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Abstract

The Asian financial crisis, in 1977, has had influence on economic growth and employment level
in Asian countries. This crisis caused a lot of enterprises in industrial and service sectors shut down in
many countries in Asia. However, the lesson from economic breakdown in Asia urges the formation of
policies facilitating the investment of small and medium-scale businesses to expand their production and
activities in many countries. Indeed, SMEs are criticized for being flexible, adaptable and highly effective
because this type of business requires small investment and a quick return of the capital.

This article aims to indicate the importance of SME enterprises in Vietnam, the government
policies in SME sector, and the advantage and obstruction in promoting SMEs in Vietnam.

In 1986, Vietnam launched the economic reform policy (called “Doi Moi”). This policy was
beginning of transform a central planning system into a market system. Additionally, the policy had
noticeably contributed to Vietnamese economy; (i) increased GDP growth rate, (ii) reduced the higher
inflation, (iii) encouraged new private enterprises, and (iv) reduced the poverty rate. Moreover, the policy
had adjusted national economic structure. There has been a steady decrease in agricultural share in GDP
but increase in industrial and service sectors. This pattern is probably caused by the foreign direct
investment (FDI) and the growth in national industrial export.

Nowadays, Vietnam has been developed at the stage of developing country into advanced and
modern country. However, the high population growth rate may hinder the stage of developing country in
Vietnam. In fact, new labor force is expected to increase 1.33 million people per year in 1996-2010 (Lai,
1999). The FDI inflow can actually generate new employment. Nevertheless, in the past, FDI inflow
seemed to be little ability of absorb Viethnamese labor. As the result, SME sector should be seriously
promoted and supported in Vietnam.

In Vietham, number of SME enterprises accounted for 93 % of all enterprises and number of
large scale enterprises was only 7 percent (Vinh, 1999). Since launched Doi Moi policy, SME sector had
been dramatically grown up (in term of number of enterprise and production volume). Until the Asian
financial crisis, growth rate in them had been decreased. Even though government has now supported
SME sector rather than in the past, the development of SMEs is still far from the optimum level because
they have still little contribution to Vietnamese economy (Vinh, 1999).

In the early 2000s, most enterprises had to use their money and friend’s loan to establish their
business. Now such financial relation still remains due to bias of loan credit between state enterprise and
private enterprise (Ronnas, 2001). Nguyen (2003) found that the most important factor of establishing

Vietnamese business was capital, followed by business experience, education level, and business



opportunity. This paper also found that some young Viethamese people still hesitate to establish their
business even though they have a chance to achievement.

The location of investment by SME enterprises quite concentrated in central area of big cities,
such as Hanoi and Ho Chi Minh City. Since 1997, SMEs in service sector has had labor absorption
potential rather than industrial sector. It indicates SME in service sector have the development potential,
especially tourism business. However it does not mean that industrial SMEs have not the development
potential. Indeed, increasing in FDI inflow, since 2003, may encourage the growth in production of
industrial sector.

Now SME sector has insignificant influence on production of industrial sector and national
export. And FDI has not encouraged the growth in SME sector because most FDI inflow is in heavy
industry, petroleum production, and real estate.

In the future, SME sector has the development potential and could grow up because Vietnam
has many advantages; low labor wage, having Generalized System of Preference (GSP), increasing in FDI
inflow, and excellent behaviors of enterprise (patience and perseverance). However, there are
obstructions in developing SME sectors, for example, lack of capital, business experience restriction,
limitation of technology and information, and inefficient public facility. In conclusion, Vietnam has both
positive and negative factor in developing SME sectors. According to the national policy plan 2001-2010,
some detail of this plan is to support and develop SMEs in Vietnam. Therefore, SMEs enterprises have

possibly been grown up in the future.

Keywords:  SMEs enterprises in Vietnam, foreign direct investment (FDI), developing country,

Doi Moi policy, Viethamese economy, development potential
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(Million US$)

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Total

Agriculture,
Forestry Fishery 120 107 51 34 20 43 72 32 51 46 21 1 598

Industry:
Food and Food

Processing 2 10 106 571 199 191 494 580 590 532 100 189 3564
Textiles and

Garments 3 18 35 46 11 543 189 446 204 280 53 3 1933
Leather Products 6 0 6 7 31 20 251 21 183 18 28 20 592
Wood Products 0 4 12 15 9 21 10 23 0 15 22 3 134

Sub-total: Light
Industries 12 33 159 640 350 776 945 1070 977 844 202 215 6223

Cement, Glass and
Non-metal Product 2 2 4 5 338 127 136 603 952 604 40 2 2815
Chemical Industry 3 29 5 8 69 64 145 526 230 358 330 5 1771

Electric, Electronic

Products 2 6 10 26 17 207 156 451 195 315 20 10 1417
Machinery 1 17 2 114 140 48 113 614 523 85 101 5 1763
Metal Products 0 0 2 0 6 131 21 293 134 81 74 5 938
Other Industry 1 1 9 6 23 54 62 127 49 144 103 1 579

Sub-total: Heavy

Industries 10 56 31 159 593 631 823 2613 2085 1587 668 27 9283
Mining 149 99 181 178 699 163 150 79 145 140 143 0 2125
Services:

Banking and

Finance 0 0 15 0 140 50 45 80 96 17 15 4 463

Construction and

Real Estate 18 230 115 421 639 1818 2073 2792 4528 814 1083 83 14614
Telecommunication 39 33 294 37 40 42 7 365 719 749 695 3 3092
Other Services 6 37 4 100 15 347 44 89 268 450 731 47 2136
Total 353 594 849 1570 2497 3868 4230 7120 8869 4647 3558 380 38535

urnewe): aaaRuasulul a.A.1999 WusaasRuamuies 8 hau

WAASAN: Fujita, (2000) pp.46
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2535 -40 (%) 2535 (%) 2540 (%)

N138488N79N 18.8 100.0 100.0
INMFITNTT 11.1 495 35.3
ARANMNIINMTINLAT MR BT 12.3 37.0 28.0
ANAIMNTIHLLN 45.1 13.5 36.7
Fmeuazidain 16.4
TRN 10.6

WARIAN: Belser (2000) pp.5
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1T w.p. 2539-2544
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EREN 100.00 100.00 100.00 100.00 100.00 100.00

WMAIAN: IMF staff country reports (1999) Laz IMF staff country reports (2003)
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