Development of Financial Markets in HCMC: Still finding a way in obscurity

In recent years, the subject of development of financial markets is considered as key factor in policy designs. Strategies of HCMC development which formed a framework for local government activities get an excessive interest in financial markets. The main goal of this attention is taking shape of a prospective financial centre which would be heart of capital flows in the whole country.  In the 2007 agenda of HCMC People Committee (attached with Decision No. 05/2007/QĐ-UBND of January 22, 2007 on the promulgation of Planning to operate social – economic development  in 2007), we can see some big policy projects majored in financial system:
	No
	Task
	Undertaking authorities
	Deadline

	1
	Programme on development of financial markets in the 2006 – 2010 period
	Department of Finance
	1st quarter

	2
	Project of HCMC Financial Centre
	Department of Finance
	1st quarter

	3
	Project of Re-structuring HCMC Investment Fund for Urban Development  (HIFU)
	Institue of Economic Research
	1st quarter

	4
	Solutions for development of non-banking financial system (securities market, kinds of investment funds, insurance organizations)
	Institue of Economic Research
	1st quarter

	5
	Managing mechanism of  Securities Trading Centers, Stock Echanges located in HCMC; Controlling mechanism of listed enterprises..
	Institue of Economic Research
	1st quarter

	6
	Programme on development of banking services in 2006-2010 period
	State Bank of Vietnam- HCMC Branch
	1st quarter


Untill now, none of above tasks come to meet the deadline. They’ve just left problems on the table, in incessant controversies. As local leaders’ intention, three main strategies are divided and taken charge by three separate authorities which consist of HCMC Department of Finance, State Bank of Vietnam-HCMC Branch and  HCMC Securities Trading Center. Each authority has its own point of views limited in the professional narrowness that hid the links tied financial institutions to a fully system. The more isolating financial sectors, the more loosing a chance to form a effective strategy. Local government is not without seeing through this difficulty. But the nameless paradox of bureaucratic is not easily solved, even at a global trend of changing. At the other side, emerging financial markets have their own diseases which put obstacles in developmental path. The main point of emerging market symptoms is that implicit hazard become more and more danger. Sometimes, the trade-off games leading to take off or to lag behind belong to whether strategies of government are wise and provident or not.
At local level, development of financial markets is put in lots of contraints. Local governments have to follow a general framework of policies, strategies and legal institutions that is not always designed to meet local requirements for development. With anxiety over the future of financial markets which are connected to local development, HCMC government is trying to set up an agenda for this matter.
The operating of financial markets depends on generally standard rules which must be accepted to secure technical basis forming the system. Therefore, local government can not play the part as a designer but a supporter who would be governed by the motive of local development. State Bank Law, Securities Law, Credit Organizations Law, Insurance Business Law all have articles for Province People Committee entitled to local governance in related issues – monetary and banking, credit organizations, insurance business, securities and securities market. These provisions only take a slightly note of local government in case of missing terriorial impacts generated by various kinds of financial institutions. But the spirit forming the role of local government is fixed in the Law on Organize People Council and People Committee. In this law, People Committees are entitled to draft plans and schedules for social-economic development. In HCMC, key characteristic which would be main rhythm of the growth is development of financial markets. Plans and schedules for social-economic development  must turn this vision into life, not only by papers, but by real activities as well. For that reason, an overview of main financial sectors and instittutions  must be considered as positioning and beginning to find out what should be done, which policy decisions should be made and which ways shoud be followed. Therefore, local government must take account of banking and non-banking industry, such as securities market and insurance corporations, financial and leasing corporations.
1. Banking Industry in Ho Chi Minh City

The legal role of local government taking part in issues related to banking industry is limited to approval to location that is one of entrty requirements in the process of establishing credit organizations. And local branch of State Bank has duty to send monthly reports to local authorities consisting of People Committee, administrative departments attached to People Committee and some local commitees in communist party system.
In 2006, the total mobilization of banks located on HCMC got the growth of 37,5%, higher than 25% of the total credits. The trend of investment diversity can be seen also at the the total credits that seize 84,6% of the total fund mobilization, the wave of non-credit transactions improving in commercial banks. Securities investments have grown by  42,3%, interbank transactions up to 36,3% and the deposit at State Bank have come to 28,2%, exceeded the number of 2005
. The following tables are base on HCMC Branch of State Bank Report at the end of 2006.
	Monetary kinds of mobilization
	Year 2005
	Year 2006

	
	Figure (VND billions)
	Percentage
	Figure

(VND billions)
	Percentage
	% increase or decrease 

	VND
	128,961
	68,28%
	174,030
	67,04%
	35%

	Foreign currency
	59,915
	31,72%
	85,675
	32,99%
	43%

	Total
	188,876
	100%
	259,705
	100%
	37,5%


	Form of Deposit
	Year 2005
	Year 2006

	
	Figure (VND billions)
	Percentage
	Figure

(VND billions)
	Percentage
	% increase or decrease 

	From organnizations and individuals
	99,069
	52,5%
	130,333
	50,2%
	31,6%

	Savings
	83,543
	44,2%
	110,008
	42,3%
	31,7%

	Securities
	6,264
	3,3%
	19,364
	7,5%
	209,1%

	Total
	188,876
	100%
	259,705
	100%
	37,5%


	Monetary kinds of Credit
	Year 2005
	Year 2006

	
	Figure (VND billions)
	Percentage
	Figure

(VND billions)
	Percentage
	% increase or decrease 

	VND
	113,371
	64,5%
	146,517
	66,69%
	29,2%

	Foreign currency
	62,388
	35,5%
	73,182
	33,31%
	17,3%

	Total
	175,759
	100%
	219,699
	100%
	25%


	Term kinds of Credit
	Year 2005
	Year 2006

	
	Figure (VND billions)
	Percentage
	Figure

(VND billions)
	Percentage
	% increase or decrease 

	Short term
	102,553
	58,3%
	131,819
	60%
	28,5%

	Mid and long terms
	73,206
	41,7%
	87,880
	40%
	20%

	Total
	175,759
	100%
	219,699
	100%
	25%


Bank system is always the heart of emerging financial markets. In theory, the shadow of state-owned banks covers the main stream and tends to be trapped by ineffectiveness. We can sense this view through this following data in 2006
.
	Forms of credit institutions
	Deposit
	Credit

	
	Figure (VND billion)
	%
	Figure (VND billion)
	%

	State-owned banks
	112,947
	43.49
	77,560
	35.3

	Joint-stock commercial banks
	99,013
	38.13
	82,798
	37.77

	Joint-venture banks
	6,655
	2.56
	7,455
	3.39

	Foreign banks
	39,560
	15.23
	44,998
	20,48

	Financial Corporations
	422
	0.16
	1,486
	0.68

	Leasing Corporations
	1,108
	0.43
	5,222
	2.38


An overview of banking industry in HCMC stressed the improvement of diversity and quality in banking service. Banks have become a service channel, providing multiform deposit and credit transactions for a large variety of customers. On average, the deposit growth rate is ranged between 25 and 28%
. The same range of credit is between 25 and 27%. In non-critical minds, they are acceptable figures, not to mention a promising future in which HCMC is marked as a heart of financial system.
ATM and card services are recent archivements in banking industry. These service are providing utilities of non-cash transactions integrated with mobile technological and e-commercial wave. E-bank service won the minds of customers, drawing the potentials and on its way to catch a mass intention. At the end of year 2006, there are 1,900,000 individual accounts having been opened and gone on transactions. This promising sign warm-ups a changing in payment custody, beginning with 85% – 87% in the total payment transactions taken through banking system located in HCMC. 
In the same step, banking services improve in meeting customers’ requirements, serving better by speed, accuracy, safety and confidentiality. Management is considered more and more, especially in diversity of portfolios, as seeking and gathering effectiveness  to which EBITs, on average 40% growth per year and continuously high increased in the last five years refer. For that effort, bank industry in HCMC is reaching out to upgrading banking technology which is the main factor to make recent improvements. 8 out of 17 commercial banks applied high technology in their daily operation. Mordern technology is lessening cost, gaining more benefit for bank system. This also supports one-stop services and marks an important turn of banking re-structuring.
All above and so much more, are worthwhile appreciating, but not enough if we look for a long run path to local development. HCMC Branch of State Bank warns commercial banks of the situation “widening, but not deepening” which refers to a threat of spoiling sustainale development. Recent improvements are not followed a well balanced direction. Power is in the hands of a few giants who have funds for improving in service quality and developing diversified strategies. There are few chances for waking up domestic banking industry to come out from the shadow of state-owned sectors as well as to face a nameless fear of foreign financial conquerers. That is right that the pie is bigger, but who will join is still an obscurity.
Forming a comprehensive base to gather momentum is out of local government’s hands. HCMC People Committee has  almost a slight influence on powerful state-owned commercial banks. Secondary commercial banks can not afford to set up links to local development. In fact, banks refer to play their mini games and limit their vision by ignoring benefit of the network. Till now, ATM system can not operate as a whole network, leaving obstacles to push out the struggle for banking industry development. Solutions depending on policy and rules from central government leave local government the question of how to act and how to pursue the vision of a prosperous financial center in Vietnam.

Another problem is human resource for banking industry. Lacking of advanced human resource is not only the weak point of HCMC banking industry, but the entire country. However, this is essential point in getting ready to become a financial center. At the beginning of WTO-member era, HCMC is facing the movement wave of well-educated labor in banking industry to well-paid sectors. This gap should have been seen if a mid and long term strategies designed for banking industry was taken account of few years ago.
2. Non-banking institutions

Financial and leasing corporations have taken a minor part in financial system. In popularized trend, financial and leasing corporation form rise from dodging the burden of banking regulations, appropriate for flexibility and individual finance. In emerging markets, this turn is not followed since banking system have a domination over financial institutions. Tracking the following data of HCMC Branch of State Bank, we can see the blur of financial and leasing corporations.
Market shares of financial corporations in the total market of credit institutions located in HCMC (figures by billion VND)

	
	2000
	2001
	2002
	2003
	2004
	2005

	Mobilization
· Figure 
· Market share
	258

13,45%
	286

0,43%
	425

0,49%
	93

0,1%
	220

0,1%
	214

0,12%

	Loaning
· Figure 
· Market share
	502

0,96%
	539

0,96%
	849

1,14%
	652

0,6%
	452

0,3%
	572

0,34%

	Income
· Figure 
· Market share
	10

1,79%
	13

1,29%
	16,4

1,35%
	2

0,1%
	3

0,1%
	18

0,35%


Market shares of leasing corporations in the total market of credit institutions(figures by billion VND)

	
	2000
	2001
	2002
	2003
	2004
	2005

	Mobilization

· Figure 

· Market share
	131

0,23%
	184

0,28%
	266

0,31%
	406

0,3%
	775

0,52%
	949

0,52%

	Loaning

· Figure 

· Market share
	175

0,34%
	725

1,29%
	1.127

1,52%
	1.643

1,6%
	3.302

2,4%
	4.344

2,56%

	Income

· Figure 

· Market share
	17,19

3,09%
	-12,52

-
	5,59

0,46%
	23

1,5%
	12

0,5%
	45

0,89%


A prominent feature of financial corporations is that plenty of them were born inside state-owned general corporations or commercial banks. They are set up to provide financial requirements of strategic state-owned corporations or to broaden  banking business
. Therefore, they have only insignificant influences on finance system and can not afford to compete with commercial banks. Some of them turn into banks that explains the considerable downtrend after the year of 2002. 
Leasing corporations linger on potential form for mid and long term credit. Leasing market in HCMC is about ¼ the total nationwide market. In general, athough leasing corporations meet the requirement of financial flexibility, they are not strong enough to play the main role of fund mobilization for mid and long term credit on local developmental demand. It is not for leasing gives no benefit, it is just for not to please the fashion of emerging financial markets. However, keeping rising with the boom of capital market, a promising future of leasing is taking for granted.
Other nonbank institutions are waiting for their days in HCMC. The use of fund by insurance corporations is mainly concentrated on deposits at commercial banks (80% of the assets
). They are not interested in government securities, corporate securities and pay a little attention to project investment and real estate. That is not scenario for which the local economy really desires. Likewise, investment funds play a role of pioneers seeking for the oncoming of opportunities. They are known for reputation, experience and financial power, watching and being ready for gaining benefit from a new land. 
All above seem to miss the hot news of stock market. From the year of 2006, the stock market is heated up by the bull keep rising. After a long time of gloomy downtrend, VNIndex passed 1000 points, brought about incredible financial market ratios. That also involves a rush for stock investment, a class of new billionaires and plenty of warnings about risks. In unofficial market, people deal in untrustworthy stocks, believing in non-stop uptrend of market, lusting for gaining more and more. There are many reasons for this alarming heat. Besides theoretical explanation of asymmetric information and herd behavior, we can say more about the equitization of state-owned enterprised. The control shares of government seemed to become such a strong guarantee that the public rushed for the rest shares. In addition to undervaluation in IPOs, this pushed the price up and kept rising for a long time with herd behaviors and speculation.
3. Which ways can be seen for  development of financial markets in HCMC?
Tracking the data of Statistical Office in HCMC, financial sector have had a promising growth rate through periods. However, it also showed a sensitive sector of the up-and-down economics which is put in a local level. In general, development of financial sector do not match policy-makers’ expectancy, especially in HCMC.
Service sector growth rate (%/year, at constant 1994 prices)

	
	1991 – 1995
	1996 – 2000
	2001 - 2005

	Services
	11,2
	8,3
	10,0

	Trade
	10,3
	6,8
	7,1

	Hotels and restaurants
	13,8
	4,0
	7,3

	Transport, storage and postal services
	12,0
	13,9
	11,8

	Finance and credit
	16,1
	9,5
	20,7

	Science and technology
	13,0
	21,4
	17,8

	Assets and consultant business
	1,3
	6,0
	10,0

	Others
	14,9
	9,7
	9,3


At the end of 2006, there are 697 credit organizations in HCMC, consist of 276 state-owned commercial banks, 368 joint-stock commmercial banks, 5 joint-venture banks, 27 banches of foreign banks, 5 leasing corporations, 3 financial corporations. Each kind has its own basement, advantage, strong and weak point
. These institutions are watched by HCMC Branch State of Bank who shares monthly reports and points of view with HCMC People Committee. But it is not the same in other financial institutions like insurance corporations, securities market, investment funds which belong to the  supervision of Ministry of Finance by different offices. If links to central supervisory authorities are not set well, that becomes a big problems for any efforts to strategies in financial market development. Local policy designers may not share the same views with ministries and it will cost time and data expenditure for HCMC to bring down divergency. 
The process of decentralisation can not catch up with developmental requirements, but it is not worth considering. The really significant problem is lack of information. Official information is behind in observing activities of financial institutions, fail to grasp what happened and which mainstreams in financial markets. Unofficial information, being timelier and more keenly practical, is bound by limits of professional spheres which most interest each institution. These matters leave local poliy-makers an obscurity to make strategic decisions right.

Obscurity and many constraints HCMC must face on the way to a prospective financial center. Through obstacles, two problems must be defined in comforming to the big agenda involving financial sector in the Decision No. 05 promulgated by HCMC People Committee:

· Understanding financial markets being formed in HCMC with forecast and data in facets related to demand, supply, structures, instruments. This emphasizes gathering information, organising data collecting channels, smoothing official and listening out for seeing how the wind blows. It is not only for making strategies, but for figuring out solutions.
· Development of financial markets rests on a sound basis of material and human resources. That means more efforts into modernising material facilities, upgrading technology, improving quality and quantity of human resource which is needed for financial sector. That also imply the major role of public finance which have been improving recently with HIFU.
· Programme on development of financial markets must be considered as integrated project which will provide a general analytical framework supporting feasible solutions. Dispersive segmentation which have been considered as some narrow programmes is stirring up more obscure.
Finally, the time of direct intervening measures of government was gone. Instead of wondering what to do, HCMC local government should ask the right questions about the financial markets. And that is not easy.
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