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INTRODUCTION
After 25 years of economic openness and integration, the economy
of Vietnam has had significant achievements, with significant and
stable yearly economic growth rates. Individual incomes has been
gradually improved, and the percentage of the population living
below the national poverty line has sharply dropped. Until the end of
2012, the percentage of poor house holds in poverty is 9,64%, and the
number of malnourished households has decreased by 27,6%
compared to 2011. However, the ratio of malnourished households in
Vietnam continues to be relatively high.
To accomplish the Government’s strategy in 2011-2012 of developing
the Vietnamese economy and society, the Government together with
The State Bank of Vietnam have implemented various programs to
decrease the gap between the rich and the poor such policies of
reducing poverty and eliminating hunger through Vietnam Bank for
Social Policies and the People's Credit Fund system, as well as providing the best conditions for operations and programs of licensed
Microfinance Institutions and other microfinance activities. Despite
these achievements, microfinance activities in Vietnam still haven’t
taken full advantage of its potential and capacity. This is because of
a lack of knowledge of microfinance activities and a lack of societal
and financial support for microfinance-related programmes.
At the 7th conference session XII, 16/6/2010, the National Assembly of
the Socialist Republic of Vietnam passed the law on Credit Institutions
No. 47/2010/QH12. For the first time, microfinance institutions are now
considered a specific type of credit funds within the credit institutions
system of Vietnam. The fact that microfinance institutions now officially
operate under the regulations of Law on Credit Institutions is significant,
and creates a strong legal platform towards concrete and enhanced
stability amongst microfinance institutions along with other types of
credit funds. This will help develop the microfinance sector in
implementing the Government’s strategy of developing economy
and society, and consequently enhancing the process of eliminating
poverty and hunger in Vietnam.
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However, to get a better understanding from the society’s perspective
and the necessary agreement to build up the best environment
(about law, goals, structure, stability, management…) for microfinance
operations, an analysis on “The sustainability of Microfinance Institutions in Vietnam: Circumstance and implications” by Associate Prof.
PhD. Nguyen Kim Anh and PhD. Le Thanh Tam was published. This
analysis provides valuable materials for government authorities, policy
makers, managers of microfinance activities, and scientists in order to
have a deeper understanding about the reality of Vietnam’s experiences with microfinance, and comparing it to experiences around the
world.
Deputy Governor of the State Bank of Vietnam
Dang Thanh Binh
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“Microfinance is an idea whose time has come”
– Kofi Annan
Former United Nations Secretary – General

This is not charity. This is business: Business with a social objective,
which is to help people get out of poverty.
- Muhammad Yunus
Founder of Grameen Bank and Nobel Peace Prize recipient
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CHAPTER 1: INTRODUCTION
1.1. The necessity of the research
A microfinance institution (MFI) is a type of special social enterprise
which provides financial services aiming to meet the needs of individuals and families with low incomes or micro-enterprises (ADB, 2000; the
Law on Credit Institutions, 2010). Microfinance plays a very important
role in socio-economical development, especially in the reduction of
the poverty and social development in developing countries.
Theoretical researches (Legerwood, 1999; ADB, 2000; Morduch and
Haley, 2002; Khandker, 2003), as well as the well-known empirical cases
in Bangladesh (Grameen Bank), Indonesia (Bank Rakyat Indonesia),
the Philippines (CARD Bank), and Bolivia (BalcoSol), provide persuasive
evidence of microfinance’s socio - economical role, especially in
developing countries.
Sustainable microfinance promotes and prepares for economic
development as well as poverty reduction in developing countries,
including Vietnam. Although there are still many MFIs in the world,
including Vietnam, that depend on external grants and fundings,
model MFIs such as the Grameen Bank, ACCION, Bank Card have
strongly demonstrated that microfinance can soundly providing
financial services to the poor without subsidies. In addition, some
non-governmental organizations and other charitable organizations
realized that the scarcity of funds severely limits their growth and
establishing a microfinance department has helped improve their
financial stability and and their financial independence.
Thus, the sustainable development of MFIs is one of the top concerns
for microfinance executives, managers and sponsors (Duflos 2013).
Since 2000, the sustainability of MFIs is a key objective in the global
development of microfinance. Having been chosen as International
Year of Microfinance in 2005 by UN, and with help by CGAP, microfinance has received significant attention since.
The sustainability of MFIs has the following positive impacts:
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(i)

To increase the ability of lower-income households to have
access to financial services.

(ii) Clients can have to access to a range of financial services
(credits, savings) that depends on their needs. This is particularly important for rural households to have access to financial
services stability.
(iii) Sustainability enables MFIs to support socio-economic development initatives through other, more effective ways. MFIs
can cover all their operational costs (administration, financing,
capital loss) and potentially make a profit rather than depend
on charities or governmental subsidies. This is particularly
important to ensure that there will be enough funding to
continue serving those who have no access to financial
services or to provide other social services and subsidies.
In Vietnam, the microfinance sector has been very important in
supporting lower income populations to have access to banking and
financial services for nearly three decades, particularly with the
provision of credit loans for their production and business activities to
help improve their lives.
The sustainability of microfinance development is an important
component for the integration and development of the microfinance
sector in Vietnam. Legal frameworks are improving and regulations
relating to microfinance have become a "standard" for MFIs targeting
institutional sustainability. There are different levels of microfinance
sustainability, such as Operational Self-Sustainability (OSS), Financial
Self-Sustainability (FSS), and Institutional Self-Sustainability (ISS). In
particular, Institutional Self-Sustainability is one of the most important,
reflecting the advanced nature of MFIs and providing a foundation
to continue the strengthening of its credibility. The proposal of continuing to build and develop the microfinance system in Vietnam until
2020 also focuses on sustainable development in general, specifically
"To build and develop a safe and sustainable microfinance system
towards serving lower-income households and micro- and small
VIETNAM MICROFINANCE WORKING GROUP - 19

enterprises in order to contribute to the Vietnamese Party and
Government policy on social welfare and sustainable poverty
reduction”1.
Having been formalized by the legal frameworks, MFIs operate in three
orientations: (i) institutions being oriented and formalized, and having
appropriate sustainability levels (from low to high). In 2013 there were
two MFIs which have been licensed by the SBV, with three others having applied; (ii) some institutions which have set the goal of
sustainable development and financial sustainability in addition to
being licensed; and (iii) some programs, projects, and institutions have
downsized or closed their operations because they were not sustainable or did not receive enough funding. Therefore, MFIs in Vietnam
have very different levels of sustainability, and many MFIs in Vietnam
do not have adequate sustainability levels. Such issues should be
addressed by the MFIs themselves and lawmakers, such as the State
Bank of Vietnam and the Ministry of Finance, given that the sustainable development of MFIs is becoming an increasingly urgent issue.
It is for the aforementioned reasons that this research on "the level of
sustainability of Microfinance institutions in Vietnam: Current situation
and some recommendations” was conducted.

1.2. Purpose, objective, scope and methodology
This research has 5 objectives:
(i)

1

To systemize the basic elements that affect the sustainability
of MFIs, focusing on three particular elements: Operational
Self-Sustainability (OSS), Financial Self-Sustainability (FSS), and
and Institutional Self-Sustainability (ISS). The standards of OSS,
FSS and ISS are summarized under international procedures,
as well as the regulations in Vietnam.

Decision No. 2195/QĐ-TTg of the Prime Minister dated 6/12/2011 approving the
proposal of building and developing micro finance system in Vietnam up to 2020.
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(ii) To sum up the experiences of success and failure from the
world’s development of sustainable microfinance and the
lessons for Vietnam.
(iii) To provide an overview about the microfinance sector in
Vietnam
(iv) To analyse the situation of the Microfinance institutions’
sustainability in Vietnam through 3 elements: OSS, FSS and ISS,
and to compare with other MFIs in some regional countries.
To evaluate the achievements and weaknesses of Vietnam’s
MFIs during the sustainable development progress.
(v) To propose some recommendations to MFIs, the SBV, the
Ministry of Finance, and related agencies to encourage the
development of MFIs sustainability in Vietnam
Subject of research: The subject of this research focuses on the
sustainability of MFIs towards providing services to the poorest, lowerincome households and other microfinance clients.
Scope of the research: The research scope focuses on the sustainability
of MFIs in Vietnam in 2009 - 2012
There are three types of microfinance service providers: formal,
semi-formal and informal. A formal service provider states that MFIs
are all organizations providing microfinance services, including banks,
financial cooperatives, and small-scale financial institutions both
semi-formal and formal. The second focuses on the small-scale
financial institutions both formal and semi-formal. This is the definition
that will be used throughout this research as it is the most similar to
international customs. The third states that a microfinance institution
Is "a type of credit institution which mainly conducts some banking
operations to meet the needs of low-income individuals and households and super small-sized enterprises" (paragraph 5, Article 4, Law
on Credit Institution 2010).
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Despite the large number of programs and MFIs operating in Vietnam,
only 34 organizations are registered as members of the Vietnam
Microfinance Working Group(VMFWG), and only 12 institutions
regularly provide information to the Microfinance Information
Exchange (The MIX). Among them, the top six MFIs have more than
50% of the total number of clients from MFIs. Therefore, this research
has focused primarily on the MFIs which regularly report information
to VMFWG.
Researching data: the research data consists of 2 types – primary and
secondary.
Primary data was collected from various group discussions in Thanh
Hoa and Nghe An, with Women's Union (WU) officers from provinces
and districts who engaged in microfinance, MFI’s staff, and some
clients.
Secondary data includes reports on the financial sector in general
and the microfinance sector in particular, from sources including:
information from MFIs and the inevitable consequence VMFWG;
related reports from the Asian Development Bank (ADB) and the World
Bank (WB); international organizations; the Living Standards Survey in
Vietnam 2002 - 2008; the Citi Micro-Entrepreneurs Awards (CMA) for
the period 2007 - 2012 funded by the Citi Foundation; financial and
credit surveys on of agriculture and rural development (e.g. from the
Ministry of Labour and the WU); and research into microfinance in
Vietnam done by both local and international microfinance
researchers and practitioners.
Method of analysis:
-

Analysis of combining quantitative and qualitative analysis to
explain the data in conection with practical causes.

-

Statistical comparison use timely sequence data and at specific
times to make a longitudinal cross-comparison between
Vietnamese MFIs, as well as between Vietnamese MFIs and MFIs in
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neighboring countries and with international standards. Statistical
functions such as frequency, density, and average growth rates are
applied for further analysis and comparisons.
-

Survey

-

Methodology of experts

1.3. Structure of Research
In addition to the acknowledgements, conclusions, appendices, tables, illustrations, and lists of references, the research includes the following five chapters :
Chapter 1: Introduction
Chapter 2: Conceptual framework on the sustainability of MFIs
Chapter 3: General Overview about the Microfinance Sector in
Vietnam
Chapter 4: Analysis of the sustainability of MFIs in Vietnam
Chapter 5: Recommendations
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CHAPTER 2: THEORETICAL FRAMEWORK OF MICROFINANCE INSTITUTION’S SUSTAINABILITY LEVEL
2.1. An overview of Microfinance institutions
2.1.1. History and concepts relating to microfinance
In recent decades, the provision of financial services for poorer households to help improve their incomes and standard of living has
received significant attention by governments and other international
organizations. Microfinance is convincingly recognized as one of the
more successful models of providing financial services for lowerincome households. The future for microfinance appears to be getting
brighter as it gains more recognition from governments, multilateral
organizations, donors and enterprises.
The concept of microfinance (MF) is definite by economists and other
organizations. According to the Consultative Group Assisting the Poor
(CGAP), microfinance “is the provision of basic financial services to
meet the needs of the poor including through savings, credit,
pensions, money transfer, and insurance”. According to J. Ledgerwood (1999), "microfinance is an economic development approach
intended to benefit the low-income population... MF often includes
both financial intermediation and social intermediation". The Asian
Development Bank (ADB) has a similar definition of microfinance as
the CGAP, stating that it is "the provision of financial services such as
deposits, loans, payment services, money transfers and insurance to
poor and households with low-income and their small businesses”.
In summary, the concept of microfinance can be understood as a
method of developing the economy by providing financial services to
low-income men and women to assist them in meeting their cost of
living as well as investing in their businesses. Microfinance is both a
banking and development instrument.
2.1.2. Microfinance institutions (MFIs)
As mentioned earlier, there are three types of microfinance service
providers: formal, semi-formal, and informal. There are also three
different perspectives on what constitutes a Microfinance institution
(MFI): The first states that MFIs are institutions such as banks, financial
cooperatives, and small-scale financial institutions (both formal and
semi-formal) that provide microfinance services.
The second focuses on small-scale financial institutions both formal
and semi-formal. As mentioned earlier, this is the definition that will be
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used throughout this research, as it follows closely with international
definitions of MFIs. This view is consistent with the Decision No.
2195/QD-TTg of the Prime Minister dated 6/12/2011.
The third states that MFIs are “types of credit institutions that mainly
conduct banking operations to meet the needs of low-income
individuals and households, and super small-sized enterprises"
(paragraph 5, Article 4, Law on Credit Institution 2010). According to
the Decision No.2195/QD-TTg dated 6/12/2011 which approved a
proposal to build and develop the microfinance system in Vietnam
until 2020, MFIs can only be officially labeled as an MFI if they are
licensed by the SBV; this includes microfinance programs and projects
conducted by social-political organizations, social organizations, and
professional-social organizations.
Categories on microfinance services providers are listed in the
following table 2.1:
Table 2.1: Microfinance services providers
Formal sector
- Commercial,
investment, saving
and developing
banks
- Rural banks
- Cooperative banks
- Non-banking
organizations

Semi- formal sector
- Savings and Credit
Cooperatives
- credit unions
- People banks not
formally registered as
a credit institution.
- Cooperative banks

- Financial companies

- Saving Funds for
vacancy

- Contractual-saving
organizations ,
Pension Funds

- Village banks not
formally registered as
credit institution

- Insurance
Companies

- Developing programs,
non government
organizations
providing microfinance services

- Markets (bonds,
securities)
- Microfinance
institutions registrated
under the Law on
Credit Institutions.

Informal sector
- Saving associations
- Saving credit
associations and its
variations
- Informal Financial
investment
companies
- Commercial Lenders
(eg high interest
lender); and
non-commercial
lenders (relatives,
friends, neighbors,...)
- Shopowners,
merchants

- Mutual groups

Source: Legerwood (1999)
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Formal organizations are authorised by the Government and are
subjected to banking sector regulations. Although not being subject
to regulations of the banking sector, semi-formal organizations must
be licensed and supervised by governmental agencies. Lastly,
informal financial intermediaries run their operations without governmental regulations and supervision. The involvement of commercial
banks diversifying their interests to include microfinance services, is still
uncommon because of the size and cost requirements. In some developing countries, a few commercial banks affiliate with other MFIs to
provide banking services for rural areas, Others directly assist MFIs
through credit transactions, remittances, deposits, consultancy and
management practices, and become known as “affiliating banks”.
2.1.3. Role of MFIs
MFIs play an important role in rural socio-economic development.
Naturally, MFIs play a dual role in both financial and social sectors.
Figure 2.1: The socio-economic role of MFIs
Source: Legerwood (1999)
Non-financial
services

Participating
and
involving
parties

Financial
Infrastructure

Sustainable
financial services
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regulation and
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improving value
and quality of living

Appropriate
policies

Financially speaking, by providing financial services, MFIs perform
important functions such as (i) savings mobilization, (ii) reallocation of

26 - VIETNAM MICROFINANCE WORKING GROUP

savings for investment, and (iii) creating favorable conditions for goods
and services exchanges, becoming a powerful tool to reduce poverty
and increase income levels.
Socially speaking, MFIs create opportunities for low-income, rural
households to have access to financial services and to enhance their
participation in public activities in general.

2.2. Sustainability of MFIs: international practices and regulations
in Vietnam
2.2.1. Viewpoints and the necessity of sustainability
Many different perspectives on the sustainability of MFIs exist. In the
Vietnamese language, "sustainability" means "permanence." “Sustainable Development” means development processes that meet the
needs of present generations without compromising the ability of
future generations to meet their own needs (UN, 1992). Lastly, “the
sustainability of the organization” means the development and the
balance of four factors: customer, internal processes, staff and training,
and organizational finance (Pau Niven, 2009).
According to Richard Beckhard2, the sustainable development of an
organization means "attempt at: (1) planning, (2) expanding the
organization, and (3) better senior management for the purposes of
enhancing the strength of the organization through tools and
organized intervention in the organization’s operation, with the use of
scientific knowledge about its behavior" [Smith, 1998, Page 261].
According to Warren Bennis (1969), a sustainable development organization is a complex strategy to change its views, beliefs, values, and

2

Richard Beckhard (1928-1999) was an American organizational theorist, Adjunct
Professor at MIT, and pioneer in the field of organizational development.
Beckhard co-launched the Addison-Wesley Organization Development Series
and began the Organization Development Network in 1967.[1] His classic work,
Organization Development: Strategies and Models, was published in 1967.
Source: www.wikipedia.org updated 19/4/2007.
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organizational structure in the long term in order to adapt to new
technologies, new markets, and challenges3.
CGAP’s definition of the sustainability of microfinance addresses a
“microfinance institution’s ability to cover its costs and gain benefits
when providing financial services to poor community”.4
In summary, MFIs can be considered sustainable if they maintain a
proportional balance between certain critical elements - profitability
in the long term; providing products and services for the client’s
benefits; and providing benefits to the community, society, and the
environment.
Figure 2.2: The concept of sustainability of Microfinance institutions
Social and environmental
benefits to the community

View on
sustainability of
Financial and

MICROFINANCE

The sustainable

non-financial

INSTITUTION

safety

benefits to the client

of an MFI via its

Source: Compiled from UN (1992), Richard (1967), Paul Niven (2009), Duflos (2013)
3

Warren Gameliel Bennis is an American scholar, organizational consultant and
author, widely regarded as a pioneer of the contemporary field of Leadership
studies. He is a University Professor and Distinguished Professor of Business Administration, and Founding Chairman of The Leadership Institute at the University of
Southern California.

4

Eric Duflos, (2013), “CGAP – Global good practices on Transformation and Sustainability”, Speeches at the conference “Sustainable Interest Rate Setting and
Risk Management in Microfinance institutions” held by IFC-TYM-MFWG on
16/5/2013.
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An MFI’s safety level and revenue should ensure that they have
long-lasting operations, risk minimization, and guarantee appropriate
economic effects. This is essential for the sustainable operation of MFIs.
However, to distinguish the social functions from the financial functions
of the MFIs compared to other commercial institutions, MFIs must
ensure that: (i) the client receives adequate financial benefits (income
and expenses appropriate with client’s needs, giving client’s
non-financial support e.g. improving capacity and skills); and (ii) such
services are in the interests of the community, society and the environment (MFIs’ activities have a positive effect on the development of
the community, create a positive social effect, and do not negatively
affect natural environment).
Table 2.2: The main characteristics of a strong MFI
Main scope

Features

Vision

- A mission statement in which the target market and the
services are defined and undertaken by both managers
and employees.
- A strong commitment of managers in the performance
of microfinance as a market segment with potential
profitability (in terms of both manpower and funds).
- A business plan specifying the ways to achieve strategic
goals in 3-5 years.

Financial services and modes
of providing

- Financial services are in line with the local context and
the high demand of the customers specified in the
mission statement.
- Allocation of clients and provision of financial services

Organizational
structure and
human resources

- Accurate job descriptions, appropriate training programs,
and regular performance reviews.
- A business plan clarifying training priorities, budget for
internal training or external training (or both).
- Encourage policies based on efficiency and performance for both employees and managers.
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Main scope

Features

Management
and Finance

- Procedure for loan processing and other activities based
on standardized rules and guidelines papers that are
clear to all staff
- Updated accounting systems updated timely, transparent information provided to the database and to the
management information system.
- Internal and independent audits conducted regularly
- Estimated budget and financial plan to be carried out
regularly

Management
Information
System

- Systems provide timely and accurate information of the
most appropriate key indicators for the operation and
staff, as well as managers in supervising and guiding

Institutional
sustainability
approach

- Legal registration and compliance with the supervising
requirements.
- Understanding the rights and responsibilities of owners,
Board of Directors, and the management
- Good, well-trained managers and technicians

Financial
sustainability
approach

- Significant achievement of scale, including a large
number of clients without access to microfinance
(e.g., lower-income households, and women).
- The cost of operating and financial covered by revenue
towards full sustainability (as shown in the financial
statements and financial forecasts)

Source: Fruman and Isern (1996)

Sustainability is measured by the percentage of self-sustainability and
profitability ratios. There are three levels of sustainability are: OSS
(Operational Self-Sustainability), FSS (Financial Self-Sustainability), and
ISS (Institutional Self-Sustainability).
The principles of sustainable microfinance are:
(1)

Microfinance services must fit the needs and preferences of clients;

(2)

Lower-income households and communities need to access to a
variety of financial services, not just loans;
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(3)

Microfinance is a powerful instrument against poverty;

(4)

Microfinance means building financial systems that serve lowerincome, rural households;

(5)

Financial sustainability is necessary to reach significant numbers of
lower-income households;

(6)

Interest rate ceilings can damage the ability for lower-income households access to financial services;

(7)

The provision of credit is not always appropriate;

(8)

The role of the government is to act as an enabler, not as a direct
provider of financial services;

(9)

Donor subsidies should complement, not compete with, private
sector capital;

(10) The lack of institutional and human capacity is the key constraint to
the expansion of microfinance
(11) The importance of financial and outreach transparency
(Source: World Education Australia)

The sustainability of MFIs is necessary for organizations, clients, and
society as a whole. The reasons are discussed as follows:
For organizations:
MFIs must cover all their costs (operating, financial and capital loss)
and make a profit instead of being dependent on donations or
government subsidies. This is particularly important because there is
usually a lack of funding to serve all those who have access to
financial services, and because such funds can be used for other
purposes (e.g. through providing other social services to
lower-income households). Without ISS, the MFI’s property will be
reduced to cover the loss (unless this is covered by benevolent
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donations). Thus, the amount allocated for loans to beneficiaries
would decrease, and MFIs may encounter difficulty in staying
profitable and sustainable in the long-term. The sustainability of MFIs
ensures the continuation of mobilizing capital, creating deposits from
more sustainable sources and reducing any dependence on external
funding, and managing, supervising, and developing the MFI’s
property more effectively.
For clients:
An MFI’s sustainability ensures the continuity of providing microfinance
services, which accordingly supports the client’s business as well as
their income levels. This is very important for poorer households, as well
as all people who should have access to stable financial services. The
continuity of microfinance services provides clients with easier access
to loans to implement their business strategies, maintain stable savings,
and learn personal financial management to increase their standard
of living. Thus, the trust and the relationship between client and
institution is crucial for the sustainability of the client’s business as well
as the MFI; clients gain more benefits from additional services such as
capacity building, social inclusion, and are constantly approached
with the necessary financial services.
For society as a whole:
The sustainability of an MFI relies significantly on its responsibility
towards society and the environment. This is manifested through its
contribution in preserving a healthy social environment, its awareness
of the impact of their activities to the natural and cultural environments, and its support and protection of investors who want to make
a difference by meeting current needs without compromising the
needs of future generations.
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Box 2.1: The main characteristics of a strong MFI
A successful and viable MFI will have the following characteristics:
-

Knowledge of the market, fully approach to customers.

-

Using the market interest rate policy to ensure self-sustainability
and financial operations, assuming lower-income households
who are willing to pay the price for the purpose of access and
convenience.

-

Using special techniques to minimize administrative costs,
through more simple procedures and decentralized customer
evaluation.

-

Using special techniques to ensure high repayment rates on
credit loans, such as group lending for the responsibility and
supervision of loans, high repayment incentives to customers,
increased lending cycle, and compulsory savings.

-

Providing additional customer support activities such as training,
technical support ....

Source: Rhyne& Otero (1994); Robinson (2001)

2.2.2. The criteria of sustainability of Microfinance institutions under
international rules
Indicators on the sustainability of MFIs focus on the following three criteria:
Firstly, Operational Self-Sustainability (OSS):
The operational Self-Sustainability (OSS) ratio shows the relationship
between operating revenues and operating expenses (including
depreciation and provision for losses). Donors and MFI officers use this
to assess whether or not an MFI has covered its operation costs.
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Operation revenue
OSS = ----------------------------------------Total cost of the operation

Among them:
Operating expenses = cost + finance + loan loss provision.
Some MFIs argue that the level of the operational sustainability does
not take into account the financial cost, since financial costs differ
across MFIs, and comparing in this manner is short-sighted. Some MFI
loans funded from donations or loans on concessional terms have very
low funding costs, so the financing costs are very small. If other MFIs
want to have an access to commercial capital, the operating costs
will consequently rise significantly.
Microfinance institutions are considered to be in sustainable operation
if OSS > 100%, but international practices show that, to achieve the
sustainable long-term operation, the OSS must be more than 120%.
Secondly, Financial Self-Sustainability (FSS)
The ratio of financial self-sustainability (FSS) measures whether revenue
levels that cover operating costs, adjusting for inflation and removing
any impact of subsidies. The adjustments help determine what the true
financial position of an MFI would be if they did not receive grants,
aids, or financing from donors, but instead raised funds via the
commercial market FSS takes into account the cost of inflation, and
is calculated by the following formula:

Operation Revenue
FSS = -------------------------------------------Total adjusted operating expenses
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Among them:
Total adjusted operating expenses = Operating expenses + cost +
finance + loan loss provision expenses
Cost of Capital = [(* The inflation rate (average Equity - Total average
fixed assets)] + [(Debt * average commercial interest rate of loan
funds) - net financial expense]
Another formular to calculate the FSS:
Revenue
Ratio of financial autonomy =-------------------------------------------Cost of capital + operating expenses + loan loss
provision expenses + capitalize to develop

Like with OSS, MFIs are considered financially self - sustainable if
FSS> 100%.
Thirdly, net income to total average assets ROA - Return on Average
Assets (also known as ROA)
This indicator measures the level of profitability on an MFI’s total
average assets. ROA is calculated by the following formula:

Net revenue
ROA = ------------------------------------Average Total Assets

Among them:
Net income = (total revenue - total expenses) * (1-tax income if applicable).
Average Total Assets = (Beginning Assets + Ending assets) / 2.

VIETNAM MICROFINANCE WORKING GROUP - 35

Average assets are used because the organization will be measured
on the overall financial operations, including investment decisions or
the value of fixed assets such as land and physical infrastructure (in
other words, using capital for all profitable investments). The higher the
ratio is, which indicates the profitability of a rural financial institution
per capital loan, the larger value of assets is (including assets not
directly involved in the operation as fixed assets).
ROA is an important criteria for analysis when the term of the loan and
lending rates are changed. However if this ratio is too large, MFIs and
other rural financial institutions may be at risk particularly if the
investment portfolio includes many high-risk ventures. ROA and ROE
(the rate of profit / average equity) are commonly used to assess the
overall profitability of financial institutions, including MFIs. However, the
two indicators are very good for organizations that do not receive
subsidies, while some MFIs receive substantial subsidies. Therefore, the
adjustment of costs and income will reflect the impact and
importance of subsidies on an MFI, and help determine whether it can
remain financially functional. Depending on the data, MFIs can use
FSS or ROA to analyze their levels of sustainable. According to international practice, an ROA level > 2% indicates good performance
levels.
Fourthly, ISS (Institutional Self-Sustainability)
Under Planetfinance’s recommendations, ISS includes 4 basic criteria:
(i)

A strong governance structure, and legal status of the
organization (where an entity has a separation between its
owners, the board, and executive committee).

(ii) The organization has its own strategy (vision, mission and
developmental goals).
(iii) The organization produces financial statements that are
annually audited by an independent auditing company.
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(iv) The organization has a professional and transparent management information system (MIS).
In addition, there are also other ways to measure sustainability
indicators e.g. through using an SDI (Subsidy Independence Index) or
looking at the net income on average equity (ROE – revenue on
average equities).
Finally, the relationship between sustainability and an MFI’s approach
An MFI’s sustainability and the approach, or strategy, that they take
are closely interrelated. Sustainability is the foundation for an MFI to
expand their approach, whilst an expansion of their approach will
ensure its financial sustainability by reducing average administrative
costs (per client). If an MFI is deemed sustainable but does not have
a good approach, e.g. its strategy is not consistent with those of the
target clients, or there are high rates of delinquency and bad debts
amongst the client base, then the organization will not survive.
Table 2.3: Criteria for evaluating the sustainability of
Microfinance institutions
Criteria

Ratios
Operational selfsustainability (OSS)

Minimize 120%

Financial
self-sustainability (FSS)

Minimize 100%

ROA
Sustainability

Performance standards

Institutional
self-sustainability (ISS)

Minimize 2%
- Governance structure and legal status of
a good organization (entity with
separation between owners, the board,
and executive committee)
- Organization has its own strategy (vision,
mission and development goals)
- Organization which produces financial
statements that are annually audited by
an independent auditing company.
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Criteria

Ratios

Performance standards
- Organization with professional
and transparent management information system (MIS)

Number of products and services
provided
Quantity of clients and the
growth of clients
No standard
Loan portfolio and the growth of
loan
Total Deposit and the growth of
Level of saving balance
approach

Average Loan / GDP (GNI) per
capita

-

150%: market share of high
income

-

20-150%: market share of mid
income

-

<20%: market share of low
income

Overdue debts rate / total loans

Maximum 5%

Bad debt ratio / total loans

Maximum 3%

Source: IFAD (2000b), Scott Gaul,(2009)

A comprehensive view of institutional sustainability ensures both
sustainability and MFIs approach that are adopted with the above
regulations. However, a microfinance model that achieves both
objectives is a realistic ideal. Moreover, many researchers have
recently found out that MFIs often follow both goals of increasing
access to credit for lower-income households, whilst remaining
financially self-sustainable. If pursuing the approach is too big, total
operating expenses increase and MFIs will not function sustainably.
Conversely, to achieve better levels of sustainability, MFIS have to be
selective selective in choosing their clients to maximize repayment
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rates, so exposure will be limited and some households may not
receive the credit facilities they would like or need [Hulme, D. & P.
Mosley (1996), Zeller, M., M. Sharma, C. Henry, & C. Lapenu (2001)].
2.2.3. Vietnamese regulations on institutional sustainability of MFIs
With the purpose of making the microfinance industry sustainable, the
State Bank of Vietnam (the SBV) has been a pioneer in advising the
Government in formulating a scheme to develop the microfinance
system in Vietnam until 2020, with the main aim of "building and
developing safe, sustainable organizational microfinance systems,
towards serving the poor, low-income earners, micro-enterprises and
small businesses, which contribute to the policy of the Party and the
State to ensure social security and promote sustainable poverty
reduction".
A pivotal moment in improving the sustainability of MFIs was the
establishment of a legal framework allowing non-governmental MFIs
to obtain licenses by the SBV, making them official formal MFIs. The
direct intervention of the government through the establishment,
management, and supervision of various MFIs has opened up opportunities for MFIs to change their legal status, becoming a business
operating in the microfinance sector with sufficient capacity to
engage in economic relations. Because of this, newly licensed MFIs
have the opportunity to exploit their access to diverse sources of
capital and abundant financial markets, and can slowly reduce their
dependence on donors and meet the SBV’s requirements of about
institutional and financial sustainability.
The provisions relating to the sustainability of MFIs are referred to in the
Law on Credit Institutions, the Decrees and Circulars. These regulations
apply to MFIs after conversion (i.e. when MFIs are licensed by the SBV).
However some rules can arguably only be applied to NGO institutions
with microfinance services, but only in cases when the organization
obtains a an the SBV license (as specified in the conditions for being
licensed by the SBV to establish and operate formal MFI services).
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A summary of these provisions, meeting sustainability criteria, is
outlined in the following section:
Firstly, institutional sustainability (the viability of the organization)
Institutional sustainability also looks at the viability of the organization.
MFI must:
(i)

be licensed, managed and supervised by SBV, having been
registered as a limited liability company with at least one
member.

(ii) have an ownership and organizational management structure
that ensures a sustainable development approach from a
financial perspective, and target clients on a sustainable basis.
The provisions on the ownership structure
Table 2.4: Regulations on the ownership structure
Requirements

One-member limited
liability company

Owner /
Contributing members

By a Vietnamese
socio - political
organization

Capital
contribution ratio

100% owned by a
Vietnamese
socio-political
organization

Limited liability company with two or
more members
From 2 to a maximum of five organizations and individuals contribute funds
established in one of two ways:
-

Two or more Vietnamese
non-governmental organizations

-

One or more non-governmental
organizations in Vietnam with one
or more individuals and domestic
and international organizations.

-

A member and the relevant own
up to 50% of the legal capital of
Microfinance institutions;

-

Total contribution of non-governmental organizations in Vietnam
(the aggregate) to reach the
minimum of 25% charter capital
and have the highest rate of
contribution of members to
contribute capital.
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Requirements

One-member limited
liability company

Other
conditions
to the
owner/me
mber to
contribute
capital

Owner shall be directly
involved in the management / operation of the MFI
(receiving compulsory
savings and micro lendings)
in the previous 3 years and
have proved to manage
and run operations safely
and sustainably.

Limited liability company with
two or more members
-

Same as with one-member
lmited liability company.

Source : The State Bank of Vietnam, 2008, Circular No. 02/2008/TT-SBV

-

The Council of Members within an MFI is responsible for deciding
and implementing the rights and obligations of the organization,
except for the matters subject to the control of the owner;

-

A Supervisory Board has a variety of different roles, including
performing internal audits, assessing the MFI’s compliance to the
law, internal regulations, and the Charter, and the resolutions and
decisions of the owners and board members;

-

The General Director (Director) is the highest executive position
within an MFI, and is responsible for the Board members regarding
the implementation of his rights and obligations.

The requirements for key personnel
Any officers who are expected to be titled with significant influence
on the safety and sustainable development of MFIs (Council members,
members of the Supervisory Board, Chief Executive Officer / Managing
Director) must be approved by the SBV before their appointment, in
accordance with upon the standards and conditions required by law.
These standards include those individuals who: have enough ability to
conduct civil acts, have professional ethic, are qualified in operating
into an MFI, are not prone to any conflicts of interest, and do not
negatively affect the independence and objectivity of decision-
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making process. Further requirements include appointment an
individual who:
-

Shall plan the operation agenda for a period for at least 3 years,
in which objectives of the organization, customer and product
strategies, and action plan are determined in accordance with
the quantified;

-

Shall perform accounting procedures and reports in accordance
with the laws on accounting, and provide periodical operation
reports in accordance with the SBV's regulation;

-

Shall select an independent qualified auditing company to take
annual statements, which shall be disclosed to the public within
120 days from the last day of fiscal year;

-

Shall use an up-to-date IT system to ensure that the operation of
the MFI meets the management requirements of the organization,
which can be used effectively to respond to requests for information or provision of periodic reports of the SBV.

Secondly, a sustainable and healthy finance portfolio ensures
affordability at any given time, adequately prepares for any unforeseen
future events, and has the ability to maintain and expand operations.
Requirements for NGO MFIs intend to ensure that:
-

Total revenue from microfinance operations shall be sufficient to
cover costs, including the cost of raising capital, administrative
expenses and provision for credit losses;

-

A percentage of total outstanding loans to clients out of the total
overdue loans of Microfinance institutions (PAR) below the five
percent threshold (5%).

Requirements for MFIs after conversion:
-

The charter capital shall be at least five billion VND, and shall
maintain the real value of capital (capital after deduction of
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accumulated losses) at least equal to the legal capital (Capital Accumulated losses 5 billion VND) .
-

The converted MFIs shall maintain a minimum of 10% ratio
between equity capital (equity calculations - see Article 3 Circular
No.07/2009/TT-SBV dated 17/4/2009 regarding the safe rate of
activities of financial institutions scale) compared to total risk assets
(risk factor clustering from 0 % to 100 % as stipulated in Article 5 of
Circular No.07/2009/TT-SBV ).

-

The converted MFIs shall ensure that, at any given time, they are
able to pay at least 20% (cash and assets easily converted into
cash (including deposits at the SBV after deduction of compulsory
deposits, deposits at banks, government bonds, bonds under
government’s guarantee) / total deposits (including compulsory
savings and voluntary savings) ≥ 20%).

-

The converted MFIs shall ensure that the compliance of loan limit
for a client and group of clients involved is strictly held, namely
ensuring that total outstanding loans to a client do not exceed
10% of the equity of the MFIs (including microfinance clients not
exceeding 30 million VND) and Total outstanding loans to a
related group of customers do not exceed 15% of the equity of
the MFIs.

-

The converted MFIs shall make fully loan losses provision in
accordance with Circular No. 15/2010/TT-SBV dated June 16th,
2010 on loan classifications, provisioning and use of provisions
against credit risks in operations of micro-financial institutions,
including a general provision for loan portfolios and specific
allowances for each loan.

2.3. Factors affecting the sustainability of MFIs
The sustainability of MFIs depends on many internal and external
factors. Internal factors include management and executing
capabilities, the compatibility of products and services, and financial
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management capabilities. External factors include factors such as the
environment of policy and regulation, development strategy, and
economic and social circumstances. The influence of each factor is
different, and will change from having a strong influence to more
limited influences depending on the level of development of the MFI
and the operating environment. In the context of the microfinance
sector in Vietnam today, the sustainability of MFIs to be considered in
terms of key internal and external factors include the following factors:
2.3.1. External factors
First, the law on managing and supervising activities of MFIs
A law is a set of binding regulations by an authorized agency that
regulates the operations or the behavior of the institutions or individuals.
The supervision of laws includes the process of monitoring carried out
by an external body to determine the level of compliance with the
law, and to strengthen the law enforcement process. Regulations are
thus a system of rules to regulate financial activities, and supervision
ensures the implementation and compliance with those regulations.
While microfinance sector develops, policy makers must recognize
that these activities should be adjusted and the current legal framework should be modified to be able to adjust and monitor the operations of this sector. It is necessary to formulate a policy framework and
integrate part of microfinance activities within current laws to regulate
institutions that provide financial services. In the microfinance sector,
the system of regulatory policies and supervision on the operations of
MFIs plays a vital role for the survival and development of MFI organizations. Policies and regulatory standards within the microfinance
sector ensure that public deposits within an MFI are safe and guaranteed. Nevertheless, policies can promote creativity, competitiveness,
and growth of MFIs, especially in the case of the organizations
unlicensed by the SBV. In this respect, such provisions have the effect
of promoting the MFI to establish new or improved operation
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strategies. Furthermore, such policies can boost the volume of
financial services provided to lower-income households and increase
the size of clients served by these services. The model of monitoring
on unlicensed organizations often has a positive impact on promoting
low cost practices within an MFI. However, experience shows that in
the case of more conservative laws, a new regulatory framework can
create a variety of deposits less qualified or unlicensed institutions,
making it difficult for authorities to supervise correctly. In some
countries, the granting of a license under the provision of the
precautionary principle allows the establishment of more service
providers in the market. However, more than half of organizations are
operating sustainably and the Central Bank often has to take too
many resources to get rid of or strengthen weak institutions. When new
regulations are issued to help develop the microfinance sector and to
improve the performance of MFIs, they should carefully consider any
undesirable consequences that may occurr e.g. the process of
amending regulations for political purposes can result in the use of an
interest rate cap. In addition, detailed regulations can be too tight and
thus restrict creativity and competition within the industry.
Second, monetary policy and interest rates
Macroeconomics has a profound impact on the existence and
development of the credit institutions in general. Depending on the
circumstances, policies can either promote or restrict the development of financial institutions, including MFIs, especially those already
licensed by the SBV and run its operation as an entity in the financial
system. The regulations on formal credit institutions could reduce
revenue levels and consequently close down MFIs which are licensed
and operating in the lower reaches of the market, and which employ
different business methods. In Vietnam, the government’s policy on
interest rates of the VBSP has a decisive decisive influence on the
ability to cover its costs. In addition, this policy also affects the
profitability of banks in the agricultural sector, and protects them from
professionalizating products and services to lower-income clients in
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rural areas. Furthermore, commercial banks cannot target the lower
reaches of the market because they would not be able to compete
with the prices given by the governmental-subsidized banks.
Inflation is also a critical factor that can affect the sustainability of MFIs.
Inflation erodes the equity and revenue levels of MFIs who will not be
able to remain sustainable without specific strategies e.g. employing
a flexible pricing inflation policy, or maintaining a reasonable costing
structure.
Third, national strategy on development microfinance industry
Determining a robust strategy is pivotal in leading the development
prospects of an economy or economic sector. The presence of
strategies represents a deliberate organized approach with resource
coordination, focusing on specific priorities aimed at a common goal
of promoting the comprehensive growth of the economy. Conversely,
a lack of any operational strategy will lead to inefficient investment,
and resources poorly synchronized, wasted, or not utilized in a way to
realize their maximum potential. This can result in scattered, fragmented and poor quality developmental trajectories, characterized
by slow growth not meeting the needs of the population, and not
keeping pace with international trends.
Depending on the status of the microfinance sector, a strategic
microfinance strategy at the national level can have multiple
approaches and different priorities. However, a common point of all
the national strategies towards making the microfinance sector
competitive focuses on creating a dynamic activity based on
standard practice models, targeting and serving low-income populations. The core of the industry is the organizations that provide
professional services that are sustainable and efficient, and conduct
their operations responsibly. A strategy of developing the microfinance
sector in general will promote the professional development and sustainability of MFIs, eliminating weak organizations in order to
provide services of high quality in the long term to populations in need.
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Fourth, mechanisms of capital support and liquidity for MFIs
As with commercial banks, MFIs should raise funds from various
channels in order to expand their client base, develop products and
services, and improve liquidity levels. According to the principle of
Economies of Scale, the sustainability of MFIs is heavily dependent on
their ability to meet the clients’ needs, and expand their client base.
The more sustainable organizations find easier to expand their modes
of operations, and can attract more customers, consequently helping
them to break even and record profits in a shorter time frame. This is
not easy if the MFI has limited capital resources and offers a less
diverse range of products. Thus, the ability of attracting capital in the
market plays an important role, especially if MFIs target self-sustainability levels within 3-5 years since its establishment. For MFIs attempting
to attract deposits from the population as a source of working capital,
these organizations assumed responsibility and accepted higher debts
levels for many of its clients. Therefore, organizations should build their
capacity to respond to the needs of the client at any time, and should
be able to pay any amount. Regulatory capital and cash flows, which
could resolve liquidity issues, is extremely important for MFIs in order to
mobilize deposits, build their reputation, and remain profitable. It can
be concluded that the mechanism of access to capital markets
strongly influence the ability and time to achieve sustainability of Microfinance institutions.
Fifth, The perspective of how MFI can achieve sustainability
A popular perspective globally suggests that the sustainability of MFIs
depends on the customer’s approach together with the provision of
sustainable interest rates. This approach, along with other insufficient
measures which should protect customers but instead potentially
make an MFI insolvent, can negatively affect the long-term
sustainability of MFIs. One typical example for this phenomenon is the
microfinance crisis in India in 2008.
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In Vietnam, the Government is keen to ensure the sustainability of
customers, given that it provides the bases for the sustainability of MFIs,
particularly in the long term. Therefore, an approach targeting low
interest rates that offers large support initially, then decreasing, would
be beneficial. MFIs in Vietnam could consider supporting
sources/funds from which they can choose the most appropriate
method to achieve the desired sustainability levels.
2.3.2. Internal factors (factors affecting MFIs within the microfinance
sector)
First, the business plan towards long-term sustainable goals
Any organization needs a solid business plan that focuses on the
future. A business plan is the result of a process of strategic planning
and action, which identifies goals and strategies and suggests
methods to implement them. A business plan will discuss decisions
about the allocation of resources, with the rationale of the desired
results allowing leaders to set goals and determine its feasibility.
Additionally, a business plan provides employees, management, the
board and any stakeholders with a report on the current state of the
organization as well as its future prospects.
A business plan is an important tool for a microfinance organization to
target professional sustainability. In younger microfinance markets such
as Vietnam, achieving financial sustainability is a challenge that the
majority of the organizations face to, and is often one of the key
objectives that can only be achieved if MFIs combine their organizational resources with strategic and tactical methods, which take advantage of any opportunities and address the challenges in the market. The
business plan indicates a clear map of the resources required for the
development of the client base, sales growth, and covering the full the
full costs of the operation and financing step by step.
Second, products and services, distribution channels to meet the
needs of the market and target clients
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The existence and development of a microfinance organization is
closely associated with the capacity of finance that meets the needs
of customers through its products and services. For licensed MFIs
operating within the official financial system, the competitive and
constantly changing needs of clients require MFIs to design and
implement products based on the market mechanisms of demand
and supply. This approach is particularly important as MFIs serve clients
in the lower reaches of market segment, and preferences of the clients
can be extremely diverse. Whatever the clients needs are (credit, savings, liquidity, or investments), a clients’ approach and
customer’s awareness of services will greatly affect the design and
development of certain products. Besides, the distribution channel is
an important element in the strategy to increase the value of MFIs’
clients. As MFIs mobilize savings from the public, distribution channels
also play a more important role because the clients want to trust the
institution to take care of their property. In many market research
reports, the characteristics of the distribution such as “infrastructure”
and “easy accessibility” were identified as the principal concerns for
clients when they choose the institution they would like to purchase
products from. An understanding of these characteristics will help MFIs
to design products and services, and choose distribution channels
that maximize client satisfaction. This can be achieved through
exploiting economies of scale, maximizing growth revenue, and
implementing a strategy to achieving sustainability.
Third, pricing policy and profitability of the loan portfolio
A pricing policy is an active and flexible management, where the
MFI’s costs are integrated into its marketing activities, and competitive
and financial decisions are made in order to identify profitable rates
for them. In MFIs or in any other business enterprise, policymakers who
set prices require changes in pricing decisions, such as when, how,
and who will change the prices. The only way to be profitable is to
remove the idea that does not create enough value to determine
costs. Pricing policies require the management of MFIs to establish a
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set of rules and consistent policies with their price objectives and
operational strategies. If the purpose of MFIs is to operate sustainably
and profitably (which it always is), then the pricing policies must be
established to achieve this goal.
Financial considerations within the MFIs and external market considerations sometimes are in conflict with decision-making processes on
prices. The financial management of MFIs allocates costs, determines
whether to implement higher prices and achieve profitability goals.
The management marketing analysis is used to determine the low
levels of purchase price in order to achieve sales targets. An effective
pricing strategy must blend seamlessly rather than swap the financial
factors with market factors. A pricing policy must ensure revenues
cover all the basic costs, and create profits, and must react efficiently
to the market and target customers when prices change. Pricing
policies are thus critical to the sustainability of MFIs, related directly to
the net income of the organization, showing the ability to offset the
devaluation of the loan. To remain sustainable, the price sets by the
MFIs on their products must completely cover the full cost of its
finances and operations, including the cost of capital loss due to the
eroding impact of inflation.
Fourth, management capacity
Governance is one of the main factors that challenge the sustainability
of MFIs. MFIs must ensure that there is a strong cohesion between
governance structure, policies and procedures, business strategy
practices, operational methods, and risk management practices.
Governance is a system of inspection monitoring, and balancing
resources with the participation of members of MFIs and other relevant
organizations. These members include the owner, the management
leaders, donors, agencies, policy makers, and clients. To remain
sustainable, MFIs have established a system of checks and surveillance
operations both internally and externally. System monitoring helps MFIs
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to detect and prevent risks, remain effective and sustainable, and fulfill
its mission.
Fifth, Financial Management
Sustainable financing is associated with the MFI’s ability to effectively
manage its finances. Effective financial management is a system of
strategies, policies and procedures applied by MFIs to cope financial
and operational risks through implementing a comprehensive risk
strategy, which will maximize the financial results of the organization.
Effective financial management is the continuous process of assessment, measurement, monitoring and management of key risks in a
systematic way. Financial management processes can have extensive
chain activities beyond the management accounts and financial
statements, and are related to the traditional majority staff of MFIs and
not just the financial accounting staff. The main functions of financial
management include: (i) financial planning and budgeting; (ii) financial
control, including accounting, reporting and financial analysis; (iii)
management of funds; and (iv) investor relations. A well-functioning
operation will help microfinance organizations to maximize their profits
and saving levels, increasing their financial liquidity, and fast-track their
way towards financial sustainability.
Sixth, capacity for risk management and crisis response
An MFI faces many risks, including risks of ownership and management,
credit risk, liquidity risk, operational risk, interest rate risk, and risk for their
reputation.
Risk management and ownership is particularly common amongst
MFIs operating as non-governmental organizations. These organizations
are funded by sponsors who wish to implement social goals, so there
are no real owners per se. As a result, the efficiency of monitoring
financial results and any internal monitoring mechanism of these
organizations often have low quality. Supervisory agents often require
that the organization grows into into a legally-bound company before
allowing them to mobilize savings from the public. In many cases, this
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can lead to a risk that the new owners will encourage MFIs to move
away from the market segment they are catering to the segment
level, causing them to drift from their original missions.
Credit risk is associated with the probability of the loan being fully
repaid on time. MFIs often try to maintain low rates of late payments
because overdue outstanding loans often spread rapidly in microfinance operations, causing huge loss of property.
Liquidity risk of microfinance institutions happens when organizations
do not have sufficient cash to meet the needs of all the customer
deposit withdrawals or loan demand increases. Low liquidity affects
the reputation of MFIs as clients may be worried about the MFI’s ability
to repay clients if they know it will be difficult to get the next loan.
Operational risk occurs when the operating system malfunctions, or
when managers and employees make management mistakes or are
too weak. As an MFI performs decentralized decision-making
processes, organizations need to build a system of internal controls
and a sophisticated information management system. In many MFIs,
a system’s weakness will make it difficult to determine the functions of
the internal and external controls.
Interest rate risks occur when the assets and liabilities of MFIs have
large differences in duration. An MFI granting a long-term loan with a
fixed rate of debt will be difficult to implement compared with
cheaper loans when market interest rates go down. In addition, the
interest rate ceiling could severely restrict the lending capacity of MFIs
if capital costs increase.
Risks for reputation seriously affect the survival and development of
MFIs, particularly when the organization mobilizes public deposits.
Deposits can only be made if the organization operates smoothly, and
is reliable and stable. Any damage to an MFI’s reputation will also
affect its performance.
In summary, the above risks can threaten the sustainability of MFIs. The
ability of an MFI to address any of the aforementioned risks will
determine the viability and growth potential of that organization.
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2.4. Microfinance sustainable development - International
experience and lessons for Vietnam
2.4.1. Good experiences of organization and operation to ensure
sustainability in the region
2.4.1.1. Experience of the sustainability of CARD Rural Bank (Philippines)
On September 1, 1997, CARD Rural Bank opened operations in the city
of San Pablo, Philippines, and became the first instance of when a microfinance NGO converted into a bank in the Philippines. The
conversion was initiated about 8 years ago, after the Center for
Agricultural Development and Rural (CARD) became the leading
lender of micro-lending operations.
CARD’s decision to make this transformation stems from an awareness
of the dubious ownership structures that often plague NGOs, and
CARD recognized the difficulty in raising capital to expand their
commercial activities. Therefore, CARD NGO implemented its
conversion into a bank in order to operate under commercially. From
the beginning, CARD leaders were convinced that they could only
fulfill their social objectives of providing services and products with
higher quality by becoming a formal financial institution. This belief is
reflected in their vision of implementing sustainable banking activities,
with members including women, the landless, and those of lowerincome households holding management positions. In its practical
operations, CARD Bank has shown that any potentially tradeoff can
be limited.
CARD has pursued a number of initiatives in its commercialization
venture, with the following basic solutions:
-

Continue to provide flexible financial services to meet clients’
needs based on actively listening to feedback and learning from
clients;
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-

Solving self-sustainable and profitable problems through costsaving procedures, ensuring high levels of productivity, and
implementing client retention policies.

-

Reducing dependence on donor funding by limiting funding
access to operational costs and expansion programs, whilst
simultaneously promoting access to commercial loans;

-

Implementing capacity building initiatives within staff and
management at all levels in the implementation of the formal
banking activities;

-

Planning the next generation of leadership through training and
improving management skills for mid-level managers;

-

Upgrading information management systems by installing systems
and processes which ensure the efficient provision of services and
products;

-

Investing in physical infrastructures (e.g. in buildings and equipment) to create the image of a strong, stable organization,
contributing to increase the level of trust of customers towards
banks. Changes in the definition of CARD Bank lead to the
upgrade/refurbishment of buildings and equipment at bank
transactions points;

-

Due to the operation of public deposits, CARD Bank should
acknowledge that future clients may wish access to certain
personal loan products. By forecasting future needs, CARD has
piloted personal loans at its two branches (branches and
subsidiaries Marinduque San Pablo).

2.4.1.2. Experience of sustainability from Acleda Bank (Cambodia)
ACLEDA was established in January 1993 as an NGO focusing on
providing credit and developing small and medium sized enterprises
(SMEs). The transformation into ACLEDA Bank specializing in banking
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started in January 1, 1998 and was completed on October 7, 2000. The
specialized ACLEDA Bank continued to upgrade and became a
commercial bank on January 12, 2003 with paid-up capital increased
from USD 4 million to USD 13 million. This conversion process aims to
ensure that future operations are conducted within a safe legal framework, which would not have existed as ACLEDA remained an NGO;
furthermore this conversion has facilitated further funding
methods (e.g. through share capital, public deposits, interbank
lending), and supported the expansion of microfinance activities of
the organization.
As an NGO, ACLEDA’s goal is "to build a program for small businesses
and the informal sector to support economic growth and contribute
to poverty alleviation by providing of sustainable financial services".
As a commercial bank, ACLEDA's vision is "to become a leading
commercial bank of Cambodia providing specialized financial
services for all segments of the community," and its mission is "to
provide small and medium micro-enterprises with facilities to manage
their financial resources effectively and thereby improve the quality of
their lives. Along with achieving these goals, we will ensure sustainable
benefits and increasing for shareholders, staff and the community on
a large scale. We will always adhere to the highest principles of ethical
behavior, with respect for social and environmental laws." By the
bank's mission and purpose of NGO activities, ACLEDA Bank's mission
remains the target of ACLEDA NGO, which is to improve the quality of
life of the low-income households through the provision of sustainable
financial services. ACLEDA Bank's perspective is that only a financially
sustainable organization can ensure that micro-enterprises and small
businesses including farmers, in both urban and rural areas, can access financial services on a sustainable basis.
According to the experience of ACLEDA, prior to conversion, an
organization must meet 3 criteria:
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First, achieving sustainability in 4 aspects:
-

Planning: to have the right product and business plan development;

-

Technique: to have the skills and training programs appropriate
for the successful implementation of the aforementioned business
plan;

-

Organization: to have an appropriate structured network
administrator; and

-

Healthy finance: to have effective cost control measures, a
quality assurance portfolio and repayment schedule, and pricing
loan products that sufficiently cover the administrative costs and
the cost of raising capital.

Second, the organization must have reached the minimum financial
breakeven point.
Third, it is to meet the criteria of the Central Bank of Cambodia on the
establishment and operation of a bank. This is the most important
criteria required to raise additional capital, diversification ownership
structure (shareholding structure) and capacity management.
ACLEDA’s experience also highlights the necessity of professional development in an organization, and sustainable approaches for conversion
into a bank. We should also note the following recommendations:
-

In relation to governance, any conflicts of interest must be
avoided, with the role of the Board of Management and Executive
Committee clearly defined. The Board of Management does not
interfere with the administration of the organization, and the
Executive Board shall be held in accordance with the operating
instructions of the Board.

-

The provision of financial services in rural areas where a lack of
infrastructure requires strong staff commitment at all levels of the
organization. Credibility is an advantage for financial security in
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remote rural areas, so any public ownership structure, officers or
employees should be involved from the beginning with the
establishment of a stock ownership program staff to promote their
enthusiasm and commitment.
-

The role of governments and central banks is very important at an
early stage because there are so many legal issues and related licensing without precedent in Cambodia. The involvement of
potential stakeholders in the discussion processes is very important
to achieve future successes.

-

Ensuring that no credits or subsidies undermine the development
of MFIs, and promote instead fair competition to create a
favorable environment for MFIs to exist and develop.

2.4.2. Lessons learned from failed experiences of MFIs in the process
towards sustainability
In addition to the success stories, some MFIs have failed in the process
of sustainable development. Such failures can be categorized into
the following three areas:
2.4.2.1. Excessive commercialization, deviating from the initial objectives
The first failed experiences associated with excessive commercialization
of semi-formal MFIs can be seen in Mexico in 2007 and India in 2011.
Issues of excessive commercialization began to appear around 2005,
when many lenders started looking for ways to profit from the loans by
shifting from NGOs to commercial enterprises. In 2007, Compartamos,
a Mexican bank, became the first microfinance bank in Latin America
to make up the stock market, while in August 2010 SKS and other microfinance banks in India gained 358 USD million in total
capital in the first-time on the stock market.
To ensure that small loans can be profitable for investors, banks such
as Compartamos and SKS will raise interest rates, promote their brand
awareness, and implement strong, unsympathetic debt collection
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methods. Any sympathy with the clients, which was the main spirit of
the organizations when they were NGOs, vanished and clients who
are used to benefit from this micro-credit become victimized. In India,
borrowers suspected that lenders were taking advantage of them,
and realized they could not repay their loans. Currently, in India, many
borrowers are unable to repay the microloans, increasing the rates of
default and making the banks less sustainable.
The commercialization of microfinance represents a "change of
mission" in the motivation of “creditors” to lend to lower-income
households. While poverty may be eradicated through such initiatives,
the commercialization of microfinance should not be seen as an
opportunity to get rich.
Some serious practical problems occur when micro-credit is considered as profitable business. Instead of creating wholesale funds aimed
at lending to MFIs, the commercial orientation of organizations will
increase the total investment in the instable international financial
market, thus indirectly transfering the financial risk to the low-income
beneficiaries. This means that the MFIs are geared towards increasing
profits, and the interest of the lower-income households will not be
considered as a result, eliminating any full sense of the poverty
reduction objective that these microloans originally had.
Proponents of this commercialization argued that this is the only way
to attract money and preventing the system from being dependent
on external funding. However, investment in microcredit can be
exploited (and even profit-generating) without external funding or
global financial markets. The government’s stringent regulations may
be helpful in this case. The highest interest rate may not exceed the
cost of the loan - which means banks have to bear the cost to raise
money to lend - plus 15% of the loan value (which is used for operating
costs and profitability). The ideal "gap" between the cost of the loan
and interest rates must be within 10 % (Yunus, 2011).
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2.4.2.2. Involuntary combination between microfinance development
and formal financial intermediaries
In principle, credit institutions may engage in microfinance activities
through its human resources, network, and capital. However, if this
development is not voluntary it will change the initial objectives of the
MFI and consequently make any financial resources used inefficiently.
One can use Sri Lanka as an example, where the Government’s
request to combine the traditional commercial operation and the
development of Hatton National Bank (HNB), the largest private
commercial bank in Sri Lanka. In addition to providing the traditional
services of a commercial bank, HNB implemented programs and
services targeting lower-income households. Several countries, such as
Malaysia, even experimented with marketing intermediaries providing
loans from governmental credit institutions. However, this model often
fails because the credit institutions can respond to government
pressure by establishing branch offices in rural areas, which end up only
being open a few hours per week and providing poor, limited services.
According to the summary of UNDP & Citi Foundation Corp. (1997),
the main reasons of making formal credit institutions' failure to participate to microfinance microfinance market could be:
-

An inconvenience for clients when the traditional credit process
is applied in a micro-credit environment, e.g. requirements for
business registration certificates, individual guarantees as collateral, pledges and registration of secured transactions, and the
provision of other personal documents. Such complex procedures
may often dissuade potential microfinance clients from using
financial services of the organization.

-

A less friendly approach is adopted to low-income households.
Most of them have never, or do not dare to, speak with bankers
or step into the office of the major credit agencies.

-

Transaction costs and high opportunity costs are too expensive for
low-income households. Because official credit institutions
VIETNAM MICROFINANCE WORKING GROUP - 59

require a lot of documents, clients have to go back several times
and wait but to almost almost certainly be rejected when applying
for a loan. The total cost of the transaction and the opportunity
cost for premium customers will be high, as will the ratio of capital
loan costs per loan capital to the client.
-

Credit products are not really suitable for the lower-income clients.
Microfinance clients often want to provide being offered a small
credit with timely payment of principal and interest at
regular intervals (e.g. weekly or even daily). Meanwhile, the
conventional financial products usually have a longer periodical
payment schedule, such as monthly, quarterly or even at the time
of liquidation. The extension of micro-credit is often more difficult
due to the time and procedures.

2.4.2.3. Social organizations who do not specialize or professionalize
shall remain dependent on donors.
Although the number of successfully developing specialized
microfinance activities has increased, it is undeniable that many
organizations still fail especially social organizations which run microfinance operations in a non-professional way with too much dependence on external donors. The main reasons for these failures include
(Source: UNDP & Citi Corp Foundation, 1997):
-

Employees of these organizations may have good communication skills with clients but with lack business experience and the
capacity of providing sound advises to benefit clients;

-

The confusion of economic objectives and social welfare means
that the employee may not distinguish their role as social officer
or business officer;

-

Projects and programs are often too complex, involved both in
the marketing development plan and the option of collective
procurement, with no focus on the main objective.
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-

A number of projects carried out by social organizations are quite
expensive and are largely subsidized, but have a limited ability to
provide services to clients.

-

The purpose of business and operational evaluation criteria are
not clearly defined.

2.4.2.4. Other causes
Along with the above reasons, there are also other reasons that
created chaos within the microfinance sector particularly in
2010 - 2011. Typical cases can be found in India and Bangladesh. In
India, lower-income households, particularly women and those with
low skills, were encouraged to borrow. However they could not
control their debts, and eventually became insolvent (Renton, 2011).
In Bangladesh, Muhammed Yunus (creator of the Grameen Bank, and
recipient of the 2005 Nobel Peace Prize) was forced to resign as head
of the Grameen Bank for allegedly improperly using of nearly USD 50
million of funding intended for microfinance. However, this accusation
was likely to have been politically motivated by Mr. Yunus’ opponents,
after his personal political activities may have conflicted with the
government at the time, and was thus not related to microfinance
itself (David Bergman, 2011; Alison Beard, 2012).

VIETNAM MICROFINANCE WORKING GROUP - 61

CHAPTER 3: OVERVIEW OF
MICROFINANCE IN VIETNAM
About 72 % of Vietnam's population currently lives in rural areas, with
about 94% coming from lower-income households. Agriculture is the
key economic sector in these areas, with 54% participation of the
labor force in the country. The Government's poverty reduction
program aims at promoting agricultural modernization and processing
methods to increase value-added, promoting non-agricultural
business, increasing employment opportunities in small and mediumsized enterprises, and industrializing all geographical regions. The
results of this poverty reduction program are impressive, with the
poverty rate falling from 58% in 1993 to 14.5% in 2008. However, the
distribution of lower-income households are still a cause for concern,
with 45 % of lower-income households (14% of the population as a
whole) being ethnic minorities living in remote areas. One of the major
obstacles to achieving poverty reduction goals is the lack of appropriate financial services that meet the needs of the majority of
low-income population. One such example of this is when microenterprises have difficulty in accessing traditional banking services.
Since the late 1980's, the role of microfinance has become increasingly important, with many programs and projects funded by
international NGOs, or bilateral and multilateral official development
assistance (ODA) programs. Starting on a very small scale, some
programs have been transformed into models for credit institutions,
with microfinance funds used professionally. After nearly 30 operations,
microfinance has been recognized as an effective tool for poverty
reduction strategy in Vietnam. Therefore, in order to establish a safe
and

sustainable

microfinance

system

which

serves

poorer,

low–income households, the Government has placed a large amount
of strategic importance on the development of microenterprises to
be achieved by 2020.
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3.1. Microfinance market in Vietnam
Vietnam is a potential market for microfinance services. About 60
million Vietnamese (more than 70 % of the population) reside in rural
areas, and about 24.8 million people (about 67% of the labor force in
youth and adult) are involved in agriculture, forestry or fishery sectors.
With the economic development of the country, rural areas are being
rapidly converted. The demand of capital and financial services for
agriculture, for household businesses, and for the rural economy in
general, is significant. Although Vietnam has a powerful system of
providing financial services to rural areas including the Vietnamese
Bank for Agriculture and Rural Development (VBARD, or Agribank),
Vietnam Bank for Social Policies, the network of People's Credit Fund,
and other Microfinance institutions, a large gap in the market
continues to exist. A survey on the credit market for micro, small, and
medium enterprises in 2010 conducted by International Finance
Corporation (under the World Bank Group) and McKinsey showed that
only 5.7 million people out of 11.9 million people possess informal
businesses in Vietnam do not have access (or are unsatisfied) to formal
credit provisions. According to a statement by the Banking for the Poor
Network in 2008, the proportion of rural populations who approach
formal financial services in rural areas of Vietnam is quite low. Less than
25% of the rural population use any type of these financial services.
Although serving in microfinance market, rural financial services
providers orient themselves towards different client segments.
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Figure 3.1. Current microfinance segmentation in Vietnam
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Microfinance Institutions

Poor and poverty
households

Types of credit institution

Source: [Le Mai Lan and Nhu An Tran, 2003]5,
[Le Thanh Tam, 2008] [Nguyen Kim Anh and association, 2010]

Agribank and the People's Credit Fund both focus on middle-income
and high-income clients in rural areas, while VBSP and microfinance
institutions focus more on low-income clients and the poor. As per the
mission and function of their institution, VBSP’s clients are from lowerincome households, as well as poverty students, others subject to loan
policies to create jobs, and enterprises operating in difficult areas.
Likewise, the main objective of MFIs is to serve those who do not have
access, or have difficulty accessing, to traditional banking services,
and who are often below the poverty line.

5

Mai Lan Le & Nhu An Trang: Entering a New Market: Commercial Banks and Small/Micro
Enterprise Lending in Viet Nam, ILO Viet Nam Working Paper Series No. 3, 2003.
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3.2. The legal environment for microfinance activities in Vietnam
The assessment in this report focuses on both formal and semi-formal
MFIs. These are characterized as follows:
First, the formal sector includes MFIs licensed by the State Bank and
subject to the Law on Credit Institutions 2010, Decree No. 28/2005-CP.
At the end of October 2012 there were two such institutions: M7
Microfinance Limited Institution, and TYM a small sized and limited
financial company. TYM has the distinction of being the first MFI in
Vietnam which officially changed its legal status to become a small
sized financial institution publicly owned by the Vietnam Women's
Union (2010). M7 MFI, which also became licensed by the SBV and
established 2 members, is the amalgamation of three microfinance
services providers including: M7 Mai Son, M7 Uong Bi, and M7 Dong Trieu.
Second, the semi-official sector includes various providers of microfinance. Such provisions could be characterized by (i) a component of
any program / project development that provides microfinance
service (e.g. microfinance program in Haiphong); (ii) in-charge microfinance programs that are not registered as an MFI (Binh Minh consultancy development community company, Golden Hand Program,
Anhchiem microfinance programs); (iii) social funds operating in the
field of microfinance established under Decree No.48/2007/ND presently Decree No. 30/2012/ND-CP, or Decree No. 177/1999/ND - CP
(such as CEP or NMA); (iv) non-governmental organizations (international NGOs under Decision No. 340/- TTg of the Prime Minister, and
local NGOs under No. 88/2003/ ND - CP) who provide microfinance
services (e.g. MACDI, Dariu).
Unlike other Asian countries where the microfinance sector is becoming large-scale (e.g. in the Philippines, Indonesia, India or Bangladesh),
microcredit in Vietnam has been considered as a tool of poverty
reduction strategies for a long time. The Government’s policy has
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been oriented to bring credit to poor and low income households
through state owned banks and subsidy programs supervised by the
government, in cooperation with public institutions such as the
Women Union and Farmers Association. Since 2005, the operating
environment of microfinance has changed somewhat. A legal framework has been developed to facilitate MFIs, and microfinance
programs in the semi-formal sector now have the opportunity to
transform into official small-scale finance organization under the SBV’s
supervision and provide microfinance services. There are now two
legal documents adjusting organization and operation of small sized
financial institutions: Decree No. 28/2005/ND-CP (dated 3rd September
2005) on the Organization and Operation of MFIs in Vietnam, and
Decree No. 165/2007/ND-CP dated 15/11/2007 of amending and
supplementing to the Decree No.28/2005/ND-CP (dated 9th March
2005) of the Government for MFIs’ activity in Vietnam. Microfinance is
also subject to the Law of Credit Institutions 2010 which was modified
and adjusted. There is strong evidence for a new highly appreciated
approach. For the first time, MFIs are considered as a type of credit
institutions, managed by the SBV under the Law of Credit Institutions
2010 No. 47 / 2010. In late 2011, the microfinance industry in Vietnam
had undergone a new development opportunity when the government approved the program "Development Strategy for Microfinance
sector in 2011-2020 with the aim of building a safe and self-sufficient
system of microfinance to ensure social security and sustainable
poverty reduction. This is a milestone in the evolution of microfinance
operations in Vietnam, and confirms the Government’s recognition of
the role and position of microfinance in the national financial banking
system. It can be said that this strategy reflects the government's new
vision of the role of microfinance not only in poverty reduction but also
in economic development, and has gradually made microfinance
essential within Vietnam’s financial system.
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As stated in the strategic project development, microfinance is clearly
oriented towards lower-income households, as well as micro and small
enterprises, for the specific purpose of ensuring social security and
poverty reduction. MF providers typically consist of three types:
licensed MFIs, semi-formal MFIs, and the VBSP. Implementing solutions
outlined in the strategy project include building a comprehensive
legal framework to support microfinance operations, improving the
capacity of planning and management policy of the state agencies,
enhancing resources of MFIs, enhancing microfinance awareness,
and providing solutions of developing the infrastructure to support
microfinance operations.
On 30/03/2012, the Governor of the State Bank of Vietnam (SBV)
issued Decision No.572/QD-SBV dated 30/03/2012, approving the
implementation of the microfinance sector development Project in
Vietnam until 2020. To carry out the Project of formulating and developing the microfinance sector in Vietnam until 2020, the plan consists
of 2 phases as follows:
* Phase 1 (from 2011 to 2015) will conduct the following tasks:
•

Formulating the guidelines of the Law on Credit Institutions
related to microfinance activities;

•

Advising the Government on solutions to manage microfinance operations of political organizations, socio-political
organizations and non-governmental organizations; and

•

Assisting MFIs to train their staff and experts, to establish
training microfinance facilities, to develop a common microfinance database and to found a microfinance microfinance
association.
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* Phase 2 (from 2016 to 2020) will carry out the following tasks:
•

Researching and making recommendations on revising the
legal framework to allow the diversification of MFIs and the
expansion of micro-financial services and products; and

•

Researching and promulgating legal texts to facilitate the
linkage between micro-finance institutions and other credit
institutions.

On 04/05/2012, the Decision No.591/TTg-QHQT of the Prime Minister to
approving the list of Microfinance Developing Program- Subprogram
I, borrowing the Asian Development Bank (ADB) has been issued.
Accordingly, the Prime Minister approved the program loan portfolio
of microfinance development - Elementary I program with a budget
of USD 40 million and technical assistance portfolio comes ADB grants
totaling USD 500,000, which is described in detail in the text 2683/BKHDT
- Foreign Economic Relations of the Ministry of Planning and Investment, dated April 14, 2012. ADB will support the development of
market-oriented microfinance to expand the reach of lower-income
households, especially in rural areas, to formal financial services.
The program will focus on policy and regulatory reforms, supervisory
capacity building, operational and institutional development, and
financial infrastructure development. The program’s expected outputs
are: 1) Creating a policy and regulatory environment conducive to
an inclusive, sustainable, and market-oriented microfinance sector;
2) Strengthening the supervisory and regulatory capacities of microfinance sector regulators; 3) Strengthening credit institutions involved in
microfinance to provide affordable and sustainable services to the
poor; 4) Supporting development of the infrastructure for the microfinance sector.
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3.3. The main institutions providing microfinance in Vietnam.
Figure 3.2: Microfinance providers in Vietnam

MF services providers

Semi formal

Formal

Informal

Commercial
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Group/ward

BVSP

44 org/ small sz

Relative/friend

CPCF
lenders

Local PCF
TYM , M7
Pawn Shops

Small traders

Input providers

Marketing agent

Source : ADB, 2010

Microfinance providers can be divided into three main categories:
(1) formal MFIs, including commercial banks, engaged in providing
microfinance services, such as: the Bank for Agriculture and Rural
Development (Agribank); the Lien Viet Post Joint Stock Commercial
Bank (LienVietPostBank, who recently acquired Postal Savings
company in late 2010); Vietnam Bank for Social Policies (VBSP); the
system of People's Credit funds (PCFs); and TYM small-scale Finance
Fund (TYM) and M7 MFI, which are two semi-formal MFIs which were
the first to be licensed by the SBV;
(2) semi-formal MFIs; and
(3) informal sector.
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Figure 3.3: Leading Microfinance institutions in Vietnam 2010
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2.300
Transaction Offices
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Sources: Reports from Agribank, CPCF, VBSP

The three leading Vietnamese MFIs (in terms of both size and number
of clients) are: Bank of Agriculture and Rural Development (Agribank),
the system of People's Credit Funds (PCFs), and Vietnam Bank for
Social Policies (VBSP). Currently, Lienvietpost Bank (Lienvietpostbank)
has not taken any action to use postal savings mobilization. However,
in the future, Lienvietpostbank may be a potential provider of microfinance services because of the network of transaction units spread
over all rural areas of the country.
Agribank is currently the biggest provider of a full range of financial
services in rural Vietnam. As the institution most sought by donors,
Agribank has carried out 111 projects with a total value of about USD
4 billion by the end of 2007. Most of them were preferential credits
funded by the ADB, the World Bank, and the French Development
Cooperation Agency (AFD).
Agribank was originally specialized in lending to households in rural
areas and small and medium enterprises engaged in agricultural or
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non-agricultural enterprises, but now the bank has expanded its
branch network to the cities to seek greater market shares in the
urban segment of small and medium enterprises. According to a
report on the microfinance sector realized by Banking for the Poor
Network in 2008, 45% of deposits mobilized in the city and 55% of these
were lent in rural areas. The funding programs and the sources of
targeting credit, a memorandum of understanding with the public
institutions (especially the Women Association and Farmer’s Association) and Agribank’s reports, all show that 4.7 million lower-income
households out of 10 million clients have already obtained loans with
the bank.
Agribank is currently switching its operational strategies, focusing more
on client segment with an high income, wealthier households and
enterprises. Low-income clients in rural areas served by the bank are
gradually becoming served increasingly by VBSP, the People's Credit
Fund and other MFIs. Thus, microfinance markets for low-income clients
are now mainly served by three groups: VBSP, PCFs, and MFIs.
Figure 3.4: The main providers of the poor and low income clients
Org focus on poor/
low income clients

VBSP
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200.000
group saving
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The Vietnam Bank of Social Policies, founded in 2002 and formerly
known as Vietnam Bank for the Poor, has an extensive network
nationwide. Being the government’s credit provision facility and
offering subsidies with policy purposes, VBSP is fully sponsored by the
government, duty free, ringfenced from the state budget, and free
from insured deposits. VBSP mobilizes large amounts of capital for
lending purposes, including deposits from the public and donors (e.g.
IFAD and OPEC) and a compulsory contribution of about 2% of
deposits from other commercial banks. VBSP lends primarily to small
enterprises in remote areas, lower-income households listed by local
authorities, and small and medium enterprises for the purpose of
creating new jobs.
Since 2006, VBSP’s policy objectives have focused on the provision of
services to ethnic minorities households, especially in the Highlands
region where microfinance is growing but is still limited (loans to ethnic
minorities households accounted for only 2% of total loans as of June
2006). From a very low level of mobilization in 2005 (with an average
USD 36.180), voluntary deposits as reported have increased to 51
million in mid-June, although the number of savings accounts is not
reported. VBSP cooperated with public institutions in mobilizing and
tracking clients, so its penetration of the market is only 23% (assuming
the proportion of poorer and lower-income households accounted for
24 million). By 2010, VBSP has about 8,000 officers and staff working in
all districts, covering 98 % of all communes in the country.
PCF, a form of financial cooperative, was founded in 1993 to provide
financial services to communes. Central People's Credit Fund (CPCF)
was established and operated as a central institution of the PCF which
supports the PCF network. By 2010, there were 1,042 PCFs in over 10%
of communes, serving approximately 1.7 million members, of which
about 50% are considered to be from lower-income households. PCFs
have been continuously oriented to market mechanisms and follow
the basic principles of cooperatives as self-help and mutual supportive,
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with less than 15% of their capital funded from external sources (mainly
from Central PCF).
The Network of People's Credit Funds has expanded rapidly throughout
the country in the past 15 years. The Network of People's Credit Fund
is sponsored through many years of work by the cooperative
movement of German organizations (namely GTZ and DID), and
incentive funds from the Spanish AECI from 2006. The network makes
PCFs a second form of microfinance service providers in rural Vietnam,
in terms of both scale and capital. People's Credit Fund was
established in 2003 under the cooperative and credit laws. The Fund
was established under the modal of the credit cooperatives and
community savings of Canada Desjardins Group. By the year of 2000,
the network was developing rapidly and was structured in three levels:
Central Credit Fund (CCF), Regional credit Fund, and People's Credit
Fund. From 2000 to 2003, the network was quickly reinforced when
some licenses were revoked due to bad operations.
MFIs, meanwhile, come in many different forms and related to public
organizations such as the Vietnam Women's Union and international
non-governmental organizations, to help carry out microfinance
programs. There are currently about 50 MFIs in Vietnam, 30 of which
regularly report to Microfinance working group, an informal coordinating
organization of all MFIs in the country.
According to operating reports in 2011, MFIs generally have a small
scale of clients from a few thousand to 20,000 people, except for TYM
Fund with more than 73,000 clients and CEP with about 193,000. The
loan portfolio is also relatively small, about USD 1-3 million on average,
except for TYM Fund with USD 21 million and CEP with over USD 44
million. The loans granted by these institutions are mainly in rural area
and mostly for women (who make up nearly 94% of total beneficiaries),
while the average loan size ranged from USD 150 to USD 400. These
institutions’ interest rates range from 0.5% to 2.5% per month, at an
average of about 1%. These organizations often borrow from
non-commercial sources to continue their operations. Each credit
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officer manages an average of 205 clients, with the highest number
recorgnized of over 900 clients. According to ADB, the size of the clients
of MFIs is around 600,000 customers with a total loans of over USD 75
million; these figures are much smaller than that of the VBSP and the
People's Credit Fund. Most of these organizations are not under the
supervision of the SBV, except the two aforementioned organizations
licensed in 2010-2011. Most of the other institutions are related to the
non-financial organizations; compared to global MFIs, the scale of
clients is much smaller despite the effectiveness of credit officers.
While MFIs whose primary mission statements and motivations are to
serve rural lower-income households are currently running good
operations, their lack of legal status limits their ability to grow as they
cannot mobilize enough voluntary savings and investments from the
private sector. The difficulties that these organizations face to are
political, and the informal pressures of having to maintain lending
interest rates at low levels means they cannot sufficiently cover their
operation costs. Furthermore the market is continuously dominated by
the state owned microfinance services such as Vietnam Bank for
Social Policies, creating a lack of competition. This further leads to their
dependence on concessional funds from non-governmental organizations and international donors.
Table 3.1: Overall comparison of Vietnamese environment of
microfinance with five other ADB members

Country

MF provider

Legal Framework
(recent years )

Type

Law on banking and credit
institutions (1999)

Bank

Decree on adjusting
microfinance (2000)

Licensed MIF

Cambodia

55

Micro bank
Pakistan

Quantity

Ordinance on microfinance
(2001)

MF
Rural assistant Program a a
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35

Country

MF provider

Legal Framework
(recent years )

Type

Quantity

NGOs providing
microfinancea

Papua
New
Guinea

Law on savings and loan
(1995)

Licensed micro bank

Law on banking and financial
institutions (2000)

Lending and savings
association

25

Bank (rural, saving,
cooperative)
Philippines

Law on common bank (2000)

Credit cooperative

14,935b

Microfinance GOs a
Law on credit associations
(2002)

Credit association

Law on microfinance and
MFIs (2006)

MFIs

Decree No.28 (2005) on
microfinance

Some commercial banks

Decree No.165 (2007) ) on
microfinance

Licensed Microfinance
institutions

Law on credit institutions
(2010)

Semi formal microfinance
programa

National plan of developing
microfinance (2012)

Development program
providing microfinance.

Uzbekistan

Vietnam

182

54

a

Organization unregulated.

b

A large number of 14,935 microfinance providers in the Philippines is due to the large
number of cooperative microfinance
Sources: MIX Market; National Bank of Cambodia; Pakistan Microfinance Network;
Central Bank of Uzbekistan; Microfinance Council of the Philippines; and World Bank,
World Development Indicators; Quoted from Binh Nguyen (2012)
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When comparing the development of microfinance in Vietnam with
five other ADB member countries in Asia, after the Vietnamese legal
framework was established (sometimes nearly 10 years later than other
countries of codifying in), there has been tremendous changes in the
last 5 years, especially in the last two years when some MFIs were
legalized. However, the number of MFIs who have been licensed is still
quite few (only 2), and the variety of organizations involved in providing
microfinance services is still quite low.

3.4. Level of approach of MFIs in Vietnam
The level of approach indicates the effort to extend financial and non
financial services to low-income population or micro enterprises. It is
evaluated on two aspects: width (quantity of clients served, quantity
and scale of services offered) and depth (socio-economic status of
clients that access MFIs). These are mentioned in turn below:
3.4.1. In width
Firstly, operation network
For over 20 years, MFIs have developed a system of providing financial
and non-financial services based on the faith and trust in human
populations, before being institutionalized into procedures and
policies which were appropriate for low-income clients, especially
women. The ideological foundations and applying principles of this
system are based on the fundamental principles of the Grameen
methodology, which fit neatly with Vietnamese culture. This system
extends from the mountainous Northwest (Son La, Dien Bien) to the
Central Coast (Thanh Hoa, Nghe An, Ha Tinh, Quang Binh) and in the
South (Tien Giang, Can Tho, Ben Tre). MFIs also appear in more remote
areas, characterized with high mountains, poor development, and
ethnic minority areas where traditional financial institutions are not as
prevalent. The number of MFI branches is constantly expanding, and
is not only limited within the districts or provinces, but also extended to
the whole region. For example, TYM Fund has 43 branches in 10
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provinces and cities, M7 has 7 members operating in the five poorest
northern mountainous provinces and central coast, and CEP has 26
branches covering most of all districts in Ho Chi Minh city and
neighboring provinces. These are illustrated below:
Box 3.1: Network of TYM

TYM operation scope covers provinces / cities in the country in
which take priority over all districts/communes with high poverty
rates. TYM current network includes 43 branches (31/12/2009).

Sources: http://tymfund.org.vn
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Box 3.2: CEP’s network

In 2011 CEP’s network includes 26 branches with 17 branches
in Ho Chi Minh City and 9 branches in Binh Duong, Dong Nai
provinces and Mekong Delta provinces as Long An, Dong Thap
and Tien Giang. 11 out of 17 branches are based in HCM City,
and its districts, and 6 branches based in the suburban districts.
The Headquarters and specific areas of branch operations are
shown in the following map.

Source: http://www.cep.org.vn

Second, the diversity of services
Microfinance institutions can perform one or more activities to provide
services to clients in one of the following two approaches:
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Figure 3.5: Main approaching methods and activities of
MICROFINANCE INSTITUTION

Integrated approach
financial and nonfinancial services

Single Approach
Partly – credit

Financial intermediary
- Lending
- Mobilization
- Other intermediary
(reimbursement,
insurance ...)

Social intermediary
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- Training management
- Training links

Business development
- Marketing
- Training doing
business
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sub-regional

Social Services
- Education
- Nutritional Health
- Training literacy
Source: Legerwood, 1999
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According to a single approach, MFIs only focus on their operations
of acting as financial intermediation and social intermediary. Under
an integrated approach, MFIs can perform more operations on
developing social services and businesses . Most MFIs in Vietnam
mainly focus on the performance of financial and social intermediation at a limited level i.e. they adopt a "single functional" or "minimum"
approach. However, in recent years, bigger MFIs such as TYM, CEP,
and M7 began expanding their services to focus more on the needs
of the clients. The diversification services (including business development and social services) have created advantages for MFIs through
understanding the customer’s needs, providing the most needed
services, or having a necessary comparative advantage in a particular
service. These are mentioned as follows:
(i) Financial services: Most MFIs have two main financial products
which are savings and credit. They often use approaches such as
"savings first, credits later" or "savings parallel with credit," with only few
adopting a "credit first, savings later" approach. Furthermore, in recent
years, micro-insurance products have been developed with good
initial results. Specifically:
Microfinance Services: Microcredit is an absolute proportion in finance
for the entire operation (showing CEP 100%, Thanh Hoa microfinance
99%, NMA 98.5%, TYM 80%). MFIs have an advantage over other
micro-credit services providers (such as VBSP, PCF, and Agribank),
because although they operate on a smaller scale with less capital,
they often approach clients deeply through local organizations and
associations. Moreover, the lending conditions of MFIs are also more
flexible. Elsewhere in the world, as in Vietnam, microfinance projects
initially focused on the supply of credit to small agricultural producers
in rural areas as well as micro businesses, and so, many credit loans
will be utilized forms as a very important criteria in evaluating loan
applications. Even so, there is usually some flexibility in how low-income
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households will use capital for livelihood purposes, and it is impossible
to clearly distinguish the various intended uses for the capital
provided. Beneficiaries will use the money not just for their businesses
but to cover other essential living expenses e.g. paying tuition,
medical treatment, clean water, or rebuilding houses. This partly
reflects the diversity of micro-credit activities, and highlights how loans
are not just for investment demand but also to meet spending needs,
which is a completely legitimate demand from microfinance clients.
Meanwhile, interest rates are not the most important factor to
beneficiaries. Instead, more emphasis is placed on the procedures of
lending; distribution of funds should be simple, fast and convenient so
as to not miss any investment opportunities. Microfinance's interest
rates are usually higher than that found in commercial banks from
(about 1-2% per month), but are still much lower than those from
informal sources (5-10% per month). Higher interest rates will increase
the responsibility of the borrower to repay the loan, forcing them to be
more careful in conducting their businesses, balancing income levels
and consumption.
Lending can be done to individuals themselves, but it is much more
common by group. This can be explained by the fact that MFIs
typically reach beneficiaries through local unions e.g. a Farmers'
Association, Women's Union or Veterans’ Union. These organizations
will not directly conduct business with the individuals, but would
normally lend in small groups and areas with the help of a designated,
respected team leader. Thus, the MFI’s capital is allocated to the
group as a whole and then to members accordingly; or may also
directly addressed by MFIs to the members of the group. Whichever
way, the group still represents the guarantees for all loans as well as
debt payments and interest. Gathering all members into a group such
as a group of women will reduce costs and increase the opportunity
for beneficiaries to approach credit facilities. It also strengthens debt
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management, and ensures proper and effective loans, because of
the “peer pressure” incentive. The credit approach will help minimize
monitoring costs for organizations that transfer funds to the group
members, and reduce risks for loans due to the accountability of the
members. Lending by group also helps clients without traditional
collateral (such as houses, land use right, or high value assets) still have
access to credit because of the social pressure of the groups (known
as a “pledge of trust”). Experiences of developing microfinance from
many countries in the world, and in Vietnam, have demonstrated the
effectiveness of this “peer - pressure” method.
MFIs not only provide flexible loan conditions but also design the
repayment of principal and interests suitable for the client needs,
helping them plan their repayment more reasonably than other
microfinance credit providers would. Repayment of principal and
interest is usually weekly or monthly.
Box 3.3: TYM and CEP’s microfinance credit products
CEP provides two types of loans: for officer and for laborers. The
CEP also provides loan products such as housing improvement,
environmental improvements, and additional borrowing facilities. Loan repayments are based on two main loan products,
and are distinguished by purpose of the loan rather than interest
rate or term. All loan products are designed to meet client’s
needs, capital requirements and repayment capacity. The
CEP’s loan products focus on poorer households and are based
on commitments of repayment that do not require collateral.
Two basic income generating loan products are classified as a
weekly loan and a monthly loan. A typical loan term is from 20
to 60 weeks for weekly loans, and from 10 to 15 months for
monthly loan. Each client can only use one type of loan product
at any time, although the purpose of loan can change depending on the nature of the income generating activities.
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In 2011, TYM continued to provide 3 main capital products
including: General loan, Long Term Loan, and Multi-Purpose
loan. Amounts started from 1,000,000 VND up to a maximum of
25 million VND. Product features are more suitable for the
beneficiaries’ actual needs. TYM applied new repayment term
of 25 weeks for general loan, 70 weeks for long-term loan and
20-25 weeks for multi-purpose loan depending on the client. This
enables beneficiaries to make more informed decisions for their
investment projects. Hence, in 2011, TYM had disbursed 635
billion VND to 89,314 members, reaching 102% of capital plan,
and 163 billion VND increased compared with the same period
in 2010. The amount of capital generated is increasing, but the
mechanism of borrowing small amounts with gradual
repayment policies, along with a tight evaluation combined
with integration activities, means that TYM maintains high
repayment rates at 99.94%.
Sources: http://tymfund.org.vn&http://www.cep.org.vn

Savings: Like any other individual, low-income households want to
save in order to have funds in case of any unforeseen circumstances.
However, traditional banks that are licensed to offer saving services
often ignore this client segment. Microfinance has filled this void by
providing savings services designed specifically for poorer households
in order to help them to develop their assets from small amounts to
large sums for the use of expanding business and dealing with risks.
Savings policies do not limit the amount that can be saved, but focus
on the regularity and timeliness of such saving measures in order to
raise awareness, develop good habits, and get beneficiaries used to
saving. Additionally, savings is also a condition of approaching
potential beneficiaries with another form of product. For a given time
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of savings, members will be able to access to loans with higher savings
balances.
The scale of micro-saving is now small in comparison with credit loans.
Except for TYM and M7, who are licensed to mobilize voluntary savings
from the public (in accordance with the Law on Credit Institutions
2010), semi-formal MFIs limit their mobilizing savings mainly in the form
of compulsory savings. Savings can be drawn when the loan is fully
liquidated, and is often considered partly as collateral or guarantee
of the client’s micro loan. MFI NGOs offer more limited voluntary
savings services because they cannot compete with the saving
interest rates in the market; moreover, a small network causes the
limitation of its capital which is mainly funded by donors and external
low-cost sources
Box 3.4: Saving products of TYM and CEP

Case Study of TYM: by getting the license of the State Bank of
Vietnam, TYM now has the opportunity to improve voluntary
savings products and make them more appropriate to the
members and mobilize savings from the public. In 2011, TYM
launched three new savings products to all customers: termly
savings, contributing savings, and voluntary health insurance
savings. These products were designed favorably for clients:
timely depositing with small amount in a simple procedure. The
vast majority of clients could use these products, as they were
suitable for poorer households. It is not only attractive for clients
who do not have money, but also for clients who are gradually
saving or saving very small amounts.
CEP offers two savings products: mandatory and voluntary to
assist clients to create jobs in increasing their income. Clients will
make compulsory savings from a portion of the loan during the
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repayment period, and are encouraged to make voluntary
savings. CEP offers monthly interest rate of 0.25 % based on the
savings balance. Borrowers are required to make monthly
savings of 1% per month of the loan, and weekly borrowers are
also required to make 1% per month on the loan. Furthermore,
members can save at different levels depending on their abilities
to do so.
Source: http://tymfund.org.vn & http://www.cep.org.vn

Microinsurance: Microinsurance is derived from micro-finance and
provided independently through microfinance programs, and was
introduced from the late 1990s in Vietnam. Microinsurance is a type of
social protection for low-income people, enabling them to proactively
deal with unforeseen difficulties by providing financial products
proportionately. Low-income households encounter similar risks to
others, but these risks can have more serious and longer-term implications in terms of their finances. Moreover, the vulnerability of such
consequences will worsen for low-income household each time they
encounter difficulties, potentially starting a vicious cycle that can
impede them from improving their financial status and living conditions. Such risks or difficulties include illness, death and disability due
to accident, loss of property due to theft, crop failure, and natural or
man-made disasters. Low-income households attempt to control and
mitigate these risks through many different ways, e.g. through cash
savings, accumulation, informal borrowing, and selling assets.
However, these methods can make some households even poorer,
and very few low-income households are able to choose any type of
formal insurance for these risks, mainly because they mostly do not
understand or do not trust insurance policies or services. In Vietnam,
microinsurance is provided by insurance companies, although many
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official insurance companies are still reluctant to provide such
products because of the high costs involved, generating little profits.
However the biggest obstacle is to find an appropriate distribution
channel (such as MFIs, community organizations, and social welfare
organizations). Meanwhile, current regulation does not allow MFIs to
provide their own insurance services but only to be an agent for
official insurances in order to protect the insured. A typical model of
partnership between insurers and MFIs can be seen through the
following example: in 2004, Bao Viet (Vietnam Insurance Company)
launched a microinsurance package through its partnership with M7
Ninh Phuoc to distribute life insurance services to its low-income
borrowers, at a premium of 0.9 % of the loan per year. This model was
deemed successful. Besides being an official insurance agent, MFIs
can also establish mutual funds with community-based products
towards risk-sharing in a geographical area. These units will directly
provide services and products to customers of MFIs through its network
of technical staff in the location. There are two successful models
include TYM Fund and Mutual funds from M7 MPA.
Box 3.5: TYM Fund

With the guideline of recognizing risks and financial pressures
that poorer women often often have to face, financial products
are designed to meet their needs as well as their income. That
means the guarantee of their contribution to the product for a
long time. Currently, the Fund is providing the Family Mutual
product to all of its clients. This product package consists of two
products: Life mutuality and Loan mutuality.
1 . Life Mutuality :
Life Assistance product is used to assist clients and their family
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members in case of misfortune such as hospitalization, surgery,
death of members, husbands, and children.
Entry condition : Client of TYM Fund
Premium : 1.000/year VND
Benefits:
-

Client’s hospitalization, surgery, death of husbands of
children: 1,000,000 VND as maximum benefit.

-

Death of client : 3,000,000 VND as maximum benefit

2 . Loan Mutuality:
Loan protection product launched with the aim of reducing the
burden of loan repayment on members’ family when a member
unfortunately pass away, helping them to overcome difficulties.
Entry condition : As clients of TYM Fund
Premium: 0.4 % / year of the total loan.
Benefits: the whole loan is insured. In the event that member
passes away, the family will:
-

Have outstanding loan from TYM Fund written off by MAF

-

Receive the amount of principal repaid by the member of
TYM up until the time of death
Source: http://tymfund.org.vn
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Box 3.6: M7 MPA Fund

M7-MPA is was formerly the ActionAid and operates professionally in 7 districts in 5 provinces in Vietnam. M7-MPA provides
protecting services to the members of the network of M7
Microfinance, their families, relative and friends through the local
MFIs [1]
M7 - MPA established and operates as follows:
-

The person who pays the premium is the beneficiary and also
the owner who manages the fund’s operations i.e. the Fund
owned by the members, by the members of management
(The Government’s Decree No. 18 ).

-

Set up a network of services of M7 Mutual Protection in system
and gradually extend to other organizations.

-

Acquiring 100% of the eligible members to participate in the
M7 Mutual Protection through global financial education
programs on Funds Management - Save – risk Prevention and
Insurance all M7’s members and other organizations as well.

-

To continuously improve administration capacity and executive
management to ensure the provision of Mutual Protection
with high quality for the people who are in social difficulty
and ethnic minority groups.

Officially launched in 8/2009, M7 - 2 MPA is now providing products for members of the M7. That loan protection products and
protection products Basic Life. 2 Scope of protection products
including MFIs, and family members.
The Uong Bi Fund for Promoting Women (Quang Ninh), the Mai
Son Support Fund for Ethnic Women (Son La) and the Dong Trieu
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Women’s Assistance Fund (Quang Ninh); the Center for
Development of the Poor (PPC) Can Loc (Ha Tinh); the Savings
and Credit Program in Dien Bien Phu city and Dien Bien province
(Dien Bien); the Supporting Fund for Women of Ninh Phuoc
Source: http://m7microfinance institution.vn

Payment services and money transfers systems are very much undeveloped. Clients are mostly working people with low incomes, mainly
demanding credit loan, virtually no one needs this sophisticated kind of
technological function.
(ii) Non-financial services: one way to ensure the success of microfinance
is to create more opportunities and increase capacity of the client. This
stems from the participation process of the clients in the construction and
operation of the group, along with non-financial services such as
financial education, business development assistance, and training
courses of agriculture, in order to help improve the efficiency of usage.
Most customers will appreciate the social benefits that such MFIs bring,
in order to improve the client's understanding and confidence, as well as
make them more involved in community activities. There is also a gender
equality and quality of life aspect to consider as well.
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Table 3.2: Usage level of products and services at the microfinance
clients – comparison between 6 countries as ADB members (%)
The comparison of the level of usage of microfinance products in Vietnam with five other member countries of ADB in Asia up to 2012 is
shown as hereby:
Type of
Products

Cambodia

Pakistan

PNG

Vietnam

Average

Credit

100,0

100,0

100,0

100,0

100,0

100,0

100,0

Saving

33,0

55,0

96,0

100,0

3,0

38,0

54,8

Microinsurance6

1,0

27,0

41,0

94,4

3,0

66,0

39,5

International
remittance

19,0

8,0

10,0

29,6

61,0

2,0

21,7

Domestics
remittance

27,0

19,0

59,0

52,8

69,0

19,0

41,1

Mutual Fund

0,0

100,0

27,0

78,7

0,0

8,0

36,2

Property
Insurance

1,0

0,0

10,0

17,6

94,0

8,0

21,7

Others

3,0

26,0

33,0

28,7

30,0

6,0

21,2

Phillipines Uzbekistan

Source: Binh Nguyen, (2012)

About credit and micro-insurance, micro-finance clients in Vietnam
use two types of services at the rate higher than the average of the
other 6 member countries, but other services remain less developed.
In particular, services such as the mobilizing voluntary savings, remittances, domestic transfers, and property insurance of Vietnam have
not been used frequently. Thus, the growth of the number and scale
of microfinance services in Vietnam on the customer perspective is still
quite limited.

6

Microinsurance includes : life insurance, health insurances.
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MFIs have experienced impressive growth between 2011 and 2012.
The quality and breadth of the expanded services as well as the
increase in number of MFI clients are very impressive. Among these
MFIs, VBSP has the largest market share of clients (60.13%) and loan
portfolio (55.77%). In two years Agribank has become the second
largest MFI, despite the fact that it has reduced its microfinance
activities by decreasing both its number of clients and the size of its
loan portfolio.
Table 3.3: Overview of Vietnamese Microfinance of clients and
loan portfolio, 2010-2012
Number of clients (in millions)

Total loan portfolio (in USD millions)

MFIs
2010

2012

Percentage
(%) 2012

2010

2012

Percentage
(%) 2012

VBSP

7.8

6.91

60.13

4398

5315.00

55.77

Agribank

3.2

2.02

17.58

3500

2182.76

22.90

Network of
PCFs

0.95

1.80

15.66

1006

1856.24

19.48

MFIs/ NGO
MFIs

0.6

0.76

6.63

75

175.70

1.84

Total

12.55

11.49

100.00

8979

9529.69

100.00

Sources: (ADB, 2010); Reports from VBSP, CPCF.
MFIs database in 2012, with data based on ADB’s 2012 report

The growth in the number of Vietnamese MFIs over the past ten years
has not been particularly high, but other aspects such as total assets,
total loans portfolio, and the number of active borrowers have
increased significantly in comparison with the other five Asian ADB
member countries.
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Table 3.4: Comparison of size and exposure of microfinance in six
ADB member countries, 2000-2010
Indicator

MFIsa

Total assets
(in USD million)

Total loan
portfolio
(in USD million)

Active
borrowers
(in thousands)

Year

CAM

PAK

PNG

PHI

UZB

VIE

2000

5

1

2

8

…

1

2005

14

19

2

64

9

9

2010

54

31

2

45

35

18

2000

31

10

…

27

5

2

2005

184

236

13

361

82

1,290

2010

1,653

330

42

920

517

4,798

2000

25

7

…

19

…

2

2005

149

110

1

231

5

1,103

2010

1,184

412

10

632

150

4,651

2000

175

3

…

118

na

23

2005

494

685

3

1,293

30

4,248

2010

1,287

2,060

5

2,965

97

8,463

a: Only includes MFIs reported to MIX and VMFWG

Sources: Compiled from the MIX Market report for MFIs. The National Bank of
Cambodia, Pakistan Microfinance Network, and Central Bank of Uzbekistan.
Quoted from Binh Nguyen (2011).

Thus, it can be supposed that MFIs in Vietnam are growing in breadth
rather than in depth. Since the end of 2011 and excluding the four
MFIs established in 2011, 28 MFIs have served 407,566 active borrowers,
with an estimated total of $86, 654. 947 borrowed and 621,765 depositors
with the average savings balance of $29,095,379.
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Evaluating the geographical scope of operation demonstrates that
the majority of Vietnamese MFIs operate in the district and province
in which their head office is located. Exceptions are CEP which has
expanded its operations to the south, TYM Fund which operates in 17
Northern and Central provinces and M7 MFI which provides services
in multiple provinces. The largest number of MFIs, 18, is found in the
north of Viet Nam, but the services offered by these institutions attain
just half of the breadth of the Southern MFIs.
At the end of 2011, these eight southern institutions accounted for 61%
of the total loan portfolio, 67% of saving deposits per capita, 66% of
active borrowers and 58% of depositors nation-wide. This impressive
record can be explained by the presence of two major MFIs: CEP and
NMA. CEP, the largest MFIs in Vietnam accounted for 61 % of saving
deposits per capita, 51% gross loan portfolio (GLP), 47% of borrowers
and 51% of the country's depositors . In the central regions of Vietnam,
microfinance initially developed in the presence of four organizations:
M7 Can Loc, Microfinance Thanh Hoa, Ha Tinh WU and Microfinance
Le Thuy. It is evident that the size of savings is small in comparison with
the scale of credit in all three regions, with the average rate of the
country at approximately 1:3. This stems from the fact that MFIs often
encourage borrowers to save monthly for payment in order to reduce
closing balance; however, the value of savings is very small for several
seasons. First, clients are mostly low–income individuals; second, clients
are often forced into saving a percentage of the loan amount; third,
most MFIs are not required to insure deposits by the state; fourth, the
interest rates are not attractive. These factors lead to an inevitable
consequence that MFIs depend on external sources rather than
mobilization from clients.
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Table 3.5 : Scale and clientele level of 28 MFIs 2011
Indicator

Northern

Central

Southern

Total

Scale
Number of MFIs7
Loan portfolio (in USD)
Average Deposit (in USD)

17

3

8

28

29,240,229

4,446,908

52,967,810

86,654,947

8,574,620

926,86

19,593,898

29,095,379

Client Levels
Active borrowers

118,42

32,896

256,25

407,57

Quantity of depositors

176,37

36,707

408,69

621,77

Source: VMFWG’s database

The total lending balance is not only significantly different between
regions but also shows the imbalance between organizations.
According to MIX’s 2011 classification of MFIs, according to GLP, just
two organizations, CEP and TYM, achieve large scale, while three
organizations, M7 MFI, WU Ha Tinh, and Dariu, attain medium scale,
and the remain 70% are small or micro scale. Big organizations like CEP
and TYM would have longstanding and efficient operations, managing
networks with many members, which facilitates mobilizing large
quantities of savings. In addition, these organizations also attract small
donations which they can utilize to expand their credit activities. For
most of these organizations, especially the new organizations, the
small scale their savings operations and donations have limited their
operations.

7

Nt counted for Microfinance institutions established within 2011. |M7 Mai Son, M7
Uong Bi, M7 Dong Trieu are 3 independent entities.
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Under the MIX standards of evaluating access level based on the
number of borrowers, only two of 32 organizations, TYM and CEP, have
the high access level. Medium access level includes: Thanh Hoa MFI,
Ha Tinh WU, CAFPE BR – VT, Dariu, and NMA. The remaining 25 MFIs
(accounting for 78% of the organizations) are at the small or very small
access level.
Chart 3.6: Access level based on the number of borrowers in 2011

193,238

CEP
72,958

TYM
NMA

21,369

WU Ha Tinh

19,467
13,936

Dariu

12,968

M7 MFI

10,650

MF Thanh Hoa
CAFPE BR - VT
Fund for women development, HCM
WV Viet Nam

level based on the number of

10,300

borrowers:

9,528

- From 10000 – 30000: Medium

6,690

M7 Ninh Phuoc

4,706

MACDI

4,500

Binhminh CDC

MIX standards about the accessing

- From 0 – 10000: Small
- Above 30000: Large

4,449

WU Son La

4,140

Anh chi em

3,037

M7 Can Loc

2,779

M7 DB District

2,515

PNN

2,445

M7 DBP City

2,439

BTWU

2,189

CSOD

1,300

BTV

983

Women Development Fund, Lao Cai

660

STU

161

Viet EDMF

159

Source: MFI’s reports to VMFWG
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Fourth, development trends
(i) Developing trend from small to large to learn and develop
According to the MIX standard on evaluating growth levels based
on MFI operations, 50% of Vietnamese MFIs are mature organizations,
25% are new establishments and 25% are young. In 2011, 4 additional financial organizations were established in Ninh Binh, Le Thuy,
Soc Trang, An Phu.
Table 3.6: Growth level of MFIs
Growth level8

Mature
(More than 8
years of
operations)

Young
(5 to 8 years
of
operations)
New
(Up to 4
years of
operations)

MFI

Binh Minh CDC, CAFPE BR – VT, CEP, Fund for Women
Development – HCM, M7 Can Loc, M7 DB District, M7 DBP
City, M7 Dong Trieu, M7 Mai Son, M7 Ninh Phuoc, M7 Uong Bi,
Microfinance Fund Hai Phong, NMA, MICROFINACE Thanh
Hoa, TYM, WU Son La.
BTWU, Anhchiem, CSOD, Dariu, MACDI, WU Ha Tinh, WV Viet
Nam

BTV, PNN, Viet EDMF, Women Development Fund,
MICROFINACE Le Thuy, MICROFINACE Soc Trang,
MICROFINACE Ninh Binh, MICROFINACE An Phu.

Source: MFI’s reports to VMFWG

Approximately 80% of MFIs have a small operating scale, with a GLP
smaller than 2 million USD. TYM and CEP are the most successful MFIs
in Vietnam currently with the largest operating scale. The development process of these two organizations, since their inception as small
projects with limited numbers of members, is a realistic experience for

8

Standards of MIX
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others. Microfinance development shouldn’t be hasty, needs to have
a careful research process surveying the operating regions, and should
establish operations from the foundation to extend its operations. It
has been demonstrated that each MFI must base its work on the
socio-cutural environment where it operates and not simply copy a
model which has been successful elsewhere. Based on the general
principle of microfinance, each organization must develop differently
to fit the needs and experiences of its clients.
Chart 3.7: Scale of MFIs based on total outstanding
loans in 2011 (in USD)
44,647,899

CEP
19,965,308

TYM
3,605,853

M7 MFI

2,356,586

WU Ha Tinh
Dariu

2,243,715

NMA

1,964,721

Fund for women development, HCM

1,723,535

MIX standard about scale based

Microfinance Fund, Hai Phong
CAFPE BR - VT
MF Thanh Hoa
WV Viet Nam
Binhminh CDC
M7 Can Loc
M7 Ninh Phuoc
M7 DBP City
WU Son La
MACDI

- From 0 – 2 mils USD: small

1,522,332

- Above 8 mils USD: large

- From 2 – 8 mils USD: medium

1,469,763
1,221,721
835,079
620,559
443,643
386,789
302,994
286,733

M7DB District

277,349

BTWU

264,780

Anh chi em

230,572

Women Development Fund, Lao Cai

157,428

BTV

157,185

CSOD

123,776

Viet EDMF

98,147

STU

55,483

PNN

on GLP:

1,692,635

362

Source: MFI’s reports to VMFWG
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(ii) Moving from credit services to product and service diversification
Microfinance has three elements which combine to create a triangle
whose three edges are micro-credit, micro-saving and microinsurance. Through these three components microfinance services
provide access to the market to poor, and low-income earners.
Chart 3.8: Three components of microfinance

Micro-credit

Micro-saving

Market
MICROFINACE

Micro-insurance

Credit services: The current trend is for MFIs to deploy loan products
diversified in terms of loan type, loan value, term, method and interest
rate. This is to meet the diverse and continuously changing needs of
customers and to highlight the activeness and flexibility of the institution.
This diversification happens at several different levels depending on
the organization's scale, financial and management capacity, and
ability to use customer funds. Small and newly established MFIs should
focus on short term lending to secure their sustainability. When MFIs
mature to a certain level (determined by financial capacity, monitoring
capacity and capacity to use customer funds) they should continue
to develop and diversify their non-production credit products.
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Saving services: There is a trend that MFIs extend saving types from
compulsory saving to voluntary saving. In the early stage of establishment, MFIs often focus on compulsory saving products as one of the
loan conditions in order to establish the relationship between customer
and organization. Gradually, when customers gain awareness and
build up their saving habit, MFIs extend to voluntary savings with
various terms and interest rates based on the real positive rates, to the
customers’ benefit. Mobilizing voluntary saving creates operational
fund for the organization, preventing the heavy dependence on
external incentive donations. However, the MFI needs to improve its
management capacity to use this fund effectively. Today MFIs face a
significant barrier in mobilizing funds because the Government
regulates their mobilizing activity. According to the Law, only registered
MFIs operating under the Decree No. 28 and the Credit Institution Law
of 2010 are allowed to mobilize funds widely. Other MFI models can
only mobilize compulsory savings and have a limited ability to
mobilize voluntary savings. Thus, in order to facilitate diversification of
saving services, semi-official MFIs are required to transform into
registered institutions. According to a survey by VMFWG, there are 7
organizations which have not been licensed, including: CAFPE BR-VT,
M7 DB District, M7 Ninh Phuoc, Microfinance Fund Hai Phong, Microfinance Thanh Hoa, and WU Ha Tinh. Some others have not been
registered. For example, in the Vietnam WV case, there is no legal
framework for establishing an MFI funded entirely by a foreign country.
Another example is Dariu, which has operated under its mission since its
inception. Therefore, the Government and registered MFIs should assist
others in their transformation official institutions. In cases of scarce
resources and experience, assistance must focus on key stages such
as streamlining policy, procedures and processes. MFIs intending to
transform should co-operate actively, using the experience and
resource larger MFIs that offer qualified, technical support.
Micro-insurance services: Because of regulations, MFIs cannot directly
provide insurance products; only official insurance organizations are
allowed to, but these organizations are less concerned with the
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low-income segment of the population. Currently, only two main organizations (TYM and M7 MFI) have announced Mutual Assistance
Fund products. Others may collaborate with them or learn from their
techniques to operate in a new system when the opportunity arises.
Non-financial services: MFIs’ customers require knowledge and skills
for job development, and also need to understand the market, supply
and demand, and product consumption. They also want to be
provided with heath care, medication, cultural and educational
services. Trends indicate that MFIs turn gradually into a single service
provision that offer an integrated service package, demonstrating
attention to the multi-faceted needs of low-income customers. MFIs
can also establish partnerships with professional organizations to
diversify and provide these products to their customers.
(iii) Trend of increasing credit and savings
Based on data from the end of 2011 ranking MFIs in Vietnam according
to the number of borrowers, savers, GLP and savings, the biggest
representatives within Vietnam’s three regions are TYM and M7 MFI in
the north, Thanh Hoa MFI in the center, and CEP in the south. These
four MFIs account for up to 88% of the savings, 80% of the GLP, 71% of
borrowers and 74% of savers in the whole country. The development
of these organizations will determine the system for each region.

100 - VIETNAM MICROFINANCE WORKING GROUP

Chart 3.9: No. of borrowers from 4 typical MFIs
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4,691
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6,446
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TYM
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164,400
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Source: MFI’s reports to VMFWG

Chart 3.10: No. of savers from 4 typical MFIs
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Source: MFI’s reports to VMFWG
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Overall, the number of MFI customers and, in particular, of savers, grew
significantly between 2007 and 2011. Although the scale and scope
of operation are not large in comparison to traditional financial
organizations such as banks, MFIs have created a fairer and healthier
operating environment for low-income customers. With a strategy
focusing on farmers, poor households and low-income women, MFIs
have contributed significantly to poverty reduction, job creation, and
the diversification of income sources in Vietnam. Later, with the
expansion of networks and operating scales, the number of
low-income earners able to access to financial services will increase,
contributing to improved living standards.
Chart 3.11: GLP scales of 4 typical MFIs (in USD)
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Source: MFI’s reports to VMFWG
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Considering of the scale of credit, the growth rate is quite elevated:
the GLP of the four largest organizations doubled between 2008 and
2011. The most impressive growth was recorded by TYM whose GLP
increased 2.5 times. However, rapid growth in credit for the lowerincome group can easily create risks to the operations of MFIs if they
are not accompanied by an increase of the credit quality. Easy
access to credit and un-controllable loans can lead to excessive
overdue loans and can increase risks of a collapse of the MFIs if
customers are unable to repay their loans.
Chart 3.12: Saving scales of 4 typical MFIs (in USD)
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Source: MFI’s reports to VMFWG

Another noteworthy problem is that even though savings scales
increase along with a similar growth of the GLP, their value is quite
small compared to GLP (under 40%), while international standards
encourage the saving rate to be between 70% and 80% of the total
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outstanding loans. In the past, the credit growth of many MFIs relied
on low cost donations from non-governmental organizations. Initially,
when MFIs do not have the capacity to mobilize savings due to
regulations or because the funds are insufficient, donations in the form
of direct contributions, preferential loans or charitable capital are crucial to MFIs’ development. However it is essential to recognize that subsidies are just that, and to accept that the sustainable development
of organizations will depend heavily on the saving sources they mobilize. Thus expanding the scale of savings should be emphasized to MFIs
attempting to achieve financial and operational sustainability.
3.4.2. Depth of access
Most MFIs in Vietnam can achieve depth of access by targeting
vulnerable customers such as women or low-income earners. In
addition, the lending scale is quite small so the customer can easily
absorb these loans. The depth of access for Vietnamese MFIs can be
ensured in two ways:
First, ensuring that the majority of the customers are women and other
disadvantaged groups
The majority of clients accessing MFIs are women, in a process
facilitated by organizations with a majority of women among the
members, such as the Farmer’s Union and Vietnam Women’s Union.
In 2011, female borrowers accounted for up to 87.3% of the active
borrowers in the whole country. In the North, this rate is 98%. It is 99% in
the Centre of Vietnam and 80.7% in the South. In some organizations,
such as PNN, STU or TYM, NMA, women make up 100% of the
customers. This is because women generally have less access to the
services of official organizations, especially credit, because they lack
collaterals; in Vietnam, property, houses, and land is generally under
the name of the husband. The advantage of MFIs is that repayment
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rates tend to be higher for women than for men, because women
tend to be more careful decision-makers and tend to stay away from
risky business ventures. When MFI’s services help women to increase
their income, it is often spent on family needs such as nutrition, education, and health care.
Importantly, microfinance can enable women to improve their
positions in their family and in the society. A loan or savings can
provide them with the opportunity to control their family’s finances,
become financially independent, and strengthen the decision
making process in the family. In the process, customers are also
empowered through their communication with MFI representatives,
which often constitutes an MFI important first step towards their ability
to access to formal financial services. Through periodic group
meetings, female customers can learn business skills, about health and
nutrition, and how to manage their business and family in a smarter
and more effective way.
Second, loan and saving scales
Outstanding loans and average savings are the indicators used to
evaluate customers. MIX and the World Bank have also propose to
evalute target customers based on the absolute value of the
average outstanding loan per borrower and the correlation of this
index with the average of the GNI of the country. The lower this
indicator is, the deeper the level of access is. According to reports of
MFIs in Vietnam, by the end of 2011, the average outstanding loan per
customer was USD 231 (equal to 16.8% GNI per capita); however, the
average savings per capita is only 3.7% compared to GNI per
capita.The North has surpassed the South Centre of Vietnam in terms
of these two indicators.
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Table 3.7: Loans and savings value of MFIs in 2011
North

Central

South

Nationwide

Average outstanding loan per
customer (in USD)

247

135

207

213

Average outstanding loan per
customer / GNI per capita (%)

19.6

10.7

16.4

16.9

Indicators

Target customers of MIX and World
Bank9

Low-income people

Average savings per customer (in USD)

49

25

48

47

Average savings per customer /
GNI per capita (%)

3.9

2

3.8

37

Source: Estimated by VMFWG

Based on MIX and World Bank standards, the target customers of MFIs
in Vietnam are low-income to very low-income earners. MFIs in the
Central region have the deepest level of access to the target
customers: low-income women (they account for 99%).
Average outstanding loans per capita represent significant differences
among MFIs (fluctuating from 0.1% GNI per capita to 28.8% GNI per
capita). However, most of these indicators average are approximately
17%.

9

MIX and World Bank's evaluating standards:
Target Market: Low End (Avg. Balance per Borrower/ GNI per Capita < 20% and Avg.
Balance per Borrower < USD 150)
Target Market: Broad (Avg. Balance per Borrower/ GNI per Capita ≥ 20% and ≤ 150%)
Target Market: High End (Avg. Balance per Borrower/ GNI per Capita > 150% and
≤ 250%)
Target Market: Small Business (Avg. Balance per Borrower/ GNI per Capita > 250%)
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CHAPTER 4: ANALYSING THE SUSTAINABILITY OF
MFIS IN VIETNAM
Currently, research on sustainability of access to microfinance in
Vietnam has to face difficulties due to the lack of reliable data from
researchers. To address this problem, the Vietnam Microfinance
Working Group (VMFWG) has analyzed and evaluated the financial
condition (focusing on the sustainability and profitability) and the
access level of MFIs in Vietnam. This enabled them to develop an
overarching picture of microfinance in Vietnam and to determine
development trends.
Data used is collected from the surveys and financial reports of 32 MFIs
in Vietnam, sent to VMFWG in 2012, as well as data gathered by
VMFWG. Additionally, the data, criteria, and microfinance evaluating
standards announced by the World Bank, CGAP, and Microfinance
Information Exchange (MIX) are also used in this research.

4.1. Sustainability in the development trend
The development of MFIs is the pre-condition for MFIs to complete their
important role. MFIs are considered developed if they contribute to
both economic development and poverty reduction. However, MFIs
are diversified and tend to develop in different ways in each country
and depending on the individual organizational goal.

VIETNAM MICROFINANCE WORKING GROUP - 107

Sustainability

Young

Maturity

Commercial Banks

MFIs

NGO MFIs

Approach

Source: Nghiem Hong Son (2006)

Chart 4.1: Development process of MFIs
Commercial Banks often try to achieve sustainability rather than
expand access, and their focus on sustainability is at its highest when
they are still young. Conversely, MFIs are often established with depth
and width of access as their most important goals right from the
beginning. In their mature stage, MFIs will develop operational,
financial, and institutional sustainability.

4.2. Overview of sustainability in Vietnam
Below is a comparison of operational and financial self-sustainability,
and credit portfolio quality for Vietnamese MFIs alongside five Asian
ADB member countries between 2000 and 2010.
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Chart 4.2: Comparison of sustainability and risks of Vietnamese MFIs
and other ADB members
MFIs in Vietnam have achieved the fair sustainability level (OSS =
102.1% per year), higher only than Uzbekistan (78.5%). In comparison
to countries such as Cambodia, Pakistan, and the Philippines,
Vietnamese MFIs have the lowest OSS level. The financial sustainability
of Vietnamese MFIs is also at a low level, above 100%, which is higher
than the common FSS level of ADB members in Asia (99%), and higher
than countries such as Pakistan and Uzbekistan. However, the best
point in the operations of Vietnamese MFIs is the lower rate of overdue
loans (0.6%) compared with other organizations. Compared to the
regional average (5.6%), this is an impressive achievement. Below are
details of each type of sustainability.

4.3. Operational Self-Sustainability
According to the statistical data of the research group in the period
of 2009 – 2012, the operational self-sustainability indexes of 31 MFIs are:
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OSS
No.

Name
2009

1

SEDA

2

BTV

3

MICROFINANCE Ben Tre

4

CAFPE BR-VT

5

CEP

6

ANHCHIEM (ACE)*

7

CWCD

8

Dariu (TDF)

9

Fund for women development, HCM

10

PPC

11

M7 DB District

12

M7 DBP city

13

M7 Dong Trieu

14

191%

2010

2011

2012

Average

109%

101%

120%

110%

78%

290%

184%

114%

139%

104%

119%

187%

182%

183%

186%

159%

160%

159%

33%

39%

36%

115%

97%

101%

104%

60%

83%

180%

190%

128%

219%

156%

183%

195%

188%

118%

128%

184%

158%

208%

177%

134%

136%

150%

140%

129%

146%

135%

135%

136%

M7 Mai Son

183%

191%

201%

141%

179%

15

M7 Ninh Phuoc

60%

124%

142%

166%

123%

16

M7 Uong Bi

145%

140%

141%

17

MFCD

18

Microfinance Fund, Hai Phong

19

MOM

20

MICROFINANCE Soc Son
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156%

111%
265%

123%

142%
101%

106%

140%

32%

146%

124%

142%

166%

144%

0%

139%

10%

50%

OSS
No.

Name
2009

2010

2011

2012

Average

152%

126%

21

MICROFINANCE Thanh Hoa (FPW)

114%

131%

108%

22

TYM

164%

141%

126%

23

VietED MF

25%

117%

71%

24

Women Development Fund, Lao Cai

194%

127%

161%

25

WU Ha Tinh

26

WU Son La

27

WV Viet Nam

28

MICROFINANCE Ninh Binh

145%

29

MICROFINANCE Le Thuy

435%

146%

291%

30

MICROFINANCE Soc Trang

131%

150%

141%

31

MICROFINANCE An Phu

113%

136%

124%

112%

127%

144%

139%

162%

138%

193%

111%

277%

194%

71%

76%

130%

101%
145%

Source: Estimated by VMFWG

This data shows that the operational self-sustainability indexes of MFIs
in Vietnam are very elevated. Most organizations have income that
can offset operational costs. Many organizations have compensations
that increase yearly and are higher than the industry standards and
international standards of 120%. In particular, there are 23 standard organizations and 3 organizations out of 31 which have OSS under 100%.
However annual statistics also indicate that even though organizations
might achieve financial self-sustainability, OSS does not remain stable
through years, and some organizations even experience significant
fluctuations. Microfinance Soc Son, for example, achieved 0% in 2010
but increased sharply to 139% in 2011, before pumping to 10% in 2012.
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Hai Phong Microfinance Fund is another example; It had an OSS level
of 265% in 2009, which decreased to 140% in 2010 and 32% in 2012.
This raises questions about whether the operational self-sustainability
level can indicate if whether a fund has achieved its goals of
expansion towards the poor. In meeting with the leaders of Hai Phong
Microfinance Fund, the research group discovered that the Fund’s
operational self-sustainability index was high between 2009 and2010
because the Fund’s resources were mostly deposited in banks and
earned commercial interest rates of more than 20% per year. Some MFIs,
including TYM, CEP, Microfinance Thanh Hoa, and M7 MFI, have
relatively stable operations.
Data from 2009 to 2012 on the operational sustainability of 32 MFIs is
divided into 3 different groups:
Group 1: Group of organizations with operational self-sustainability
indexes greater than 200%.
Organization: Microfinance Le Thuy
Even though Microfinance Le Thuy has a higher operational
self-sustainability index than the average, it has not been stable
through years. To specify, OSS was 435% in 2010 but decreased to
146% in 2011. The reasons for the fluctuation of the operational
self-sustainability index are that the organization management
structure is based on social and political unions, employee costs are
very low, allowance is made for extra jobs or commissions. Additionally,
costs related to office rental, property, and depreciation are not
accounted for in the regular costs catalogue of the organization.
Most of these MFIs borrow office spaces from mass social unions. The
second reason is that their manual financial accounting system and
accounting methods lead to incompliance in recording regular costs
spent in the accounting period. The third reason is intrustable
reporting data because many accounting errors resulting from the
work of the accountants.
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Group 2: Group of MFIs with operational self-sustainability indexes from
120% to 190%
Based on the statistical data, the percentage of organizations who
have sustained operations with low fluctuations over the years
included the TYM Fund and Women development Funds such as
Dong Trieu, Uong Bi, Mai Son, Dien Bien, Fund for Thanh Hoa poor
women, and Microfinance department with World Vision. This index
shows a steady level, and the data on income and expenses is quite
reliable because these organizations, such as HNN Bank, are tested
and evaluated by the Asian Development Bank. They have to comply
with the executive management, the statistic and accounting system,
the MIS software, and employee qualification standards required from
management. These funds were financially independent, receiving
no subsidies in cash from political and social unions.
Chart 4.3: Operational Self-Sustainability of Vietnamese MFIs
Average OSS
ANHCHIEM (ACE)*
MF Soc Son
VietED MF
WV Viet Nam
CWCD
MFCD
SEDA
MF Ben tre
M7 Ninh Phuoc
PPC
MF An Phu
MF Thanh Hoa (FPW)
Dariu (TDF)
M7 Dong Trieu
WU Ha Tinh
M7 DBP city
MF Soc Trang
M7 Uong Bi

Minimum
Standard
OSS
at
120%

TYM
MOM
MF Ninh Binh
Microfinance Fund, Hai Phong
CEP
Women Development Fund, Lao Cai
M7 DB District
M7 Mai Son
BTV
CAFPE BR - VT
Fund for women Development Fund, HCM
WU Son La
MF Le Thuy

0%

50%

100%

150%

200%

300%

350%

Source: Estimated by VMFWG
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Group 3: Group of MFIs with operational self-sustainability indexes
lower than 100%
Included organizations: AnhChiEm program, Microfinance Soc Son,
and supporting low-income household to develop VietED Fund. This
group is new in operation and therefore still in the business development
stage. Therefore, the operational self-sustainability is less than 100%,
but they have also made significant improvements in performance
and enhanced self-sufficiency index over the years.
Strengths of operational self-sustainability:
When conducting research, the group found that MFIs in Vietnam
quickly achieved operational self-sufficiency by receiving non-cash
subsidies from social and political organizations and funding from
national and international non-governmental organizations.
Weaknesses of operational self-sustainability:
The study also shows that most MFIs in Vietnam operate relying on
political and social organizations and lack in professional activities
(except for the activities that the group has organized and licensed).
These results can be find in the organizations with poorly evaluated
operational self-sustainability, but they do no reflect the real viability
of the organization.

4.4. Financial self-sustainability
In 2000, microfinance specialists added financial sustainability (FSS) as
a component of the sustainability evaluating index for Vietnamese
MFIs. With the help of the International Labor Organization (ILO),
professors (Le Lan) trained and guided MFI managers on how to place
this component into the operational reporting index system of MFIs.
However, few MFIs have deployed this update. This is because this index
is more complicated to calculate than the operational selfsustainability index, since it depends on the liability structure of each
organization and is heavily affected by inflation. From other
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perspectives, it decreases the achievements of the organizations,
especially MFIs which depend heavily on social and political unions.
Even though the financial sustainability index is complicated by
external factors, donors’ requests and the support from professors
have resulted in improved perceptions of managers, accountants,
MFIs and other organizations.
When researching financial self-sustainability indicators the research
group collected statistical data through the years of 2009-2011 from
14 MFIs:
Table 4.1: Financial Self-Sustainability of MFIs in Vietnam
FSS
No.

Organization
2009

2010

2011

Average

1

CAFPE BR-VT

152%

129%

189%

157%

2

M7 Ninh Phuoc

18%

19%

81%

40%

3

WU Ha Tinh

104%

94%

83%

94%

4

M7 Dong Trieu

113%

117%

104%

111%

5

M7 Uong Bi

130%

109%

103%

114%

6

M7 Mai Son

153%

126%

134%

137%

7

TYM

147%

113%

99%

120%

8

M7 DB District

132%

97%

81%

103%

9

MF Thanh Hoa

102%

83%

77%

87%

10

Dariu

-109%

3%

25%

-27%

11

Fund for women
development, HCM

145%

74%

66%

95%

12

WV Vietnam

-219%

-31%

-17%

-89%

13

Microfinance Fund, Hai Phong

201%

185%

167%

184%

Source: Estimated by VMFWG
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The average statistics show that 8 of13 researched organizations have
average financial sustainability indices greater than 100%. Financial
self-sustainability indicators are consistent with sustainable performance indicators. For example, Mai Son women Fund has developed
average operational self-sustainability indicators of 179% and average
financial self-sustainability index of 137%, and TYM Fund’s indicators
are, respectively, at 144% and 120%. This suggests that the structure of
equity to total asset is lower than liabilities, and is adjusted by the cost
of inflation on equity for less influential organizations (in 2009 the
inflation rate was 6.88 %). For example, the Ho Chi Minh Women
Development Fund had an OSS average of 188 % and an average FSS
of 145%.
In 2010, in Vietnam, the inflation rate of 11.6% decreased organizations’
financial self-sustainability levels from more than 200% to 185%. Microfinance Hai Phong is one example, or TYM Fund which slumped from
147% in 2009 to 113% in 2010. In particular, Ho Chi Minh Women
Development Fund decreased from 145% in 2009 to 74% in 2010. In
structural consideration, in 2009 there were 10 out of 13 organizations
with financial self-sustainability rate of more than 100% and in 2010
there were only 6 out of 13 organizations with financial self-sustainability
rate of more than 100%.
In the unstable condition of microfinance, rates with two digits strongly
affected the financial self-sustainability of MFI organizations using grant
aids (equity) for lending purposes.
In 2011, Vietnam’s economy continued to recede. The annual inflation
rate of more than 18.6% had significant impact on the financial
sustainability of MFIs.
Strengths of financial self-sustainability:
Research on financial self-sustainability has highlighted that three
organizations in the M7 network -Mai Son Fund, Dong Trieu Fund, and
Uong Bi Fund - have financial self-sustainability indices not affected by
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inflation. It is because the rate of average equity on total average
asset is quite low (from 40% to 50% of the total assets).
Weaknesses of financial self-sustainability:
The decrease in the financial self-sustainability indicator shows that
MFIs in Vietnam have less capacity to cope with the risk of an increase
of the inflation. It also indicates that organizations depend too highly
on their equity.
Profitability
Of the 27 MFIs with data on profitability in 2012, we can see that 25
MFIs are profitable (account from 78.12%). According to the sustainability standards given by the World Bank, there are 22 qualified
organizations achieving the minimum ROA of 2%. Big organizations like
TYM, CEP, M7 MFI, Microfinance Thanh Hoa had a ROA much higher
than the standard reference. Besides, some had negative ROA in the
period of 2011 – 2012 such as VietED MFI (-25%), Anhchiem (-11%), and
microfinance Soc Son (-73%). In comparison to 2011, the profitability
of MFIs improved. According to information collected by VMFWG, in
2011, 5 out of 31 organizations were unprofitable and 21 organizations
had a ROA that achieved the standard.
Table 4.2: ROA and ROE of MFIs in Vietnam between 2010-2012
ROA
No.

ROE

Organizations
2010

2011

2012

2010

2011

2012

1

SEDA

2%

8%

19%

605%

12%

48%

2

BTV

0%

1%

9%

0%

6%

10%

3

MF Ben Tre

1%

8%

0%

7%

26%

1%

4

CAFPE BR-VT

9%

3%

9%

21%

12%

20%

5

CEP

7%

8%

23%

0%

6

ANHCHIEM (ACE)*

0%

4%

0%

16%

-18%

-52%
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ROA
No.

ROE

Organizations
2010

2011

2012

2010

2011

2012

7

CWCD

3%

5%

0%

168%

1%

3%

8

Dariu (TDF)

10%

7%

11%

13%

8%

15%

9

Fund for women development,
HCM

5%

9%

7%

6%

18%

8%

10

PPC

2%

1%

6%

3%

11

M7 DB District

8%

6%

12%

12%

22%

17%

12

M7 DBP city

4,3%

-5%

7%

10%

-5%

25%

13

M7 Dong Trieu

6%

6%

7%

20%

21%

25%

14

M7 Mai Son

7,5%

0%

6%

8%

1%

12%

15

M7 Ninh Phuoc

4%

12%

9%

5%

27%

13%

16

M7 Uong Bi

5%

4%

8%

16%

8%

27%

17

MFCD

0%

6%

0%

0%

8%

0%

18

Microfinance Fund, Hai Phong

0%

6%

0%

9%

19

MOM

3%

6%

7%

5%

14%

23%

20

MF Soc Son

-43%

1%

-73%

-70%

6%

-444%

21

MF Thanh Hoa (FPW)

3%

3%

6%

7%

5%

17%

22

TYM

5%

7%

17%

11%

23

VietED MF

0%

-3%

7%

0%

-3%

29%

24

Women Development Fund,
Lao Cai

4%

1%

3%

4%

2%

24%

25

WU Ha Tinh

2%

5%

9%

6%

26

WU Son La

5%

-1%

19%

-24%

27

WV Viet Nam

-1%

4%

-2%

12%

28

MF Ninh Binh

0%

3%

0%

7%

29

MF Le Thuy

0%

1%

3%

0%

3%

4%

30

MF Soc Trang

0%

-25%

6%

0%

-108%

16%

31

MF An Phu

0%

4%

0%

8%
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3%

3%

Chart 4.4: Profitability of MFIs in Vietnam in 2011
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Source: Estimated by VMFWG
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Chart 4.5: Profitability of MFIs in Vietnam in 2012
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Source: Estimated by VMFWG
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The question arises: “Do low-income customers and micro-enterprises
influence the profitability of MFIs?” In other words, if MFIs chase the
long-term profitability goal, will their target customers change?
Through the statistical data of the five most profitable Vietnamese MFIs
(based on the ROE indicator), the average outstanding loan per
customer on GNI per capita is in the range of target customers who
are low-income earners (according to the MIX standards). This shows
that serving poorer clients still ensures profits for microfinance
operations.
Table 4.3: The six most profitable MIFs in 2011
Indicator

CEP

MFI M7

ROE

26%

23%

18%

Average
outstanding
loan per
customer
(in USD)

231

278

Average
outstanding
loan per
customer /
GNI per
capita

18,3%

Lowincome

Target
customer
group

CAFPE BR-VT WU Ha Tinh

Dariu

TYM

16%

14%

12%

148

121

161

274

22,1%

11,7%

9,6%

12,8%

21,7%

Nearly
lowincome

Lowincome

Lowincome

Lowincome

Nearly
lowincome

Source: Estimated by VMFWG

Micro-financing must be perceived as monetary business operation,
profitable with a continously expanding scale and a target lowincome. Microfinance ensures profit for the providers providers and
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even higher profit when compared to other industries but its potential
has not been fully exploited. Even though, initially opinions were that
an MFI established for profitable purposes will quickly try to access to
traditional customers, in fact operating with high profitability and
liquidity will erase all doubt. Even the microfinancers are conscious
that their target customers are the ones who will support the development of the organization.
According to the evaluation of ADB (2010) about its microfinance
strategy between 2000 and 2010, financial operating indices of MFIs
in Vietnam are often higher than the average of 6 other countries.
Details are:
Table 4.4: Main financial operating indices of 6 members of ADB
in the period of 2000 to 2010

No.

Country

Overdue
rate
PAR (>30
days)

Operating
Expense Ratio

Operational

Financial

SelfSustainability

SelfSustainability

(OSS)

(FSS)

1

Cambodia

1.9

21.7

147.5

111.5

2

Pakistan

7.3

31.5

102.9

87.6

3

PNG

18.2

63.3

119.9

105.7

4

Philipines

4.3

44.4

111.6

106.4

5

Uzbekistan

2.0

18.9

78.5

73.8

6

Vietnam

0.6

2.1

102.1

100.2

Average

5.6

5.5

102.0

99

Source: ADB Special Evaluation Study, 2012, “Microfinance Development
Strategy 2000 – Sector Performance and Client Welfare”.
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Chart 4.6: Comparison of sustainability and risks of MFIs in Vietnam
with some countries in ADB
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Source: ADB Special Evaluation Study, 2012, “Microfinance Development
Strategy 2000 – Sector Performance and Client Welfare”.

In evaluating the sustainability of MFIs, professors and management
agencies often consider the sustainability based on indicators of
institutional self-sustainability (ISS), operational self-sustainability (OSS)
and financial self-sustainability (FSS). The mentioned indices are closed
to the international and regional standards compared with
international and regional standards, but experts also consider the
institutional perspective and the starting point of microfinance in
Vietnam. “In Vietnam, MFIs started operating through social and
political unions under the leadership of the Vietnam Communist Party.
From the positive perspective, with the wide network of members,
Women’s Union, Labor Union and other social – political unions
created favorable conditions for MFIs to access to the poor in the rural
Vietnamese areas much more effectively than in other countries. On
the other hand, this closed union relationship makes microfinance
activities be perceived as Social welfare programs supported by the
Government instead of local organizations operating with profit
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orientation and to promote development. Besides, most of the
microfinance programs cannot be solely practiced with the overall
structure and operating policy of social – political organizations”.10
Problems
Problems often faced by MFIs in collecting information to calculate
the operational and financial self-sustainability indices are:
-

Vietnam Yearly inflation Indices upgrading method: many
organizations are not skilled enough in inflation indices upgrading
at the point of reporting. When they are questioned, they often
give out unreliable evidences about the IP address for inflation
information, or admit that the inflation data used in calculation of
MFIs is not consistent.

-

The calculating of the average equity method is also not
consistent in some organizations. Some use the formulation:
(Beginning equity balance + Ending equity balance)/2 – (Beginning total net asset + Ending total net asset)/2. But some
organizations calculate this index based on the method of adding
equity in 12 months of the reporting year, divided by 12, then
subtracting the total net fixed asset in 12 months of the reporting
year divided by 12. Some organizations which were previously
projects but have upgraded to independent units have not
recorded fixed assets in the asset sheet because those assets are
managed by management agencies and they do not have the
average value of the net fixed assets in the calculation period.

-

The total operating cost method adjusts for inconsistency among
organizations. Many organizations only upgrade the statistical
information about the real cost of capital that they have to pay
for customers in the reporting period presented in the financial
report. They do not adjust the cost of capital based on the total

10

Evaluated by professor Le Lan in Technical Document No. 5 of International labor
organization ILO
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liabilities times with the commercial interest rate at the reporting
point minus the real payment of capital cost. Additionally, when
calculating this index, managers and the accounting department
do not take into account non-cash costs, such as consulting costs,
that the organization needs to pay without donations.
The job of recording equity is also different between organizations. In
fact, many MFIs record the donation as a long-term liability, but some
record this fund as equity. Different recording methods also make
different financial self-sustainability indices, because they influence
the financial cost adjustment. Incomplete upgrading and inconsistency make this index an unrealistic reflection of the financial selfsustainability of the organization.

4.5. Quality of loans
Loan portfolios are an important asset of MFIs. Loan quality reflects the
risk to overdue loans and future incomes as well as the capacity of
organizations to increase levels of access and services to current
customers. The portfolio’s quality is measured by the Portfolio at Risk
over 30 days (PAR > 30 days). This is an important indicator for
evaluating portfolio quality; however only few organizations publish
this index. When MFIs have to face to a low portfolio quality, they may
release debts recorded in their books or restructure loans by modifying
the-terms of the loans, renewing them, or both. Indices like release rate
and risk subsidy rate are also good measurements for evaluating
portfolio quality. However, information about released and restructuring
loans is very limited and difficult to analyze.
In the list of organizations with public PAR > 30 days, the rate is quite
low. Four large organizations, including CEP, TYM, Dariu, and Microfinance Thanh Hoa have PAR rates lower than 3% of the standard. This
shows that MFIs can maintain quite well the quality of loan portfolios,
and positively influence their own sustainability and profitability.
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Table 4.5: Portfolio quality of MFIs in 2011
MFI

PAR>30 days

Provision of risk rate

Release rate

3.70%

—

0.00%

—

0.10%

—

CEP

0.39%

0.03%

0.02%

Dariu

0.36%

0.15%

0.02%

M7 Can Loc

—

0.77%

0.36%

M7 DB District

—

0.30%

0.00%

M7 DBP City

—

0.07%

0.00%

M7 Dong Trieu

—

0.10%

—

M7 Mai Son

—

0.09%

—

M7 Ninh Phuoc

—

0.43%

0.76%

M7 Uong Bi

—

0.15%

—

MACDI

0.00%

0.03%

0.00%

MICROFINACE Thanh Hoa

0.10%

0.34%

0.02%

TYM

0.01%

-0.03%

0.00%

Anhchiem

Binh Minh CDC/SEDA

Source: MFI’s reports to VMFWG
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Table 4.6: Portfolio quality of MFIs in 2012
No.

Organization

PAR>30 days

1

WU Sơn La

25%

2

Viet ED

0%

3

Anh Chi Em

7%

4

MICROFINANCE Soc Son

0%

5

WV Viet Nam

0%

6

MICROFINANCE Soc Trang

0%

7

MOM

0%

8

MICROFINANCE Le Thuy

0%

9

M7 DBP City

0%

10

M7 Mai Son

2%

11

M7 Uong Bi

0%

Source: MFI’s reports to VMFWG

Combining the above data and analysis of OSS, FSS, ROA and ISS with
the specific characteristics of microfinance shows the basics of
organizational self-sustainability in Vietnam:
-

Using the management system of Women’s Union has helped MFIs
to achieve operational and financial self-sustainability standards
early, after 2 or 3 years of operations.

-

Net income on average asset index is achieved and surpasses the
international preference (>2%).

-

Institutional self-sustainability (ISS) levels affect many organizations’
existence after nearly two decades of operating with concurrent
management structures which cannot define mission or vision,
cannot create a unique organizational culture, and have to
adapt to staff turnover. These elements have limited the expansion
of the organizations.
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-

The operational and financial self-sustainability and the profitability rate represent the strength of MFIs in Vietnam. The institutional
self-sustainability index determines the existence, the long term
development, and the basic and inherent.

In the previous five years, the perception of governmental and local
agencies about microfinance has changed significantly due to the
evolution of the legal environment, the positive support from
non-governmental organizations and social investors, the contribution
of professors and microfinance practicers, and the successful use of
project model. This positive change is evident as we can see with the
dozen of social funds found and now operate as independent
institutions.

4.6. Institutional Self-Sustainability - ISS
When evaluating the institutional self-sustainability of MFIs in Vietnam,
the research group has considered the research reports of the
International Labor Organization (ILO) in 200511 and the book Microfinance development in the agriculture and rural area of Vietnam by
Dr. Nguyen Kim Anh. Referencing regional and global MFIs, the group
has concluded the following about ISS:
First, unclear ownership: The starting point of most of MFIs in Vietnam
is programs or projects with partners who are social – political
organizations, such as the Women’s Union and Labor’s Union.
Additionally, the legal framework and environment of microfinance
activities are still pending completion. The above elements have lead
to the unclear ownership of microfinance. There remain two perspectives
about the donation of resources from international and non governmental organizations after the project expired and was handed over
to be managed by a local budget12: The first perspective insists that
11
12

Technical Document No. 5 of International Labor Organization ILO during 2005.
Decision No. 64/2001/QD - TTg of the Prime Minister on the management and use of
foreign non-governmental aid.
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this resource belongs to the government, the second indicates that
the resources belongs to the community. Based on Decree No.
30/2012/ND-CP (replacing the Decree No. 148/2007/ND-CP)13, the
second perspective is most appropriate. However, few people aside
from microfinance professors ascribe to this second perspective. This
is a barrier not only to the legal side but also to MFI operations such as
improving access and expanding the scale of operations. It also forms
a barrier in the process of forming management structures and
making decisions, and in accessing donors and investors.
Second, unclear operating strategy: The research process also shows
that very few MFIs in Vietnam have full and methodical strategic plans
with a vision, mission, core values and organizational culture. Strategic
plans fall short of important elements which lead to potential risks such
as false operating goals, the subjective opinions of governors,
and the pressure from the managing agency. This can lead to difficulties to attract and retain good managers in the human resources
Third, the quality of the human resources of MFIs is low. This is always a
problem for MFIs in a process of development. Most Vietnamese MFIs
developed are based a donated development program/subcomponent/project, which is often combined with a local social/political
organization. Therefore, professional experience in microfinance is not
high. However, staffs are often kind-hearted, accepting difficulties in
working conditions, and friendly with the customers, who generally
have very little knowledge of financial resources. Among the staff,
credit officers account for the biggest percentage of operational staff
focusing on credit.

13

Decree No. 148/2007/ND-CP, April 12, 2012 of the Government on the
organization and operation of social funds and charity funds.
Decree 148/2007/ND-CP, September 25, 2007 of the Government on the organization and operation of social funds and charity funds.
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Chart 4.7: Number of customers and average loan scale per
credit officer of MFIs in Vietnam in the period of 2011 - 2012

Clients per credit officer

Gross Loan Outstanding per credit officer
(million/person)
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The number of customers and total outstanding loans managed by
MFI’s credit officers is always much lower lower than that of the
average credit officer working in a commercial bank. The main reason
is the small market segment, mainly in in remote areas, hard to access.
Additionally, the access method of microfinance – bringing the service
closer to the customer – requires mores staff. In Vietnam, each MFI
credit officer manages an average of 206 customers and 580 mils
dong of loans. Small and new MFIs have much lower productivity.
However, if MFIs do not use the friendly access method towards
customers or do not provide services to low-income customers, they
will have to borrow from the private sector. Because the target
customers often have low-income, low education levels, and low
social skills, MFIs officer can't seem over-professional and showy, or ask
for fully-equipped working conditions. The missions of MFIs are mainly
about poverty reduction, increasing incomes and living conditions,
thus these organizations often are are not turned to the profit. The
salary of microfinance officers therefore is quite low in comparison to
other industries in the financial field (such as commercial banks and
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other non-bank credit institutions). Attracting students who majored in
finance and banking is not feasible and therefore, human resources
in the microfinance industry are mostly from the staff of unions. These
employees are often self-taught or individuals who studied development
or social welfare. This has limited the professionalization of microfinance, but promoted the human and ethical strengths of the staff in
this area.
Fourth, it offers unprofessional information management system. The
shortage of professional information management system of MFIs is
also a weakness of MFIs in Vietnam. At the moment, most MFIs
experience challenges in applying information technology to the
management process, limiting the capacity for control of the system
and the productivity of staff. Many of the software utilized are outof-date and therefore cannot collect the needed microfinance
management information for the organization. There is no core
professional software recommended by management agencies.
Understanding of the connection between transactions, accounting,
and MFIs governance is still limited. Thus, compliance and information
management, as well as setting and using standardized financial
reports, are not well-practiced. Aside from organizations that are
licensed, in the process of becoming licensed (5), or with strict
requirements, very few MFIs have standardized financial reports
following the international standards and financial managing requirements for credit institutions in Vietnam. The main reasons are that (i)
information managing activities, such as setting and using reports, are
mainly imposed by the owner/donor, and (ii) Decree No. 30 and
No.148 do not regulate this standard for social organizations.
From the aforementioned, it’s possible to conclude that the institutional self-sustainability capacity of MFIs in Vietnam is strongly limited.
MFIs can be easily affected by external as well as internal factors. This
clearly shows a dependency on the strategy planning of the
management agencies, the governing operations, and on the will of
each leader of management agencies.
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Table 4.7 : Operating models of MFIs
Model

MFIs

Official area
Licensed by SBV for establishment
and operating under the Credit
Institution Law 2010

TYM, M7 MFI (M7 Mai Son, M7 Uong Bi, M7 Dong
Trieu).

Semi-official area
(i) Subcomponent of development program

Microfinance Fund Hai Phong.

Binh Minh CDC, BTV, BTWU, CAFPE BR – VT, WU
(ii) Program specialized in microfi-

Son La, Anhchiem, CSOD, Fund for Women

nance but not registered for

Development – HCM, PNN, Women Develop-

establishing MFI.

ment Fund Lao Cai, WU Ha Tinh, WV Viet Nam.
MICROFINANCE Le Thuy.

(iii) Social Fund for microfinance
activities

(under

Decree

No.

148/2007/ND – Cp, now Decree
No. 30/2012/ND – CP; or Decree
No. 177/1999/ND – CP) (CEP,
NMA…).

CEP, M7 Can Loc, M7 DB District, M7 DBP City,
M7 Ninh Phuoc, STU, NMA, MICROFINANCE
Thanh Hoa, Viet EDMF, MICROFINANCE Soc
Trang, MICROFINANCE Ninh Binh, MICROFINANCE An Phu.

(iv) Non-governmental organizations (NGO, INGO) providing mi-

Dariu, MACDI.

crofinance services

Source: MFI’s reports to VMFWG
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Following professional standards, we rank the institutional sustainability
level of MFIs in Vietnam as follows:
Chart 4.8: Institutional sustainability of MFIs in Vietnam
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4.7. Institutional Self-Sustainability of MFIs from customers’
perspectives
4.7.1. Customer Satisfaction
In a market research study comparing the operation of organizations
providing microfinance services in 2012, one of the interesting
components was customer satisfaction. from a total of 882 people
who received information about microfinance, only 51.36% were ‘very
satisfied’, 44.44% were ‘satisfied’ and 3.74% were in the ‘normal’ range.
Few people were either ‘not satisfied’ or ‘mostly dissatisfied’.
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Table 4.8: Customer satisfaction about activity or organizations
Total
Satisfaction

VBSP

PCF

MFI

QuanQuanQuanQuanRate %
Rate %
Rate %
Rate %
tity
tity
tity
tity

Very satisfied

453

51,36

160

50,31

147

59,76

146

45,91

Satisfied

392

44,44

148

46,54

81

32,93

163

51,26

Fair

33

3,74

9

2,83

15

6,10

9

2,83

Not yet satisfied

3

0,34

1

0,31

2

0,81

0

0,00

Unsatisfied

1

0,11

0

0,00

1

0,41

0

0,00

882

100.00

318

100,00

246

100,00

318

100,00

Total

Source: Investigating and analizing microfinance in Vietnam, 2011,
Nguyen Kim Anh and colleagues (2012)

Considering that the unique characteristic of each credit institution,
most customers of VBSP and PCF feel ‘very satisfied.’ The rate of ‘very
satisfied’ customers of these two organizations is 50.31% and 59.76%
respectively. In these MFIs, the rate of ‘satisfied’ customers is more
dominant, with an average of 51.26%, while the number of ‘very
satisfied’ customers is slightly lower at 45.91%.
Chart 4.9: Customer Satisfaction

45.91
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Source: Investigating and analyzing microfinance in Vietnam, 2011,
Nguyen Kim Anh and colleagues (2012)
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The highest rate of satisfaction in MFIs compared with other organizations
is based on the benefits that they bring to their customers, especially
in terms of access and social benefits. This is the reason why, even
though the scale of MFIs is quite small, the Government and international the international oorganizations take extreme care to facilitate
their development. These are also the “fruits” of the effort, sweat, and
tears which MFI employees and managers have poured into their
operations since inception.
Because of customers’ very positive perception of microfinance, when
we asked to them "do you want to continue to borrow?", almost every
customer wants to continue borrowing (86.99%). Most people lack of
the necessary funds for business, trade, or production, and therefore
still want to borrow more. Conversely, there are individuals who do not
need extra funds or other borrowers who still need additional funds
but hesitate to borrow again because of the difficulties in repaying
previous loans.
Chart 4.10: Do customer want to continue borrowing?
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Source: Investigating and analysing microfinance in Vietnam, 2011,
Nguyen Kim Anh and colleagues (2012)
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Out of 829 customers, there are 345 who want to borrow more funds,
accounting for 41.26% of all customers. Of these, 258 are VBSP
customers, accounting for 31.12% and 226 are PCF customers,
accounting for 27.26.% of those surveyed. The majority of customers
who don’t want to continue borrowing are VBSP customers, accounting
for 64.52%. MFIs customers show that tight cohesion within the
organization results in customers who want to continue borrowing for
a long period of time.
4.7.2. Interest rate problem
Recently, they received concerns concerns from customers and
managers about the interest rate problem of Vietnamese MFIs. The
interest ceiling for credit institutions and official MFIs is also stated and
creates concern among the main microfinance donors in Vietnam
such as ADB, WB, and IFC. Thus, this part will discuss about (i) the
current lending interest rate of Vietnamese MFIs compared to other
countries in the world; (ii) whether the interests of customers are
assured by the interest of MFIs; (iii) the applied interest policy of MFIs in
Vietnam; and (iv)advantages and disadvantages of the current
interest rate policy.
4.7.2.1. Comparing the current applied interest rate of MFIs in Vietnam
Currently, the Mix Market and Planet Rating survey and assessment by
of five Vietnamese MFIs – CEP, TYM Fund, Thanh Hoa Women fund,
Binh Minh CDC, and M7 network - showed that interest rates of MFIs
delivered about 17.8 to 25% per year. MFIs elsewhere in the world often
applied high interest rates to customers than commercial banks (CB)
for business loans, in the range of 20-40%, depending on the country
(Morduch, 2008; Duflos, 2013). However, this interest rate is usually
slightly lower or equal to the interest rate for personal loans of CB, and
much lower (10-25%) compared to the rate of private lenders
(Morduch, 2008; Rosenberg et al, 2009; Duflos, 2013).
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Chart 4.11: Average interest rate of MFIs in the world
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There are some exceptions such as Compartamos in Mexico which
offers loans with annual interest rates of 85%. Other MFIs with lower
interest rate are subsidized by the Government and donors (Hain &
Moore, 2003).
The above information shows that the average interest rate offered by
MFIs in Vietnam is at the medium level when compared with other
countries, and actually quite low compared to other countries in the
region.
4.7.2.2. Is the customer’s benefit ensured with the interest rate of MFIs?
So does the interest rate of MFIs customers' benefits? The answer
comes from the nature of the borrowing costs and the characteristics
of the MFI.
First, interest is a cost of borrowing that customers need to pay.
Total cost of borrowing = Interest expense + Transaction expense +
opportunity cost
Customers' transaction costs include travel cost, food and beverage
expenses, documents, profiles and recording expenses. Opportunity
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cost is the time and the income that customers could earn if they did
not complete a transaction with the credit institution. For large loans,
transaction and opportunity costs are usually negligible (3 – 5% of the
total value of the loan). However, for MFI customers with loans below
1,500 USD, these expenses are accounted for a very big proportion of
their loan, averaging 34% of the international standards (ADB, 2013).
For MFIs’ customers, the total transaction and opportunity costs are
significantly reduced with the closed access method (door-to-door
banking). Therefore, even if the interest rate of MFIs is higher than the
business loans’ interest rate of CBs, customers can still save money
when borrowing from MFIs due to low total expenses. The below
example indicates clearly the expenses that CB customers and MFI
customers need to pay for.
Table 4.9: Comparing the cost of borrowing of CB customers
and MFI customers

Loans

Organization

OpporInterest
TransacInterest
tunity
rate
tion cost
cost
(%)

30 mils/ 12 months

20 mils/ 12 months

10 mils/ 12 months

Total
cost

(millions (millions (millions (millions
VND)
VND)
VND)
VND)

Real
interest
rate
(%)

CB

15

4,5

3

0,48

7,98

27

MFIs

23

6,9

0,05

0,12

7,07

24

CB

15

3

3

0,48

6,48

32

MFIs

23

4,6

0,05

0,12

4,77

24

CB

15

1,5

3

0,48

4,98

50

MFIs

23

2,3

0,05

0,12

2,47

25

Note: The transaction costs include travel costs (petrol, food, paper
photocopies, purchase information, registration of security transactions, etc). For each average loan customers need to go back 3-4
times. The opportunity cost is calculated as a customer is paid 120
thousands for a full working day. The above information on interest rate
is assumed.
Source: Author estimates based on the information provided by ADB (2013),
VMFWG (2013)
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Thus, even though the interest rate of commercial bank in only 15%
and MFIs lend out at 23% interest rate, the real interest rate that
customers of CBs need to pay is higher. The smaller the loan is, the
higher the expense is. Microfinance customers can benefit from lower
transaction cost and opportunity cost than borrowing from CB.
Therefore, even in the case where the interest rate of an MFI is higher
than a CB by 7%, customers still benefit, especially customers in the
agricultural, rural and remote areas with high transaction cost and
opportunity cost in the access to traditional financial services.
Secondl, MFIs characteristically operate with a sustainable and social
orientation. Thus, microfinance clients have relatively high access to
financial social services. The characteristics of the market, the risk
management, the products and the personnel of MFIs are also
different from other credit institutions.
Table 4.10: Characteristics of financial institutions
and customer benefits
Index

Goal

CB

Mainly profit

Market
segment

Medium to fair
income
customers in
the urban area

Risk
Reduction

Mainly secured
by properties

Products

Big loan size

MFI

Sustainability and
social goals
Low-income
customers in rural
area
Unsecured loans

Microfinance customer’s
benefits
- Consistent accrued
expenses
- High level of socialization
- Easy access to official
financial services
- Group supports

(under group
guarantee)

- The pride in the
community and greater
internal competition

- Small loans,
installment
payments, mainly
for women

- Satisfy needs and ability

- A number of
additional
products to
enhance
capacity

- Payable
• Additional services
• Enhance capacity
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Index

CB

Personel

Well-trained &
high skills

Procedure

More complex

Accessing
method

At transaction
units/Branches

MFI
Trained and fair skills
Good social
communication skills

Simple &
minimalized

At the villages or
customer’s houses

Microfinance customer’s
benefits
- Friendly staff who
understand customers

• Services in place,
whenever needed
• Friendly services

- Reduce transaction cost
- Easier debt collection

Source: Collected by authors from ADB (2013), (VMFWG, 2013)

Due to the above characteristics, customer’s benefits from MFI’s
services is very high, especially the problem of improving social
capacity and gender equality.
Therefore, customer’s interests are still ensured with the interest rate
that is higher than interest rate of business loans charged by CB if (1)
if the total of the expenses that the customer needs to pay is lower, in
other words, MFIs help customers to reduce the transaction and
opportunity costs, and (2) customers receive other benefits because
of social characteristics and community development of MFIs.
4.7.2.3. Current interest policy of MFIs in Vietnam
As an official credit institution model, official MFI’s interest rate is under
the regulation of the State Bank. Due to operating generally in accordance with the civil law, semi-official MFIs principally have to apply the
provisions of the Civil Code (Article 476, paragraph 1).
According to the Decree No. 33/02012/TT-SBV, a ceiling which is higher
than other credit institution’s interest ceiling by 1% has been applied to
short-term interest rates for lending in VND in five areas. Since
22/12/2012, the ceiling interest rate policy is applied according to such

140 - VIETNAM MICROFINANCE WORKING GROUP

principles. Currently, in accordance with the Circular No. 16/2013
dated 27/06/2013, MFIs are applying the short-term ceiling interest rate
of 10% for the 5 priority areas14. Base rates have stayed at 9% from 2010
until now. Thus, semi-official MFIs should apply the maximum interest
rate of 13.5% per year.
The current applied interest rate of MFIs is about 12 to 14% per year,
under the method of paying interest principally with a graduation
gradually (weekly or monthly). Thus, the current nominal interest rate
charged by MFIs is now officially only 2% higher than the ceiling, while
the semi-official MFIs charge interest rates at ceiling level. However,
the calculation of interest by MFIs is mostly under the initial balance
method (which can be called add-on method or flat rate)15. This is also
the easiest way to calculate the principal interest for credit officers,
accountants and customers. In fact, the add-on method makes
effective interest rate EIR higher than the nominal interest (for example
with the interest rate of 12% per year and monthly installments, EIR is
23.69%). However if customers do not understand or are not fully
informed about this, they may feel cheated because the real cost is
higher.
According to the Article 10 of the Decision No. 652/2001/QD-SBV
dated 17/05/2001, regulating credit institutions’ calculation and

14

According to the Circular No.16/2013/TT-SBV dated 27.06.2013, Article 1, paragraph
1, maximum short-term lending rates in Vietnam dong is 9% / year; People’s Credit
Funds and Microfinance institutions set maximum short-term interest rates in Vietnam
dong of 10% / year. 5 priority areas of interest rate ceilings are: agriculture and rural
under Decree No. 41/2010/ND-CP, exports, small and medium enterprises, industries
and businesses to support high-tech applications .

15

For example, a customer borrows 50 mils VND, with interest rate of 12%/year, in 12
months. The customer will have to pay the total interest of 12%*50 mils = 6 mils. If paying interest and principle monthly, each month the customer has to pay: (50+6)/
12 = 4,66 mils. If the customer pay weekly, each week he will have to pay (50+6)/50
= 1,12 mils.
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recording methods for collecting and paying interest, the
compounded interest is calculated based on the reduction of debt,
while the single interest is calculated based on the repayment. Thus,
there are not any regulations on calculating interest based on initial
balance in Vietnam16. In other words, official MFIs use this interest
calculating method which is in compliance with the regulation, even
though this method is used by most MFIs in the world as well as some
commercial banks in lending personal loans.
However, in the Vietnamese context of the rural credit market, and
preferential credit granted by the Government through the Vietnam
Bank for Policies network and other programs in poverty reduction,
there have been significant barriers against market-oriented interest
rate providing by MFIs.
In considering effectiveness and cost, the access method of microfinance has clear impacts on the perception and the ability of
low-income households to achieve sustainable poverty reduction.
These households are willing to pay what they consider to be
reasonable costs to have an easier acces to to small loans. Microfinance has made them more self-confident, active in creating jobs,
and seeking business opportunities to get out of poverty.
By using technology and lending policy specially designed for
low income households, professors and microfinance practicers have

16

Even though many CBs are using the add-on interest calculating method for all
personal loans, but according to Decision No. 652/2001/QD-SBV, there are only two
methods to calculate interest which are compound interest method and single
interest method (Article 10). Thus, it’s possible to conclude that the add-on method
has not been added into the current regulation. In the world, CBs when lending
personal loans, they may apply many different interest calculating methods, including
add-on method. However, after 2009, when the financial crisis ended, Europe
countries and America have stopped using this method due to interest rate illusion of
this interest rate type. Source (Rose & Hudgins , 2010).
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designed a method of access which is in strict opposition to the
approach practiced by the banking sector. The MFI approach priorities
access to is defined by small loan sizes, short term loans, different
interests and principal payment method (weekly or monthly) with no
more loans at the end of the loan term, which enables customers to
avoid the pressure of paying a huge amount at the end of the loan
term, secure ratios and alternative collateral method. Thus most MFIs
have started to operate on the base of groups and clusters, taking
these as the main transaction unit instead of transactions taking place
at the office method of the banks.
4.7.2.4. Advantages of the current interest policy for MFIs
The ceiling interest rate policy is to be applied by every credit institution
generally and official MFIs have seen more positive feedbacks from
the customers. The advantages of the ceiling interest rate policy are:
First, customers benefit directly from the accrued interest. Second, the
ceiling interest rate requires MFIs to work more effectively, cutting the
operating costs, and enhancing mobilizing cheap fund sources. Third,
SBV regulates the interest rate ceiling of MFIs and PCFs that are higher
than 1% with other credit institutions, and expresses the special care
of policy markers towards the characteristics of these two organizational forms. Fourth, the ceiling of interest rate policy is only applied in
the short-term and five priority areas with qualified customers.
Therefore, MFIs need to be flexible in this interest problem.
4.7.2.5. Some problems of the current interest rate policy towards MFIs
However, the current interest rate policy towards MFIs has encountered
some difficulties and problems such as:
First, MFIs do not have as much room for flexibility in practicing the
ceiling interest rate policy as commercial banks. In particular:
-

The interest ceiling is only applied to short-term loans, thus MFIs
can only use the negotiated interest rate for medium and long

VIETNAM MICROFINANCE WORKING GROUP - 143

term loans. However, the fund resources of credit institutions in
Vietnam in general and MFIs in particular are mainly short term
(above 80%). In accordance with the Circular No. 15/2009/TT-SBV
dated 10/8/2009 regulating the maximum rate of short-term fund
used in medium to long term loans is 20% for PCFs. MFIs are not
regulated. However, the requirement of liquidity risk and interest
risk management forbids MFIs from converting many short term
loans into medium to long term loans.
-

MFIs can apply the negotiated interest rate for loans which are
not in the five priority areas. However, given the characteristics of
MFIs, all customers are low-income individuals and microenterprises operating mainly in rural areas have difficulty accessing
official financial services. Thus, more than 90% of MFIs’ customers
are in the main priority areas of the Decree No. 41/2010/ND-CP
dated 12/4/2010, including personal loans.

-

The condition for customers to be applied the ceiling interest is
“satisfying all the loan conditions” and “being evaluated as
having healthy and transparent finance condition” (Article 2,
Cicular No. 16/2013/TT-SBV). If a MFI can prove that a customer is
in unhealthy financial condition, or is unqualified, he can apply to
the negotiated interest rate. However, according to the lending
regulation of credit institutions, one of the loan conditions for
customers (Article 7, Decision No. 1627/2001/QD-SBV dated
31/12/2001) is “having financial capacity to ensure the full
repayment in the committed period”. Therefore, if the financial
condition is unhealthy, a customer cannot borrow, and even his
current loans shall be re-grouped to lower groups. The risk
management principles also do not allow MFIs to lend if the
customer’s financial condition is not healthy.

-

Are MFIs allowed to charge fees outside of interest to compensate
for the expense? According to the international experiences of
microfinance, MFIs are allowed to charge different fees, such as
member fee, management fee, early debt settlement fee, in
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addition to interest to diversify their revenue sources. But in
Vietnam, in compliance with the Circular No. 05/2011/TT-SBV
dated 10/3/2011 regulating the lending fee of credit institution to
customers, credit institutions can only charge two types of lending
fees: an early full debt settlement fee and an arranging
co-financing contract fee. Thus, official Vietnamese MFIs are not
allowed to charge different lending fees like other MFIs in the
world.
Second, the capacity to improve the effectiveness through
decreasing operational expenses of MFIs in Vietnam cannot be
practiced due to characteristics of small scale and scope of
operations.
One core value that all MFIs want to achieve is making the customers
the bottom line7. However, in order to approach this group, MFIs have
to design appropriate loan types that suit customers’ repayment
capacity so as to prevent risks caused by clients who access loans far
over their capacity to repay. Besides designing an extensive credit
providing network, MFIs also have to create a credit staff in the
community. This staff needs to practice many activities to improve
customer capacity before granting credit for this customer group. For
example, social activities, forming advocacy group and clusters,
training, customer training, support and consultancy so their clients
understand the organization and understand the regulations of
member, help customer to be more confident before receiving
credits, with those characteristics such clients to develop and meet
the needs of every people. Almost all microfinance institutions have
developed due to interest rates based on income that is enough to
offset the transaction costs to support customers in mitigating travel
costs, documentation costs and property costs in accessing services.
In addition they are also receiving funds using consulting services and
saving capital method from the credit officers and other customers in
the lending group.
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Thus, in order to exist and develop sustainably while reducing poverty
among low-income households, MFIs need to charge interest rates
that can compensate for service providing costs and maintain the
operations of the organization. At the same time, this interest rate
should not be a burden towards its customers.
To summarize sustainability from the customer’s perspective, although
there are some problems about interest rate, in general customers are
satisfied with the activities of MFIs, related with the development of
the organizations. When customers clearly understand the actual
nature of the microfinance interest rate, this cohesion will become
closer. This sustainability from customer’s perspective is quite good.

4.8. Evaluating the status of the sustainability of MFIs in Vietnam
4.8.1. Results
During the previous years while the number of organizations has slowly
grown and the client base has not increased, MFIs in Vietnam have
achieved some positive operating results:
4.8.1.1. Fair sustainability development.
Almost all organizations who are members of the VMFWG since 2009
have already achieved the 100% level of sustainability development.
Among 31 organizations providing information frequently to VMFWG,
24 of them have already achieved OSS above 120%, the international
standards suggested by CGAP. The number of organizations that can
achieve the international OSS standard seems to have increased
during the previous three years, indicating development and
professionalization efforts of current organizations.
The main income of MFIs is from the credit activity; most of them do
not charge other fees, and other activities are not developed. Only a
few organizations are currently still receiving donations to compensate
operational costs. However this source will decrease quickly in the
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future due to the sustainability levels requested by donors and the
general difficulties in the international donating environment.
Meanwhile, operational costs per one cent of MFI loans remain very
high due to the small loan scale, and the fact that customers are
mainly living in remote areas, with little access to traditional banking
services. However, with the loan amount of below 30 million VND, even
1 million VND per loan, transactional costs and opportunity costs
account for a big proportion, average of 34% in accordance with
the international preferences (ADB, 2013). The accessing method of
MFIs is near-house-transaction; organizations bring services to
customers (door-to-door-banking).
Door-to-door-banking helps reduce costs and time, but the staff’s
workload, especially credit officers, increases a lot. Thus, salary and
other personnel expenses of MFIs account for a huge proportion in the
total operational expenses in comparison with other credit
institutions in similar locations.
Chart 4.12: Comparing the rate of salary and other personnel
expenses of MFIs with some credit institutions (%)
70

63.64

61.81

58.95

60
50
40
26.25

30
20

12.48
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0
TYM

Thanh Hoa

M7 MFIs

Agribank

CPCF

Source: Estimations based on financial reports of year 2011-2012
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For MFIs, salary and other personnel expenses account for 60% of the
total operational expenses of the whole organization, while at CCFs it
is 26.25%, and Agribank is 12.48%. However salary levels, especially of
credit officers, are normally lower than commercial banks’. The main
reasons of the high rate of salary and personnel expenses are from the
characteristics of MFIs of using too many staff, and the acceptance
and exchange of transactional costs from clients to the organization.
Clients can complete the transaction in a day, over a small distance,
and MFIs have small loan scales but a high number of transactions.
The differences in the income and expenses of MFIs with other credit
institutions show that MFIs should put more efforts to achieve sustainable
development practices.
4.8.1.2. Some organizations achieve OSS, FSS, and ISS standards.
Among the leading MFIs in Vietnam, some organizations have already
achieved three sustainability indices: operational sustainability,
financial sustainability and institutional sustainability. 2 organizations
have been licensed by SBV: TYM and M7-MFI, and 2 organizations who
have submitted license proposal documents: Thanh Hoa FPW and
MOM, both of which have a FSS above 110%.
Even though, there is no license proposal document yet, CEP is
usually seen as the leader in the microfinance field in Vietnam based
on criteria such as scale, quality management, risk management,
professionalism and social goals. This organization has also achieved
all the international OSS, FSS, and ISS standards.
These highlighted points in the young Vietnam microfinance field
during the process of converting and completing provide an excellent
example for other similar institutions to learn. The difficulties in the
operating processes of these organizations, especially for TYM and M7
MFI, are also lessons for for others who are orienting and planning for
transformation into a formal institution. The efforts of TYM in handling
problems relating taxation policy, risk management, liquidity manage-
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ment, ensuring safeties are in particular the yardstick for the formation
of appropriate regulations for MFIs. In the micro-insurance field in
Vietnam, the legal framework is not strong enough and microinsurance activities must be separated from other microfinance
activities (MFIs can only provide micro-insurance services as agencies
of official insurance company, or forming a separated micro-insurance
company)17. Even though, the micro-finance activities provided by TYM
are partly banned, the Prime Minister has allowed CFRC to
continue to test the provision of this service, to potentially be
implemented in two years. Other organizations, organizations which
wish to provide similar services must submit a proposal application to
the government and Ministry of Finance for consideration. Such
developments are important for development of microfinance in Vietnam.
4.8.1.3. The level of access is relatively stable both in width and depth,
not to focus on the situation that low-income most customers are not
ignored.
Since Vietnam applied to the official microfinance operations in 2005,
the number of semi-official microfinance organizations in form of
microfinance projects/programs has not increased substantially, and
has even decreased in some parts. The main reasons for this include:
(i) the supporting programs did not widen the develoment prospects;
(ii) the accessing method of development programs focused more on
macro programs/problems, while a few of the donors continued to
practice single small programs; (iii) some development programs did
not have the financial structure because of their structural complexity,
and (iv) many organizations have stopped exploring Vietnam's potential in developing a legal framework for microfinance activities.
However, some microfinance activities in Vietnam continue to
expand within the operations of Vietnam Bank for Social Policies

17

Under the Law on Credit Institutions Vietnam 2010, Section 6, Article 122, paragraph 4.
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towards communes / wards in Vietnam, including the Women's Union,
Farmer’s Union and a number of civil society organizations as a
member of the Board of Directors of the Bank. Among them, the
number of Women’s Union members accounts for a big proportion.
Table 4.11: The number, members of MFIs through Women’s Union
The number, members of MFIs through Women’s Union

2007

2008

2009

2010

2011

Groups (thousands)

243,4

227,9

256,8

260,6

267,3

Members (thousands)

5027,7

5527,5

6224,0

6183,7

6552,4

21

24

24

24

25

VBSP

36,0

32,9

31,4

32,8

32,0

Agribank

5,8

5,9

4,5

3,8

3,2

Microfinance
programs

14,2

11,0

14,7

15,0

14,3

Saving Credit
Group

44,0

50,2

49,4

48,4

50,5

43,7

47,0

47,0

48,7

48,4

Agribank

7,3

5,9

4,8

4,2

3,2

Microfinance
programs

7,6

5,1

6,6

6,7

6,9

Saving Credit
Group

41,3

42,0

41,6

40,5

41,4

Memner/group
(per one)
Structure of group (%)

Structure of member (%)
VBSP

Source: Evaluating the credit of database of Vietnam –Belgin,
Women’s Union, Vietnam Women’s Union, 2013.
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Among the organizations which are currently operating, 5 of the
biggest organizations account for more than 50% of the market share,
and have been supported in their transformation processes by ADB
since 2008. Until now, there are 2 organizations which have been
officially licensed: TYM and M7 MFI. These organizations have good
accessibility levels with clients, which was enhanced after their
conversion into licensed MFIs.
Table 4.12: Accessing level of 5 biggest MFIs in Vietnam
as of 31/12/2012
Indicator/Organizations

TYM

CEP

THANH
HOA

MOM

M7 MFI

Total number of clients

84.090

233.100

15.295

27.719

20.672

Total borrowers

83.560

218.031

14.687

27.671

12.417

483.698 1.155.664

49.564

69.039

86.470

Total oustanding loan
(mils VND)
Average loan/customer
(mils VND)

5,8

5,3

3,4

2,5

7,0

Source: (ADB, 2013)

MFIs worldwide, after a period of operating, can easily lose focus on
their initial target customers - i.e low-income customers. However, this
has not yet happened with MFIs in Vietnam. Currently, there are almost
no customers who borrow more than 30 million VND, and the average
outstanding loan of these 5 organizations is under 7 million VND. This
can be considered an achievement for the larger MFIs and ensures
their sustainability levels.
4.8.1.4. Operational sustainability in microfinance field.
MFIs in Vietnam always have very low PAR. Almost all of the
Vietnamese MFIs have PAR > 30 days, smaller than 1% and even lower
than the international standard (3%). Only few organizations have a
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relatively high PAR, mainly due to the customers. The bad debt rate
of MFIs is much lower than the PAR. During the period of 2011 to 2013,
official credit institutions in Vietnam faced high bad debt rates (the
bad debt rate of CBs in Vietnam in 2011 was 3.1% - equal to 83,04
thousands bills; and in 2012 was 8.82% - equal to 264,6 thousand bills)
(Le Thanh Tam, 2013), the safety growth of MFIs proves that (i) the
efforts of the microfinance staff in managing credit, (ii) the accessing
method of maximizing the strength of the community through group
lending rather than relying on collaterals; (iii) the many installments of
interest and principle method which help the customer to repay on
time and (iv) the sustainability the microfinance customer market
market composed by individuals and households in opposition with
the business customers, while the international and domestic
economic mechanisms fluctuate greatly.
4.8.1.5. Developing trends and professionalism
Even though the number of new MFIs who have just joined the market
since 2005 has not increased by much, and even decreased in many
areas, other existing MFIs have developed and professionalized. Many
organizations have prepared financial, personnel, managing
conditions for professional purposes. The five organizations which have
been supported by ADB in transforming are the leaders in the field.
These organizations are TYM, CEP, Thanh Hoa FPW, M7 MFI, MOM.
Some social funds at province level have been established or are in
the establishing process. Currently, based on the information about
microfinance sources collected by Vietnam-Belgium Credit Project,
and confirmed by provincial leaders in separate interviews, there are
at least 12 provinces which have been or can potentially be
transformed into Social funds under Women’s Union at the province
level.
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Table 4.13: List of provinces that have been, or can potentially be,
transformed into Province Union Fund18
Province

Union Fund

Total outstanding loan (mils VND)

Da Nang

Potential

30,770

Dong Thap

Founded

15,479

Ha Tinh

Potential

71,647

Hai Duong

Potential

72,059

Hai Phong

Potential

19,650

Ninh Binh

Potential

24,905

Phu Tho

Potential

18,917

Quang Nam

Potential

3,410

Soc Trang

Potential

6,358

Thanh Hoa

Founded

49,564

Tien Giang

Founded

69,039

Lao Cai

Founded in 2013

53,000

Source: Direct interview in the process of preparing
the microfinance strategy proposal of Vietnam Women’s Union.
(Academy of Pacific Asia management 2013)

18

As of 31/12/2012 for Da Nang, Thanh Hoa, Tien Giang, as of 23/7/2013 for Lao Cai.
For others, information of 31/12/2012.
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Furthermore, provinces that are supported by IFAD projects tend to
transform the fund sources of projects into Social Fund/Charity fund
for practicing microfinance activities officially, under the provincial
Women's Union.19
4.8.1.6. Loyal customers with high commitment and high community
involvement
This is the main difference between microfinance customers and
credit institution’s customers. Vietnamese MFIs can improve the
capacity for its customers to increase their income and social skills
through the acces to methods that combine finance, societal, and
community activities. Group lending also helps customers to understand others, binding rights and obligations to each other. A sense of
community is thus well promoted. Many customers who were initially
poorer overcame their poverty after receiving a small initial loan from
MFI. These customers, despite becoming wealthier, still stick with the
MFIs, as illustrate the vivid examples of the impact of microfinance as
well as a cohesiveness and a sense of community.
There are many good examples of microfinance customers who
overcame poverty, who helped others to develop, and who were
honored at the yearly Citi Microfinance Entrepreneur award held by

19

Until now, IFAD has invested in 11 provinces in Vietnam. Having the same goal of sustainable poverty reduction, each province has different programs. Ha Giang and
Quang Binh’s program is Dividing poverty reduction program (DPRPR); Ha Tinh, Tra
Vinh operate Improving the market participation capacity of the poor program; Cao
Bang and Ben Tre have Developing Business with the Rural Poor Programme (DBRP);
Bac Kan has The Pro - Poor Partnership For Agro-Forestry Development Project (3PAD);
Dak Nong has Sustainable Economic Empowerment of Ethnic Minorities Project
(3EMP); Dak Nong, Tuyen Quang, Ninh Thuan and Gia Lai contribute into Tam Nong
supporting project; Lapa (Gia Lai) has Pilot Project for poverty reduction.
http://trangvangnongnghiep.com/tin-tuc-nong-nghiep/chinh-sach-nongnghiep/10523-du-an-ifad-duoc-thiet-ke-la-cho-vietnam.html
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Citi Foundation – Citi Bank the Vietnam Microfinance Working Group
(since 2007) and the State Bank of Vietnam (since 2009). From 2007 to
2013, the Citi Microfinance Entrepreneur Award honored entrepreneurs and credit officers, as well as microfinance institutions. The results
are listed below:
Table 4.14: Number of microfinance entrepreneurs,
credit officers and organizations being honored at CMA Vietnam,
2007-2013
2007

2008

2009

2010

2011

2012

2013

Microfinance Entrepreneur

60

51

50

50

46

5320

3021

Credit officers

30

15

15

15

18

15

5

Microfinance institutions

11

3

5

5

9

10

1022

Total

101

69

70

70

74

Source: Vietnam Microfinance Working Group

Furthermore, CMA Vietnam is also connected with the Global CMA.
In 2012, for the first time a Vietnam microfinance entrepreneur was
honored at the Global CMA (Mrs. Duong Thi Tuyet – Member of TYM
at Lam Town, Y Yen District, Nam Dinh Province). The successful
entrepreneurs in the world are also shared in Vietnam.
4.8.1.7. Many customers are satisfied with MFIs
A survey conducted in 2011 (explained in section 4.6.1) found that
many customers are satisfied with MFIs. Clients find that MFIs have a
friendly access method which helps customers in reducing transaction
and opportunity costs when using microfinance services (detailed in

20

In which, 03 best micro-entrepreneurs of the Year will be selected to honor

21

In which, 01 best micro-entrepreneurs of the Year will be selected to honor

22

In which, 01 microfinance organization of the Year will be selected to honor
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section 4.6.2), MFIs have suitable, appropriate products, and MFI
activities help to improve the capacity and community connection.
4.8.2. Weaknesses
Nevertheless, some problems remain e.g. the sustainability of Vietnam
MFIs is not really high and uneven. Furthermore, problems exist with the
financial sustainability and institutional sustainability of some MFIs, as
detailed below:
4.8.2.1. Some organizations have not achieved OSS
Many organizations that are members of VMFWG have not yet
achieved an OSS level of 100%, as they have just been founded or just
converted from microfinance projects/programs. Consequently, many
organizations have not yet registered as a member of VMFWG, and
cannot achieve OSS, especially self-developed organizations under
Vietnam Women’s Union at different levels. This is can be because of
reasons such as (i) small operating scales – mainly at some communes/wards in one or two districts, with high operating costs
(especially due to their customer accessing methods); (ii) their main
income is from credit activities, but such levels are very low because
of the low interest rates offered, while the grant aids are very small and
tend to decrease; and (iii) unprofessionalism from the beginning of
these organizations makes it more difficult to manage cost-income.
4.8.2.2. Many organizations have not yet achieved FSS
Many MFIs did not count certain costs in their operations. Such costs
include: the cost of equity (mainly from donors or accumulated
capital of old MFIs), inflation (means the value of the equity decreases
because of the inflation), and opportunity costs due to lending loans
or mobilizing savings at preferential interest rates, costs do not pay or
pay less for office personnel of the political and social institutions. The
cost of credit risk provision is not fully counted like other credit
institutions, or it does not follow international standards. Furthermore,
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some income sources of many MFIs such as donations are not stable.
Thus, only few MFIs can achieve the FSS>100%.
4.8.2.3. Only a few organizations have achieved ISS
According to the international institutional sustainability standards
(structural management and legal status; plan, strategy and vision;
standardized financial report; professional and transparent MFIs), only
a few organizations can achieve this standard. Some organizations
can only satisfy one of the above indicators, or in the process of
completing to achieve the above indicators.
Regarding the Vietnamese standards (licensed, monitored, and
supervised by the SBV; the appropriate structure of ownership and
management will ensure a sustainable development to the MFI in
finance and accessing target customers) the only organizations that
have achieved ISS are the two organizations that have been licensed
by the SBV: TYM and M7-MFI. Other organizations that are preparing
to obtain similar licenses, having submitted proposal documents to the
SBV, also have a chance to achieve ISS. Thus, many MFIs lack of many
elements to achieve ISS, despite this necessity to ensure an MFI long
term sustainable development.
4.8.3. Causes of weakness
There are many causes of weakness in the sustainable development
of MFIs, which can be divided into 2 main groups: a subjective group
and an objective group.
4.8.3.1. Causes by MFIs
a. Unclear strategy and plan
MFIs operate towards serving low-income earners, micro-enterprises,
and small business, contributing and practicing the policy of the
Communist Party and the Government in promoting social welfare
and sustainable poverty reduction. However, not every organization
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has a clear strategy to achieve these defined goals. Some organizations sometimes set too many goals, whilst operating with limited
resources, ultimately meaning they end up failing in achieving their
objectives. While there is no concrete evidence of MFIs missing out
their initial defined goals in Vietnam, the potential risk of this has
happened in many MFIs in the world, particularly for those who did
not have a clear strategy and plan. This is also the basic cause of the
microfinance field crisis in some countries during the period of 2010 to
2012. Currently, only a few organizations have a clear strategy and
operating plan, with an orientation of three years and more. Other
MFIs do not have a clear strategy, and create operating plans that
last only one year.
b. Low capacity of governance and management.
Many MFIs have different models, many of which do not adhere to the
standards of official MFIs. The structure of financial management is not
autonomous and independent, whilst the standards of credit
institutions (risk management, liability and asset management,
ensuring the safety ratios in operation) are generally either applied
without following the Vietnam or international standards, or not
applied at all. Many organizations have not created such important
mechanisms, or have formed some mechanisms but these are not
appropriated at all. Such mechanisms include those on supervising,
internal audits, and operating the organization efficiently to ensure
safe and healthy operations. The ownership of MFIs is often unclear
over certain projects/programs or social programs.
c. Income – Expense management is not good enough
Even though the main income sources of MFIs are from credit, and
operation cost per 1 VND is high, managing the income-expense ratio
for most MFIs generally has some limitations e.g. not taking advantage
of the power of customers to expand depth in order to increase
revenue levels; not applying relevant technologies (e.g. telephone,
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internet) to reduce costs; and not reinvesting MIS, which leads to high
cost and low efficiency.
d. Inexplicit information and not fully implementing financial responsibility
Among Vietnam MFIs, there are only a few organizations which
frequently publish information, financial reports and regular updates
on their own website, or employing external audit in financial reports.
Many organizations cannot perform such tasks. Notably, however, no
organizations publish the real lending interest rate because, for the
flat-interest calculation applied in the microfinance field, the real
interest is higher than the interest calculated on the real outstanding
loans.
e. Not diversified services and products, limited fund sources, low
service and product quality.
The main purpose of products and services concentrated in
micro-lending, with some short-term and medium-term products, is for
production. Some organizations also develop personal loans but only
to be used as trials or for personal reasons (such as purchasing healthcare or continuing studies).
The two licensed microfinance institutions including TYM and M7-MFI
are allowed to mobilizing savings from beneficiaries, but the method
and interest rates are inflexible and attractive like other similar credit
institutions (e.g. PCF, some CBs). Other MFIs mainly mobilize
compulsory savings but customers generally do not like such products.
Compulsory saving sizes are also quite small (often from 5,000 VND to
20,000 VND per month per person). Voluntary savings are very little
because (i) the product is not attractive at all, (ii) these organizations
are not allowed to mobilize big size of savings because they are not
credit institutions. Thus, MFI’s funds will rely mainly on their equity or on
external donations. Most MFIs do not provide any other services or
products, with insurance services only used for tests. Before March
2013, TYM and M7 provided this trial service. Women’s Union as well
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as some other MFIs (such as Thanh Hoa FPW) sold micro-insurance form
of agencies for some insurance companies like Manulife, Bao Viet,
and Post insurance. In March 2013, the Inspection record of TYM
showed that some MFIs were licensed by the Supervising Agency of
SBV, indicating that the MAF operation of this organization was not
official. TYM was thus requested to discontinue its operation of MAF
from April 1 2013. Another similar banning request was also sent to M7,
another licensed MFI, although this request was justifiable because of
current regulations stating that MFIs are only allowed to participate in
insurance activity as agencies.
f. Low quality of human resources
This is currently the biggest problem for MFIs. Even the largest
organizations, who have strong perennial activities and who receive
external funding for capacity building purposes, still encounter
problems with the quantity and quality of human resources. The
manager and staff of the branches in remote areas are often of
uneven quality and limited in quantity. Although the MFI’s personnel
will often have the necessary social skills and willingness to work with
customers, the specialized knowledge about microfinance and
customer/risk management practices are almost always weak. Only
a few qualified staff have specialized knowledge in strategic management
capacity and business development skills despite many training
courses having been organized according to the needs. The top
managers of MFIs continue to rely predominantly on the activities of
their own experiences. Microfinance personnel are inadequately
equipped with the knowledge and skills to cope with inflation risks,
whilst risk management capacities remain low as characterized by the
perception of risk, information management and the level of
business processes. Few organizations have fully trained staff, and only
few of them can be considered to have any real expertise. This really
is a challenge for these organizations to remain sustainable and
continue their development.
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The portfolio of products, personnel, and competition are assessed by
key microfinance working officials in the local area. In a survey
conducted for this research in Thanh Hoa and Hai Duong provinces in
2012, the staff of the Women’s Union participated in microfinance
activities ranked the difficulties of certain microfinance operations.
While the results differ, the difficulties listed are similar.
Table 4.15: Workshop results on biggest difficulties of the local MFIs
(from the smallest to the largest)

In Thanh Hoa

In Hai Duong

1. Limited staff capacity and qualifications

1. High interest rate

2. Inappropriate credit products (small loan
size, short term, higher interest rate)

2. Low Remuneration of group,
cluster leaders

3. Difficulties in mobilizing members to attend
meetings (participate in many different organizations, requiring many different meetings)

3. Low loan size

4. Difficulties in mobilizing savings

4. Inappropriate rules (only collecting interest and principle weekly,
group activities…)

5. Low salary for microfinance staff

5. High competition
6. Difficulties in mobilizing savings

Source: Asia - Pacific Institute of Management (2013)

g. The issue of financial education to clients and the community has
not done well.
Only MFI clients understand the strengths of microfinance provisions,
and many such customers have become loyal to their MFIs. However,
due to the limited scope of activities of the MFI, such as limited
financial resources and staff, some policy makers do not understand
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the benefits and characteristics of microfinance. The impact of microfinance towards rural and agricultural economic development and
poverty reduction has not been sufficiently communicated and
clarified.
4.8.3.2. Objective causes
a. Insufficient legal framework
In the recent years, the general legal environment and specific regulations for microfinance activities have made some positive changes.
For example, preferential tax policies for official MFIs and an official
microfinance strategy until 2020 have been approved, and a number
of important guidelines for managing microfinance institutions have
since issued.
However, a number of shortcomings about the regulatory environment
remain unaddressed. Specifically, the guidelines of the Law on Credit
Institutions has not been enacted (e.g. modifying/replacing the
current regulations on licensing, operation, and safety rates, asset
classification and risks management, the regulation about business,
and the management and opening hours of branches)23. An interest
rates ceiling policy for short-term lending for the 5 priority areas of
credit institutions in general, the MFIs in particular, remains in force.
b. The implementation of the activities under the microfinance
development strategy in Vietnam is still slow
In the five solution groups mentioned in the strategy, only a few of
them have been practiced. In particular, there are still many solutions
that must be implemented for the period of 2012 – 2015.

23

Currently, two draft circulars on licensing and safety rates for TCTVM have been
drafted, and revised for opinions, prepared to be approved by the end of 2013 or
early 2014.
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c. The economic - society - nature environment causes many
negative impacts to the organization and microfinance customers
In the recent years, particularly since 2008, the economic – society
conditions have caused many negative impacts on the various
economic sectors in general, the MFI and customers in particular.
Chart 4.13: GDP growth and inflation of Vietnam
in the period of 2002-2012
Unit: %
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Even though having quite high GDP growth rate in comparison with
other countries in the area (average of 7%/year), Vietnam also faces
the highest inflation rate among the countries in East Asia area, with
the average of 12.04% per year. This increases the cost of capital losses
for credit institutions as well as MFIs. Moreover, a high inflation rate
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directly affects the income and living conditions of the population,
particularly the low income customers.
Furthermore, the number of dissolved or suspended production
businesses in Vietnam would increase significantly. In 2011-2012, the
number of dissolved and suspended production businesses was at its
highest level: 107,000 dissolved businesses, equal to 28.4% the total
businesses, and doubling of the yearly average dissolved businesses
in the past 12 years (Pham Chi Lan, 2012). By the end of the first nine
months of 2013, 42,459 businesses were either dissolved or shut down,
illustrating the difficult economic conditions in Vietnam24. Even though
businesses are not the direct target customers of MFIs, microfinance
customers are also affected due to (i) businesses of microfinance
customers are in the business value chains, and such activities severely
reduce both prices and output; (ii) microfinance customers are the
employees of the enterprise, and when the enterprise goes bankrupt
or is dissolved then the customers have effectively lost their job. As a
business continues to make a loss, the income of microfinance
customers will diminish.
Furthermore, the problems of disease, natural disasters, and high
population changes will directly impact microfinance clients, as many
microfinance clients depend primarily on the agricultural and rural
sector and do not have diversified income sources. Therefore, when
there are epidemics or natural disasters, many microfinance
customers will lose their homes and means of production, and they
will be unable to repay their debts.

24

http://www.tapchithue.com/c14t17561-9-thang-hon-42000-doanh-nghiep-giai-thengung-hoat-dong.htm
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d. Insufficient environment.
-

Lack of connection among microfinance institutions.

In the process of the development of microfinance in Vietnam, there
have been some good suggestions and initiatives in order to connect
the MFIs e.g. the Microfinance Forum (Save Children USA – 1993);
Microfinance Center (National Economics University - 1999); the
Vietnam Microfinance Working Group (2005). These have connected
organizational activities, shared information, and promoted the
development of microfinance in general. However due to a lot of
reasons such as lack of finance and human resources, the vision and
skills to manage the network, mechanism and capacity to create
funds, the willingness to participate in connection with the other MFIs,
activities still remain moderate. Currently, only the Vietnam Microfinance Working Group (VMFWG) is operating positively in this field. In
March 2009, the efforts of Vietnam Microfinance Working Group in
forming a Vietnam Microfinance Association failed because of
ongoing disagreements amongst members. At the same time, the
current regulations also force the Vietnam Microfinance Working
Group to change and become a member of the Small-to-Medium
Business Association, and thus change its name to the Vietnam
Coordinating and Developing Microfinance Center. Even though MFIs
are not required to become a member of this Center, the relationships
between MFIs still remain very limited.
-

Microfinance information sharing is limited.

Before 2013, there were no lawful regulations about micro-credit
information sharing. Thus, the risks on uncontrollable rates were very
likely to be realized. Organizations could only rely on the local government agencies to learn about the loans of customers borrowing from
other credit institutions, or rely on trust and honesty in the customers
providing information themselves. Since July 1 2013, the effective date
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of the Circular No.03/2013/TT-SBV25, any information about the credit
activities of credit institutions must be provided to the Credit Information Center (CIC) of the SBV. There are some very

important

organizations that provide microfinance services including MFIs, VBSP,
PCFs who all “provide information raised during the month at the latest
date of five working days from the last day of the proceeding month”
(Article 8, Clause 4). However, the practice of this Circular is
considered insufficient because (i) the number of micro credit
transactions is very large even though the size of each loan is
comparatively small; (ii) credit institutions provide microfinance
services which are inadequate in the customer encryption method;
(iii) application of IT in these credit institutions differ significantly, so the
ability to provide and receive information is hard in reality; and (iv) CIC
has had private softwares to handle the problems of micro-credit, as
the current system only focuses on the large scale credit (above 50
mils VND). Furthermore, MFIs that not been licensed yet cannot share
their information with CIC.
-

The supporting system for capacity building is poorly developed.

Even though many semi-official MFIs and PCFs have been operating
for a long time, most of them provide services to enhance capacity
building measures within newer MFIs or are still developing their ability
to meet the specific needs of the microfinance sector.
Some notable organizations that provide supporting services for
capacity building and knowledge sharing include: (i) the Vietnam
Microfinance Working Group (VMFWG) with 5 main activities, including
the capacity building service by training, workshop, conferences,
intermediaries for advocacy and knowledge exchange among NGOs

25

Cicular No. 03/2013/TT-SBV dated 28/1/2013 regulates the credit information activities
of State Bank of Vietnam.
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and MFIs, and the forum for people practice microfinance; (ii) official
universities (mainly Banking Academy of SBV and National Economics
University), focusing on traditional banking training but which also
deploy training for PCFs, VBSP and MFIs; (iii) Banking Training Center
(BTC), founded by 10 joint stock commercial banks with the help of
the International Finance Center (IFC), which is also a method of
banking training; (iv) Vietnam Development Information Center (VDIC)
of World Bank is the partner suggested by World Bank and other
donors, provides many services, means and training for knowledge
sharing in development programs in the world; (v) Microfinance and
community development Institution (MACDI), founded in 2007, is a
non-profit organization which focuses on the relationships between
science, society, and finance, and provides microfinance training,
business support, and community development; (vi) Community
Finance Resource Center (CFRC), also founded in 2007 by a group of
famous scientists, researchers, banking specialists, and microfinance
practitioners, aiming to provide a variety of training models and
sharing microfinance information, community development initatives,
and education, communication and related subjects.
The aforementioned organizations tend to participate to training
activities from the supply side rather than the demand side, so they
could be inappropriate to deal with the real demands of MFIs. JFPR
group cited that in microfinance practice training, the best trainers
are the big MFIs such as TYM and CEP as they often organize internal
trainings for the expansion of the demand of their operations However
these MFIs focus too much on their internal issues even if they are being
trained by other MFIs. Moreover, they focus on their own
operations to extend microfinance technology which has been
successfully applied in reality (for example: ASA method or Accessing
method of Grameen Bank).
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In addition, the current training content only covers the key
knowledge areas, rather than general knowledge, particularly on the
issue of compliance with the provisions of the Law on Credit
Institutions. This is especially the case for the official MFIs that
transformed from semi-official or unofficial organizations. The CARD
MRI Development Institute of the Philippines26 can be used as an
example in which credit institutions can learn from emulation but it will
take many years and require many resources in order to complete and
realize these objectives of reaching the highest standards (ADB, 2010).

26

CARD MRI Development Institute offers a range of training courses by people with
practical experiences training and guide to improve the application microfinance /
/ www. cardbankph.com.
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CHAPTER 5: RECOMMENDATIONS
5.1. The orientation of sustainable development within MFIs in
Vietnam
The goals and the orientation of sustainable development of the
microfinance system in general, and for MFIs in particular, are stated
in the proposal of building and developing the microfinance system
in Vietnam until 2020 (approved by Decision of the Prime Minister
Decision No. 2195/QD-TTg of the Prime Minister on 06/12/2011).
According to the document, the sustainable development of MFIs is
shown on two aspects: the microfinance industry and the MFIs
themselves.
5.1.1. Under the view of microfinance industry
Firstly, to build and develop the safety, a sustainable system of
microfinance must be built in order to serve low-income populations,
micro-enterprises, and small enterprises businesses. Such a system must
contribute to the implementation of the Party and State policies, to
ensure social security and sustainable poverty reduction. In other
words, the Government must orient itself towards the development
and sustainability of Vietnam’s microfinance environment while shall
ensure the maintenance of social goals that focus on sustainable
poverty reduction.
Secondly, low-income households, and micro/small enterprises in
remote areas should be served on both range and quality of services
in a flexible manner as as their clients' requirements.
In Vietnam, most of the lower-income households have never had
access to microfinance services, or at least used credits and deposits
which were provided by formal financial institutions including the Bank
for Agriculture and Rural Development (Agribank), Vietnam Bank for
Social Policies (VBSP) and the people's Credit funds (PCFs). However,
the quality of services and scope of operations often fail to meet
adequate standards. The needs of lower-income households must be
reflected through financial products that offer reasonable prices,
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flexibility, convenience and an appropriate design. A group of clients
may wish to use a microcredit provider for their financial needs, but
often very few providers will adequately meet their diverse needs.
Consequently, these potential beneficiaries will have to choose
different financial products and service packages from different
sources. The expansion of credit in the formal financial system must
aim at satisfying the needs of lower-income populations. Furthermore,
the reports of the program by international NGOs show that the
market is divided into segments, and and an increase of the diverse
needs of lower-income households include demands for larger loans
and a wider range of services, including microinsurance, leasing and
remittances.
Thirdly, microfinance development remains quite an open environment.
The Vietnamese microfinance sector is characterized by fragmentation,
a lack of regulations, and inefficient deposits and loans. This reduces
the quality of services, threatening the sustainability, restricting growth,
and ultimately meaning that the microfinance sector as a whole
cannot be fully integrated in the national financial sector. Specifically,
this feature is a result of poor subsidized credit mechanisms that do
not adhere to any effective policy framework, which consequently
negatively impacts on the effectiveness and sustainability of MFIs. This
policy discourages savings and lead to "granting” poor quality credits.
Subsidized interest rates plus targeting certain market VBSP further limits
the capacity of other MFIs to serve poorer households and restrict the
potential development of these institutions. In the case of the
Agribank, the largest financial provider for rural areas, such a policy
has undoubtedly limited its profitability, while the consequences
include the reduction of attention to professionalize products and
services for low-income populations.
5.1.2. Under the perspectives of MFIs:
The institutional capacity of microfinance services providers shall be
given its full attention. The operating scope of microfinance providers
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in Vietnam is quite "impressive” - very few of the total number of
low-income earners (accounting for 24 % of the population) did not
receive any type of financial services. However, the range of
operations across the region is still hidden deep, with issues remaining
to institutional and organizational structures, and a lack of human
resources. The institutional weakness is systemic, while organizational
issues can be presented in four specific aspects: a) Type and quality
of microfinance products of the MFIs; b) Issues of sustainability and
financial performance of the MFIs; c) The market is small and economically inefficient, with an unclear role of the mass organizations in
microfinance. These issues combined with policy issues as mentioned
above have created major concerns about low profitability rates for
both formal and semi-formal MFIs.
Thus, the orientation of the MFIs in enhancing institutional capacity
can be classified into two groups:
First, for the MFIs already licensed by the SBV: a complete organizational restructure, improvement in management and administration
capacities, installation of a supervising mechanism, and an effective
internal auditing system to ensure an operational safety and sustainability.
Second, for semi-official non-governmental MFIs: continue to improve
financial and institutional capacities to meet the conditions for conversion into licensed MFIs by SBV under the Law on Credit Institutions,
which are prerequisites to meet the minimum capital prescribed and
at least achieve sustainable operations.

5.2. The recommendations to increase the level of sustainability
of Vietnamese MFIs
After more than two decades of establishment and development, the
Vietnamese microfinance industry has made important progress in the
way of formalizing and professionalizing towards a sustainable
economic development, accompanying the fight against poverty.
However research also shows that the growth of microfinance remains
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too constricted. In order to improve Vietnamese microfinance
development in the next period, some recommendations are also
given to policymaking agencies, donors, managers and practitioners
of microfinance, which are as follows:
5.2.1. For MFIs
5.2.1.1. Solution on enhancing governance and executive
a. For licensed MFIs
The licensed organization shall (i) improve its organizational structure,
governance and administration, and clearly define the responsibilities
and powers of each department within the organizational structure,
(ii) develop supervising mechanisms, internal audit, and run organizations to ensure their safety, healthy and effective operation (iii)
strengthen the applicable standards of credit institutions (risk management, assets and liabilities management to ensure the safety ratio of
activities), (iv) cooperate with other MFIs such as VPSP, PCFs, and
Agribank in the form of partnerships or agency relationships in order
to increase its size and its reputation, (v) take advantage of local
government relationships, and political and social associations to
optimize its operations. This will help to increase the prestige of the
organization for the managers, as well as the general reputation for
the clients. This would be an ideal opportunity to develop the market
in the future.
b. For non-licensed MFIs
MFIs that are not licensed but would like to professionalize in the future
shall (i) build a clear development strategy and action plan, (ii)
address and adhere to specific operation and strategy model, (iii)
merge and consolidate with the program/project in the same or
neighboring areas to increase their size and prestige, given that small
MFIs will find it difficult to highly promote efficiency and financial
reputation. Professionalization and organizational transformations are
a unique solution of developing MFIs. However, when undertaking
such formalization processes, MFIs deviate from their social missions.
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Furthermore, they must take advantage of funding opportunities for
training and capacity building for staff, gradually upgrading and
improving information systems management, and finally through the
selecting and applying IT in the management process.
5.2.1.2. To increase sustainability through reduced costs, increased
revenues
MFIs can reduce operating costs by (i) applying adequate management systems, especially the MIS system, (ii) using technology to
reduce costs (for example, using the internet or phone for office management procedures, or the application of no-branches services in
advanced MFIs). However, the current operating costs within Vietnam
is very low compared to other countries in the region, so reduce
operating costs even further in the short term may be unrealistic.
Moreover, interest rates are lower than most other countries in the
region, thus a further reduction of these rates remain very limited; (iii)
reducing the cost of unnecessary operation to the maximum in order
to save costs; (iv) managing debt levels to further reduce the cost of
risk provision, and applying strong MIS systems. This includes strengthening information sharing credits with local banks in order to avoid
debt levels spiralling, (v) expanding operations in breadth and depth
to reduce costs on the loan and diversify the clients; and (vi) reducing
the costs for MFIs to raise capital through attracting domestic and
foreign investment on the international market27;
Additionally, the increase of revenues should be conducted at the
same time through (i) diversifying revenues sources and increasing the
cross-selling of other services to current clients; (ii) diversifying
microfinance products into other services such as agent services
(telephone transfers, insurance and collection); (iii) applying various
debt collection methods to ensure a constant currency and liquidity
flow; and (iv) continuing to innovate and improve operational
efficiency.

27

Cambodia was success in the implementation of this . Source Duflos (2013).
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5.2.1.3. Enhancing the transparency of information in order to increase
reputation and protect the client's interests.
To protect a client’s interest and increase their reputation, an MFI
should provide greater transparency in basic information such as
interest rates, terms and conditions of the contracts, and financial
statements.
An MFI should: publicize interest rates, particularly real rates and
effective interest rates in the credit agreement; give a clear explanation
to customers on the differences between the different types of interests
in a comparable way; and ensure that all customer loans are understood thanks to a clear explanation are provided (e.g. on the cost
savings required, the method of calculation, payment frequency). The
rights and obligations of depositors and borrowers are clearly stated
in the regulations, and are publicly listed.
MFI’s financial statement should be regularly audited by an independent auditing company in order to strengthen the transparency of the
organization from which the reputation of MFIs is highly dependent
and appreciated.
5.2.1.4. Diversification of services, to enhance the quality of microfinance services, the balance between the financial services and
society
Formal MFIs should enhance savings mobilization from the public
through different methods in order to diversify the mobilization of different
interest rates. For informal MFIs, the mobilization of voluntary deposits
would be harder and more risky, so, currently, this product should not be
developed. Such MFIs should seek for inexpensive mobilization
resources e.g. funds from donors, investors for development, or authorized capital from the Central Banks. This is the most important mean for
the MFIs to reduce interest rates and increase the capacity of their
sustainable operations.
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Furthermore MFIs should enhance their market research, and attempt
to innovate and implement new products and services, such as diversity
of the principal interest and savings mobilizations, in order to meet
different requirements.

Such examples can include implementing

services such as money transfer via phone or internet, micro-insurance
services, and collecting agents. Such services can meet the increasingly
diverse financial needs of lower-income households. In addition to the
number of services, more attention should be paid to the quality and
variety of these services, as well as their availability and ease of
accessibility.
It is also imperative to increase investment in non-financial services
aimed at meeting the clients’ needs, given that this is the biggest
difference between the MFIs and the other commercial banks. These
factors are becoming increasingly important to attract the customers of
microfinance, which is the strong point of the MFIs, and they should
actively promote competition and target innovative development
initiatives.
5.2.1.5. To improve the financial capacity of the MFIs
Currently, semi-formal MFIs in Vietnam are small in number and only
about one third of them are considered to be operating stably and
efficiently. In general, such MFIs attract few customers and portfolios,
and the number of clients of organizations is only half compared with
the average of other organizations across the globe, and one third of
the average of micro-credit organizations in Asia.

Furthermore,

although such institutions were founded at the same time, the value
of the loan portfolio is held by one tenth of of the clients of the micro
credit organizations in the world.
Thus, the MFIs should take the initiative to merge with each other to
become larger MFIs in terms of both size and market share. However,
by the time MFIs are currently trying different methods such as mutual
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groups, solidarity groups, village banks, a merger or consolidation will
require the adjustment and restructuring of the businesses from the
participating organizations.
Additionally MFIs should raise inexpensive capital levels on the market,
particularly from donors, and implement policies to mobilize
investment for social development from businesses (corporate social
responsibility), philanthropists, native councils or overseas individuals.
5.2.1.6. To improve the quality of human resources
This is one of the key solutions for the long-term sustainable development
of of the MFIs in Vietnam. The development of human resources could
be achieved primarily through the development of key infrastructures,
with professional training, capacity building, and management
playing a vital role.
The policy on the development of human resources: MFIs should
emphasize policies on developing human resources e.g. through
stringent recruitment process, comprehensive trainings, the use,
the selection and the classification of the personnel, a competitive
salary and bonus policy, and encourage internal communication, all
with the aim of raising the profile and skills of leaders, building the staff
with good professional and ethics. Personnel working in MFIs should
have a solid understanding both development and finance.
The mechanism of motivation and employers: a system of incentive
policies to encourage officers must be more creative in order to place
employees in positions consistent with their abilities and qualifications.
This will help develop policies which reward and discipline employees,
while providing material incentives will help motivate and stimulate
employees to be enthusiastic in their work, and be more productive.
It is also necessary to build a plan of personnel based on the
organization's needs and the abilities of potential employees, as well
as to improve the working environment for employees to foster a
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dynamic, creative and professional mastery, and avoid time-wasting
and dependence on superiors. A healthy and competitive
environment would also be necessary, as would motivating employees
to enhance their experiences. Microfinance operations should have
not only highly qualified staff but also experienced staff with loyalty to
foster good working practices. Lastly, the provision of a working
environment where employees come together, often to exchange
experiences and learn from each other will help the MFI save costs
and implement innovative management practices and solutions.
Trainees: The trainees should be (i) the officers directly related to
financial services at all levels (such as loan officers, accountants,
mobilization officers ), and (ii) leadership team.
Necessary training courses: Take advantage of training courses on
microfinance which are designed and localized by the WB, ADB,
CGAP, the UN Development Capital Fund (UNDCF), the International
Labour Organization (ILO), Microsave Africa, and other organizations
which can be readily applied to Vietnam’s context. New courses
should be supplied, such as responding to inflation and liquidity risks,
operational risk management. Courses on leadership skills, planning
skills, developed relationship skills with clients, and marketing should
be provided along with courses to improve knowledge and skills.
The methodology and procedures of staff training: for developing
training infrastructure, it will be necessary to make an evaluation of
training needs and prepare a list of current training facilities to: (i)
determine if employees are interested in participating in the training
of new markets and rural finance or not, and (ii) evaluate their training
capacity of rural finance. The establishment of a new training center
should be considered only when the current training center is not
adequate for the needs, or cannot control the quality of the courses.
The training facility should be commercial, and ideally belong to the
private sector rather than under the Government’s subsidies to ensure
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the flexibility, transparency and competitiveness of any training
programmes. The approach should also be flexible to change, based
on the technical support of higher quality rather than just relying on
experience.
To ensure the quality of training course, such facilities should charge
a fee although initially external help should be sought, if needed. In
the Philippines, the Government established the People's Development
Trust Fund to create resources for MFIs to improve the capacity of the
initial training. Such an initiative could be readily applied to Vietnam.
For the successful training, both studying and practicing are important;
the training of trainers (TOT) should be particularly scrutinized,
especially for local programs, and

training programs should be

thorough, with on-site training and facilities conference for exchange
of experiences with other MFIs.
5.2.1.7. To strengthen the links between the various microfinance
organizations
There are many factors that require the service provider to liaise with
each other. These needs can range from the level of exchanging
information in informal ways to the level of signing an official
agreement or even a mutual ownership.
The affiliate relationship is the agreement on providing services. For
instance, an MFI is the retail agent for a bank, meaning that the bank
acts as a wholesale capital provider for the MFI. During this period, the
MFI and Central Bank would actually have a strategic cooperation
agreement. Such strategic partnerships will be sustainable if both
parties are able to maintain their benefits i.e. if the relationship of
strategic partnerships can help both parties to focus on core activities
and limit weaknesses. For example: although a bank has the strength
of nationally capital mobilization, it also has the weakness of being
unable to access low-income households given that their banking
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methods and business cultures are inappropriate. With a microfinance
organization however, such methods are strong and appropriate
methods to reach such clients, but do not have sufficient funds.
MFIs and banks have a lot of interests and motivations that can lead
to such cooperative ventures, including:
(i)

Their ability to cooperate to diversify, expand and / or reduce
the cost of loans / capital of both parties;

(ii) MFIs ability to reduce the pressure of regulations on the capital
adequate ratio (CAR - when there are rules of prudent
management within MFI). MFIs with high growth will face limits
of regulations on capital adequacy ratio much more quickly.
By acting as an agent for a bank, and thus accessing the
bank’s credit reserves, this would be the best way to meet the
client’s needs of capital and reduce any pressure in trying
raising equity levels themselves;
(iii) To give the bank access into a new market segment without
setting up its own channel with new methods;
(iv) A bank can approach and evaluate MFIs before deciding to
proceed with ownership with a particular MFI;
(v) An MFI can take advantage of the bank’s size, such the economy of bank’s size, and implement a professional supporting
system with advanced technology, human resources and others at low cost.
(vi) MFIs can also take advantage of government incentives
through the banking system as the government cannot reach
each MFI. The State should improve the legal framework to
allow banks to become associated with a microfinance organization in order to meet the above demand.
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To accomplish the above goals, we first propose to the banks to build
the policy of credit wholesale: Many Southeast Asian and Asian
countries’ financial institutions which focus on the agricultural sector
and rural areas (i.e. banks that are similar to AgriBank) have grown
because of a good combination of services in retail and wholesale28.
MFIs should depend on their own characteristics to address the client’s
needs on which wholesale product to focus on. For example,
Agribank can be the capital - wholesaler for PCF, and MFIs, while VPSP
can be the wholesaler for MFIs given that many microfinance
programs and projects in Vietnam are running quite effectively, yet do
not have sufficient funds to meet the demand of loans from rural
households.
5.2.1.8. Enhancing communication / financial education
Financial education should focus on key topics in microfinance for
both client and agencies of implementation / supervision. It should
clarify the difference between microfinance and traditional finance
in regards to goals, clients, and featured operations, and provide
transparent information about interest rates, transaction costs, and
opportunity costs in microfinance. It is intended to carry out client

28

In Japan, 60 % -70 % of the outstanding loan associations in agriculture, forestry and
fishery (AFC) is the direct loans to cooperatives to supply capital to the cooperative
members. In Malaysia the credit of rural development for the government-appointed
BPM Bank lends mostly to banks in the form of wholesale lending for rural banks and
cooperative credit institutions, rather than through direct lending to farmers. Similarly,
in Thailand 30 % of household debt in BAAC comes from wholesale lending through
agricultural cooperatives and services, In Korea a third of loans were farmers Agriculture Association wholesale lending through agricultural cooperatives and organizations providing agricultural services. Primary agricultural development Bank of Nepal
is heading into activities leading wholesale organizations in the agricultural sector,
while rural banking for customers of Landbank of the Philippines are at rural banks,
savings banks and cooperative banks.
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protection principles by promoting responsible microfinance and to
strengthen advocacy on benefits for the customers and the community/
society. Programs should be launched to study, financial knowledge
among residents in order to build national programs and strategies to
improve the national financial knowledge. This is also one of the
important solutions stated in the Decision No. 2195/QD-TTg dated
December 06, 2011 of the Prime Minister approving the Scheme on
building and development of a microfinance system in Vietnam
through 2020: “To propagate, raise awareness about microfinance,
promote advocacy on the role and effectiveness of microfinance
activities - i.e Increasing popularity and making the microfinance
model and its activities more efficient”.
5.2.2. For the State Bank of Vietnam
5.2.2.1. Complete documents guiding the implementation of the Law
on Credit Institutions, 2010
Although the Credit Institutions Law of 2010 (No. 47) passed by the
Parliament in June 2010, at the time of this study (10/2013) documents
guiding the implementation of the law have not been fully completed
or issued. In 2011and 2012, the SBV drafted two important circulars
regards licensing microfinance operations (replacement of Circular
No. 02/2009) and the safety ratio in banking operations (replacement
of Circular no.07/2009) to strengthen the application of indirect
management tools and to ensure safety for MFIs in particular and
credit institutions in general. These circulars consider international
practices and the specific activities of these organizations to make
regulations on capital adequacy ratio minimum lending, loan classification and provisioning for credit losses, and the establishment and
expansion of branches. These regulations required the true spirit of the
decision No. 2195/QD-TTg "Building a uniform legal environment, in
accordance with the characteristics of microfinance activities...
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promoting policies to support compliance to encourage the
development of microfinance activities ... ".
The promotion and implementation of these legal guidelines would
enable the microfinance sector to participate in the formal financial
market, to attract more resources to expand its scale, to standardize
and to increase the sustainability of each organization.
5.2.2.2. Undertake activities to advance the strategic development of
the microfinance sector in Vietnam
In addition to issue the guidelines credit law, the State Bank of Vietnam
should undertake activities under the development strategy approved
by the Prime Minister, by immediately organizing events and conferences to promote the dissemination of industry operations and
regulations of the state of the sector's activities.
5.2.2.3. Create open playing field for organizations engaged in
microfinance
This is to ensure that financial service providers in the market can
operate fairly on the same playing field, to encourage private and
foreign sector participation to enable market growth, and to encourage
organizations to participate in the microfinance sector, especially
potential commercial banks who could benefit from taking part in the
microfinance market.
Additionally, this would promote healthy competition and reduce the
interest rate of microfinance loans, and provide clients with more
opportunities and options for access to more financial services.
However, the SBV should provide a legal framework to avoid debts
overlapping and cross borrowing by the same client through the
exchange of credit information in a transparent and efficient way.
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5.2.2.4. Strengthening accountability in microfinance
There should be policies for promoting responsible microfinance, such
as requiring microfinance’s pricing to be transparent and preventing
profiteering from groups of lower-income households. If flexibility of
interest is allowed, the efficiency of interest rate shall be transparent.
The calculation of interest rates based on original loans is acceptable
in ways that are suitable with the professional ability and technology
of the banks, including MFIs. However, it is important to protect the
rights of customers and increase the reputation of the organization by
publicizing transparent basic rates. The SBV should require financial institutions in general and in particular MFIs to post rates publicly, particularly real interest rate and Effective Interest Rates in the credit
agreement. Credit institutions are required to apply interest rates at a
reasonable level, on the basis of supply and demand capital markets,
and based on the demand for loans and the creditworthiness of
borrowers, as well as operational cost savings. This would enable
customers to access to loans for business development, to reduce
poverty, and to improve their living standards.
5.2.2.5. Rapidly standardize and unify legal framework related to the
microfinance interest rates
This would unify the regulation and the definition of the Law on
banking and the Civil Law relating to borrowing and lending of
identifiable usury behaviors. This would make raising capital illegal and
would provide the basis for the identification and treatment of frauds,
reducing financial crimes. Unifying treatment would prevent the development of the semiformal microfinance sector from being equated
with usury.

Then, the financial needs of the population

lacking access to formal services will be met. As semi-formal organizations have been developed for a certain period, the organization
will institutionalize the conditions of strong formal institutions.
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The application of an interest rate policy should be consistent with the
characteristic of the MFIs and its clients. General principles of valuation
of interest should be applied based on the successful experiences
elsewhere in the world and current regulation in Vietnam. A “onesize-fits-all” approach should not be applied. The policy of interest rate
ceilings should increase the gap between the general interest rate
ceiling for other credit institutions and MFIs / PCFs at a reasonable level
to encourage the development of this area, ensuring the sustainable
development of the MFIs and the interests of microfinance clients.
5.2.2.6. Implement other supporting policies
Mechanisms related to the flow of capital through banks could be
implemented to help MFIs expand their area of operation. Additionally,
MFIs could establish a counterpart fund for improving operating capacity
and to cover a part of expenses in the conversion period. The counterpart
fund should be carried out by a performance-based grant. Consulting
firms should be encouraged to engage in the market to improve the
operating capacity of MFIs; the establishment of wholesale institutions
of microfinance should also be encouraged.
5.2.3. For the Ministry of Finance
-

To coordinate closely with the SBV to build a legal framework as
well as manage the MFIs and their operations; To minimize the
issuing of overlapping laws or contradictions between the two
bodies, which causes difficulties in the in the management of the
MFIs;

-

To build an appropriate legal regime for microinsurance operations
and to develop activities to ensure professionalism. This will help
microinsurance operations to develop and to meet cliens’ needs,
contributing to the development of the microfinance sector in
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general and the sustainability of the MFIs in particular.
-

To issue an appropriate tariff and tax payment schedule for MFIs
avoiding increasing operation costs, increasing the burden on
low-income clients in order to develop this industry and overcome
the existing barriers. A proper tax policy can either promote or
inhibit the development of the industry, especially at the beginning
period.

-

To provide the outstanding tax policies to encourage organizations
to reach the potential markets without services, such as populations
in remote, mountainous areas, ethnic minorities, and disadvantaged groups such as people with disabilities.

5.2.4. For the Centre of Microfinance for Small and Medium Enterprises:
-

To strengthen promotional activities and policy impact of microfinance activities in Vietnam to state agencies and donors.

-

To improve the quality of services of being an intermediary
between MFIs and state agencies, donors and international, local
MFIs.

-

To coordinate with state agencies, and local and international
practitioners to compile and issue the best practices for microfinance in Vietnam.

5.2.5. For the donors and investors
Most Vietnamese MFIs were formed by development programs established by international NGOs. Vietnamese MFIs thus have a sustainable
foundation from which they can build from. However, to ensure the
sustainability of such institutions, donors should support Vietnamese
MFIs by classifying them according to the following groups:
Licensed Group: Support training expenses, building capacity of
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governance and management, preferential loans, or long - term
investments, joint ventures.
Pending for license Group: Support training costs for staff capacity
building, upgrading software MIS information management, market
research and product development, preferential loans, or long-term
investment.
Group without projects, programs or social funds: Support costs for
institutionalizing the process of becoming a professional organizations,
support training costs for staff capacity building, upgrading software
for MIS information management, market research and product
development, capital funding is refundable, preferential loans.
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CONCLUSIONS
Vietnam has proudly achieved significant growth and poverty
reduction over the last two decades, according to both national and
international standards (World Bank, 2012). The development of the
financial sector, focusing on the microfinance industry, has been a key
element of poverty reduction since the government began renovation
in 1986 (ADB, 2010).
Despite great achievements, the task of poverty reduction in Vietnam
remains unfinished. What’s even more, the task is now more difficult,
due to rural-urban inequalities, and disparities between rural areas
and among socioeconomic groups. Thus, the role of the microfinance
sector remains extremely important. Ensuring the sustainability of
microfinance by harmonizing MFIs’ profit seeking, social purposes and
meeting needs will be the best way to reduce poverty and inequalities
in Vietnam in the coming years.
This study has:
-

Systemized the theoretical issues surrounding MFIs, including the
international rules and regulations in Vietnam on the three aspects
of sustainability: OSS, FSS and ISS. These factors affect the external
MFI and have been summarized as well.

-

Summed up two successful lessons from MFIs’ sustainable development in the Philippines and Cambodia, as well as four lessons on
the failure of MFIs in the world and in the region.

-

Provided an overview of the Vietnamese MFIs market, the legal
environment for MFI operations in Vietnam, the main MFI providers
in Vietnam, and the breadth and depth approaches of MFIs in
Vietnam between 2009 and 2012.

-

Fully analyzed the details of the sustainable level of MFIs in Vietnam
in recent years on OSS, FSS, ISS, in comparison with other ADB
member countries in the region and the international standards
and regulations of Vietnam. Additionally, the issue the portfolio
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quality, the level of institutional sustainability under the client’s
vision, and the interest rates of MFIs were studied in detail.
-

Evaluated seven results in sustainability of MFIs in Vietnam, which
includes good levels of OSS, high safety levels in MFI operations,
and many loyal and satisfied clients. However, studies have shown
the limitation of development of sustainability as some organizations still have not reached OSS, and many organizations have not
achieved FSS and ISS either. The cause of the limitation mainly stems
from (i) six groups of causes of MFIs themselves, and (ii) four four
group of objective reasons from the legal and industrial environments.

-

Based on this, the study proposed eight recommendations towards
the sustainable development of Vietnamese MFIs in the coming
years. Recommendations for Vietnamese MFIs were based on
addressing current limitations in sustainable development, promoting
the causes of success and lessons learned from other countries in
the world, coupled with the development of operations in the
microfinance sector by 2020. The recommendations made to the
SBV (six), the Ministry of Finance (four), and relevant authorities are
focused on the preconditions necessary for the implementation of
the solutions proposed to Vietnamese MFIs.
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APPENDIX: LIST OF INTERVIEWEES
Thanh Ha Province
Thanh Hoa Women’s Union
1.

Ms. Pham Thi Hoa – Head of Economic Department

2.

Ms. Nguyen Thi Kieu Oanh – Deputy Head of Economic
Department

3.

Ms. Duong Thi Loan – Officer of Thanh Hoa Women’s Union

4.

Ms. Tran Thi Tuyen – Chairman of Quang Xuong Women’s
Union

5.

Ms. Le Thi Huong – Vice Chairman of Tinh Gia Women’s Union

6.

Ms. Lai Thi Hanh – Officer of Nong Cong Women’s Union

7.

Ms. Dinh Thi Quynh – Officer of Thanh Hoa city Women’s Union

8.

Ms. Nguyen Thu Huynh – Vice Chairman of Dong Son
Women’s Union

9.

Ms. Truong Thi Nghia – Chairman of Hoang Hoa Women’s
Union

Thanh Hoa Fund for Poor Women , Thanh Hoa City branch
1.

Pham Thi Thuy Ha, Head of Thanh Hoa City Branch

Thanh Hoa Fund for Poor Women
1.

Ms. Mai Thi Xuong, Fund Manager

Hai Duong Province
Hai Duong Women’s Union
1.

Ms. Vu Thi Thuy – Chairman of Hai Duong Women’s Union

2.

Ms. Le Thi Hoan – Head of Economic Department
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Leaders of districts with TYM branches
1.

Ms. Dao Thi Phuong Thao – Vice Chairman of Ninh Giang
Women’s Union

2.

Ms. Dao Thi Yen – Chairman of Tan Huong Women’s Union (Ninh
Giang province)

3.

Ms. Vu Thi Thom – Vice Chairman of Hai Duong city Women’s
Union

4.

Ms. Ho Thi Duyen – Chairman of Gia Loc Women’s Union

5.

Ms. Hoang Thi Sinh – Chairman of Lai Cach Women’s Union
(Cam Giang province)

Leaders of districts with other microfinance Funds and Programs but
TYM
1.

Ms. Nguyen Thi Tuyen – Chairman of Kim Thanh Women’s
Union

2.

Ms. Le Thi Minh – Officer of Kim Thanh Women’s Union

3.

Ms. Nguyen Thi Huong Giang – Officer of Cam Giang
Women’s Union

4.

Ms. Tran Thi Ly – Officer of Nam Sach Women’s Union

5.

Ms. Nguyen Thi Vui – Officer of Nam Sach Women’s Union

6.

Ms. Doan Thi Chuyen – Officer of Thanh Mien Women’s Union

7.

Ms. Luong Thi Tuyen – Officer of Thanh Mien Women’s Union
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