Hoa

23. Vu Thi Thanh

39. Tran Thi Tho

24. Nguyen Giang Hong

40. Huynh Thi Kim Phuong

Clients of Tien Giang Capital Aid Fund for Women’s Economic
Development (MOM)
1.

Tran Thanh Tuyen

6.

Truong Ngoc

2.

Huynh Ngoc Linh

7.

Vo Thi Hong Thai

3.

Dang Thi Minh Hieu

8.

Nguyen Thi Kim Hong

4.

Luu Thi Diem Chinh

9.

Nguyen Thi Anh Hong

5.

Le Thuy Hoa

10. Vu Thi Thu Thuy
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APPENDIX 2: SURVEY FORMS
FOR LOCAL AUTHORITIES
1. According to you, when the resident in your area need capital,
where do they often borrow? (Tick in the box) Give the explanation.
□ Commercial Bank (CB)

□ People's Credit Funds (PCFs)

□ Agribank Bank (AB)

□ Usury

□ Bank for Social Policies (VBSP)

□ Others

2. According to you, among these followings, which has appropriate
interest rate to of that of MFIs (Tick in the box)
Give your explanation
□ Commercial Bank

□ People's Credit Funds (PCFs)

□ Agribank Bank

□ Usury

□ Bank for Social Policies

□ Others

3. According to you, where did the low income people get loans for
poverty reduction purpose from? (Tick in the box)
□ Commercial Bank

□ People's Credit Funds (PCFs)

□ Agribank Bank

□ Usury

□ Bank for Social Policies

□ Others

4. What have Committee done to facilitate and encourage
microfinance activities in local area?
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Forms of support

Yes

No

Loans
Headquarter
Equipment
Transportation
Human resource
Information dissemination
Others

5. In your organization/agencies, is there any guideline for implementation of microfinance activities in local area?
□ Yes

□ No

6. Do you know which agencies have microfinance operations (such
as the establishment of fund for lending)?
7. How do people and local authorities evaluate microfinance
institutions?
□ Very good

□ Good

□ Normal

□ Not good

8. Which element was people and local authorities appreciated the
most? (Tick in the box)
□ Procedures

□ Loan amount

□ Interest rate

□ Repayment methods

□ Tenor

□ Others (Please, specify)
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9. What are the strengths and weaknesses of microfinance activities
in your local area comparing with Bank for Social Policies Credit Fund
and Commercial Bank? (Tick in the box)

Content

Better

The same

Worse

Microfinance vs Policies Bank
Microfinance vs People's Credit Funds
Microfinance vs Commercial Bank

10. Please list funds and MFIs which are operating in your area?
11. Have the local authorities participated in any fund or projects?
□ Yes

□ No

12. How are propaganda activities carried out by local authorities?
□ Good

□ Normal

□ Not good

□ Haven’t done

13. Is there any agencies/organizations provide information for local
authorities ?
□ Yes (Please, specify:...........)

□ No

14. What recommendations can you give to improve develop
microfinance activities in the future?
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FOR ORGANIZATION UNION IN AREA
1. What is the roles of microfinance operations toward union’s
activities?
□ Operation development

□ Members’ capacity building

□ Member enrolment

□ Others

2. What types of programs/projects is your union carrying out?
□ Through fund
□ Through project program
□ Others
3. List forms of support does your union provide members, such as
loans, seeds, and suchlike:
4. How many members are there in your area?
5. Which actions/policies did Union do to encourage microfinance
activities in area?

Forms of support

Yes

No

Loans
Headquarter
Equipment
Transportation
Human resource
Information dissemination
Others
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6. Does the activities of your union Microfinance?
□ Yes

□ No

7. How is cooperation between your union and MFIs, programs/
projects?
□ Very close

□ Close

□ Normal

□ Havent had

8. Which microfinance activities have your union participated in?
□ Entrust loans from policies bank
□ Entrust loans for Bank for Social Policies
□ Directly manage fund projects
□ Select staffs to join microfinance projects
□ Conduct program from Central Union
□ Other activities
9. What are the strengths and weaknesses of microfinance activities
in your union comparing with other organizations? (Tick in the box)
10. What are the strengths and weaknesses of local microfinance
activities in your local area comparing with Social Policies Bank,
People Credit Fund and Commercial Bank? (Tick in the box)
11. Please evaluate roles of local agencies relating to microfinance
activities?
□ Very good

□ Good

□ Normal

□ Not good

12. How well does people and management agencies know about
microfinance?
□ Very good

□ Good

□ Normal

□ Not good

13. What recommendations can you give to develop microfinance
activities in the future?
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FOR PROJECTS/PROGRAM
1. Which Ministry/Department have you got the document in
microfinance from?
□ Government

□ Other ministry

□ The State Bank of Vietnam (SBV)

□ Local authorities

□ Ministry of Finance

□ Little information

□ Ministry of Home Affairs
2. How do you understand about regulations of microfinance activities
according to Law of Credit Institutions (2010)?
□ Good

□ Normal

□ Poor

□ Have no ideas

3. How do you understand regulations on the operation of the
program/project in Microfinance Decree No. 28/2005/ND-CP and
Decree No. 165/2007/ND-CPF?
□ Good

□ Normal

□ Poor

□ Have no ideas

4. Among these following documents that SBV issued, related to
microfinance, which information did you grasp?
□ Licensing, organization and operation
□ Networks, branches
□ Interest rate policies
□ Method of interest calculation
□ Other document
□ Have no idea
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5. How effectively does microfinance activities of your organizations
work to offer customers poverty reduction, economic stability?
□ Extremely effective

□ Effective

□ Normal

□ Poorly effective

6. According development strategies of your organization, what are
the target customers?
□ Microenterprise

□ Household

Rate:……………………

Rate:……………………

□ Individual

□ Others

Rate:……………………

Rate:……………………

7. According to you, what regulations need amending to facilitate the
operation of the program or project? (Tick in the box)
□ The provision for unions, social and political organizations
□ The process of approving the program/projects
□ Level of lending for microfinance customers
□ Content of operations
□ Management and administration
□ Receipt and use of funds
□ Other policies, regulations
8. Do you understand the operations of microfinance programs/
projects in the your area and outside your area?
□ Yes

□ No
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□ Very little

9. How is degree of connection (group, cluster activities) among
members?
□ Good

□ Normal

□ Poor

Methods, forms of connections (activities); Challenges, Obstacles;
Recommendations?
10. According to you, when transforming microfinance projects/
programs into officially licensed MFIs by SBV, what will be advantages
and disadvantages?
-

Advantages :

-

Challenges, recommendations: Capital; Compliance with
regulations for official MFIs; On interest rate policies; Tax policies;
Deposit insurance; Other difficulties

11. Do you understand the Article 161 of the Law on Credit Institutions
regulating Microfinance operation programs and projects ?
□ Yes

□ No

12. According to you, what regulations need amending and
supplementing to facilitate the transformation of microfinance
projects/programs into officially licensed MFIs?
□ Licensing (sequence, profiles, conditions)
□ Capital contribution
□ Management and operations
□ Network, branches
□ Others
13. Does your organization want to transform into officially licensed
MFI?
□ Yes

□ No

If yes, do you need support in capacity building policies or others?
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14. Do local authorities have any document/guideline in implementation of microfinance activities in your organizations?
□ Yes

□ No

15. Have you learnt about financial mechanism for MFIs?
□ Yes

□ Not yet

16. Is it necessary to adjust the financial mechanism for the activities
of MFIs such as costs, salary policy?
□ Yes

□ No

17. How is degree of connection between MFIs and programs/
projects?
□ Good

□ Normal

□ Poor

Methods, forms of connections (Tick in the box):
□ Loan

□ Social activities

□ Customers’ sharing

□ Information sharing

□ Training

□ Policy advocacy

Challenges, obstacles:
18. How is degree of connection between programs/projects having
microfinance operations and Bank for Social Policies, People's Credit
Funds?
□ Good

□ Normal

Methods, forms of connections (Tick in the box):
□ Loan
□ Customers’ sharing
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□ Poor

□ Training
□ Social activities
□ Information sharing
□ Policy advocacy
19. Do you think a Microfinance Association needs to be established?
□ Yes

□ No
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FOR THE FORMAL MFIs
Please fill fully information about your organization:

No.

Owners

Capital
contributor
members
(to be
named)

Total
capital

Total
loans

Total
officers

Total
customers

Working
areas

1
2
3

1. How do you understand about microfinance in Law on Credit
Institutions?
□ Good

□ Normal

□ Poor

□ Have not read yet

2. How do you understand documents/guidelines on microfinance
activities?
□ Fully

□ Partly

□ Have no ideas

3. How do you think about regulations of current interest rate of
microfinance?
□ Appropriate

□ Not appropriate

4. How do you think about regulations on calculating interest rate?
□ Appropriate

□ Not appropriate

5. How do you think about regulations on tax of microfinance?
□ Appropriate

□ Not appropriate

6. How do you think about regulations on financial regime?
□ Appropriate

□ Not appropriate
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7. How do you think about current regulations on microinsurance?
□ Appropriate

□ Not appropriate

8. How does your organization provide customers with insurance
service?
Form of collection:.......................................................................................
Form of payment: ........................................................................................
9. How do you assess current insurance?
□ Not satisfactory

□ Normal

□ Satisfactory

□ Extremely satisfactory

10. How does your organization provide customers with savings
service?
Form of collection:.......................................................................................
Form of payment: ........................................................................................
11. In Law on Credit Institutions 2010, which parts need to be clarified?
Please specify.
12. How do you understand microfinance regulations of the following
Ministries and Departments?
□ Government

□ Ministry of Home Affairs Affair Ministry

□ The State Bank of Vietnam (SBV)
□ Other agencies

□ Ministry of Finance

13. Among these following documents that SBV issued, related to
microfinance, which information have you read and grasped?
□ Licensing, organization, operation
□ Network, branches
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□ Independent audit
□ Internal control and internal audit
□ Loan classification, provisioning
□ Prudential Ratio
□ Interest rate policies
□ Method of interest rate calculation
□ Have no idea
14. According to you, what regulations need amending and supplementing to facilitate the formal microfinance operations?
□ Licensing, organization, operation
-

Procedures

-

Governance, administration

-

The standards and conditions for the manager, operator:

-

Ratio of capital contribution Content; Scale

-

The rate of microfinance loans/total loans:

-

Lending level for microfinance customers (30 million Vietnam
Dong):

-

Network, branches

□ Dependent audit
-

Difficulties; obstacles:

-

Recommendations:

□ Internal control and internal audit
-

Difficulties; obstacles:

-

Recommendations:
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□ Loan classification, provisioning:
-

Difficulties; obstacles:

-

Recommendations

□ Prudential Ratio:
-

Difficulties; obstacles:

-

Recommendations

□ Interest rate policies:
-

Difficulties; obstacles:

-

Recommendations:

□ Method of interest rate calculation
-

Difficulties; obstacles:

-

Recommendations:

□ Other policies and regulations:
-

Difficulties; obstacles:

-

Recommendations:

15. Do local authorities have any document/guideline in implementation of microfinance activities in your organizations?
□ Yes

□ No

16. How effectively does microfinance activities of your organizations
work to offer customers poverty reduction, economic stability?
□ Extremely effective

□ Effective

□ Normal

□ Poorly effective
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17. What are the advantages and disadvantages when transforming
into officially licensed MFIs?
Advantages:
Disadvantages: Loans; Compliance with the regulations for formal
MFIs; Tax policies; Deposit Insurance; Other disadvantages:
18. According to development strategies of your organization, what
are the target customers?
□ Micro-enterprises

□ Households

Rate:……………………

Rate:……………………

□ Individuals

□ Others

Rate:……………………

Rate:……………………

19. How is degree of connection among members and, customers?
□ Good

□ Normal

□ Poor

-

Methods, forms of connections

-

Challenges, obstacles, orientation/Recommendations

20. Do you understand the operations of other microfinance programs/
projects in the your area and outside your area?
□ Yes

□ No

□ Partly

21. How is degree of connection between your organization and other
MFIs, microfinance programs and projects?
□ Good

□ Normal

Methods, forms of connections (Tick in the box):
□ Loan

□ Customers’ sharing

□ Training

□ Social activities
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□ Poor

□ Information sharing

□ Policy advocacy

Challenges, obstacles:
22. How is degree of connection between your organization and VBSP
and PCFs?
□ Good

□ Normal

□ Poor

Methods, forms of connections (Tick in the box):
□ Loan

□ Customers’ sharing

□ Training

□ Social activities

□ Information sharing

□ Policy advocacy

Challenges, obstacles; Orientation/Recommendations?
23. Do you think a Microfinance Association needs to be established?
□ Yes

□ No

24. How do you assess human resource in your enterprise?

No.

Very
poor

Poor

Normal

Good

1

Professional qualifications of staff

1

2

3

4

2

Management qualification of staff

1

2

3

4

3

Foreign Language Skills

1

2

3

4

4

Computer skills

1

2

3

4

25. How do you understand about administrative capacity building
enterprises’ human resource?
□ Clearly

□ Understandable

□ Normal

□ Vaguely

□ Nothing
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26. Are there any solutions to strengthen staffs’ capacity in your
organization?
□ We have many solutions
□ Some solutions were conducted but not effective
□ We don’t have any solution
27. How do you assess technology and facilities of your organization?
□ Highly satisfactory

□ Satisfactory

Not satisfactory

28. How did advanced technology and modernization contribute to
enhance quality and business performances in your enterprise?

No.

Content

Much

Little

Very
little

Nothing

1

Promote business performances

1

2

3

4

2

Fix, update and innovate
technologies

1

2

3

4

3

Research and application of new
and modern technologies

1

2

3

4

29. What can your organization do to enhance competitiveness?
-

Management qualification

-

Human resources

-

Technology, Infrastructure
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FOR MICROFINANCE CUSTOMERS
A. UNDERSTANDING ABOUT CURENT MEMBER OF MFIs

Repayment
method

Loan purpose

(%)

Interest rate

Tenor

When starting
borrow

Current debt

Loan amount

No.

Organization
providing loans

1. Which organization have you borrowed from?

2. How effectively does microfinance activities of your organizations
work to offer customers poverty reduction, economic stability?
□ Extremely effective

□ Effective

□ Normal

□ Poorly effective

3. Among these following s, which organizations has easiest borrowing
procedure? (Rank from 1-5 in order of the easiest to the hardest)
□ Commercial Bank

□ MFIs

□ Bank for Social Policies

□ Others

□ People's Credit Funds
4. What is your requirement of borrowing application in MFIs?
5. Besides, Commercial Bank and MFIs, where can you borrow
money? ( For example: relatives, neighbors, usury...) What do you
borrow money for? Where do you often borrow in case of illness,
funeral or wedding? What about loan amount and interest rate?
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Forms

Loan amount

Interest rate

Borrow from relatives, friends
Borrow in emergency cases
The “hui/ho” scheme
Others

6. Do you want to borrow more?
□ Yes

□ No

Please specify?.............................................................................................
7. What about attitude’s credit officers?
□ Good

□ Normal

□ Poor

8. What do you think about credit officers’ work?
□ Hard

□ Normal

□ Easy

9. How can you assess customers’ quality of MFIs comparing to
Commercial Bank, Bank for Social Policies, People's Credit Funds?
□ Better

□ The same

□ Worse

10. Did you understand clearly all commitment in the contract before
borrowing?
□ Yes

□ Not clear

□ No

□ Don’t care

11. How did MFIs’ staffs explain content, commitment in contract
before borrowing?
□ Detail

□ Basically

□ No explanation

12. What about current interest expense (interest rate)?
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□ Very appropriate

□ Fairly appropriate

□ Not appropriate

13. What about current repayment and interest payment?
□ Very appropriate

□ Fairly appropriate

□ Not appropriate

14. Do you have a saving account?

Content

Yes

No

At MFIs you are borrowing from
At other MFIs
At home

15. How often is borrowing group/cluster work?
□ Regularly (Once a week; Once a month…)
□ Not regularly
16. Have you participated in insurance program?
□ Yes

□ No

17. Do you want to accompany with MFIs in the future?
□ Yes

□ No

18. Besides borrowing activities, do you need any support from MFIs?
□ Yes

□ No

19. Do you have any recommendations for MFIs and local authorities?
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B. UNDERSTANDING ABOUT MEMBERS OUT OF MFIs
1. Please explain why you left MFIs?
□ Small loan amount
□ Inappropriate repayment
□ Complex procedure
□ High interest rate
□ Others…………….
2. Are you borrowing from other organizations?
□ Yes

□ No

3. Are you sending money in other organizations?
□ Yes

□ No

4. What does MFIs need to change in order that you will become
member again?
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