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Hoc vién Ngan hang

Vietnam is one of the largest recipients of remittances

worldwide. In 2012 it was ranked the ninth on the World
Bank's list of the 10 countries that attracted the most
remittances. Importantly, remittances have represented

one of the largest sources of external private finance for

Vietnam. Furthermore, remittances have been more stable in

comparison with other financial flows such as foreign direct
investment (FDI) and official development assistance (ODA).
In some years, the share of remittances in gross domestic
product (GDP) is larger than that of FDI in GDP. Notably,
between 2002 and 2013, the remittances to GDP ratio far
exceeded the ratio of ODA to GDP. Therefore, remittances
have played an important role in promoting the Vietnamese

economy.

Based on the country s situation, this paper proposes policy

implications in order to attract more remittances flows to the

country. The rest of this paper is organized as follows Section

2 discusses remittance flows to the country from 2000 to 2013,

and Section 3 provides policy implications.
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1. Remittance flows to Vietnam
wing to historical and economic
factors, more than 4 million
Overseas Vietnamese (Viet Kieu)
or close to 4.5 percent of the
country’s population and around 500,000
Vietnamese workers now are living abroad.
Vietnamese migrants have regularly sent
substantial sums of money back home;
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and roughly 80 percent of them reside
in developed countries. These numbers
have been steadily increasing because of
the government’s labor exporting policy
as well as government policies towards
the mobilization of remittances. Figure
1 presents remittance flows to Vietnam
from 2000 to 2013. Remittance flows have
recorded an impressive growth rate since
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Figure 1. Remittance flows to Vietnam in the 2000-2013 period
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2000. They increased sharply, by around eight-
fold, from US$ 1.34 billion in 2000 to a peak
of US§$ 11 billion in 2013. It may be noted that
remittances went up significantly by US$ 2.38
billion in 2007 compared to 2006. Moreover, due
to the economic recession caused by the global
financial crisis, the year 2009 saw remittance
flows to the country decreased slightly, by US$
0.79 billion in comparison with 2008.

The sharp growth in remittance flows to the
country from2000t0 2013 can partly be explained
by a fundamental change in policies as well
as creation of a legal framework to encourage
these flows. For instance, the labor exporting
policy has been implemented for encouraging
Vietnamese people to work abroad. In addition,
the governmentissued a series of legal documents
to promote Viet Kieu as well as migrant workers
to send money back; for example, a tax incentive
was adopted by removing a 5 percent tax and
the personal income tax on remittances in 1997
and 1999!, respectively. Furthermore, Decision
No.
to withdraw remittances in local currency and
foreign currencies or to maintain them in"ba,nk

1nvestments by Viet Kieu, Decree No, 81/2001/
ND-CP* 1ssued by the government allowed ﬂ’.hnl

,.r"

! Decision-No: ’170/1999/QD-TT9 was:‘released by the éSakr 2006 r

Prime Minister on August 19, 1999, and'was amended and:
supplemented byiDecision No. 78/2002/QD -TTg.
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CP was issued in 2010 to
provide “more transparent
procedures and the step-by-step procedures
needed to purchase homes*”. By issuing
that Decree, the government tried to foster
remittance inflows to the country through Viet
Kieu investment.

In addition, by issuing Decision No. 8§78/2002/
QD-NHNN in 2002, the SBV allowed other
companies to operate in a formal remittances
market besides commercial banks and money
transfer operators. This Decision therefore
promoted competition in the remittances
market, thus leading to decreased transaction
costs associated with receiving remittances,
and consequently increased remittance inflows
through formal channels.

In 2004 the Communist Party of Vietnam
enacted Resolution No. 36/NQ-TW on Overseas
Vietnamese affairs which identifies the Viet
Kieu diaspora community and its potential
in considerably contributing to the country’s
development. Furthermore, the main objective
of the Resolution*No. 36 is to persuade Viet Kieu
to be effective in sfi'pp,brting the country in all
sectors such as the eccmofny, science and culture.

Source: the World Bank
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Moreover, Ordinance on Foreign Exchange
No. 28/2005/UBTVQHI1 was effective in
June, 2006° and gradually liberalized capital
transactions, and therefore, positively influenced
remittance inflows. Since the Ordinance allows a
resident, being an individual, to undertake foreign
borrowing, Viet Kieu can remit money to their
relatives in the country through loan contracts. In
addition, most remittance inflows to the country
are determined by portfolio considerations®, so
the improved investment climate in the 2000—
2013 period was an important factor enabling
the country to attract remittance inflows as the
same manner as FDI inflows.

Furthermore, Vietnam officially became a
member the World Trade Organization (WTO)
in January, 2007; as a result, the Vietnamese
government was expected to implement correctly
the commitments of WTO membership. Joining
the WTO was seen to improve the investment
climate and promote institutional reforms in the
country

Additionally, real estate and stock markets
were booming in the period 2007-2008, thus
attracting more remittances inflows to the
country.

2. Policy implications to attract remittance
flows to the country

2.1. Shifting from informal to formal transfer
systems

Remittances channeled through an informal
sector have less impact on the development
of recipient countries since these flows have
smaller multiplier effects than those sent
through formal channels. Remittances through
a banking system can deepen a financial sector
since they can be used to*fund economic
activities in recipient countries’. Ratha (2007)
indicates that “encouraging remittances through
banking channel§ can improve the development

5 In March; 2013, ;the rNational Assembly promulgated
Ordinance "No0.%06/2013/UBTVQH13 to amend  several
articles of .the Qrdinance ;on: Foreign -Exchange No.
28/2005/UBTVQH11.

6 Sakr, 2006
7 Agunias; 2006
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impact of remittances by encouraging more
saving and enabling better matching of saving
with investment opportunities”. In addition,
remittances received in cash tend to be less saved
than those sent through the banking system.

By investigating the Canada—Vietnam
remittance corridor, Hernandez-Coss (2005)
reveals that informal channels are widely used in
that corridor, and have competitive advantages
over formal ones in cost, speed, reliability and
cultural familiarity. Moreover, rural areas are
still poor and their access to formal financial
services is limited, and it is estimated that only
15 percent of Vietnam’s population has a bank
account®. The commercial banks and other
financial institutions that are allowed to provide
remittance services have tried to promote their
accessibility to their clients.

In order to encourage remitters and recipients
to use the formal channels, the State Bank of
Vietnam (SBV), which is the financial sector’s
primary regulator under the Law on the State
Bank of Vietnam’, needs to guide a remittances
market to enhance competition and transparency
inthatmarket. Forinstance, the SBV should allow
alternative financial institutions to be involved
in the remittances market. Furthermore, the SBV
should make an effort to reduce the proportion
of unbanked households in the country. By
doing that, the costs associated with remittance
services may be reduced, thus attracting Viet
Kieu and migrant workers towards the formal
channels. The government should provide pre-
departure training and orientation for temporary
workers about using the formal channels to send
their income back to the country.

Additionally, the financial institutions need
to create remittances-based financial products
along.with remittance services to attract and
direct remittances toward productive usage.
From the experiences of foreign countries,
saving“accotints, credit, insurance gproducts,

& KPMG, 2013

9 Law on the State Bank of Vietnam taking effect on
January 1, 2011
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product packages'® and other products should
be designed to meet the needs of the remittance
senders as well as recipients, thus promoting
attractiveness of the formal channels in order to
direct remittance flows to those channels. The
World Bank (WB) survey of 40 central banks in
developing countries across different regions in
the world released in 2005 reveals that offering
special deposit accounts at commercial banks is
one of the most popular incentives in developing
countries for attracting remittances. Migrants
are given preferential interest rates on these
accounts and have an option to hold accounts
denominated in foreign currencies''.

Furthermore, importantly, in the context of
Vietnam, banks’ ability to allocate resources
to the most promising borrowers may not be
fully reliable. Hence, raising the efficiency of
the banking sector needs to be achieved for
remittances channeled to the formal sector to be
productively utilized.

Microfinance institutions (MFI) are strongly
supported by many international organizations
and scholars in stimulating the productive uses
of remittances'>. Because of the deficiency of
formal financial institutions in rural areas, MFIs
with their characteristics can meet the financial
needs of families with remittances in those areas.
Furthermore, according to Bagasao (2003), a
connection between remittances and MFIs may
facilitate business advice and capital accession
for remittance-recipient households. Carling
(2005) points out that by providing supporting
programs such as training and marketing, MFIs
can promote recipients’ capacity to invest their
additional income from remittances in productive
projects in destination countries. Moreover, it is
expected that MFIs may still be attractive even
when remittances are not channeled through the
formal sector'.

“Comstock, lannone and Bhatia, 2009. Three examples
are gtransfer + saving, savings + creditand _credit +
insurance

" Martinez,-2005
2 Bobeva, 2006
'3 ibid.
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However, MFIs may confront noticeable
barriers in the remittances market. For instance,
since MFIs have small-scale and limited
resources, they find it difficult to meet regulatory
requirements to provide international money
transfer services'. In addition, ability to compete
with commercial banks in providing products
and services related to remittances and ability to
manage daily cash flows are also major concerns
of MFIs when they consider involvement in the
remittances market'’.

Vietnam has around 50 MFIs, and they have
played a critical role in the country’s financial
sector as well as in the economy. These MFTIs,
nevertheless, are not allowed to participate in the
remittances market. Owing to increasing trends
inremittance flows to the rural areas together with
the lack of official financial institutions in those
regions, MFIs can provide remittance services
as well as financial services for the remittance
receivers. As a result, the SBV may consider
stimulating the roles of MFIs in the provision
of remittance services, and importantly, MFIs
which want to participate in the remittances
market need to review obstacles facing them to
decide whether to enter the remittances market
or not.

2.2. Improving the investment climate to
attract and use remittances productively

A country’s investment climate is an important
factor for attracting investors, irrespective of
their ownership status. Vietnam is facing a
steady decrease in competiveness in comparison
with similar regional economies'®. In Global
Competitiveness Index 2012-13, Vietnam’s
macroeconomic environment pillar was ranked
106™ out of 144*economies'’. To put it another
way, the investment environment of the country
is_ less attractive than-“those in neighboring
countries. Furthermore, Sakr €2006) indicates
that most remittance flows» tor the country

4 Carling, 2005

> Bobeva, 2006

16 The WB, 2014, East Asia Pacific EconomicUpdate
7 The World Economic Forum, 2012
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are influenced by portfolio decisions. The
government therefore should improve the climate
for investment and create the best possible
conditions to attract more foreign capital (in this
case, remittance flows). The Law on Investment
enacted in 2005 should be revised towards
promoting transparency and competitiveness in
the country’s investment climate. For example,
discrimination between domestic and foreign
investors needs to be eliminated to provide equal
competition among businesses or investors
regardless of their ownership status. Moreover,
administrative procedures need to be reformed
to create a favorable environment for attracting
external capital. A one stop shop, for instance,
needs to be established for business registration
procedures as well as tax registration, in order to
decrease costs and the time required of businesses
in complying with administrative procedures. If
such a measure is achieved, potential investors
can engage in the market earlier.

Some countries such as “Maltaand Estonia have
offered investment promotions for migrants as a
part of their FDI policies, while in a number of
countries, remittance policy has been constituted
in the framework of small and medium enterprise
(SME) development policy’'8.

Some countries provide incentives such as
tax breaks in certain years towards migrants
and migrant returnees- potential investors to
encourage them to invest in their home countries.
In India for instance, returnees get preferential
access to capital goods and raw material
imports'’. However, these potential investors
may lack information about the investment
environments, business opportunities and
legal and institutional systems in destination
countries. Hence, for those investors instructions
are provided to help-overcome the difficulties
facing them when doing business in their home
countries®.

If the  Vietnamese' government considers

8 Bobeva, 2006
9.Agunias, 2006
20 Bobeva; 2006
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offering similar policy measures to attract
more remittance flows, it should take into
account certain issues. For example, preferential
treatments provided to Viet Kieu or return
migrants may create discrimination between
these potential investors and other investors
including domestic and foreign investors, and
consequently damage the country’s investment
climate. In addition, fiscal and tax incentives are
expected to attract more remittance flows to the
country, but such measures may generate a high
burden on public finance.

2.3. Securitization of remittance flows

Similar to other future receivables, remittances
can be used for cash flow securitization,
and remittance-backed securities may be
considered as a means to tap the development
potential of remittance flows?!. In developing
countries, a number of domestic banks have
used securitization techniques to borrow hard
currencies from the international market. During
the last decade, Brazil, Jamaica, Kazakhstan,
Mexico, Peru and Turkey mobilized over US$
15 billion from the international market through
securitization of future remittance flows with the
average maturity of the loans being from 5 to 15
years?,

Accordingto Ketkarand Ratha (2009), structure
of securitization of remittances is believed
to reduce the usual sovereign transfer and
convertibility risks, and thus enables remittance-
backed securities to be rated above the sovereign
credit rating. As a result, these securities are
attractive to a broad range of investors, and the
issuing banks are able to raise funds from the
international market at advantageous rates and
with longer maturities®. Notably, Hughes (2011)
points out that even in crisis time, a remittance
securitization transaction still performs well, and
allows remittance-recipient countries to aceess
foreign capital.

Ketkar and Ratha (2009) state thatgpotential

21 Hughes, 2011
22 The WB, 2010 cited from Ketkar and Ratha, 2009
2 Ratha, 2007
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for remittance-backed securitization of Vietnam
was US$ 0.5 billion in 2007 since the country
was rated BB- by Standard & Poor’s, and the
estimated 2007 remittance flow was US$ 5
billion. In spite of the considerable size of
potential for securitizing future remittance flows
to raise hard currencies for development, like
other remittance-receiving countries, Vietnam
faces certain obstacles such as lack of legal
infrastructure to regulate securitization activities
and absence of formal accounting treatment of
such transactions. Appropriate legal frameworks
and flexible accounting rules therefore need to
be established.

It is noted that there has no single measure
to direct a significant part of remittances to
investments, and policy measures offered to
promote remittance flows should balance their
costs and benefits. No policy measures are
able to help attract more remittances towards
investment purposes, if economic and political
environments are not stable and attractive to
remittances senders and recipients — potential
investors. Furthermore, ‘“good remittance
governance is that which is based on the

SUMMARY
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initiatives and involvement of local businesses,
local credit and financial institutions, local
communities and government”*.
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Kiéu hdi va chinh sach thu hut kiéu hdi vao Viét Nam

Trong nhitng nam gan day, Viét Nam la mét trong nhitng quoc gia tiép nhdn kiéu hoi lén nhdt trén thé gidi.
Bdc biét, nam 2012 va 2013, theo Ngdn hang Thé gici, Viét Nam xép thir 9 thé gidi vé thu hit dong kiéu
hoi. Kiéu héi la mot trong nhﬁ'ng nguon von e nhdn 16m nhdt; ngodi ra, déng vén ndy on dinh hon so vdi
cdac nguon von ngoai khdc nhw dau tw truec tiép mede ‘ngoai (FDI) va nguon von hé tro phat trién chinh thirc
(ODA). O Viét Nam, trong mét vai nam, 1 le kiéu hoi so véi GDP 1ém hon ty 1é ciia FDI so véi GDP. Dang
chii y, giai doan 2002- s2013, 1y 1é kiéu hoi so véi GDP vuot xa ty 1é ODA trén GDP. Vi vdy, dong kiéu hoi
ngdy cang tré nén quan trong doi véi sie phdt trién nén kinh té cia Viét Nam.

Duea trén tinh hinh thuc té ciia Viét Nam, bai viét dé xudt nhl}ng ham y chinh sach dé thu hit nhiéu hon dong
kiéu hoi vé Viét Nam. Ngoai phan mé dau, bdi viét bao gom: Téng quan c[ong kiéu héi vao Viét Nam trong
tw nam 2000 dén nam 2013 va céc ham ¥ chinh sach. dé thu hit dong kieu liéi phuc vu cho pht trién kinh
1é - xd hoi.
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vi, muu ké cua nhiing ké hoat dong tin dung cho
vay nang 1di. O ddy can nhdn manh vai tro cﬁa
cac phuong tlen thong tin dai chung, cua cap
uy, chmh quyén dia phuong, mat tran to quoc
va cac to chuc chinh tri, doan thé xa hoi. Ddi
v6i nganh ngan hang, tiép tuc day manh cong
tac tuyén truyén, pho bién phap luat va dao tao,
nang cao trinh dg nghiép vy, y thure trach nhiém,
tu tuong chinh tri va dao dirc nghé nghiép ctia
can bg ngan hang. m
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SUMMARY

Usury in Vietnam- Origin, consequences and
solutions

Usury, or black credit, is a term used to describe
lending between individuals or organizations which
bypass the official credit system. Black credit lending
usually occurs underground and quietly. The most
fundamental characteristic of usury is lending with
super high interest rate and often are prohibited by
the laws. The consequences of black credit collapsing
affect the life of many people, breaking social orders
and causing social unrest, inhibiting production,
negatively impact the performance of credit
institutions and businesses and creating many other
social issues. Therefore, most laws and regulations
strive to stop the development of black credit.

This article study the origin, sitidtion as well as the

consequences of black credif#in Vietnam, laws and +

regulations on black afeb?lt and on that basis, make

recommendatlongr o restrain and repel black credlt |
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Tin dung ngan hang.

Tap chi tiéu biéu da cé bai viét dang tai: Tap chi
Ngan hang, Tap chi Khoa hoc va Pao tao Ngan
hang, Tap chi Thi truong tai chinh va Tién t&, Tap
chi Cong nghé Ngan hang.
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