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Introduction

 

Per Ronnås

 

Disenchantment with the Soviet-inspired development strategy, adopted
after independence in 1954 and extended to the whole country after
the liberation of the South in 1976, led in the second half of the 1980s
to an increasing awareness within the political leadership in Vietnam
of the need for economic reform and a redesign of the country’s
development strategy. This strategy, which aimed at modernisation
and socio-economic development through furtherance of large-scale
state-owned industry within the frame of a centrally planned economy,
was clearly ill-suited for the capital-starved, but labour-abundant and
largely agrarian economy of Vietnam. The rigid system of central
planning was somewhat loosened through reforms in the 1980s as
enterprises were encouraged to develop horizontal contacts and to act
outside the plan.

 

1

 

The shift to a more market-oriented economy took a major step for-
ward through a land law passed in December 1987, which paved the
way for a 

 

de facto

 

 collectivisation of agriculture and the transfer of
long-term user rights to tillers.

 

2

 

 At the same time, the regulations on
state procurement of agricultural produce were changed in favour of
the producers. Soon afterwards the non-agricultural private sector was
brought out of the grey zone of semi-legality as its right to a legitimate
place alongside the state sector was recognised through a resolution in
1988.

 

3
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However, it is the comprehensive reform package launched in early
1989 in response to the acute macro-economic imbalances which gener-
ally is seen as the most decisive step towards addressing the economic
malaise. It was also this reform which made 

 

doi moi

 

 – the wind of
change – the catchword of the day and opened the eyes of the outside
world to the economic transformation taking place in Vietnam.

The reform amounted to a bold attempt to apply a macro-economic
shock therapy at a time when the concept had yet to be invented by
Western advice-dispensers to former socialist countries.

 

4

 

 

 

The reform
package included a sharp increase in real interest rates which made
both borrowing and lending rates positive in real terms. Government
expenditures were severely curtailed and the practice of covering the
budget deficit through increases in the money supply was stopped. The
credit squeeze affected state enterprises as well, as their budget con-
straints were, at least for the time being, hardened. On the external
side, the dong was devalued from 425 to 4,500 dong per US dollar,
which effectively wiped out the black market in foreign exchange.
Foreign trade restrictions were substantially reduced at the same time
as further liberalisation of the domestic economy was taking place.

The effects of the reforms were immediate and dramatic. The hyper-
inflation was brought to a halt, empty shop shelves were suddenly
filled with a wide variety of goods, and open-air markets mushroomed.
Seldom have the effects of economic reforms been more immediate and
visible. The remarkable success of the reforms clearly had a psycho-
logical impact. It created a forward momentum, which was fuelled by
the international community as the perception of Vietnam changed from
that of an outcast to an attractive target for investments and assistance.
In retrospect, it seems clear that the general euphoria also harboured
dangerous seeds of complacency; a belief that the basis for sustained
high growth had essentially been laid in one stroke and that fine-tuning
rather than further fundamental and painful reform was all that was needed
to keep Vietnam on the right track. Very high growth rates and an im-
provement in all the main macro-economic indicators underlined the
impression that Vietnam had at long last broken out of stagnation and em-
barked on the same road to prosperity as much of the rest of the region.

This does not mean that the need for economic restructuring was
not recognised by the Vietnamese leadership. The importance of small-
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scale enterprises and the private sector, not least as a source of employ-
ment and income, was explicitly recognised in key documents such as
the Socio-Economic Strategy up to the Year 2000, which was adopted
at the Seventh Party Congress.

 

5

 

Employment creation was a main concern as Vietnam charted the
course ahead in the new economic environment created by the reforms
in 1989. The past provided little comfort. Despite concerted efforts to
industrialise since the unification in 1976, the share of the industrial
sector in the total labour force increased by less than one percentage
point between 1980 and 1990; from 10.4 to 11.2 per cent, while the share
of the labour force in agriculture increased from 70.7 to 71.6 per cent.

 

6

 

The state sector employed a mere 15 per cent of the labour force.

 

7

 

From the point of view of creating a socialist society, these achieve-
ments were clearly disappointing, while from an employment perspec-
tive they were quite alarming. Apart from the long-term impossibility
of absorbing close to three-quarters of the 800,000 net annual labour
force increase in agriculture – where the population pressure on land
was already exceedingly high – the return of large numbers of migrant
labour from Eastern Europe and the Soviet Union and the demobilis-
ation of soldiers following the withdrawal from Cambodia gave a sense
of urgency to the employment problem.

It was against this backdrop that the Institute for Labour Studies
and Social Affairs (ILSSA) in Hanoi and the Asian Regional Team for
Employment Promotion of the International Labour Organisation
(ILO-ARTEP), with financial support from the Swedish International
Development Authority (Sida), embarked on a large-scale survey of
non-state, small-scale enterprises in 1991. It was the first survey of its
kind to be carried out in Vietnam in modern times.

 

The 1991 Survey

 

The survey, which was undertaken in the summer of 1991, covered a
total of 923 non-agricultural enterprises almost equally divided between
the southern and northern parts of the country and between rural and
urban areas.

 

8

 

The urban survey was carried out in Hanoi (150 enterprises),
Haiphong (101 enterprises) and Ho Chi Minh City (252 enterprises)
(Table 1.1). For practical reasons, the survey was confined to four
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quarters in Hanoi and Ho Chi Minh City, respectively, and to three
quarters and a small town in Haiphong. The samples were drawn from
a complete list of enterprises in the selected quarters. A stratified sampling
procedure was used to ensure the inclusion of an adequate number of
enterprises with different ownership forms in the sample. Altogether
the urban sample included 117 household enterprises, 124 private
enterprises, 117 partnership enterprises and 94 co-operative enterprises.
In addition, 51 small state enterprises were selected for comparative
purposes. An upper ceiling of 50 workers was imposed on the private,
partnership and co-operative enterprises both in urban and rural areas.
For the state enterprises the ceiling was initially set at 100 workers, but
was subsequently raised to 200 workers to ensure a sufficiently large
sample population. In the few cases where it was found after the
enumeration that the enterprise exceeded the employment ceiling, the
enterprise was still retained in the sample.

The rural survey was undertaken in the provinces of Ha Son Binh,
Vinh Phu and Quang Ninh in the north and Long An and Cuu Long in
the south. It included altogether 420 non-farm enterprises, comprising
232 household enterprises, 181 private enterprises, one partnership
enterprise and six co-operative enterprises. In addition, 100 purely

 

Table 1.1: Size, ownership and regional structure of the 1991 survey sample.

Total Household Private Partnership Co-operative State

 

Urban areas 503 117 124 117 94 51

 

Hanoi 150 35 35 35 30 15

Haiphong 101 25 26 21 19 10

HCM City 252 57 63 61 45 26

 

Rural areas 420 232 181 1 6 0

 

Ha Son Binh 79 41 32 0 6 0

Vinh Phu 67 50 17 0 0 0

Quang Ninh 68 58 10 0 0 0

Long An 104 46 57 1 0 0

Cuu Long 102 37 65 0 0 0

 

All areas 923 349 305 118 100 51
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agricultural households were surveyed for comparative purposes. The
small number of partnership and co-operative enterprises in the sample
was due to the very small number of such enterprises in the selected
survey areas. The selection and sample procedure in the rural areas
was similar to that in the urban areas. Three districts with a high
density of non-farm enterprises were selected in each of the provinces
Ha Son Binh and Vinh Phu and two districts in Quang Ning. The
district towns and some other small towns in the selected provinces
were included in the sample area to ensure a sufficiently large sample
population and because these towns have an agro-industrial base and
for all practical purposes are part of the agricultural-dominated rural
economy. The rural economy in the Mekong delta, where the two
selected provinces in the south were located, is more diversified than
in the north and there is a much larger number of non-agricultural
enterprises. The survey in Long An province, which at the time had
more than 1,200 non-agricultural enterprises, covered two districts. In
Cuu Long province, the survey was confined to 99 non-agricultural
enterprises in the districts of Long Ho and Vung Liem.

 

Table 1.2: Distribution of surveyed enterprises in 1991 by main types of activities. 
Percentages.

A B C D E F

 

Total urban (non-state) 2.5 87.0 3.6 0.9 1.1 4.5

 

Hanoi 3.1 90.1 2.3 0.0 1.5 3.1

Haiphong 1.1 78.7 6.7 4.5 3.4 3.4

Ho Chi Minh City 2.7 88.4 3.1 0.0 0.0 5.8

 

Total urban (state) 3.9 72.5 3.9 3.9 2.0 13.8

Total rural 26.5 37.4 10.8 4.4 3.9 17.0

 

Ha Son Binh 0.0 95.5 0.0 0.0 0.0 4.5

Quang Ninh 25.0 26.6 3.1 4.7 3.1 37.5

Vinh Phu 7.7 33.8 30.8 4.6 9.2 13.9

Long An 36.6 17.2 10.8 6.5 4.3 24.7

Cuu Long 48.5 27.3 10.1 5.1 3.0 6.1

 

Key:

 

 

 

A:

 

 Agro-processing,

 

 B:

 

 Manufacturing, 

 

C:

 

 Repair shops, 

 

D:

 

 Trade and commerce,

 

E:

 

 Restaurants and cafes, 

 

F:

 

 Other.
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The focus of the survey was non-manufacturing enterprises (Table
1.2). Thus, 89.5 per cent of the surveyed non-state enterprises in the
urban areas had manufacturing as their main activity. Of these, only
2.5 per cent were primarily engaged in the processing of agricultural
produce. The distribution was more or less the same in the three cities. The
focus on the manufacturing sector was reduced in the rural survey in
view of the scarcity of genuine manufacturing enterprises in the
countryside. Altogether 63.9 per cent of the surveyed rural enterprises
had manufacturing as their primary activity; of these, 26.5 per cent were
engaged in agro-processing. An additional 10.8 per cent were repair
shops. Restaurants, cafes and other trading enterprises made up 8.3 per
cent of the sample and various other and mixed categories 17.0 per cent.

The 1991 survey revealed that the average urban private enterprise
provided employment for 13.6 persons and produced a total value
added of US$12,600, or US$813 per worker.

 

9

 

 Its total assets averaged
slightly over US$30,000. The average urban household enterprise,
which by definition is smaller, employed 4.8 persons, 3.7 of whom
were unpaid household members, and generated a value added of
US$3,600, or US$648 per capita. Partnership enterprises had roughly
the same average size as private enterprises. Co-operatives tended to be
considerably larger than private and partnership enterprises, particularly
in terms of employment, but had lower labour productivity. Because of
the skewed size distribution – with a small number of very large
enterprises – the median size of the enterprise was much smaller than
the average size. Thus, half of the private and partnership enterprises
in the three main cities produced a total value added of less than
US$5,400 and a value added per worker of less than US$500 in the 1991
survey. The majority of the household enterprises were very small. In
the urban areas half of the household enterprises produced a total value
added below US$1,610 in the 1991 survey and had less than US$2,590
in total assets. The capital/labour ratio and labour productivity in these
enterprises at the bottom of the scale was very low. Half of the urban
household enterprises had less than US$623 in total assets per worker
in the 1991 survey and produced a value added of less than US$380
per worker. The differences in size and economic performance
between the non-state enterprises in Ho Chi Minh City on the one hand
and Hanoi and Haiphong on the other hand were very large. Value added
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per worker as well as total value added was on average 2.5 to 3 times
larger in Ho Chi Minh City than in the two northern cities. Virtually all
urban non-state enterprises used electricity and the vast majority also
made use of power-operated machinery. Even among the urban household
enterprises, two-thirds used some power-operated machinery and only 17
per cent relied on hand tools exclusively.

Rural non-state enterprises were much smaller and more under-
capitalised compared to their urban counterparts, irrespective of the
type of ownership. The average rural private enterprise employed 10.4
persons compared to 13.6 in the average urban private enterprise, but
produced on average only half the value added of the urban enterprise.
For the household enterprises the difference was even larger. The
average capital base of the rural enterprises was only a fifth of their
urban counterparts, while the difference in the average capital/labour
ratio was of the order of one to three. This was also reflected in a much
lower level of mechanisation in the rural areas. Almost half of the rural
enterprises covered by the survey used only hand tools. The value
added per worker in the rural household enterprises was only 55 per
cent of that in the urban household enterprises. Almost half of the rural
household enterprises produced a value added per worker of less than
US$200 in the 1991 survey and less than a quarter of the enterprises
produced a value added per worker in excess of US$500. Clearly, a large
number of rural household enterprises were nothing more than ‘distress
industries’, owing their existence to an absence of other sources of
incomes and yielding an income much below the subsistence level.

Many urban enterprises had a history that went well beyond the
introduction of 

 

doi moi

 

 and no less than 60.5 per cent were established
before 1988. In rural areas the agrarian reforms in 1987 had acted as a
catalyst for entrepreneurship and as a consequence most rural enterprises
(58.6 per cent) were quite young, established after 1987.

The survey results showed that access to capital determined who
became an entrepreneur and who did not. It also influenced, to a large
extent, the scale of the enterprise. In household and private enterprises,
own capital and interest-free loans from friends and relatives made up
over 95 per cent of the total invested capital at the time of the
establishment of the enterprise in the urban areas. For the rural
enterprises the share was marginally lower. Bank loans and other forms
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of capital played a totally insignificant role as a source of capital. The
average starting capital was very much determined by availability
rather than need. Differences in access to capital also determined who
set up a household enterprise and who could start a private enterprise.

Half of the private enterprises in the three largest cities started with
more than US$6,380 in capital, while less than half of the household
enterprises had a starting capital in excess of US$900. The more limited
access to capital in rural areas was reflected in much smaller initial
investments in enterprises. Half of the rural household enterprises
started with less than US$300 and a similar proportion were established
with less than US$1,000 in capital. In view of this, it comes as no
surprise that the majority of the enterprise managers stated shortage of
capital as the main constraint at the time of the establishment of the
enterprise.

The enterprises continued to operate in a pronounced cash economy
after their establishment. The vast majority of them had no debts what-
soever. At the time of the survey, a mere 8 per cent of the urban and 2
per cent of the rural enterprises had loans from banks and credit co-
operatives. Transactions between enterprises were as a rule also on a
cash basis and credit was seldom received or given. Lack of access to
external sources of capital was also by far the most frequently cited
constraint to growth. Two-thirds of the rural and 55 per cent of the
urban enterprises claimed shortage of capital as the main constraint to
the growth of the enterprise (Table 1.3).

Most of the urban enterprises were found to act primarily on the
local market and to depend on a personalised and informal network of
backward and forward linkages. The vast majority of them procured all
their inputs locally and sold exclusively on the local market. Approx-
imately a third of all inputs were procured from individual households,
while the state sector and other non-state enterprises supplied 27 per
cent each of the inputs. By and large the forward linkages resembled
the backward ones in this regard. However, while the urban household
enterprises depended primarily on individual households for their
market, the private, partnership and co-operative enterprises had strong
links with the state sector. Approximately a third of the production of
the private enterprises was sold to the state sector. Enterprises pro-
ducing intermediary goods for other enterprises often had a close
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relationship with the purchasing enterprise. Production on advance order
and sub-contracting arrangements were very common.

Rural enterprises could be divided into two broad categories: those
selling primarily on the local market and those producing mainly for
the market in the large cities. Altogether about two-thirds of all sales
were local, while large cities accounted for slightly less than a fifth.

The poorly developed marketing and information channels and the
fragmented and localised markets inevitably affected both the ease
with which inputs were procured and the marketing of the enterprise’s
own produce. About a third of both urban and rural enterprises experi-
enced difficulties with the supply of raw material, although relatively few
claimed that these problems were a main constraint to the growth of the
enterprise. The supply of electricity was a more serious problem, par-
ticularly in the south. In Ho Chi Minh City over 70 per cent of the urban
enterprises suffered from an unreliable and inadequate supply of elec-
tricity. For enterprises in Hanoi and Haiphong this problem was much
less acute. Rural enterprises were found to be severely disadvantaged

 

vis-à-vis

 

 urban enterprises in terms of power supply. Only a third of the
rural enterprises covered by the survey had the physical and/or
economic possibility of using electricity, and of those who did, 42 per
cent complained about inadequate or unreliable supply.

 

Table 1.3: Main constraints to the growth of enterprises. 1991 survey. Percentages.

Constraint Urban Rural

 

Shortage of capital 54.9 65.7

Cannot afford to hire wage labour 3.8 2.2

Lack of skilled workers 3.6 2.2

Lack of technical know-how 7.3 4.5

Limited demand for current products 23.1 23.6

Too much competition 16.0 13.2

Lack of marketing/transport facilities 27.8 19.2

Lack of raw material 14.0 4.2

Lack of energy 17.1 7.2

Interference by local government officials 0.7 3.7

Government policies uncertain 10.7 9.5

 

Note:

 

 The enterprise managers were requested to list a maximum of three main constraints.
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Second to shortage of capital, market constraints were the most
frequently cited impediment to growth. These took two forms: (i)
competition from other enterprises, and (ii) lack of distribution and
marketing channels and of information, resulting in an inability to sell
beyond the local area, and in turn a fragmentation of the economy into
a large number of small local markets. The survey results clearly
suggested that it was the second of these two forms of market constraints
that posed the greatest problem for the non-state enterprises. Thus,
‘limited demand for current products’ and ‘lack of marketing and trans-
portation facilities’ were more frequently cited constraints to the
growth of the enterprise than ‘too much competition’. The problems of
poor marketing and distribution channels and market fragmentation
were more severe in the north than in the south and much more severe
in rural areas than in urban areas. They also affected small enterprises
more than large enterprises.

The vast majority of the non-state enterprises covered by the survey
provided full-time employment on a regular basis for their workforces.
Broadly speaking, the first three or four workers were unpaid members
of the owner household and all additional labour was wage labour.
Thus the share of wage labour in the labour force was a function of the
size of the enterprise; it was higher in urban than in rural areas and
much higher in private than in household enterprises. However, even
in rural areas casual and seasonal labour was rather insignificant.
Approximately a third of the labour force was female in both urban
and rural areas, although in rural areas female wage labour was
relatively less common. The age structure of the enterprises mirrored
their growth pattern over time. Household enterprises tended to have a
comparably older labour force as enterprises were seldom founded by
young people and as these enterprises employed little wage labour.
The wage labour force in the non-state enterprises was quite young and
concentrated in the 20–39 age bracket, reflecting the fact that most
workers were recently recruited and that they tended to be recruited
young. The type of development of the non-state enterprises obviously
had considerable implications on the pattern of employment
generation. Development of the non-state sector through growth of
existing enterprises created wage employment opportunities for
primarily young people. Development through proliferation of new
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enterprises resulted in self-employment for middle-aged workers in
particular and their family members. The lack of a formal capital market
reinforced this situation, as in the absence of external capital, few
young people would have the resources required to establish their own
enterprise.

The importance of the non-state enterprises as a source of employ-
ment of urban youth was underscored by the fact that their educational
requirements tended to be less than those of the state enterprises. Thus,
they were found to create job entries for youth with middle level
education only, who in most instances would not meet the formal
requirements for state employment.

Wage levels and patterns in the urban non-state enterprises were
quite similar to those in the small state enterprises. Both mean and
median wages were roughly the same as in the small state enterprises,
despite the generally lower educational level of the workforce in the
non-state enterprises. However, variations in wage levels between
enterprises in the non-state sector were larger than for the state
enterprises, no doubt because of a higher correlation between labour
productivity and remuneration in the non-state enterprises. Wages
were found to be closely related to labour productivity and the eco-
nomic performance of the individual enterprise. Among urban enter-
prises, the correlation between the average value added per worker and
the average wage ranged between 0.71 and 0.85. In the rural enter-
prises the correlation was weaker, 0.35 on average, but still significant.
It would appear that in rural areas the levels of income in agriculture
created a general wage floor. From the point of view of policy-making,
this was an important observation as it indicated that an improvement
in labour productivity and economic performance of the enterprises
was likely to be directly translated into higher incomes.

The study concluded that active promotion of the private sector in
both urban and rural areas would be a most efficient means of
promoting employment and income generation. The capital labour ratio
in this sector was very much lower than in the state enterprises and thus
much more in tune with the relative scarcity of productive resources in
Vietnam. Yet wages and incomes in the non-state enterprises were at
par with those in the state enterprises. Furthermore, production factors
were more efficiently and fully utilised in the non-state enterprises
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than in the state enterprises. There was little slack in the use of pro-
duction factors in the non-state enterprises and production growth in
these enterprises could safely be assumed to result in an immediate
expansion in employment and incomes. The close relationship between
value added per worker and wage rates also suggested that increases in
labour productivity would be directly translated into higher incomes
for the workforce.

Shortage of capital emerged as the most frequent and serious
constraint to the development of the enterprises in the non-state sector.
The financial system in Vietnam has traditionally been geared towards
serving the needs of capital allocation within the frame of a centrally
planned state economy and was in the 1991 survey still ill-equipped to
meet the need for efficient intermediation of capital in a multi-sector
economy. From the point of view of economic efficiency, it was clearly
unsatisfactory that there were no mechanisms for channelling capital
to those who needed it most and where it would have given the best
returns. A number of factors led to the conclusion that no single
measure would contribute more to increasing employment and income
generation than the creation of a financial system serving the non-state
enterprises with credits on a strictly commercial basis. Thus: 

• Lack of capital exercised a severe constraint on the growth of enter-
prises as investments were governed by the availability of own capital
rather than by market opportunities and profitability. 

• Growth of existing enterprises could be expected to be highly bene-
ficial to employment and income generation, not least by creating
wage employment opportunities for young people who lacked the
means of becoming entrepreneurs themselves. The survey results also
showed that labour productivity increased with the size of the
enterprise as well as with the capital/labour ratio. Therefore, extern-
ally funded growth and consolidation of existing enterprises would
not only increase employment but also labour productivity and, as
a result, wages. At the same time, there was hardly any indication
that capital replaced labour.

• Capital shortage slows down technological development, with a
detrimental effect not only on labour productivity and incomes, but
also on competitiveness and the long-term viability of enterprises.
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• There were indications that a lack of access to formal sources of
credit had repercussions on employment practices. Thus, it had
become common practice among urban enterprises to require workers
to make a contribution in cash or kind to the enterprise at the time
of recruitment. Such practices were likely to bar poor people from
obtaining wage employment.

The provision of physical infrastructure, such as premises for enter-
prises and a secure power supply, was another area where government
assistance was found to be needed (Table 1.4). Inadequate physical
infrastructure was a particularly severe problem in the rural areas. A
shortage of premises was a major constraint to the establishment of new
enterprises in urban areas, particularly in Hanoi, while an inadequate
supply of electric power was a major constraint to industrial develop-
ment in Ho Chi Minh City and in rural areas in general.

The absence of an institutionalised labour market was found to be
a less acute problem than the lack of a capital market. Yet it was con-
cluded that a gradual development of adequate labour market insti-
tutions would nevertheless be required to prevent inefficient labour inter-
mediation from becoming a hindrance to employment generation.

Poorly developed marketing and distribution channels and inad-
equate instruments for disseminating marketing information were found
to hamper the growth of potentially successful enterprises while, at the
same time, shielding inefficient enterprises from competition. To some
extent these are teething problems of a nascent market economy and
could be expected to abate as markets become more developed. However,
the government could play an active role in reducing these problems by
offering its services as an intermediary between customers and sellers.
The frequent linkages between state enterprises and urban private enter-
prises implied that the fate of many private enterprises was linked to
that of state enterprises and that the economic problems afflicting many
state enterprises could have repercussions on many private enterprises.

Lastly, it was concluded that special attention needed to be paid to
enterprises in rural areas. Rural non-agricultural enterprises were found
to have an extremely important role to play as a means of diversifying
the rural economy and labour market, providing an exit for surplus
labour in agriculture, and contributing towards a reduction of rural–
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urban differences in incomes and standards of living. However, the rural
enterprises were on the whole ill-equipped to take on this role. Compared
to urban enterprises they were small, economically weak, technologi-
cally backward and hamstrung by poor physical infrastructure and
remoteness from markets. It was concluded that there was a real risk that
large numbers of rural enterprises would be forced out of business as
markets opened up and as competition from enterprises outside the
immediate locality increased. Consequently there was a risk that surviving
businesses would be marginalised and become ‘second-class’ enterprises
with antiquated production methods, low productivity and incomes.
Government support to rural enterprises should in particular focus on the
areas of capital, infrastructure, marketing and technology.

 

Developments in the 1990s

 

The success of the reforms initiated in the late 1980s has been most
obviously manifested in a sharp increase in economic growth indicators.
The gross domestic product increased by an average rate of 7.9 per
cent between 1990 and 1996, reaching well over 9 per cent in 1995

 

Table 1.4: Main types of government assistance desired by enterprise managers. 
1991 survey. Percentages.

Type of government assistance Urban Rural

 

Removal of bureaucratic obstacles 6.7 17.2

Provision of premises, power & other infrastructure 41.6 19.2

Provision of easy credit 32.9 24.4

Restriction of imports 16.7 2.7

A more liberal import policy 10.0 3.7

Distribution of raw material 6.9 5.7

Assistance with technical know-how 6.7 1.0

Provision of training facilities for workers 0.0 0.0

Assistance with marketing 9.6 0.5

Clarification of long-term policies 23.1 18.4

Improved macro-economic policies 13.1 5.7

Other 21.6 29.4
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and 1996.
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 At the same time, inflation was brought under control, as
it declined from over 67 per cent per year in 1990 and 1991 to less than
5 per cent in 1996 and 1997.

 

11

 

 However, the high rates of economic
growth have not translated into any substantial increase in non-farm
employment opportunities and have done little to address the
country’s fundamental employment predicament.

Despite a fall in the share of agriculture in total GDP from 39.2 per
cent in 1991 to 32.5 per cent in 1996, the share of the labour force in
agriculture changed only marginally from 72.3 per cent to 70.7 per cent
over the same period. Put differently, while manufacturing has
accounted for well over a third of the growth in the GDP between 1990
and 1996, it has absorbed a mere 9 per cent of the increase in the labour
force (Table 1.5). In the same period agriculture, more or less by default,
absorbed three-quarters of the increment in the labour force, although
its contribution to the growth of the GDP was only 20 per cent. As a
result, the gap in labour productivity between agriculture and manufac-
turing has widened.

The failure to translate economic growth into increased non-farm
employment and income opportunities casts doubt on the sustainability
of the present development pattern. Pressure on land is already very
high in most parts of Vietnam and a continued reliance on agriculture
as the main source of employment will inevitably result in depressed
labour productivity and incomes in this sector and in a widening
disparity in incomes between those fortunate enough to have a wage
job and the vast majority of the population who continue to depend on
agriculture for a living. With regard to the industrial sector, two tentative
conclusions can be drawn from the above picture. First, the effect of the
sharp increase in foreign direct investments (mainly in the form of joint
ventures with state enterprises) on employment and income generation
has been relatively small. Second, despite economic liberalisation,
private small and medium-scale manufacturing does not seem to have
emerged as a forceful vehicle for employment generation.

A closer look at the manufacturing sector suggests that its dual
nature, with large state enterprises accounting for much of the
industrial production but generating little employment on the one hand
and small private firms which are much more important in terms of
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employment than in terms of production on the other hand, has
changed little in the 1990s.

While production in the state manufacturing sector almost doubled
at constant prices between 1990 and 1995, employment actually declined
by some 13 per cent in the same period (Table 1.6). This somewhat
striking development may perhaps be seen as evidence of a successful
restructuring of previously highly inefficient and over-staffed state enter-
prises and, as such, has not necessarily been a negative phenomenon.
However, it also highlights the inability of the state enterprises to serve
as a vehicle for employment generation at the same time as they are
weaned of state support and subsidies and forced to operate under hard
budget constraints. By contrast in the non-state sector, growth in produc-
tion has been accompanied by a growth in employment, albeit at a
slower rate. However, the magnitude of the development of the non-
state manufacturing sector has barely been sufficient to offset the
employment decline in the state sector and has proved inadequate to
serve as a major vehicle for employment and income generation.

In terms of sheer numbers, the development of domestic private
enterprises has been quite impressive. The number of household enter-

 

Table 1.5: Structure of labour force and GDP by main economic sectors.

1990 1991 1992 1993 1994 1995 1996

 

Labour

 

 

 

force (000s) 30,286 30,974 31,815 32,718 33,664 n.a. 36,098

 

% agriculture 72.3 72.6 72.9 73.0 72.8 n.a. 70.7

% industry 11.2 11.0 10.8 10.8 10.7 n.a. 10.4

% other 16.5 16.5 16.2 16.2 16.5 n.a. 18.9

 

GDP n.a 31,286 33,991 36,735 39,982 43,797 47,888

 

% agriculture n.a 39.2 38.6 37.1 35.4 33.9 32.5

% industry n.a 19.3 20.4 21.1 21.9 22.8 23.9

% other n.a 41.5 41.0 41.7 42.6 43.3 43.6

 

Note:

 

 GDP in billion dong at 1989 prices. Labour force figures for 1996 are based on
labour force survey and are not entirely compatible with earlier figures. 

 

Sources:

 

 

 

Nien Giam Thong Ke 1995 

 

[Statistical Yearbook 1995] (1996). Hanoi:
Statistical Publishing House, 29, 59; 

 

Nien Giam Thong Ke 1996 

 

[Statistical Yearbook
1996] (1997). Hanoi: Statistical Publishing House, p. 15; 

 

Truc trang Lao Dong – Viec
Lam o Viet Nam 1996 

 

[Status of Labour – Employment in Vietnam 1996] (1997). Hanoi
Statistical Publishing House, p. 405.
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prises more than doubled from 840,000 in 1990 to 2.2 million 1996,
while the number of private enterprises increased from a very small base
to 21,000. In the same period there was a net establishment of some 8,900
limited liability companies and 190 joint stock companies.

 

12

 

 It would
appear that the growth in non-state manufacturing has taken place
primarily through an increase in the number of non-state enterprises
rather than through a growth in the size of these enterprises. Thus, the
average output per household enterprise in the manufacturing sector
increased by a mere 22 per cent, from 8.3 to 10.1 million dong between
1990 and 1994. Among the ‘individual & mixed’ enterprises the increase
appears to have been higher, viz. 37 per cent.

 

13

 

 
Since the publication of the results of the 1991 survey, several

studies of the non-state enterprise sector, using firm level data, have
been undertaken. Three general survey-based studies focussing on
small-scale manufacturing enterprises in Hanoi and Ho Chi Minh City
were produced in mid-1995.

 

14

 

 Other studies have focussed on specific
aspects of the non-state sector. Haggard et al. studied trading relations
and networking in 149 small non-state enterprises in Hanoi in the
context of market imperfections and high transaction costs,

 

15

 

 while
ethnic Chinese entrepreneurs in Ho Chi Minh City were in the focus

 

Table 1.6: Development of employment and production in manufacturing by
ownership form.

1990 1991 1992 1993 1994 1995 1996

 

Labour force (000s) 3,392 3,394 3,450 3,522

 

3,604 n.a.

 

3,760

 

 State sector 807.3 696.2 683.3 702.7 724.0 745.4 774.7

 Non-state 2,585 2,698 2,767 2,819 2,880 n.a. 2,985

 

Production, total 6,631 7,228 8,242 9,324 10,631 12,114 n.a.

 

 State sector 4,111 4,590 5,333 6,126 6,931 8,007 n.a.

 Non-state sector 2,520 2,638 2,909 3,198 3,700 4,106 n.a.

 

Note:

 

 

 

Production in billion dong at 1989 prices. Manufacturing includes construction.
Non-state sector calculated as residual between total employment and state
employment.

 

Sources:

 

 Nien Giam Thong Ke 1995 

 

[Statistical Yearbook 1995] (1996). Hanoi:
Statistical Publishing House, 29, 59; 

 

Nien Giam Thong Ke 1996 

 

[Statistical Yearbook
1996] (1997). Hanoi: Statistical Publishing House, p. 31; 

 

Truc trang Lao Dong - Viec
Lam o Viet Nam 1996 

 

[Status of Labour – Employment in Vietnam, 1996] (1997).
Hanoi Statistical Publishing House, p. 405.
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of another study.16 A study undertaken in the late 1990s complements
the present study by focussing on 95 larger non-state manufacturing
enterprises.17

The 1997 Surveys
The crucial role of private entrepreneurship and enterprise develop-
ment in the current phase of Vietnam’s development has prompted a
need for more in-depth knowledge of the development of this sector
in the 1990s and of its economic and operational characteristics
today. There is a recognition that a dynamic non-state manufacturing
sector is a precondition for attaining the twin targets of (i) restruc-
turing and slimming state enterprises, and (ii) expanding non-farm
employment and income opportunities. In particular, the ability of
small-scale enterprises to survive and grow is of crucial importance, not
only to creating jobs, but also as a main component in a strategy for
sustainable economic development and a more equal distribution of
incomes. Although a number of studies in the 1990s cast light on Viet-
namese small manufacturing enterprises, empirically based information
available on the factors and conditions which determine whether or
not new small-scale enterprises will survive and develop and on the
pattern and characteristics of their development remained inadequate.

To address this need and with the possibility in mind of using the
successful survey undertaken in 1991 as a baseline, it was decided in
1996 that the Institute of Labour Studies and Social Affairs together
with the Stockholm School of Economics (with financial assistance
from Sida) should undertake a new survey along the lines of the
previous one undertaken in 1991. The high quality of the earlier
survey, which was undertaken only a few years after the launching of
doi moi, and the possibility of undertaking a repeat survey of the same
enterprises under virtually identical conditions – using the same
survey methodology, the same team of researchers and enumerators in
the field etc. – provided a unique opportunity to generate crucial
information on the nature and pattern of development of small-scale
private manufacturing enterprises during the transition process as well
as on their ability to generate employment and incomes, and on the
factors which influence this ability. It was decided that the new survey
should include a repeat survey of enterprises surveyed in 1991 as well
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as a survey of ‘new’, that is, not previously surveyed, enterprises,
which were to be sampled and selected in the same manner as in 1991.
Thus, the new survey would be able to address three core issues:

• What are the economic, operational and employment character-
istics of private manufacturing enterprises today and how do they
compare with those prevailing in the 1991 survey?

• What are the main factors determining the success or failure of
small private manufacturing enterprises?

• What are the nature, pattern and employment implications of endo-
genous development of small private manufacturing enterprises?

The new survey was undertaken in the same three main cities as in
1991, that is Hanoi, Ho Chi Minh City and Haiphong, and in two of
the rural areas also covered by the 1991 survey, namely Ha Tay
(formerly Ha Son Binh) in the north, and Long An in the south. The
survey had two components: (i) a repeat survey of enterprises surveyed
in 1991, and (ii) a survey of randomly selected, other non-state manufac-
turing enterprises in the same locations. For ease of under-standing,
these are hereafter referred to as two individual surveys. Chapters 2 to
6 focus primarily on survey (ii) while Chapters 8 and 9 are based on
survey (i). Chapter 7 draws on both the surveys for its analysis.

The repeat survey depended critically on the ability to identify the
previously surveyed enterprises and match them with the same
enterprises today. During the 1991 survey each surveyed enterprise
was given a unique numeric code. This code was attached to the other
information on the enterprise in all the data files containing the survey
results, to make it possible to merge variables from different files case
by case. However, the actual name and address of the enterprise were
not included in the data files. Thus the questionnaires completed in the
field by the enumerators were the only means of linking the numeric
codes with the names and addresses of the enterprise. As at the time of
the 1991 survey there had been no thought of a repeat survey, the
questionnaires used had not been systematically preserved. After a fair
amount of detective work almost 500 of the 713 questionnaires from
the cities of Ho Chi Minh City, Hanoi, Haiphong, Ha Tay and Long An
were retrieved. From two of the other three rural locations included in
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the survey in 1991, Cuu Long and Vinh Phu, only a small number of
questionnaires could be recovered, while it was decided to exclude
enterprises in Quang Ninh (which had been one of the five provinces
covered by the 1991 survey) altogether as the enterprises covered by
the survey in this province in 1991 had been largely in the tertiary
sector. Field visits were made to identify the repeat enterprises and to
exclude purely agricultural households in the rural repeat sample and
state enterprises in the urban repeat sample, as well as some enter-
prises for which an absolutely certain match between the 1991 data
and the present enterprise could not be made. In this way, the repeat
sample was reduced to 356. In addition, some 15 state enterprises
covered by the 1991 survey in the three main cities were also included
in the repeat survey. Thus, in Hanoi, 58 of the 135 non-state enterprises
covered by the 1991 survey were included in the repeat sample; in Ho
Cho Minh City this proportion was 79 out of 226; in Haiphong 81 out
of 91; in Ha Tay 72 out of 72; and in Long An 72 out of 100 (see Table
1.7). Approximately two-thirds of the surveyed repeat non-state
enterprises (233 out of 356), were found to be still operating, while the
remaining 123 enterprises had closed down for various reasons.
Among the state enterprises covered by the survey, nine out of the 15
were still in operation.

In order to maximise the possibilities of comparison, ‘same proced-
ure as last time’ was a guiding principle in all aspects related to the
design and implementation of not only the repeat survey, but also the
survey of  ‘new’ enterprises. Thus, the questionnaire used for the repeat
as well as the new survey was essentially the same as the one used in
the 1991 survey, as were the definitions and concepts used to interpret
the questionnaire. The sampling procedure, detailed below, was also
identical with the one used in 1991, as was the mode of implementing
the actual survey through personal visits and interviews. Most
importantly, with a few exceptions the same enumerators who carried
out the survey in 1991 also carried out the survey in 1997. This factor
was considered crucial in ensuring that the 1997 survey was under-
taken in the same manner as the 1991 survey. It also facilitated and
enhanced the results of the repeat survey as the enumerators often could
remember the whereabouts of the enterprises covered in the 1991
survey and could determine on the spot if the present enterprise was in
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fact the same as the one surveyed in 1991.18 Similarly, coding and data
entry were essentially carried out by the same people as in 1991.

The greatest challenge to the methodology of undertaking a survey
– which in all important respects was similar to the survey undertaken
in 1991 – was the transformation of the whole private sector which took
place in the 1990s as a result of the market-oriented reforms and
overall development in the country. Thus new categories of private
enterprises – share holding and limited liability firms – had appeared
on the scene, while the nature of co-operatives had changed fundament-
ally. In 1991 co-operatives were still synonymous with socialist collect-
ive enterprises. By 1997 the nature of these enterprises had changed

Table 1.7: Distribution of repeat enterprises by location and form of ownership 
in the 1991 survey.

Total
Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Total 371 60 87 80 72 72

In operation 242 42 50 62 46 42

Household 84 5 17 16 30 16

Private 88 14 11 22 15 26

Partnership 28 10 8 9 1 -

Collective 32 11 8 13 - -

State 9 2 6 1 - -

Other 1 - - 1 - -

Closed down 129 26 30

Household 48 5 8 7 12 16

Private 35 3 9 3 7 13

Partnership 17 4 7 1 4 1

Collective 22 5 11 4 2 -

State 6 1 3 2 - -

Other 1 - - - 1 -

Note: The number of resurveyed enterprises was 371, but data for computing value
added were not available for 14 urban and one rural surviving units; hence the total
number of enterprises came down to 356.
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entirely. The old type of collective enterprises had all but disappeared
through closure, privatisation or transformation into market-oriented
genuine co-operatives. These and other changes had to be taken into
account in the design of the 1997 survey to ensure accuracy in the results.
Thus, a few changes were made in the design of the 1997 survey. The
most important of these refers to the stratification of the sample (see
Table 1.9 for stratification categories). In the 1991 survey, enterprises in
the urban areas had been stratified into four ownership categories:
household enterprises, private enterprises, partnership enterprises and
co-operatives. In addition a sample of 50 small state enterprises was
surveyed in the three cities. For the 1997 survey it was decided to change
the stratification somewhat. While the household enterprises and private
enterprises were retained as individual groups, partnerships were
combined with co-operatives into one group.19 

In the rural areas the overwhelming predominance of household and
private enterprises and the near absence of other types of enterprises had
made stratification difficult in 1991. Thus, the 1991 rural survey covered
almost exclusively household and private enterprises. In 1997 house-
hold and private enterprises were retained as two separate ownership

Table 1.8: Main area of activity in the 1991 survey of enterprises covered by the 
repeat survey.

Hanoi Haiphong HCM City Ha Tay Long An All areas

In operation

Agro-processing 1 1 1 0 13 16

Manufacturing 38 37 58 43 7 183

Other 3 11 3 1 19 37

Unknown 0 1 0 2 3 6

Total 42 50 62 46 42 242

Closed down

Agro-processing 2 0 1 0 11 14

Manufacturing 15 33 13 22 3 86

Other 1 5 2 2 12 22

Unknown 0 0 1 2 4 7

Total 18 38 17 26 30 129
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categories for the purpose of stratification, while partnership, co-
operative and limited liability enterprises were lumped together in a
third category. At the outset of the survey it was decided to have a
sample of 120 enterprises in each of the two largest cities – Hanoi and
Ho Chi Minh City – and a sample of 100 in Haiphong. It was also
decided to aim to include at least 30 enterprises of each of the three
main ownership categories in the sample in each of the cities. In the
rural areas the total sample was set at 80 in each of the two provinces
covered by the survey, with the provision that at least 30 household
enterprises and 30 private and other forms of non-state enterprises
should be included in the sample in each of the provinces. As can be
seen from Table 1.10, these targets were by and large met. In Ho Chi
Minh City the target of 30 household enterprises was not met, apparently
because many small enterprises (which, judging by their small size and
limited use of wage labour would normally be considered household
enterprises) were registered as private enterprises. Other criteria for
determining and delimiting the population of eligible enterprises for
the survey were as follows:

Table 1.9: Stratification of enterprise sample in 1991 and 1997.

Year Area Stratified sample categories

1991
(excluding state 
enterprises)

Urban
Hanoi
Haiphong
Ho Chi Minh City

Household enterprises
Private enterprises
Co-operatives
Partnerships

Rural
Ha Son Binh
Quang Ninh
Vinh Phu
Long An
Cuu Long

Household enterprises
Private enterprises
Co-operatives
Partnerships

1997 Urban
Hanoi
Haiphong
Ho Chi Minh City

Household enterprises
Private enterprises
Shareholding and limited liability 
companies
Co-operatives and partnerships

Rural
Ha Tay
Long An

Household enterprises
Private
Co-operatives and partnerships

Note: Ha Son Binh in 1991 corresponds roughly to Ha Tay in 1997.
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• The enterprise should primarily be engaged in manufacturing or
agro-processing. In the 1991 survey this rule was somewhat relaxed
in the rural survey, owing to the lack of manufacturing units. However,
this was not the case in the 1997 survey.

• The size ceiling was set at 100 employees, which coincided with the
de facto ceiling applied in the 1991 survey. However, it was deter-
mined a priori to use this ceiling for sampling purposes only and not to
disqualify enterprises if in the course of the survey it was subsequently
found that the number of employees marginally exceeded 100.

• The enterprise should have at least one full-time permanent worker,
whether paid or unpaid. This corresponds with the rule applied during
the 1991 survey.

• The enterprise had to belong to the non-state sector. Thus, no state
enterprises were included. In the 1991 survey some 50 state enter-
prises had been included for comparative purposes. This was not the
case in the 1997 survey.

• Enterprises that provided only labour and no other inputs of their own
were excluded.

• Only enterprises established prior to 1 January 1996, were included,
as for most quantitative variables the reference in the survey was the
calendar year of 1996.

Within each of the three urban areas and the two rural areas, the
survey was carried out in the same urban quarters and rural districts as
the 1991 survey.20 Only in cases where the total number of eligible enter-
prises in the quarter/district proved to be insufficient was the survey
extended into a neighbouring quarter/district. As in the previous survey,
official lists of registered enterprises were used to obtain the population
of enterprises. Since household enterprises register with the local
quarter/district authorities, while all other types of enterprises have to
register with the city/province authorities, the lists of enterprises had
to be obtained from two different sources. After excluding the repeat
enterprises already surveyed in 1991 from these lists, the revised lists
were used as a basis for selecting the sample. 

The sample was selected at random, while adhering to the principle
that the stratification criteria should be met. In order to allow for discrep-
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ancies between the enterprise lists and reality, and for incidences of
absence of the owner or manager of the enterprise or refusal to co-
operate in the survey, the sample drawn was 30 per cent larger than the
desired sample size. In the event approximately 25 per cent of the
sampled enterprises could not be covered by the survey for various
reasons. In about a third of the cases this was due to a refusal by the
owner or manager to co-operate, while in the remaining two-thirds of
the cases it was due to the absence of the owner or manager or because
it was found that the enterprise did not actually belong to the survey
population, for instance because it did not engage in manufacturing or
agro-processing. 

The survey was carried out in several steps. Following the design
of the draft questionnaires and the survey methodology, a pilot survey
of some 30 repeat enterprises was organised in Hanoi. The experiences
of this pilot survey were analysed and discussed at an informal work-
shop in Hanoi in August 1997. On this occasion, minor revisions of the
questionnaire and of the instructions to the enumerators were also made.
A workshop was held and then the enumerators took part in a training
course. This provided an occasion to identify, clarify and iron out re-
maining ambiguities and possible sources of misinterpretation. As the
enumerators had considerable prior experience, the training course also
took the form of a discussion and yielded much valuable feedback.

The actual survey was undertaken in two stages. During the first
stage, the enumerators went to the survey areas to identify the repeat

Table 1.10: Distribution of new enterprises by location and form of ownership in 
the 1997 survey.

Hanoi HCM City Haiphong Ha Tay Long An All areas

Household 41 24 33 47 49 194

Private 3 35 26 20 28 112

Partnership 16 11 13 13 1 54

Collective 25 12 20 2 3 62

Shareholding & LLC 34 35 9 1 2 81

All forms 119 117 101 83 83 503

Agro-processing 14 10 16 4 28 72

Manufacturing 105 107 85 79 55 431
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enterprises and to obtain the complete lists of enterprises from the
local authorities. The identification of the repeat enterprises was an
important and time-consuming task. In many cases the enterprises had
undergone a change in location or owner since the survey in 1991 and
determining whether the enterprises were still in existence and their
whereabouts often involved considerable detective work. On the basis
of these visits updated lists of the repeat enterprises were prepared and
random samples of the new enterprises to be surveyed were drawn up.
During the second stage the actual survey was undertaken. The survey
was launched in October 1997, and was completed six weeks later. An
initial checking and cleaning of the data was undertaken in the field.
Following data entry, a second round of data cleaning was undertaken
and the data files for the repeat enterprises were merged with the data
files from the 1991 survey.

After the analysis was completed for both repeated and ‘new’
enterprises, the results were disseminated in a seminar in Hanoi, in
September 1998. The present volume documents both sets of survey
findings. Chapters 2–6 deal with various aspects of the 1997 survey of
previously unsurveyed, ‘new’ enterprises. Chapter 7 is a two-pronged
analysis, comparing the overall transformation of the private manufac-
turing sector by comparing (i) the enterprises surveyed in 1991 with
the ‘new’ enterprises surveyed in 1997, and (ii) the same set of enter-
prises surveyed in 1991 and 1997. Chapters 8 and 9 analyse the perform-
ance of two specific categories of resurveyed enterprises: those that
registered more than 10 per cent annual average growth of value added
and those that were surveyed in 1991 but closed down in the period
1991–97. Chapter 10 brings together the various studies and their
policy implications for the dynamic private manufacturing sector in
Vietnam.

Notes
1.  Adam Fforde and Stefan de Vylder (1988), Vietnam: An Economy in
Transition. Stockholm: Sida.

2.  Politburo resolution (No. 10/NQTU) on ‘the renovation of economic
policy in agriculture’.

3.  Politburo resolution (No. 10/NQTU) on ‘the renovation of economic
policy in agriculture’.
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4.  Politburo resolution (No. 10/NQTU) on ‘the renovation of economic
policy in agriculture’.
5.  Communist Party of Vietnam 7th National Congress. Documents (1991).
Hanoi: Foreign Languages Publishing House. See also Per Ronnås and Örjan
Sjöberg (eds.) (1991), Socio-Economic Development in Vietnam: The Agenda
for the 1990s. Stockholm: Sida.
6.  Per Ronnås (1992), Employment Generation through Private
Entrepreneurship in Vietnam. New Delhi: ILO-ARTEP / Sida, p. 2.
7.  Adam Fforde and Stefan de Vylder, op. cit., p. 51.
8.  For details on the survey and the survey results, see Per Ronnås (1992), op. cit.

9.  The exchange rate used was 5,100 dong per US$ for data referring to the
whole of 1990. For those referring to the time of the survey in 1991, an
exchange rate of 8,850 dong per US$ was used.
10.  Ari Kokko (1997), Vietnam 1997: Managing the Transition to Free Trade
– Vietnamese Trade Policy for the 21st Century. Macroeconomic Report 1997.
Stockholm: Sida, pp. 2–4.
11.  Ibid., p. 5.
12.  Raymond Mallon (1997), Mapping the Playing field: Options for
Reducing Private Sector Disincentives in Vietnam. Mimeo. The figures refer
to all non-farm enterprises.
13.  Nien Giam Thong Ke 1995, pp. 29, 59, 173–174. Nien Giam Thong Ke
1996, pp. 124–125. The source is not clear on exactly what ‘individual and
mixed economy’ enterprises include.
14.  Kristina Kurths (1995), Private Small Scale Industries in Vietnam:
Development Environment and Empirical Results. Working Paper Series in
Economics and Finance No. 57. Stockholm: Stockholm School of Economics.
Appold et al. (1996), ‘Entrepreneurship in a Restructuring Economy: Small
Private Manufacturers in Hanoi’, Journal of Asian Business. vol. 12, no. 4, pp.
1–29. Donald Freeman (1996), ‘Doi Moi Policy and the Small-Enterprise
Boom in Ho Chi Minh City’, Vietnam. The Geographical Review. vol. 86, no.
2, pp. 178–197. See also Pham Ghia Hai et al. (eds.) (1996), 184 surveyed
small and medium-sized enterprises of Vietnam: Evaluation and analysis
report. Hanoi: GTZ and VICOOPSME.
15.  Stephen Haggard et al. (1996), ‘Trust and Search in Vietnam’s Emerging
Private Sector’. Mimeo. John McMillan and Christopher Woodruff (1998),
Networks, Trust and Search in Vietnam’s Emerging Private Sector. Mimeo.
16.  Lotte Thomsen and Jakob Lindahl (1998), De oversøiske kinesere i
Vietnam. Copenhagen: Copenhagen University.
17.  Leila Webster and Markus Taussig (1999), Vietnam’s Undersized Engine:
A Survey of 95 Larger Private Manufacturers Private Sector. Discussions No.
8. Hanoi: Mekong Project Development Facility.
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18.  Enterprises which had changed owner through inheritance, sale or
privatisation of running firms were treated as enterprises still in operation.
Similarly, enterprises which had changed their location but not their owner
and line of business, were also treated as still in operation. However, those
enterprises that (i) had changed owners while the enterprise was not operating
or following bankruptcy, as well as (ii) those that had been closed down a year
or more or which had been formally declared bankrupt after 1991, were
treated as enterprises no longer in operation, irrespective of whether an
enterprise was operating in the same location at the time of the 1997 survey
or not.

19.  In the subsequent analysis it was decided to analyse co-operatives and
partnership enterprises in the urban areas separately as they were found to still
display quite distinctive features.

20.  For administrative purposes the three large cities are divided into quarters
while the provinces are divided into districts.
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2

General Characteristics
Maud Hemlin1

Size and Efficiency
The biggest firms in the 1997 survey (in terms of employment) of
‘new’ enterprises are found in Ho Chi Minh City, where each firm has
on average 24 persons in the workforce, 22 of whom are wage workers
(Table 2.1). This figure stands in sharp contrast to manufacturing
enterprises in the rural areas. It also exceeds the figure for Hanoi, where
the average workforce is 17 people, and for Haiphong, which has an
average labour force of just12 people.

Small firms in Ho Chi Minh City are in fact quite distinct from other
Vietnamese enterprises in this survey, regardless of the criterion used
to measure size. In terms of total income, the average Ho Chi Minh
City enterprise earned close to 2 billion dong, more than twice that of
Hanoi, and at least five times that of Haiphong (Table 2.1). To illustrate
the size differences, while only 25 and 10 per cent of the enterprises in
Hanoi and Haiphong respectively have total incomes of at least 1
billion dong, almost half of the surveyed firms in Ho Chi Minh City
had incomes in excess of this amount (Table 2.2). The average level of
value added for enterprises in Haiphong (112 million dong) is half the
average for Hanoi (225 million dong), which in turn is half that of Ho
Chi Minh City (555 million dong).2 More than half the enterprises
surveyed in Haiphong and Hanoi have value added levels below 100
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million dong, while this is true of only 10 per cent in Ho Chi Minh City.
Also in terms of asset values, Ho Chi Minh City hosts the largest of the
surveyed enterprises, approaching 1 billion dong on average.

Comparing the set of enterprises surveyed in 1991 with the ‘new’
enterprises surveyed in 1997 yields interesting results. Tables 2.1 and 2.3
show that changes of quite impressive magnitude have taken place in
the inter-survey period in terms of the size of enterprises in Hanoi and Ho
Chi Minh City. The average level of income in Hanoi was 238.5
million dong in the 1991 survey, with income growth exceeding 200 per
cent between 1991–97; that of value added is slightly less than 190 per cent.

Table 2.1: Main economic characteristics in the 1997 survey by location.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Total income 798,439 334,848 1,846,500 316,568 272,745

Value added 225,164 112,484 554,865 124,207 84,699

Wage cost 88,470 46,862 177,889 42,240 24,442

Profit 70,614 34,360 141,725 31,176 36,708

Taxes 24,455 9,465 101,086 3,590 9,371

Assets 749,947 468,794 979,455 330,714 175,882

Debts 58,747 24,204 63,301 31,592 1,392

Labour force 17.2 12.4 23.6 13.1 6.9

Full time 15.7 10.4 22.7 11.2 5.1

Wage workers 15.8 10.1 22.3 10.3 4.7

Full time 14.2 9.2 21.4 8.8 3.0

Value added/worker 11,664 8,330 23,368 7,814 12,259

Assets/worker 42,602 33,586 48,630 18,022 23,548

Value added/asset 402 463 833 592 911

Debt/asset 3.3 3.9 3.5 3.6 2.1

Wage cost/worker 5,447 4,241 8,323 4,344 5,704

% wage workers 80.1 72.2 92.9 42.3 54.6

% profit/own assets 13.9 18.6 21.9 20.7 49.9

Note: Five per cent trimmed mean figures. Monetary data are in thousand dong.
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The increase in income and assets in Ho Chi Minh City is somewhat
less, about 140 per cent, but 155 per cent in terms of value added, up
from 218 million. The average enterprise in Hanoi has grown from
approximately 79 million dong to 225 million (185 per cent), when
value added is used as reference. There has been some change in the
use of labour as well, but not at the same rate as income or capital. The
average labour force was 12.4 people in Hanoi in the 1991 survey and
17.2 in the 1997 survey, a growth rate of less than 40 per cent. Also in
Ho Chi Minh City, there is a gap between the growth of labour and
capital, although this is not as large as in Hanoi where the average
labour force consisted of 13 people in the 1991 survey, and the 1997
survey level of 24 people implies a growth rate of 77 per cent. But

Table 2.2: Size structure of enterprises in the 1997 survey by location.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Percentiles:

Total income:

25 122,950 67,500 416,250 17,181 56,000

50 248,400 160,000 1,091,615 62,290 151,000

75 1,210,000 593,750 2,561,515 423,068 300,000

90 3,200,000 1,296,970 6,429,355 1,570,000 1,132,520

Value added:

25 50,000 29,036 179,558 9,461 26,800

50 94,800 70,078 354,000 31,052 55,440

75 351,927 152,532 726,530 129,716 122,000

90 801,349 439,040 1,659,180 536,021 273,408

Total assets:

25 130,000 100,000 283,200 24,750 19,200

50 312,000 210,000 565,000 56,500 113,500

75 1,306,500 709,750 1,301,143 358,378 260,000

90 2,390,000 2,084,000 3,116,000 1,539,400 634,000

Note: All figures are in thousand dong.
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while the enterprises are growing in Hanoi and Ho Chi Minh City, they
seem to be shrinking in Haiphong. The average level of income in the
1991 survey was 356 million dong, compared with 335 million in the
1997 survey. Moreover, also the value of assets was higher in the 1991
survey, implying a standstill or a rate of decline of about 5 per cent
over the six year period between the two surveys. The average labour
force has been cut by five persons, or close to 30 per cent, since the
survey in 1991.

Small enterprises in Ho Chi Minh City in the 1997 survey are
relatively impressive not only in ‘quantity’, but in quality as well.
Among the surveyed enterprises in Hanoi, for instance, each worker has,
on average, 88 per cent of the assets of a worker in Ho Chi Minh City at
his or her disposal (Table 2.1). Yet value added per worker in Hanoi is
only 50 per cent of that of Ho Chi Minh City on average, while wages
are about 65 per cent. The surveyed firms in Haiphong have less capital
at their disposal on average, 33.6 million dong on a per worker basis,
resulting in a value added of 8.3 million, or about 36 per cent of that in
Ho Chi Minh City, while average wages in Haiphong amount to about 51
per cent.

If one compares the state of the small-scale enterprises on a per
worker basis in the two surveys, it is obvious that the businesses in these

Table 2.3: Main economic characteristics in the 1991 survey by location.

Urban Rural

Hanoi Haiphong HCM City Ha Tay

Total income 238,557 355,931 758,400 76,866

Value added 78,739 110,447 217,865 35,763

Assets 244,093 494,831 422,370 24,957

Labour force 12.4 17.3 13.3 9.5

Assets/worker 17,595 26,165 35,382 6,551

Value added/worker 6,968 6,443 16,274 3,946

Note: Five per cent trimmed mean figures in thousand dong, 1996 prices. To
recalculate 1991 survey figures to 1996 prices, figures referring to monetary flow
were inflated 3.85 times, while figures referring to end year stock were inflated 2.79
times.
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urban areas differ in their state in the 1997 survey as well. In Hanoi
average capital per worker was 48.6 million dong in the 1997 survey,
representing a growth of two and a half times since 1991 (Tables 2.1
and 2.3). However, value added per worker has grown less than 70 per
cent, from about seven million in the 1991 survey to 11.7 million dong
in the 1997 survey. The establishments in Ho Chi Minh City show a
more coherent development. Here, the average value of assets per worker
was approximately 35 million dong in the 1991 survey, resulting in a
value addition of 16 million dong on a per worker basis. Six years later,
these indicators grew by 37 and 44 per cent on average, and the relative
ranking has remained practically unaltered. The growth in value added
per worker is, however, 29 per cent over the six-year span, which is
relatively less impressive. This increase has also been accompanied by
a growth in average assets per worker, up 28 per cent from 26 million
dong in the 1991 survey.

The size of the labour force appears to differ quite a bit between the
rural areas: on average seven in Long An and 13 in Ha Tay (Table 2.1).
But on closer inspection, these figures reveal rather little about the true
relative size of the rural enterprises in the survey. In Long An, not a
single firm has a workforce of more than 40 people, while in Ha Tay
the maximum is about 90. Still, in both areas half of the enterprises
surveyed have five or fewer persons in the labour force. Also the
number of wage workers as given in Table 2.1 is misleading. More than
half of the firms in Ha Tay have only one person or less employed on a
wage basis, actually less than in Long An, where half the businesses
included in the survey have three wage workers or more.

This calls for a closer screening also of other indicators in Ha Tay.
In Ha Tay, a few very large enterprises result in very high average
labour force and average value added (considerably higher than in
Long An). The spread in the size of enterprises is much larger in Ha
Tay than in Long An. This comes out clearly when we look at the
percentile distribution (Table 2.2). Thus the smallest quartile of enter-
prises in Ha Tay are considerably smaller than their counterparts in Long
An (except for total assets), while the largest quartile of enterprises in
Ha Tay are larger than their counterparts in Long An. The difference in
average value added is almost 40 million dong (32 per cent), but median
value added in Long An is 55 million dong, and only 31 million dong
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in Ha Tay. With reference to the apparently higher asset values in Ha
Tay, account needs to be taken of the fact that in Long An, 50 per cent
of the surveyed undertakings have assets worth at least 1 billion dong.
In Ha Tay, only 15 per cent of the enterprises reported such high values.
A comparison with the survey made six years ago is unfortunately
useful only for Ha Tay,3 but reveals a ten-fold growth in asset value
(Tables 2.1 and 2.3). Total incomes of the average Ha Tay enterprises
have grown by more than 300 per cent over these six years, up from 77
million dong, while value added has increased by almost 250 per cent.
While digesting these findings, what has been said above about the
wide range in the Ha Tay sample should be kept in mind.

When comparing the present state of the two rural areas on a per
worker basis, it is the small enterprises in Long An that look more
impressive. With 23.5 million dong in assets per worker on average,
they produce a value added per worker of 12.3 million (Table 2.1). The
workers in Ha Tay have on average 76 per cent as much capital per
head, and get just as high a proportion of Long An wages, but produce
on average 63 per cent, or 7.8 million of the value added. Long An
workers have approximately 48 per cent of the assets of a Ho Chi Minh
City worker, but produce 52 per cent of the latter’s value added per
worker. And, to be noted, they receive on average 69 per cent of the
wages of Ho Chi Minh City workers.

As mentioned earlier, the Long An sample did not allow a com-
parison between the 1991 and 1997 surveys, but for Ha Tay, the contrast,
on a per worker basis, reveals that efficiency has not managed to keep
up with the earlier mentioned impressive changes. Each worker had,
on average, 2.3 million dong worth of capital in the 1991 survey,
resulting in 4 million dong as value added per worker (Table 2.3).
Assets per worker in the 1997 survey were 18 million dong, enabling
average value added levels per worker of 7.8 million dong (Table 2.1).
Thus, while value added has at best doubled over the six-year span,
each worker got, on average, 700 per cent worth of new equipment over
the same time.

The same kind of enterprise, in terms of ownership, looks very
different depending on whether it is situated in an urban or a rural area.
Household enterprises in the rural areas have an average labour force
of less than four people (Table 2.4), and more than half of the establish-
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ments do not have any employees at all. Household firms in the cities
employ about six people, and only one-fifth of the establishments have
no employees. The average proportion of wage workers in the labour
force is also of quite different magnitudes between these forms of
enterprises. The average level of income is 62 million dong for rural
household enterprises, yet half of them barely reach 40 million dong
(Table 2.5). Its urban counterpart, in terms of income, earns 209
million, and a third of the firms here exceed this level.

In terms of assets, household undertakings in urban areas are, on
average, about three times as large as their rural counterparts (152
million as compared to 46 million), but these levels are reached by
only 35 per cent within their respective areas. The average rural value
added, 28 million dong, is fairly representative of its household
industries, but 65 per cent of the urban household enterprises are below
the urban average of 69 million dong.

The difference between rural and urban private enterprises is not of
the same magnitude as household industries. About 22 persons, on
average, work in the urban private enterprises and 17 in the rural ones,
but in the former, a higher share (89 per cent), work for wages while
the proportion is 77 per cent for the latter. Average income for the
surveyed urban private firms is 1.2 billion dong, about 1.5 times that
of rural private enterprises. The urban–rural difference is of a higher
magnitude when value added is concerned: 216 million dong in rural
areas compared to 428 million in urban, and half of the rural units fall
below 115 million dong in value added. Comparing assets, rural pri-
vate enterprises have approximately 40 per cent of the assets owned by
urban private undertakings. Furthermore, about one half of rural private
enterprises are worth less than 250 million dong, a level exceeded by
75 per cent of their urban counterparts.

Urban partnership enterprises fall somewhere between urban house-
hold and rural private enterprises in terms of size. The labour force is
no more than 11 people, but the proportion of wage workers is rather
high (92 per cent), even approaching the levels of the shareholding and
limited liability companies. That is, however, the only aspect in which
these two enterprise forms resemble each other. Partnership under-
takings have incomes of 322 million dong on average, but a few large
observations skew this indicator, and only 30 per cent have such high
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incomes. After costs, this results in an average value added of 126
million dong, still slightly non-representative of the sample. Co-
operatives are also a rather dispersed lot, with a quarter having the
lowest incomes (below 162 million dong), while a quarter have the high-
est incomes (over 1.5 billion dong) (Table 2.5). The average workforce
comprises 26 people, but about half of the surveyed co-operatives
employ 13 workers at the most.

Shareholding and limited liability companies are an even more
scattered group in terms of size, with the smallest undertaking having
five and the largest having 215 persons in the workforce. A third of the
surveyed firms in this category earn more than the average of 2.7
billion dong, while half have incomes exceeding 1.5 billion dong. The
average value added at 702 million dong is by far the highest for all
ownership forms, but then again, the workforce has a total asset value
of more than 2 billion on average to produce such results.

A quick comparison deserves to be made in terms of efficiency
between the different ownership forms. Using urban private enterprises
as a basis may yield the most useful results, since these are neither too
small, like household firms, to be completely unable to attract capital
from banks, nor too big, like limited liability companies and joint
ventures, to constitute ‘islands’ that are not quite typical of the Viet-
namese industrial structure. Urban household and partnership enterprises
have half the assets per worker compared with urban private enter-
prises, but manage to produce about 63 per cent of the value added
(Table 2.4). Shareholding and limited liability companies, on the other
hand, have 138 per cent of the assets per worker of urban private firms,
and the average value added per worker is 122 per cent. Rural house-
hold enterprise workers have 22 per cent of the urban private firm
worker’s assets at hand, but produce 44 per cent of the average worker’s
value added. Wages do not, however, follow value added per worker very
strictly, at least not on average terms. Wages in urban household and
partnership enterprises are 83 per cent and 71 per cent of that of urban
private enterprises respectively. Shareholding and limited liability com-
panies pay 95 per cent on average, while rural household enterprises
give their workers slightly more than 70 per cent of what urban private
firms pay.
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Further, 98 per cent of the owner families of household and private
enterprises in Ho Chi Minh City derive most of their income from the
enterprise (see Table 2.6). The share is about the same everywhere,
fluctuating around 95 per cent in urban as well as rural areas, except
for the somewhat lower 74 per cent in Hanoi. In general, private enter-
prises seem to provide the main source of income to a somewhat
greater extent than household firms, in the cities as well as on the
countryside (Table 2.7). About two members of the family are oc-
cupied full time in the business, slightly fewer in urban than in rural
areas, and approaching three among rural private enterprises. Hardly
any family member works on a part-time basis, irrespective of the type
of enterprise or location.

Table 2.6: Relationship of enterprise to owner-households by location. Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Household members working in enterprise:*

Full time 1.7 1.6 1.9 2.2 2.0

Part time 0.4 0.3 0.1 0.6 0.2

Enterprise as 
main income: † 

74.4 96.5 98.3 92.2 96.1

Change in household income:

Declined 27.9
(21.4)

1.8
(17.3)

5.1
(43.8)

12.5
(27.5)

19.7
(12.2)

No change 39.5
(34.3)

17.5
(38.5)

6.8
(19.0)

4.7
(13.0)

22.4
(22.4)

Increased upto 25% 7.0 28.1 61.0 31.3 25.0

Increased 26–50% 11.6 15.8 22.0 21.9 13.2

Increased 51–100% 7.0 22.8 3.4 9.4 14.5

Increased >100% 7.0 14.0 1.7 20.3 5.3

Key:   * Averages    † Enterprise is main source of income to the owner household. 

Note: Figures in parentheses are 1991 survey data, which referred to income changes
in the period 1989–90; the 1997 survey referred to income changes in the period 1990–
96. Data include household and private enterprises only in both surveys.
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In Hanoi, where the enterprise is the main income for fewer house-
holds than in other areas, as many as two-thirds of the owner families
experienced a decline or standstill in income in the 1997 survey (Table
2.6). In Ho Chi Minh City these changes amount to 12 per cent, and
some 60 per cent have seen household incomes grow up to 25 per cent.
Haiphong has almost one-fifth with no change or a decline in income,
but on the other hand more than half have experienced growth rates
exceeding 25 per cent over the past six years, and more than one-third
mention rates above 50 per cent. Since 42 per cent in Long An, but only
17 per cent in Ha Tay report incomes at the same level as, or even less
than, in the 1991 survey, it is difficult to discern any patterns or trends
for rural or urban, northern or southern areas. However, in terms of
ownership, a higher share of household than private enterprise owner-

Table 2.7: Relationship of enterprise to owner-households by ownership form. 
Percentages.

Urban Rural

Household Private Household Private

Household members working enterprise:*

Full time 1.8 1.8 1.8 2.7

Part time 0.4 0.1 0.4 0.2

Enterprise as main 
income:† 85.6 100.0 92.6 97.8

Change in household income: 

Declined 1990–96 15.5
(26.7)

1.6
(9.0)

18.9
(39.6)

11.1
(24.6)

No change 1990–96 28.9
(17.6)

4.8
(10.4)

13.7
(31.5)

15.6
(24.6)

Increased ( 25% 26.8 46.8 33.7 15.6

Increased 26–50% 11.3 25.8 14.7 22.2

Increased 51–100% 12.4 9.7 10.5 15.6

Increased >100% 5.2 11.3 8.4 20.0

Key:  *  Averages. †  Enterprise is main source of income to the owner household.
Notes: Figures in parentheses refer to the 1991 survey data, which referred to income
changes in the period 1989–90; the 1997 survey referred to income changes in the period
1990–96. Data include household and private enterprises only in both surveys.
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households have seen their incomes decline or remain at the same level
as it was in the 1991 survey, both in urban and rural areas (Table 2.7).
Comparing this to the answers given in the 1991 survey, regarding
changes in income from 1989–91, things are looking bright for most
entrepreneurs. The exceptions are Hanoi and Long An, where somewhat
growing numbers are experiencing declining or unchanged incomes
(Table 2.6), but across ownership forms, the only negative tendency is
the higher share among urban household enterprise owners for whom
incomes have not grown (Table 2.7).

Operational Conditions and Equipment
The physical prerequisites for small-scale enterprises appear to have
improved considerably in the 1990s, especially in rural areas. In every
area covered by the survey, rural as well as urban, a majority of the enter-
prises are located in premises mainly devoted to non-residential use
(Table 2.8). It is only when categorisation by ownership forms is
done that 57 per cent of rural household industries are found to be in
buildings which primarily serve as the owner’s residence (Table 2.9).
For Ho Chi Minh City, this is a rather significant change, compared to
the survey six years ago. Then, close to 30 per cent of the small firms
were still occupying a part of the owner’s house, compared to 5 per cent
in the 1997 survey (Table 2.8). Haiphong is, on the other hand, experi-
encing more of a standstill. A slightly higher share of the 1997 survey
enterprises are located in their owners’ residences, and fewer are
located in only non-residential premises than was the case in 1991, but
indeed the changes are very small. Viewed from the angle of owner-
ship, the major shift has occurred among household firms, of which
more than 70 per cent were located in the owner’s home premises in
1991 but less than 50 per cent in 1997 (Table 2.9). Urban partnership
enterprises are instead located ‘at home’ to a somewhat greater extent
today than was the case six years ago.

As small-scale industries are moving out of the owners’ houses, it
is becoming more common to move into rented premises, but there are
rather big differences between areas, as well as ownership forms. In
Ho Chi Minh City, more than half of all enterprises are now located in
rented space, and enterprises in Hanoi are heading the same way,
although to a lesser degree (Table 2.8). Meanwhile, about twice as
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many of the Haiphong establishments in the 1991 survey used rented
premises as in the 1997 survey.

Table 2.8: Premises and equipment by location. Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Premises:

Mainly residential 27.7
(37.6)

21.8
(20.0)

5.1
(28.3)

49.4
(-)

33.7
(-)

Mainly non-residential 40.3 33.7 38.5 18.3 53.0

Only non-residential 31.9 44.6 56.4 31.3 13.3

Premises, ownership

Fully owned 58.8 65.3 37.6 74.7 80.7

Partly owned 15.1 22.8 6.8 13.3 4.8

Rented 26.1
(17.3)

11.9
(21.1)

53.8
(43.8)

10.8
(-)

14.5
(-)

Other 0.0 0.0 1.7 1.2 0.0

Facilities:

Tap water 98.3
(90.2)

99.0
(76.7)

98.3
(90.2)

68.7
(14.1)

48.2
(0.0)

Electricity 100.0
(96.2)

100.0
(96.7)

100.0
(93.4)

98.8
(33.7)

98.8
(48.4)

Public grid 26.9 46.5 27.4 80.7 71.1

Public grid & 3 phase 67.2 46.5 39.3 4.8 16.9

Telephone 92.4
(24.8)

81.2
(20.0)

97.4
(44.7)

36.1
(0.0)

55.4
(1.6)

Fax 11.8 4.0 33.3 0.0 2.4

Mobile phone 21.8 6.9 38.5 6.0 1.2

Equipment:

Hand tools 5.9
(13.8)

6.9
(13.6)

4.3
(4.9)

21.7
(43.8)

15.7
(53.6)

Manual machinery 10.9 2.0 2.6 2.4 10.8

Power-driven machinery 25.2 4.0 17.9 22.9 18.1

Manual & power-driven 58.0 87.1 75.2 53.0 55.4

Access to road*: 72.3 74.3 90.6 60.2 47.0

Key: * Here ‘road’ implies such quality that motor vehicles can use them.
Note: Figures in parentheses refer to the 1991 survey. Figures on premises were not
specified for rural areas in the 1991 survey.
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When the results are analysed across ownership forms, it is only
among shareholding and limited liability companies that rented pre-
mises constitute the most common mode of securing space. In fact, it
has actually become less common within all forms of ownership, with
the exception of partnership enterprises; even there the change is rather
marginal (Table 2.9).

The signs are very encouraging in terms of infrastructural develop-
ments in that access to basic facilities has grown rather impressively.
Almost every urban enterprise now has access to tap water, which in
the 1991 survey was supplied to 90 per cent of the Hanoi and Ho Chi
Minh City enterprises and 77 per cent of those in Haiphong (Table
2.8). And while only 14 per cent of the enterprises in the earlier survey
had access to tap water in Ha Tay (Ha Son Binh), the share in 1997 is
close to 70 per cent, even surpassing Long An in this regard. Those
enterprises still waiting for such facilities are mostly rural households,
but taking into consideration that 8 per cent of this category had tap
water in 1991, remarkable progress has been achieved. The share of
private rural firms with tap water is, in the 1997 survey, as high as it
was among their urban equivalents six years ago.

The supply of electricity in the urban areas was very well developed
already by the time of the 1991 survey, and at least nine out of ten firms
in the cities had access to power. In the 1997 survey the figures are
even more encouraging, as enterprises in rural areas show a remark-
able catch-up, from one-third and one half in Ha Tay and Long An
respectively in the earlier survey. Almost all household enterprises
have also gained access to a power supply in that period. The extended
access to electricity has, in none of the areas included in the survey,
come as a result of investments by the enterprises in their own generators.
In fact only a minor share have such equipment, and those that do are
‘other’ firms in rural areas (still less than 10 per cent) and also a few
rural private enterprises (less than 5 per cent). The number of small
businesses having access to their own generators is somewhat higher
in Ha Tay than in Long An, but the proportions are still only 4 and 1
per cent respectively.

Along with a better power supply has come an extended use of power-
driven machinery, mostly as a combination with manually operated
equipment (Table 2.8). Ho Chi Minh City records the least use of hand
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tools, just as in the earlier survey, but the use of strictly power-driven
machinery is actually more common in Hanoi and, surprisingly, also in
Ha Tay. It turns out, when classified into ownership groups, that even
though hand tools are more common among household firms than
among other enterprises in urban areas, this is also where the highest
share of power machinery users is found (except for limited liability
companies) (Table 2.9). Further, a greater number of rural household
and private firms exclusively use power-driven equipment than do their
urban counterparts.

Among Long An enterprises, the share having access to a telephone
(55 per cent) is even higher than that having access to tap water (Table
2.8), but this is the only surveyed area where this is the case. Ho Chi
Minh City offers telephone facilities to almost all businesses, while the
coverage is about 80 per cent in Haiphong. And even though it is the
household sector that is lagging somewhat compared to other urban
forms of ownership in the 1997 survey, one can hardly say that they have
been discriminated against, since not even 10 per cent had access to a
telephone six years earlier. Rural household industries have, unfortu-
nately, not witnessed the same progress in terms of this facility; around
80 per cent remain without telephones.

The growing access to telephones might well be needed in Long
An, since the share of firms having access to roads suitable for motor
vehicles has decreased. The change might not be as worrying when
looked at in terms of location, as the decrease is very small and
concentrated in one area. But when classified by ownership forms, it is
found that household industries in the countryside are clearly falling
behind. While more than half of these enterprises had access to roads
passable for motor vehicles six years ago, the share in the 1997 survey
is down to less than 40 per cent. Even though the enterprises included
in the two surveys are not the same, and hence a strict comparison cannot
be made between the two surveys, this is still not an encouraging sign.

Almost all small enterprises in the survey fully own the machinery
used in the business. In Hanoi, Long An and Ha Tay, the equipment has
mostly been bought new, while in Ho Chi Minh City and Haiphong
some 45 per cent of the firms have bought used machinery (Table 2.10).
In terms of ownership form, there is a marginal decrease in the percent-
age of rural private enterprises buying new machinery, in the 1997
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survey (Table 2.11). Other privately owned firms are the main source of
supply, as in the 1991 survey, but the share coming from state enter-
prises has actually increased among rural as well as urban household
enterprises, and also among rural private firms. This must be due to the
development in Ha Tay, where close to 40 per cent, compared to less than
10 per cent in the earlier survey, got their machinery from state enter-

Table 2.10: Details on machinery and equipment by location. Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Possible production increase, with existing machinery:

Not at all 6.3 8.5 18.0 4.6 12.9

No more than 10% 6.3 4.3 27.9 10.8 7.1

10–25% 29.5 12.8 23.4 20.0 14.3

26–50% 44.6 28.7 18.9 38.5 32.9

51–100% 9.8 29.8 9.9 24.6 28.6

More than 100% 3.6 16.0 1.8 1.5 4.3

Machinery ownership:

Fully owned 99.1 98.9 99.1 98.5 97.1

Fully hired 0.9 1.1 0.9 1.5 2.9

Machinery acquisition:

Purchased new 67.6
(31.6)

44.1
(56.8)

38.7
(24.1)

84.6
(66.7)

68.6
(73.9)

Purchased second-hand 20.7 47.3 43.2 13.8 30.0

Self-constructed 11.7
(29.1)

8.6
(6.8)

18.0
(12.3)

1.5
(13.3)

1.4
(2.2)

Machinery supply, source:

Private enterprise 59.5 69.6 72.0 59.4 90.0

State enterprise 25.2
(31.8)

19.6
(33.8)

6.5
(8.9)

39.1
(6.5)

8.6
(20.8)

Co-operatives 0.9 3.3 0.0 0.0 0.0

Import 9.9 3.3 17.8 1.6 1.4

Other 4.5 4.3 3.7 0.0 0.0

Owned assets:* 547,526 215,387 1,046,828 277,047 84,766

Key: * Value of machinery in use per enterprise, thousand dong, 1997 survey.
Note: Figures in parentheses refer to the corresponding 1991 survey data.
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prises. The proportion of imported machinery has grown to about 10
per cent in Hanoi and 18 per cent in Ho Chi Minh City (Table 2.10);
private enterprises and shareholding and limited liability companies
mainly accounted for this development, while imported equipment is
still very uncommon in rural areas. The share of self-constructed equip-
ment is rather modest everywhere, but higher in the cities (for instance
18 per cent in Ho Chi Minh City) than in the rural areas; and in terms
of forms of urban establishments, it is more common in urban private
and partnership enterprises. Among these ownership forms, the shares
of self-constructed equipment are actually higher today than in the 1991
survey, which is also the case in Ho Chi Minh City and Haiphong.

Some 18 per cent of the surveyed small-scale industries in Ho Chi
Minh City cannot increase production at all, with the equipment to
which they currently have access (Table 2.10). By contrast, less than 5
per cent of the surveyed enterprises in Ha Tay are in the same situation.
About half of the surveyed firms in Ho Chi Minh City operate on at least
90 per cent capacity utilisation. The corresponding share in the other
cities is 13 per cent, while in the rural areas it is marginally higher: 15
per cent in Ha Tay and 20 per cent in Long An. In Haiphong, the
existence of unused equipment is of such a magnitude that 16 per cent
of the enterprises could double their production, and another 30 per
cent could increase production by 50 to 100 per cent without having to
undertake further investments. Most firms, regardless of ownership
form, are obviously fluctuating somewhere close to 50 per cent of their
maximum levels (Table 2.11). The possible increase is somewhat less
for urban households, partnerships and shareholding and limited liab-
ility companies, and somewhat more among urban private enterprises
and in rural areas in general.

Far from all of the small businesses included in the 1997 survey were
able to operate continuously throughout the year. In Ho Chi Minh City
this share was 87 per cent, while in Long An only 55 per cent were able
to avoid breaks in production (Table 2.12). The share of firms with less
than continuous operations is higher in rural areas, and more common
among household enterprises, irrespective of rural or urban location
(Tables 2.12 and 2.13). The differences are large between for instance
shareholding and limited liability companies, (where about 10 per cent
experienced difficulties) and rural household enterprises (where the
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share is more than 40 per cent). Furthermore there are great variations
in the period of closure. In Ho Chi Minh City, the closing periods were
on average shorter, in most cases limited to two months or less (Table
2.12). In Hanoi and Haiphong, the period was slightly longer, in Hanoi
actually five to six months in some cases. In rural areas, firms in Long
An suffered interruptions in their production most frequently, but
interruptions among firms in Ha Tay tended to last longer, some for
five to six months (Table 2.12). Across ownership forms, it is mostly

Table 2.12: Continuity of operations by location. Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Operated all of 1996: 79.5 74.3 87.0 68.7 54.9

Period of closure:

1 month 0.0 2.0 4.3 0.0 1.2

2 months 6.0 12.9 5.2 6.0 15.9

3–4 months 8.7 9.9 1.7 12.0 18.3

5–6 months 5.1 1.0 0.9 13.2 9.7

over 6 months 0.9 0.0 0.9 0.0 0.0

Reasons for closure:

Lack of raw material 0.8 0.0 1.7 1.2 10.8

Lack of demand 13.4 20.8 10.3 22.9 16.9

Shortage of labour 0.0 0.0 0.0 1.2 2.4

Other reasons 6.7 5.9 3.4 9.6 26.5

Days worked/week:

under 5 3.3 5.9 7.7 3.6 3.6

5 12.6 6.9 7.7 3.6 14.5

6 61.3 42.6 73.5 20.5 26.5

7 22.7 44.6 11.1 72.3 55.4

Hours worked/day:

under 8 12.6 21.8 6.9 26.4 39.7

8–12 74.8 76.3 77.0 65.0 49.3

over 12 12.5 2.0 16.4 8.4 10.8

No. of shifts/day:

1 85.7 89.0 80.2 84.1 87.8

2 12.6 9.0 15.5 12.2 7.3

3 1.7 2.0 4.3 3.7 4.9
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among household industries that the longer interruptions occur, while
partnership enterprises and co-operatives register mainly two-month
closures (Table 2.13). It is among the ‘other’ group that these longer
periods of closure appear, while among those private and household
enterprises which have been forced to halt production, interruptions
lasting three to four months have been more common (Table 2.13).

By far the most common reason for a halt in production is a lack of
demand. Only among enterprises in Long An are ‘other reasons’, not
related to raw material or labour, more frequently mentioned (Table 2.12).
As will become evident later, this could be an indication of capital short-
age prevailing in this area. Moreover rural private enterprises are the only
enterprises that regard a lack of raw materials as far more troublesome
than a lack of demand (Table 2.13). Nowhere is labour a major bottleneck.

In Hanoi and Ho Chi Minh City most of the enterprises operated six
days per week, while operation every day of the week is the most fre-
quent way of running a business in rural areas and in Haiphong (Table
2.12). In the urban areas, it is only among household enterprises that
seven days of operations are more common (Table 2.14). Everywhere,
eight to twelve hours is the most common length of a workday, though
40 per cent of the industries included in the survey in Long An, 26 per
cent of those in Ha Tay and 22 per cent of those in Haiphong do have
less than eight-hour workdays. These somewhat shorter days are ac-
counted for by household enterprises, in urban as well as rural areas,
although the share is slightly less than 30 per cent among urban house-
hold enterprises, but closer to 50 per cent among the rural ones. On the
other hand, close to one-quarter of private enterprises in rural areas oper-
ate more than 12 hours per day, the highest share among all ownership
forms in all areas. Shift work is not very common. In shareholding, limited
liability companies and co-operatives, and in rural private enterprises,
the share of enterprises with two shifts approaches 20 per cent. In the
rural ‘other’ category, 40 per cent of the firms operated more than one
shift per day.

Growth Prospects and Constraints
In terms of how the entrepreneurs view the main constraint to the
growth of their enterprises, some very interesting developments have
taken place since the 1991 survey was done. At that point in time,
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Table 2.14: Main constraint to growth of enterprises by location. Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Shortage of capital 23.5
(43.5)

49.5
(67.5)

17.1
(32.6)

31.3
(27.7)

50.6
(24.6)

Lack of skilled labour 0.0
(0.8)

0.0
(0.0)

0.9
(0.5)

0.0
(0.0)

0.0
(0.9)

Lack of technical 
know-how

3.4
(2.4)

0.0
(2.2)

0.9
(0.5)

1.2
(0.0)

0.0
(4.8)

Limited demand 
current output

29.4
(21.8)

25.7
(5.6)

6.8
(15.1)

41.0
(20.5)

4.8
(19.3)

Too much competition 21.8
(12.9)

9.9
(4.5)

51.3
(17.0)

16.9
(2.4)

20.5
(13.2)

Lack of marketing/
transport

0.0
(5.6)

1.0
(4.5)

4.3
(6.4)

1.2
(10.8)

0.0
(0.0)

Lack of modern 
machinery

0.8
(1.6)

1.0
(6.7)

2.6
(5.0)

1.2
(1.2)

6.0
(1.8)

Lack of raw material 0.0
(3.2)

1.0
(1.0)

1.7
(3.7)

0.0
(0.0)

3.6
(3.5)

Lack of energy 
(power, fuel)

0.0
(0.0)

0.0
(0.0)

0.9
(7.8)

0.0
(0.0)

0.0
(0.9)

Interference by local 
officials

0.0
(0.0)

1.0
(0.0)

0.0
(0.0)

0.0
(0.0)

0.0
(2.6)

Uncertain government 
policies

5.9
(1.6)

3.0
(0.0)

0.0
(1.8)

3.6
(0.0)

0.0
(6.1)

Inadequate premises/
space

3.4
(-)

2.0
(-)

6.8
(-)

1.2
(-)

3.6
(-)

Difficult to get 
licences, etc.

0.8
(-)

0.0
(-)

0.0
(-)

0.0
(-)

0.0
(-)

Other factors 1.7
(3.2)

2.0
(6.7)

3.4
(8.7)

0.0
(21.7)

6.0
(6.1)

None 9.2
(-)

4.0
(-)

3.4
(-)

2.4
(-)

4.8
(-)

Note: The entrepreneurs were to rank three options at the most. Figures in
parentheses refer to the corresponding 1991 survey data. Where marked with a (-),
this was not mentioned as an alternative in the 1991 survey. An option at that time
was ‘cannot afford to hire wage workers’, stated by very few then and not
mentioned by anyone in the 1997 survey, hence excluded.
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capital was the single worst bottleneck in all areas, urban as well as
rural, and among all forms of ownership. This is, however, no longer
the case. Only in Haiphong, among the cities, is capital still the most
frequently mentioned constraint. While almost two-thirds mentioned
it in the 1991 survey, only about half do so today (Table 2.14). Mean-
while, a quarter of the small businesses there seem to experience a
limited demand for their current output, compared to less than 6 per
cent in the 1991 survey. In Ho Chi Minh City more than half of the firms
now point to keen competition as the main problem, compared to only
17 per cent in the earlier survey. The share with capital shortages today
is only about half what it was in the 1991 survey. Capital is still the
main constraint to 24 per cent of the establishments in Hanoi, but
limited demand is the single most common answer, cited by approx-
imately 30 per cent of respondents. Heavy competition is the next most
common answer, cited by more than 20 per cent.

Even though capital was the single most frequent constraint in rural
areas in the 1991 survey, the share mentioning it, approximately one-
quarter, was not as high as in the cities (Table 2.14). Today, on the other
hand, capital is more of an obstacle to establishments in the country-
side, and while the increase is relatively marginal in Ha Tay, more than
half of those in Long An mention shortage of capital as the single most
important barrier to growth. Enterprises in Long An are far less
concerned about limited demand today than six years ago, but opine
that the competition they are facing is far heavier today. The entre-
preneurs in Ha Tay are not as lucky. If the share facing limited demand
was 20 per cent in the 1991 survey, it doubled by the 1997 survey.
Difficult competition is mentioned by 17 per cent in the 1997 survey,
compared to less than 3 per cent in the 1991 survey. The areas that
seem to have improved are market channels and transport facilities.

In terms of ownership forms in the cities, it is among the co-
operatives and shareholding and limited liability enterprises that lack
of capital is still perceived as the thorniest issue (Table 2.15). Urban
household undertakings are more concerned with limited demand for
their current products (Table 2.16), while private and partnership
enterprises are more worried about the tough competition. In
particular, the change in terms of how this is perceived among private
enterprises should be noted, since not even 10 per cent mentioned it in

EntrepVN_book  Page 53  Friday, October 13, 2000  5:32 PM



ENTREPRENEURSHIP IN VIETNAM

54

Ta
bl

e 
2.

15
: 

M
ai

n 
co

ns
tr

ai
nt

s 
to

 g
ro

w
th

 b
y 

ow
ne

rs
hi

p 
fo

rm
 in

 t
he

 1
99

7 
su

rv
ey

. P
er

ce
nt

ag
es

.

U
rb

an
R

ur
al

H
ou

se
ho

ld
P

ri
va

te
P

ar
tn

er
sh

ip
C

o-
op

er
at

iv
es

Sh
ar

eh
ol

di
ng

*
H

ou
se

ho
ld

P
ri

va
te

O
th

er
 fo

rm

Sh
or

ta
ge

 o
f c

ap
ita

l
25

..5
31

.8
22

.5
32

.1
32

.5
35

.4
41

.7
63

.6

L
ac

k 
of

 s
ki

lle
d 

la
bo

ur
0.

0
1.

5
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0

L
ac

k 
of

 te
ch

ni
ca

l k
no

w
-h

ow
1.

0
0.

0
7.

5
1.

8
0.

0
0.

0
0.

0
4.

5

L
im

ite
d 

de
m

an
d 

cu
rr

en
t o

ut
pu

t
30

.6
13

.6
22

.5
19

.6
13

.0
28

.1
14

.6
18

.2

To
o 

m
uc

h 
co

m
pe

tit
io

n
24

.5
34

.8
25

.0
26

.8
31

.2
20

.8
18

.8
9.

1

L
ac

k 
of

 m
ar

ke
tin

g/
tra

ns
po

rt
0.

0
3.

0
0.

0
5.

4
1.

3
1.

0
0.

0
0.

0

L
ac

k 
of

 m
od

er
n 

m
ac

hi
ne

ry
0.

0
0.

0
0.

0
3.

6
3.

9
4.

2
4.

2
0.

0

L
ac

k 
of

 ra
w

 m
at

er
ia

l
1.

0
0.

0
0.

0
0.

0
2.

6
0.

0
6.

3
0.

0

L
ac

k 
of

 e
ne

rg
y 

(p
ow

er
, f

ue
l)

0.
0

1.
5

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

In
te

rf
er

en
ce

 b
y 

lo
ca

l o
ffi

ci
al

s
0.

0
0.

0
0.

0
0.

0
1.

3
0.

0
0.

0
0.

0

U
nc

er
ta

in
 g

ov
er

nm
en

t p
ol

ic
ie

s
1.

0
1.

5
7.

5
1.

8
5.

2
1.

0
2.

1
4.

5

In
ad

eq
ua

te
 p

re
m

is
es

/s
pa

ce
5.

1
6.

1
7.

5
1.

8
1.

3
3.

1
2.

1
0.

0

D
iffi

cu
lt 

ge
t l

ic
en

ce
s,

 e
tc

.
0.

0
0.

0
0.

0
0.

0
1.

3
0.

0
0.

0
0.

0

O
th

er
 fa

ct
or

s
2.

0
3.

0
5.

0
1.

8
1.

3
3.

1
4.

2
0.

0

N
on

e
9.

2
3.

0
2.

5
5.

4
5.

2
3.

1
6.

3
0.

0

N
ot

e:
 T

he
 e

nt
re

pr
en

eu
rs

 w
er

e 
to

 r
an

k 
up

 to
 a

 m
ax

im
um

 o
f 

th
re

e 
co

ns
tr

ai
nt

s.
 *

Sh
ar

eh
ol

di
ng

 a
nd

 L
L

C
.

EntrepVN_book  Page 54  Friday, October 13, 2000  5:32 PM



GENERAL CHARACTERISTICS

55

the 1991 survey, while in the 1997 survey it is the main obstacle for
more than one-third of the enterprises in this category. Shortage of
capital continues to be the most common hindrance to growth among
all rural forms of establishments, and the situation has become worse
for household enterprises. The share pointing to capital shortages as
the main problem has grown from 25 to 35 per cent since the earlier

Table 2.16: Assistance desired from authorities by urban enterprises by location. 
Percentages.

Urban Rural

Hanoi Haiphong HCM City Ha Tay Long An

Removal of bureaucratic 
obstacles

6.7
(8.8)

0.0
(6.0)

8.5
(5.2)

9.6
(1.2)

0.0
(12.1)

Provision of premises, power 
and other infrastructure

1.7
(32.5)

4.0
(19.0)

6.0
(50.5)

8.4
(1.2)

1.2
(4.8)

Provision of easy credit 5.9
(19.3)

22.8
(57.1)

3.4
(7.1)

14.5
(3.6)

13.4
(4.8)

Restriction of imports 5.9
(10.5)

1.0
(2.4)

1.7
(11.3)

0.0
(0.0)

1.2
(2.4)

A more liberal import policy 1.7
(1.8)

0.0
(0.0)

0.0
(3.8)

0.0
(0.0)

0.0
(3.2)

Distribution of raw material 0.0
(1.8)

0.0
(0.0)

0.0
(1.9)

1.2
(0.0)

0.0
(10.5)

Assistance with technical 
know-how

0.0
(4.4)

0.0
(2.4)

0.9
(0.9)

0.0
(0.0)

0.0
(0.0)

Training facilities for 
workers

0.0
(0.0)

0.0
(0.0)

0.0
(0.0)

0.0
(0.0)

0.0
(10.5)

Assistance with marketing 1.7
(0.0)

2.0
(0.0)

0.9
(0.0)

15.7
(0.0)

6.1
(0.0)

Clarification of long-term 
policies

4.2
(11.4)

0.0
(2.4)

1.7
(11.3)

0.0
(43.4)

2.4
(4.0)

Improved macro economic 
policies

1.7
(0.0)

0.0
(0.5)

0.9
(0.5)

0.0
(1.2)

0.0
(0.8)

Other 0.8
(2.6)

2.0
(3.6)

0.0
(4.7)

7.2
(4.8)

0.0
(8.9)

None 69.7
(-)

68.3
(-)

76.1
(-)

43.4
(-)

75.6
(-)

Note: The entrepreneurs were to rank up to a maximum of three options.
Figures in parentheses refer to the corresponding 1991 survey data. Where marked
with a (-), this was not mentioned as an alternative in the 1991 survey.
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survey, while remaining at about the same level as in the 1991 survey,
for private enterprises. The percentage fighting difficult competition is
about twice as high among rural private enterprises today compared to
six years ago, and also among rural household firms this share has
grown, approximately by 9 percentage points. In sum, competition has
increased among all forms of establishments, in the cities as well as on
the countryside, while capital has become less of a bottleneck for
urban businesses, but more so for rural undertakings.

However, while facing these difficulties, the small businesses
included in the survey are still very ambivalent about government
assistance. In Ho Chi Minh City, for instance, as many as 76 per cent
of the enterprises claim that they want no assistance whatsoever and
the shares are almost as high in the other areas (Table 2.16). The most
frequently mentioned mode of assistance desired in the cities in the
1991 survey was provision of premises and infrastructure, but since
close to every enterprise in these areas now has access to such facilities
(Tables 2.8 and 2.9), the demand for these is very small today. Access
to credit in urban areas was another troublesome issue in the 1991
survey, especially in the northern areas, but as has become evident
earlier in this survey, this is less of a problem today (Table 2.14), and
hence the share wanting such assistance has shrunk as well. Although
more than one-fifth of the establishments in Haiphong are still
interested in receiving credit support from the government, their
proportion was close to 60 per cent in the 1991 survey. In addition,
what deserves to be pointed out is the lack of interest in undertaking
projects with the government as a partner. Even though capital is a
constraint, very few want the government to step in as rescuer, but
would probably be interested in dealing with a private loan facilitator.
Regarding the uncertainty about government long-term policies,
which obviously was not too worrying even six years ago as only 10
per cent mentioned it and this in the midst of deregulation, the mist
seems to have cleared even more today.

A higher share of the entrepreneurs in rural than in urban areas
appreciated credit assistance from the authorities. However, even in
the countryside this constraint to growth is not voiced as frequently as
the shortage of capital. The latter is in fact, the only thing around
which a tangible share, 13 per cent, coalesce in Long An (Table 2.16).
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The 10 and 12 per cent, who in the 1991 survey wished for removal of
bureaucracy and help with raw material distribution respectively, were
not mentioned in the 1997 survey. The need for long-term policy clari-
fication, mentioned by so many in Ha Tay in the earlier survey, is
completely gone. Only to a minor extent has this been replaced by calls
for credit or assistance with marketing – the latter an issue hardly men-
tioned six years ago, even in the cities.

In terms of ownership forms, not even 20 per cent of the urban
household firms want assistance from the authorities, and like 69 per
cent of their counterparts in the countryside, household entrepreneurs
prove to be the most sceptical (Table 2.17). It is interesting to note that
none of those in this category situated in the cities mentioned premises
or infrastructure in the 1997 survey, compared to almost 40 per cent in
the earlier survey. Meanwhile, some 13 per cent of the rural respond-
ents would like some help with marketing, an item not mentioned at all
in the countryside six years ago. Rural enterprises under ‘other’
ownership forms are the most inclined to welcome assistance from the
authorities, but limit their wishes to capital or removal of bureaucracy.

Notes
1.  Chapters 2 to 6 refer to the survey of ‘new’ enterprises, not surveyed in
1991. For details on the structure of the sample, see Table 1.9. Except where
otherwise stated, all monetary figures refer to Vietnamese dong at end-1996
prices. At the time of the 1997 survey, one USD was approximately 11,600
dong. Unless stated otherwise, all data refer to the 1997 survey, as well.

2.  There were no shareholding and limited liability enterprises in the 1991
survey, hence data are missing for them for comparisons on ownership basis
between 1991 and the 1997 surveys. The group ‘other’ in rural areas contains
partnership enterprises, co-operatives, etc., which are too few to constitute
own groups, but which still contribute to a more comprehensive picture of the
rural enterprise structure. There were no such groups in the 1991 survey,
hence making comparisons impossible.

3.  This is due to the large number of repair shops and other small service
undertakings located in Long An at that time, undertakings which accordingly
had very little equipment, and for which levels of value added, etc. do not
really say anything in relation to the 1997 survey data.
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3

Origin and Development 
History
Bhargavi Ramamurthy

In the discussion on the origin and development history of ‘new’ (i.e.,
not previously surveyed) enterprises, we consider a number of deter-
minants: the age of enterprises; the profile of the entrepreneurs behind
these units; the motivating factors for private entrepreneurship; the
major constraints at establishment; the size of initial investments and
their sources; any assistance from external agencies at the time of
establishment; and whether these enterprises have improved the house-
hold incomes of the entrepreneur. All these factors are of vital import-
ance in understanding the proliferation of private sector industries as
well as their sustainability over a longer period of time.

Urban Enterprises

The dates of establishment of our sample urban enterprises reflect
the natural tendency of private entrepreneurship growth under socialist
and more liberal (doi moi) conditions very well. Overall, the percent-
age of enterprises established after reunification in 1976 declined until
the period 1986–90, where we notice a sudden spurt of 21 per cent
(Table 3.1). This period coincides with the introduction of doi moi and
the greater participation allowed for the private sector in general.
Except for a small 5 per cent established in 1991, the period since 1992
has seen a fairly steady enterprise establishment rate, reflecting the
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strong performance of the Vietnamese economy as well as private sector
growth in this period.1

This broad trend is seen in all three sample cities – Hanoi, Haiphong
and Ho Chi Minh City – though we find distinct differences in the
individual numbers. Hanoi has the highest share of old enterprises (16
per cent set up before 1976), with an establishment spurt of almost 23
per cent occurring between 1986–90, followed by ups and downs in the
period 1991–95 and about 11 per cent of the enterprises in operation
for at least one full fiscal year when the 1997 survey was conducted.2

Haiphong follows the same pattern, and is distinctive with an even
representation of the oldest and newest enterprises. About 11 per cent
of the enterprises here were set up before 1976 and an equal percent-
age in 1995. Ho Chi Minh City has very few old enterprises (only 1 per
cent of the sample established before 1976) but the highest percentage
of its enterprises were set up in the late 1980s. The effects of doi moi,
showing up in the spurt of almost 19 per cent in the 1986–90 period
has continued since, except for a decline in 1991.

Overall, we find only a small percentage (about 9 per cent) of pre-
unification enterprises and a majority of the sample enterprises have
been in operation only since the doi moi era. A quarter of the
enterprises were set up before 1986, another quarter between 1986 and
1991 and almost half the sample enterprises were four years old or less
at the time of the survey. Next, the presumed effects of doi moi are more
distinct in Ho Chi Minh City and Haiphong, where a huge 83 and 78

Table 3.1: Year of establishment of urban enterprises by location. Percentages.

Hanoi Haiphong HCM City All urban

Before 1976 16.0 10.9 0.9 9.2

1976–80 10.1 5.0 9.4 8.3

1981–85 9.2 5.9 6.8 7.4

1986–90 22.7 22.8 18.8 21.4

1991 2.5 9.9 4.3 5.3

1992 5.9 8.9 17.9 11.0

1993 16.0 14.9 12.0 14.2

1994 6.7 10.9 13.7 10.4

1995 10.9 10.9 16.2 12.8
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per cent of the enterprises, respectively, were established in the period
after 1986, in contrast to a relatively lower 65 per cent in Hanoi.

The above-mentioned trend in establishment history becomes more
significant when we look at the ownership forms of the established
enterprises. As one might expect, most of the co-operatives (about 70
per cent) and only 1 per cent of the shareholding and limited liability
companies were established before 1986 (Table 3.2). Partnerships seem
to be the most common ownership form after co-operatives in the pre-
1986 period, with more than 40 per cent of these enterprises estab-
lished then. About 8 per cent of the private enterprises and 21 per cent
of the household enterprises pre-date 1986. The first major spurt for all
ownership categories is seen in the period 1986–90, except for the
shareholding and limited liability companies for which it occurred in
1992. This trend, again, is in conformity with the period of greater
admissibility of the private sector. The non-state sector after reuni-
fication was largely dominated by co-operatives; private sector growth
began with a proliferation of partnership and household enterprises,
and only after doi moi did the other private entrepreneurial forms grow
explicitly. While private, household and partnership enterprises did
exist before the doi moi era, a drastic increase in the forms and num-
bers of non-state enterprises has occurred only since the late 1980s .

The pace of establishment of household enterprises has been slow
since 1990 (about 45 per cent of the sampled household units have been

Table 3.2: Year of establishment of urban enterprises by ownership form. Percentages.

Household Private Partnership Co-operative Shareholding*

Before 1976 1.0 4.7 5.0 43.9 0.0

1976–80 10.2 1.6 17.5 17.5 0.0

1981–85 10.2 1.6 20.0 8.8 1.3

1986–90 33.7 20.3 37.5 14.0 3.8

1991 5.1 7.8 7.5 1.8 5.1

1992 7.1 23.4 0.0 1.8 17.9

1993 12.2 10.9 5.0 7.0 29.5

1994 9.2 14.1 5.0 0.0 19.2

1995 11.2 15.6 2.5 5.3 23.1

Note: *Shareholding and LLC.
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set up since 1990), relative to the private enterprises, of which almost
72 per cent were set up after 1990. This growth in the number of private
enterprises also resulted from a change of ownership forms, mainly
from household and co-operative enterprises. In our sample, about 33
per cent of the enterprises previously existed under different forms. About
20 per cent of the private enterprises, 15 per cent of the partnerships
and 7 per cent of the co-operatives were previously household enterprises.
Almost a third of the shareholding and limited liability companies were
originally private enterprises and one of the shareholding companies is
a privatised state enterprise. The number of enterprises which have
thus changed to more complex ownership forms exceeds the number of
enterprises that have moved in the other direction. Only one household
enterprise was a private enterprise before, and five household enter-
prises were previously partnerships.

Table 3.3 presents the profile of the owner-managers of urban
household and private enterprises. The overall picture that emerges is
that of a middle-aged male with ten or more years of education and
previous employment in a position of responsibility, most probably in
the state sector. One-fifth of the entrepreneurs are women and there are
very few entrepreneurs less than 29 years of age. In fact the age dis-
tribution of the owner-managers shows that about 24 per cent are older
than 50. The level of education is quite high (almost 37 per cent have
more than ten years of education) and this correlates well with their
previous experience in a position of responsibility. None of the respon-
dents has been in local or high official cadres. When we combine the
advanced age, education and experience, it definitely predicts a
positive impact on private entrepreneurship.

However, we find that almost half the owner-managers in the age
group 40–49 years and 42 per cent in the over-50 age group are run-
ning household enterprises. The implications of this finding are twofold:
First, middle-aged, previously employed individuals are voluntarily
starting their entrepreneurial careers with household enterprises. This
constitutes a ‘pull’ factor into private sector entrepreneurship. The second
interpretation, however, is not so positive. These middle-aged new
entrepreneurs might have been forced to stand on their own feet after
being dismissed from positions of high responsibility, probably within
the state sector. They may well have turned to household enterprises as
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an immediate, alternative income source. We know (as shown in Table
3.4) that nearly 35 per cent of the urban managers have experience in
other informal business, and 63 per cent of them list previous experi-
ence as the motivating factor for starting their business (Table 3.5). In
all, only about 9 per cent of the entrepreneurs said that the main reason
for establishing their business was seeing others make a profit. Look-
ing at household enterprises in particular, about 60 per cent of the
entrepreneurs have cited previous experience (Table 3.5) as a motiv-
ational factor in the establishment of their own business, and nearly 36
per cent of them have worked as employees in other enterprises (Table
3.4). It is, therefore, difficult to discern from this information which of

Table 3.3: Characteristics of owner-managers of urban household and private 
enterprises. Percentages.

Hanoi Haiphong HCM City All urban

Sex:

 Male 83.3 79.5 70.0 80.0

Female 16.7 20.5 30.0 20.0

Age:

 Mean 45.0 45.4 38.2 44.4

Up to 29 years 2.8 0.0 10.0 2.4

30–39 years 33.3 20.5 40.0 28.2

40–49 years 33.3 56.4 50.0 45.9

50 years and over 30.6 23.1 0.0 23.5

Education:

Up to 4 years 2.8 5.3 0.0 3.6

5–7 years 27.8 39.5 20.0 32.1

8–10 years 25.0 31.6 20.0 27.4

More than 10 years 44.4 23.7 60.0 36.9

Experience:

Local cadre 0.0 0.0 0.0 0.0

High cadre 0.0 0.0 0.0 0.0

War veteran 2.8 9.4 0.0 5.3

Other position of 
responsibility

97.2 90.6 100.0 94.7

Note: This table includes responses of owner-cum-managers of household and private
enterprises only.
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the two possible interpretations is more reasonable. One thing we can
be certain of: the ease of establishing household enterprises. It also
appears from the data (especially in Table 3.5) that local traditions do
not play a major role in initiating private entrepreneurship. Experience
gained in previous employment, seeing others making a profit and
security of supply or market are the three major ‘push factors’. This high
percentage of entrepreneurs with previous experience coincides well
with their higher average age. The percentage of entrepreneurs who
started enterprises at the onset of their career is still small (see Table 3.3).

Nearly 75 per cent of the entrepreneurs have prior experience in
production of similar products or services (Table 3.4). About 35 per
cent of them have experience in other informal business activities and
an almost equal number have previously worked as an employee in
another enterprise. Less than 1 per cent have worked in a collective
farm and a little more than 2 per cent have engaged in subsistence
activities prior to establishing their enterprises. This trend is true of all
three cities, with minor variations. Haiphong has more than 40 per cent
previously employed in another enterprise and Ho Chi Minh City has
the highest percentage (about 28 per cent) without previous experience
and this corresponds to the lower average age of its entrepreneur (see
Table 3.3).

Managers of household enterprises have previously been employees
of other enterprises (36 per cent) or engaged in other informal business
activity (29 per cent) (Table 3.4). A majority of private entrepreneurs,
however, have prior experience in similar informal business activity (41
per cent) and fewer have moved from being employees of other enter-
prises (28 per cent). This trend is also true of partnerships and co-
operatives. Close to 40 per cent of the managers of the shareholding and
limited liability companies, however, had previously been employed in
other enterprises. It is interesting to note that collective farm members
have moved on to shareholding and limited liability companies, but none
of the respondents from household, private and partnership enterprises
have previously worked in a collective farm.

As noted earlier, the main reason for establishing their present line
of business seems to be some amount of previous experience in the
field. This is more so in Ho Chi Minh City, where 65 per cent cited this
reason, the comparable figures being 61 per cent in Hanoi and 62 in
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Haiphong (Table 3.5). The next factor was the success of other
entrepreneurs; 11 per cent of Haiphong entrepreneurs, 10 per cent in
Hanoi and a lower 6 per cent in Ho Chi Minh City went into business
because they had seen others make a profit. It is interesting that the
south, which is recorded as economically more successful in Vietnam,
lags behind on this count. On the other hand, the importance of a secure
market environment is more clearly borne out in Ho Chi Minh City,
where over 9 per cent of the entrepreneurs cited secure supply or market
as their main reason. One possible explanation could be that secure
environment is more directly visible in the south, whereas in the north
this is inferred by seeing others’ success stories. In any case, it definitely
points to a more comfortable economic environment for private entre-
preneurs. Local tradition seems to be responsible for the next highest
percentage of entrepreneurs setting up their businesses in Hanoi.

This trend is also found when we examine the motivating factors
across the ownership form of the enterprises. Although previous
experience is the prime mover across all ownership forms, households
and private enterprises have a larger percentage emulating other
successful entrepreneurs (13 and 10 per cent), while shareholding and
limited liability companies rely more on the observation of more
secure supply or market channels (Table 3.5). That these forms of
ownership (shareholding and limited liability) are of a fairly recent
origin in Vietnam would naturally exclude emulation of other successes
as the main reason. The co-operatives (which are of course a longer-
established ownership form) cite local tradition (16 per cent) and
assistance from authorities (11 per cent) too, highlighting their
historical importance to the local economy and stronger ties with the
government. Entrepreneurs also seem to rely on their informal ties, with
7 per cent of household enterprises and 10 per cent of private enter-
prises going into business on the advice of friends. Important to note
is the fact that finance for private entrepreneurs is not as readily
available, since it is the motivating factor for the smallest percentage
of enterprises (2 per cent overall). Availability of financial assistance
is not a motivating factor for partnerships and co-operatives, which is
a matter of concern since we assume thatcapital availability is a major
issue when establishing more complex forms of industrial organisation.
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The point on financial assistance mentioned above comes into the
discussion once again while discussing the origin of our sample enter-
prises. It corroborates the finding in Table 3.6 where the highest number
of urban enterprises (47 per cent) list lack of capital as a severe
difficulty at the time of establishment. Marketing has been difficult for
about 18 per cent, in addition to a lack of suitable machinery and pre-
mises (14 per cent). Raw materials do not seem to have been as severe
a problem for most of the enterprises, since less than 10 per cent cited
this as the most difficult area. The same applies to availability of
skilled labour, with only 3 per cent experiencing any severe difficulty
in this field. Backward linkages seem to be strong, but forward linkages
have posed severe difficulties for urban entrepreneurs. Finding a
marketing outlet, as noted above, was the most difficult thing for almost
a fifth of the enterprises. Cumbersome government regulations, licens-
ing procedures and unfavourable attitudes of officials do not seem to
have been a severe problem for most of the enterprises. The high
percentage of experienced entrepreneurs and high level of education
have probably relegated technical know-how to a lesser problem, since
only 6 per cent have mentioned it.

The lack of capital was felt more by Haiphong entrepreneurs (62
per cent), while in Ho Chi Minh City and Hanoi only one half and a
third of respondents respectively cited this difficulty. In addition to a
shortage of capital, problems with marketing outlets, the supply of raw
materials, the availability of premises, and access to machinery
constitute the current hierarchy of difficulties for Hanoi’s new entre-
preneurs. In Haiphong, the order is different: lack of suitable machinery,
markets and then technical know-how. For the southern entrepreneurs,
finding premises, markets and machinery follow lack of capital as
severe difficulties at the time of establishment. The lack of capital is
less acute for enterprises on either ends of the spectrum of ownership
forms. Less than 20 per cent of the household and shareholding and
limited liability companies experienced severe difficulty in this regard,
though this has shown itself to be the most severe difficulty among all
ownership forms. Lower capital needs of household enterprises and
the relative non-dominance of the owner’s own capital among share-
holding and limited liabilities might explain why this has not been a
major problem. Another possibility is that entrepreneurs with a
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significant amount of capital venture into establishing shareholding
and limited liability companies, making capital a less serious problem
for these ownership forms. Apart from this observation, no trend is vis-
ible to explain the nature of severe difficulties across ownership forms.

With regard to other severe difficulties across the various owner-
ship forms the following findings emerged: about 10 per cent of house-
hold enterprises experienced difficulties with marketing, since their
scale of operations is small; private enterprises had difficulty in finding
suitable premises; partnerships listed a lack of raw materials and
suitable machinery as severe; and co-operatives also mentioned market-
ing. Insofar as marketing success depends on the individual entre-
preneur’s skills, households and co-operatives encounter more problems
since household enterprises are dominated by single owners and co-
operatives, historically, have little experience in having to look for
markets. On the other hand, private enterprises are a scale higher than
household enterprises; their investments, and therefore the risk, are
higher and so is their requirement of greater entrepreneurial skills.

On the matter of scale, the average start-up investment of Ho Chi
Minh City enterprises is higher than the other two cities (Table 3.7),
which explains why half the enterprises there experienced difficulty in
obtaining capital. The average Ho Chi Minh City enterprise (set up
after 1990) is more than two and three times the size of its counterpart
in Hanoi and Haiphong respectively. There is clearly a big-scale
difference across regions and ownership forms. Even though diverse
ownership forms, and therefore capital needs, account for the variations,
there are wide variations in the scale of operations of individual units
in each ownership category. For instance, less than 50 per cent of the
household units have invested 16 million dong, while the average
household enterprise has invested over 41 million dong. This individual
variation is true of all regions, ownership forms and nature of enter-
prises. The capital needs of more complex ownership forms increase,
with the exception of the average investment of a private enterprise
being larger than partnership enterprises. Further, average investments
at establishment in agro-processing enterprises are only slightly lower
than among manufacturing enterprises, which is a noteworthy finding,
implying that the degree of mechanisation has been similar.
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An encouraging finding from Table 3.6 was that most enterprises
did not consider cumbersome governmental regulations and official
attitudes to be a severe constraint at the time of establishment. On the
contrary, about 61 per cent of the urban enterprises received some form
of assistance from the government (Table 3.8). Entrepreneurs also
obtained more than one form of assistance; 34 per cent received
assistance with application and registration formalities and a similar
number received some form of temporary tax exemption or reduction.
This was more pronounced among enterprises established after 1993,
which indicates a more cordial relationship between the government
and entrepreneurs. Close to 67 per cent of these enterprises received
some assistance at the time of establishment compared to 59 per cent
of those established before 1993. Across the cities, an almost equal
percentage of enterprises obtained official assistance in Hanoi and Ho
Chi Minh City (66 per cent) though this was lower (52 per cent) in
Haiphong. The most common form of assistance was with official
procedures for applications, registration, etc., followed by temporary
tax exemptions and/or reductions. As many as 55 per cent of Ho Chi

Table 3.7: Total investments at the time of establishment of urban enterprises. 
Thousand dong in 1996 prices.

Mean Median 25% 75% 90%

All urban 654,122 207,000 29,025 528,835 1,357,650

Hanoi 484,407 241,500 25,133 558,650 1,284,780

Haiphong 369,549 64,950 9,576 284,832 812,735

HCM City 1,002,980 333,750 80,850 610,225 2,035,500

Household 41,099 16,170 2,580 43,163 98,420

Private 362,127 186,500 59,100 379,000 1,057,800

Partnership 84,867 41,715 13,670 56,450 489,140

Co-operative 531,040 277,500 117,300 408,600 2,535,036

Shareholding & LLC 1,437,671 555,000 371,700 1,105,290 3,527,700

Agro-processing 538,196 208,950 1,713 643,585 2,131,110

Manufacturing 666,197 207,000 35,200 527,400 1,357,650

Note: The above table excludes units set up before 1990; price inflators were used
for those set up in 1990 or later only.
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Minh City enterprises have been helped with registration procedures.
This is similar to the situation in Hanoi, where the most common
assistance was in filing applications, etc. (32 per cent), followed closely
by temporary tax exemptions or reductions (31 per cent). Haiphong
enterprises have more frequently availed themselves of tax conces-
sions (35 per cent) than with procedural assistance (12 per cent).

From the point of view of the government, granting tax concessions
reflects greater flexibility with their budgets than in the case of assist-
ing with procedural matters. While the latter plays a major role in
reducing enterprise transaction costs, the former kind is more helpful
in reducing enterprise production costs. It is clear from Table 3.8 that
enterprises in Ho Chi Minh City have obtained greater official assist-
ance in multiple areas, when compared to their counterparts in
Haiphong. Except for tax concessions, Ho Chi Minh City has the
greatest number of enterprises that have availed themselves of every
kind of assistance. It can therefore be inferred that the relations be-
tween enterprises and officials are better developed in the south, both
in terms of the variety of assistance as well as accessibility to a greater
number of enterprises.

Observing the pattern across ownership forms, we find that house-
hold enterprises have the lowest percentage with assistance (57 per
cent) and co-operatives – again, for historical reasons – the highest (91
per cent) (Table 3.8). Interesting to note is that 47 per cent of the
shareholding and limited liability enterprises have obtained official
assistance with the procurement of machinery. Almost 60 per cent of
the shareholding and limited liability companies are newly established
and 22 per cent have previously existed as private enterprises. Com-
bined with the fact that this category also has the largest number of
enterprises that have obtained assistance in multiple areas, this is a
very encouraging development for the future of private sector entre-
preneurship. Table 3.8 also reveals that the most common type of
assistance obtained by private enterprises has been official recommenda-
tions on what line of business to pursue (33 per cent). Household
enterprises, on the other hand, have mainly sought assistance in the form
of tax concessions (25 per cent).  Shareholding companies, followed
by co-operatives, represent the highest percentage of enterprises being
assisted in more than one area. The most common types of assistance,
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as seen in Table 3.8, are in organisation of the administrative structure
of the enterprise (39 per cent), obtaining credit (36 per cent), machinery
procurement (35 per cent), and in establishing contacts with state
enterprises (30 per cent). Overall, the typical urban enterprise has
received most help from officials in matters of procedural formalities,
temporary tax concessions and recommendation on line of business –
in that order. Assistance in procuring machinery and other capital
equipment is an area where the least number of smaller enterprises
have received any official assistance.

Table 3.8: Official assistance at the time of establishment of urban enterprises. 
Percentages.

A B C D E F G H No 
assistance

All urban 13.4 33.8 9.2 11.6 32.0 5.0 8.9 4.7 38.3

Hanoi 8.4 31.9 3.4 5.9 31.1 4.2 8.4 0.8 34.5

Haiphong 11.9 11.9 8.9 12.9 34.7 5.0 6.9 3.0 47.5

HCM City 19.7 54.7 15.4 16.2 30.8 6.0 11.1 10.3 34.2

Household 13.3 14.9 6.5 7.7 25.0 0.0 6.7 0.0 42.6

Private 33.3 21.9 12.9 15.4 18.5 17.6 20.0 31.3 20.2

Partnership 2.2 12.3 9.7 12.8 15.7 0.0 13.3 25.0 12.4

Co-operative 22.2 19.3 38.7 35.9 17.6 35.3 30.0 25.0 8.5

Shareholding & LLC 28.9 31.6 32.3 28.2 23.1 47.1 30.0 18.8 16.3

Enterprises established

1993–95 18.3 40.5 8.7 10.3 34.1 7.1 7.9 2.4 33.3

Before 1993 10.5 30.0 9.5 12.4 31.0 3.8 9.5 6.2 41.0

Key: A: Recommendation on line of business   
B: Assistance with application, registration etc.    
C: Assistance with the organisation of the enterprise   
D: Assistance with obtaining credits   
E: Temporary tax exemption/reduction    
F: Assistance with procurement of machinery etc.   
G: Assistance in establishing contact with state enterprises. 
H: Other assistance.

Note: Respondents were requested to list all areas of assistance obtained. Hence all
row percentages exceeding a total of 100 imply assistance in multiple areas.
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An important component of an enterprise’s establishment is its
financial capital resources. Table 3.9 shows the predominance of
owner funds as the capital base of the enterprises. It is clear that most
entrepreneurs have invested their own savings in establishing the
enterprise and this is the most important source of enterprise capital.
External capital is conspicuous by its absence; less than 7 per cent of
all urban enterprises have obtained interest-free loans and a little over
2 per cent have taken out bank loans at start-up (column A). For all
urban enterprises, about 91 per cent of the enterprise capital comes
from own resources, followed by interest-free loans (3 per cent) from
friends and relatives, and less than 1 per cent from bank funds (column
B). Workers’ contributions are features mainly of co-operatives. The
figures are not significantly different across the nation.

Lack of reliance on external capital limits the scale of operations of
enterprises to the savings of entrepreneurs, and capital becomes a
major constraint (a result confirmed by Table 3.6 where almost 47 per
cent of the enterprises mentioned lack of capital as the most severe
constraint). That this number is not larger might be explained by the
fact that the capital needs of household and private enterprises have

Table 3.9: Sources of capital at the time of establishment of urban enterprises by 
location.

Hanoi Haiphong HCM City All urban

A B A B A B A B

Own capital 100.0 95.4 96.8 86.6 96.6 90.9 97.8 91.2

Interest-free loan 7.4 3.7 9.7 4.0 4.3 1.7 6.9 3.1

Bank loan 0.9 0.3 3.2 1.2 2.6 0.9 2.2 0.8

Credit co-operative 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Local authority 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Workers’ contributions 0.9 0.6 8.6 3.0 3.4 3.0 4.1 2.2

Loan from private person 0.0 0.0 6.5 2.9 1.7 1.2 2.5 1.3

Advance against sales 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other sources 0.0 0.0 2.2 2.2 3.4 2.4 1.9 1.5

Key: A: Percentage of enterprises that utilised this source of capital.
B: Average contribution to total capital formation for all enterprises
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been modest. With a fairly new environment for private enterprises, the
tendency toward low-risk, own-capital entrepreneurship is bound to be
high. There is a need to develop formal lending sources for private
entrepreneurs to counter this restrictive reliance on own funds, as well
as to foster an atmosphere for higher-risk investments to grow, thereby
increasing employment and productivity in the long run.

While external capital remains the Achilles heel of the Vietnamese
private sector, an encouraging feature is the pattern of changes in
household income for owner-managers of household and private
enterprises. In their own estimation, almost 58 per cent of the owner-
managers note that their household incomes have increased since
1990, against 14 per cent of those who report a decline (Table 3.10).
The remaining 28 per cent report unchanged earnings which, at least,
is more desirable than a decline. It is important to note that all the
decline has occurred in household enterprises. Private enterprises
have, on the other hand, fared better, with almost 93 per cent
registering an increased income since 1990. That 57 per cent of these
private enterprises have been in existence since 1990 (see Table 3.1) or
earlier points to favourable developments in terms of sustainability as
well as growth in private sector entrepreneurship. Hanoi accounts for
the largest number of households with reduced incomes (28 per cent);
Ho Chi Minh City has fared a little better at 10 per cent and Haiphong
has the most impressive growth trend among the cities with less than
3 per cent estimating reductions in income since 1990. Again, while 43

Table 3.10: Estimated change in real income for owner-managers of urban
household and private enterprises. Percentages.

Declined Unchanged Increased income

income income ≤25% 26–50% 51–100% >100%

All urban 14.1 28.2 20.0 12.9 14.1 10.6

Household 19.4 35.5 17.7 9.7 11.3 6.5

Private 0.0 8.7 26.1 21.7 21.7 21.7

Hanoi 27.8 38.9 8.3 11.1 5.6 8.3

Haiphong 2.6 17.9 30.8 10.3 23.1 15.4

HCM City 10.0 30.0 20.0 30.0 10.0 0.0
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per cent of these enterprises were established after 1990, the fact that
incomes have grown is a positive sign for private sector entrepreneur-
ship, since they probably do not, in this instance, constitute ‘distress
industries’.

Rural Enterprises
Similar to their urban counterparts, rural enterprises in our sample
display a distinct pattern in establishment rates, namely a sudden
spurt of 23 per cent in the period 1986–90, a decline in 1991 and a
steady increase since 1992 (Table 3.11). In addition to doi moi, rural
Vietnam witnessed widespread land reforms in 1987 and it is possible
that some of the effects of this reform have translated into an increase
in the number of enterprises. A substantial 82 per cent of the
enterprises have been set up since 1986 and less than 1 per cent of
them were set up in 1986 itself. This points to the strong correlation
between the reforms and small enterprise growth. This trend is
common to Ha Tay (in the north) as well as Long An (in the south).
However, Long An has a slightly larger percentage of old enterprises;
the oldest enterprise in our rural sample, one set up in 1937, is from
Long An. Ha Tay saw a second spurt of establishment in 1992 with
the establishment of 17 per cent of its enterprises, then two successive
years of decline in establishment rates, and a recovery in 1995. In
fact, Ha Tay has the largest number of new enterprises (16 per cent of
its total). Overall, we find a small percentage of pre-unification enter-
prises, minor ups and downs until a big spurt in the period 1986–90,
and a gradual increase since 1992. The reforms and a strengthening
economy have resulted in the proliferation of rural enterprises.

Intuitive expectations are confirmed, in our sample, with regard to
a lack of diversity among forms of rural enterprises. Household and
private enterprises seem to be the most dominant forms of rural ente-
rprises throughout the period from reunification (Table 3.12). Partner-
ships, co-operatives and limited liability companies constitute the
category ‘other’ but a majority of these are partnerships. There are only
five co-operatives in our sample, making up 3 per cent, and two of
them were established in the period 1976–80 and three in 1994. The
number of limited liability companies is three (or 2 per cent of the total
sample), of which one was established in 1994 and the other two in
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1995. Surprisingly enough, there are no co-operatives older than from
1976. Further, more than 22 per cent of the household enterprises have
been operating for more than 13 years, and 7 per cent have been in
existence from pre-unification times. Their numbers have been
steadily increasing since doi moi, though the rate declined slightly
between 1992 and 1994. While there is an indication that some of these
household enterprises transform into larger and higher forms of owner-
ship (almost 65 per cent of our private enterprises started out as
household enterprises), a large majority seem to retain their initial
forms. This contrasts with the urban scenario where a third of the
enterprises had changed forms since 1990. Among the private enter-
prises, two have been privatised from earlier state ownership and two
have changed from partnerships. The fairly low degree of penetration
of other ownership forms demonstrates the persistent small-scale nature
of rural industry. That a majority of the private enterprises started out
as household enterprises not only indicates the importance and domin-
ance of household industry as the starting point for rural entrepreneurs,
but also shows that conditions have been favourable for growth since
1986, when most of the private enterprises were established.

The profile of a rural entrepreneur is slightly different from the urban
entrepreneur. Though on average, the rural manager is also male, and
has previous experience in a position of responsibility, he has fewer
years of formal education (about seven) and is younger (42 years old

Table 3.11: Year of establishment of rural enterprises by location. Percentages.

Ha Tay Long An All rural

Before 1976 3.7 6.1 4.9

1976–80 6.1 9.8 7.9

1981–85 1.2 8.5 4.9

1986–90 28.0 18.3 23.2

1991 4.9 8.5 6.7

1992 17.1 6.1 11.6

1993 12.2 13.4 12.8

1994 11.0 15.9 13.4

1995 15.9 13.4 14.6
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on average) than his urban counterpart (Table 3.13). The gender distri-
bution is not different, with only one-fifth of the entrepreneurs being
women (more of them in Long An than in Ha Tay). However, it is
encouraging to note that more than 85 per cent of these women entre-
preneurs are managing fairly new enterprises – established since 1986.
Overall, a third of the entrepreneurs are between 30 and 39 years of age,
and there are about a quarter who are older than 50. This is more so in
the north than in the south. Almost 87 per cent in the age group 29
years or less manage enterprises that have been established since 1986;
the rest manage units established before 1976. It is quite possible that
the latter group has taken over traditional family or household enter-
prises. More than 62 per cent of the entrepreneurs aged 40 and above
both own and manage household enterprises.

Like the urban scenario, we cannot conclude positively that this
rural picture is a healthy development. It could mean that these indi-
viduals have voluntarily been released from the state sector and, given
the small capital needs of household industry, this has proved to be the
most attractive entrepreneurial option. Another interpretation is that
they have been laid off from positions of responsibility and have taken
to household enterprises as a ready alternative. In any case, this prob-
able combination of push and pull factors is diversifying the base of
the private sector. It remains to be seen if these household enterprises
will eventually grow into larger and higher forms of industrial organ-

Table 3.12: Year of establishment of rural enterprises by ownership form. Percentages.

Household Private Other

Before 1976 7.4 2.1 0.0

1976–80 10.6 2.1 9.1

1981–85 4.3 8.3 0.0

1986–90 25.5 22.9 13.6

1991 6.4 10.4 0.0

1992 13.8 10.4 4.5

1993 10.6 20.8 4.5

1994 7.4 18.8 27.3

1995 13.8 4.2 40.9
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isation. If there is greater stability in the economic environment, this
may eventually lead to an evolutionary growth of private sector firms.
Most of the respondents have previous experience in a position of
responsibility (almost 67 per cent), probably in the state sector. A
minority (2 per cent) has worked in high-level cadres, less than 10 per
cent have worked in local cadres and 22 per cent are war veterans. The
overall trend is similar in both Ha Tay and Long An, with minor
variations. While Ha Tay has more entrepreneurs with up to ten years
of education, a majority of Long An entrepreneurs have only seven
years of education or less. This might explain why the average age of
the entrepreneur in Long An is lower than in Ha Tay.

In addition to a high degree of prior experience in a position of
responsibility, 78 per cent of the respondents have experience in pro-

Table 3.13: Characteristics of owner-managers of rural household and private 
enterprises. Percentages.

Ha Tay Long An All rural

Sex:

Male 90.0 69.0 80.4

Female 10.0 31.0 19.6

Age:

Mean 42.64 41.88 42.29

up to 29 years 12.0 11.9 12.0

30–39 years 34.0 33.3 33.7

40–49 years 22.0 35.7 28.3

50 years and over 32.0 19.0 26.1

Education

up to 4 years 8.0 14.6 11.0

5–7 years 32.0 36.6 34.1

8–10 years 36.0 24.4 30.8

over 10 years 24.0 24.4 24.2

Experience:

Local cadre 10.6 0.0 9.8

High cadre 0.0 25.0 2.0

War veteran 21.3 25.0 21.6

Other position of responsibility 68.1 50.0 66.7
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duction of similar products (Table 3.14). Among these, 43 per cent
have dealt with business work routines and have experience in sales
and marketing. This indicates that individuals who were used to
business dealings in their earlier employment might have a greater
propensity to self-employment in related areas. What is interesting is
that about 26 per cent of these experienced entrepreneurs have this
exposure at their own or collective farms and a majority of them are
running household enterprises. Close to 45 per cent of those who gained
this sales experience as employees of state enterprises have gone on to
establish private enterprises instead. This trend explains the experi-
ences of 42 per cent of household enterprises and 58 per cent of private
enterprises in informal sale and exchange, as set out in Table 3.14.

This trend is more prevalent in Ha Tay, with 49 per cent of
managers having indulged in businesses prior to their self-employ-
ment. The next overall common feature is the experience gained as em-
ployees of other enterprises in related areas. As many as 22 per cent
have this experience, with the proportion being greater in Long An
than in Ha Tay. Across forms of ownership, both household and private
enterprises have a majority with experience in informal sales, more so
among the latter. Among other forms of ownership, experience as
employees of other enterprises is more prevalent (32 per cent) than
other forms of experience.

Table 3.14: Prior experience of managers of rural household and private enterprises 
in production of similar products/services before establishment of enterprises.

Ha Tay Long An All rural Household Private Other

Mainly for own 
consumption

1.2 6.0 3.6 4.2 2.1 4.5

Mainly for sale or 
exchange (informal)

48.8 37.3 43.0 42.1 58.3 13.6

As employee in other 
enterprise

19.5 24.1 21.8 23.2 14.6 31.8

As collective farm 
member

4.9 0.0 2.4 3.2 0.0 4.5

Other form of 
experience

11.0 3.6 7.3 6.3 4.2 18.2

Total 85.4 71.0 78.1 79.0 79.2 72.6
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The motivation behind the start-up of entrepreneurial activities
goes a long way towards explaining the economic environment for
firms, entrepreneur perceptions, and the sustainability of firms in the
long run. Among rural enterprises, previous experience has been the
main reason cited for the establishment of firms (about 42 per cent),
followed by local tradition (34 per cent) (Table 3.15). It is interesting
to note that 69 per cent of those units which mention local tradition as
the main reason have been in existence only since 1986. In conformity
with expectations, as Table 3.15 shows, over 44 per cent of household
enterprises cite local tradition as the motivating factor behind expecta-
tions. There is, thus, reason to state that doi moi has contributed to a
revival of local traditional household industry. 

On further examination, it is found that local tradition and previous
experience are the only factors motivating entrepreneurs younger than
29 years. Even though these are the main factors for all household
entrepreneurs, 10 per cent of those aged between 30 and 49 have also
mentioned successful experiences of others and secure supply and
marketing channels; for those above 50 years, the prime factor is local
tradition. Combining the picture that we get from Table 3.13 and its
interpretations (noted earlier), it is likely that most of the entrepreneurs
in the age group 40 years and above, who have mainly started
household enterprises, are motivated primarily by pull rather than push
factors. With so much previous experience, it is likely that this group
would have sought to establish other non-traditional industry, if the
scenario were that of distress industries.

Further, across regions, while previous experience is the common
motivating factor, local tradition is more a feature in Ha Tay than Long
An (Table 3.15). Emulating other successful business ventures, on the
other hand, is a more common motivational factor in Long An, in
addition to perceptions of secure environment and following advice
given by friends. The scenario in Long An is that of a more developed
system, with less reliance on tradition and more on other ‘push’
factors, including linkages with authorities, which is absent in Ha Tay.
A significant point is that none of the entrepreneurs has gone into
business for reasons of financial availability. This finding lends
support to the point discussed earlier, that external credit is one of the
weakest institutions in the overall economic environment of start-up
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enterprises. There is a lot of scope for improvement on this count.
Across forms of ownership, as one might guess, local tradition is not
the main motivating factor among non-household enterprises. An en-
couraging finding is that apart from previous experience, the example
of other successful entrepreneurs has often proved to be a motivating
factor, reflecting favourable entrepreneurial conditions. The information
in Table 3.15 also indicates that financial non-availability is a feature
common to all Vietnamese enterprises, irrespective of their size.

In the development history of enterprises, constraints during estab-
lishment determine such important matters as investment scale, legal-
ity and their future success and growth potential. Among rural enter-
prises, not surprisingly, lack of capital was the most severe difficulty
experienced at the time of establishment (29 per cent; see Table 3.16),
although this is a far lower rate than for their urban counterparts. That
the percentage is not higher might be due to the fact that the capital
needs of these enterprises, dominated by household forms, have been
modest, largely limited to whatever resources the entrepreneur had at
the time of establishment. On the other hand, 19 per cent of these

Table 3.15: Main reason for establishing present line of business among rural
enterprises. Percentages.

Ha Tay Long An All rural Household Private Other

Previous
experience

45.1 39.0 42.1 33.7 61.7 36.4

Local 
tradition

39.0 28.0 33.5 44.2 14.9 27.3

Seen others make 
profit

7.3 11.0 9.1 6.3 8.5 22.7

Secure supply/
market channels

4.9 8.5 6.7 7.4 6.4 4.5

Advised by
friends

1.2 11.0 6.1 5.3 8.5 4.5

Advised by 
authorities

0.0 1.2 0.6 0.0 0.0 4.5

Financial assistance 
for this business line

0.0 0.0 0.0 0.0 0.0 0.0

Other 2.4 1.2 1.8 3.2 0.0 0.0
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enterprises experienced a lack of marketing outlets as a severe
difficulty. This was in fact the second most common constraint. Since
local tradition has been a major factor in establishing rural enterprises,
technical know-how does not appear to have been a serious constraint.
This might also explain why raw materials have also not figured as
severe constraints, since local traditions and practices evolve in
response to the relative abundance of one or more local resources. The
degree of mechanisation among household enterprises is also usually
limited, with the result that suitable machinery has not been a major
constraint.

However, with quite a few enterprises involved, finding marketing
outlets has naturally been a major concern. Marketing constraints are
also due to the disadvantages of being very small scale. This situation
is more common in Ha Tay, with nearly 27 per cent of enterprises
experiencing marketing difficulties against 12 per cent in Long An.
That local traditional activities were found to be more common in Ha
Tay may be reiterated here. Long An has a larger number of enterprises
experiencing difficulties in finding suitable machinery (7 per cent) and
premises (6 per cent).

Table 3.16: Severe difficulties experienced by rural enterprises at the time of
establishment. Percentages.

Ha Tay Long An All rural Household Private Other

Lack of:

Capital 27.7 30.1 28.9 28.1 27.1 36.4

Raw material 4.8 3.6 4.2 5.2 4.2 9.1

Market outlet 26.5 12.0 19.3 26.0 10.4 0.0

Technical know-how 1.2 3.6 2.4 2.1 4.2 4.5

Suitable machinery 1.2 7.2 4.2 2.1 8.3 9.1

Suitable premises 1.2 6.0 3.6 1.0 4.2 9.1

Skilled labour 2.4 1.2 1.8 0.0 0.0 4.5

Government regulations 0.0 3.6 1.8 0.0 4.2 0.0

Others 1.2 0.0 0.6 0.0 2.1 0.0

Note: The percentages in each column do not add up to 100 since the respondents 
were asked to list all difficulties that applied to them.
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For all ownership forms, a lack of capital and a lack of marketing
outlets – in that order – are the two most common perceived difficulties.
Relatively fewer private and other enterprises experienced marketing
difficulties, compared to household enterprises. Finding suitable pre-
mises and labour has been a constraint for larger-scale enterprises,
mainly partnerships and limited liability firms. It is also clear from
Table 3.16 that government regulations have not presented severe
difficulties for most enterprises, only for private enterprises. Among all
the external constraints, capital and marketing deserve closer attention
by policy-makers if they wish to remove the hurdles encountered by
any new private sector start-up company.

The nature and intensity of establishment constraints, as mentioned
above, vary with the size of the firms. Table 3.17 presents the invest-
ment profile of private sector enterprises. There is a very distinct scale
difference across regions in this regard. The average enterprise at start-
up in Ha Tay is almost three times the size of its counterpart in Long
An. This may be because 96 per cent of the enterprises are involved in
industrial manufacturing in Ha Tay whereas the agro-processing sector
is larger, and hence the corresponding percentage is only 66, in Long
An. This is a surprising result, since our earlier finding was that local
tradition was a greater force in Ha Tay and so one would expect the
nature of activity to be smaller-scale, non-industrial manufacturing.

Table 3.17: Total investments at the time of establishment of rural enterprises. 
Thousand dong in 1996 prices.

Mean Median 25% 75% 90%

All rural 161,880 8,000 2,000 50,000 376,800

Ha Tay 242,434 5,000 1,000 51,750 698,400

Long An 80,319 10,000 3,000 50,000 192,000

Household 6,775 3,000 1,000 9,500 19,400

Private 125,336 50,000 10,000 100,000 434,000

Other 888,573 265,000 36,250 762,500 4,660,000

Agro-processing 89,261 30,000 10,000 100,000 400,800

Manufacturing 179,197 5,000 1,425 31,000 379,000
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The investment range is much more homogeneous in Long An, as
Table 3.18 shows. The median investment value in Long An is 10
million dong whereas it is 5 million dong in Ha Tay, even though the
average Ha Tay enterprise is much larger than its Long An counterpart.

The result across ownership forms is hardly surprising, with
average investments increasing substantially with more complex
forms of ownership. The scale difference across agro-processing and
manufacturing is also distinct – the average manufacturing firms are
more than twice the size of the agro-processing firms. However, the
investment differences between individual units are high, with less
than 50 per cent of the enterprises investing 8 million dong, and the
average investment amounting to 16 million dong. This variation is
smaller for household enterprises than for other types of business.

Table 3.18 illustrates the sources of capital for rural enterprises at
the time of establishment. The data strengthen the arguments made
above that external credit has been conspicuous by its absence and that
the scale of investments has been limited to the entrepreneur’s savings.
Own capital formed part of the capital base for all enterprises (shown
in column A) and that it has been the most dominant part is shown in

Table 3.18: Sources of capital at the time of establishment of rural enterprises by 
province.

Ha Tay Long An All rural

A B A B A B

Own capital 100.0 89.7 100.0 90.8 100.0 90.3

Interest-free loan 8.6 2.3 10.0 5.4 9.3 3.8

Bank loan 9.9 2.9 2.5 0.9 6.2 1.9

Credit co-operative 4.9 1.9 0.0 0.0 2.5 1.0

Local authority 0.0 0.0 1.3 0.6 0.6 0.3

Workers’ contribution 2.5 0.2 0.0 0.0 1.2 0.1

Loan from private persons 6.2 2.9 3.8 1.8 4.9 2.3

Advance against sales 0.0 0.0 0.0 0.0 0.0 0.0

Other sources 0.0 0.0 1.3 0.6 0.6 0.3

Key: A: Percentage of enterprises that utilised this source of capital
B: Average contribution to total capital formation for all enterprises

EntrepVN_book  Page 84  Friday, October 13, 2000  5:32 PM



ORIGIN AND DEVELOPMENT HISTORY

85

column B. All rural enterprises utilised the entrepreneur’s own capital;
this constituted a startling 90 per cent of the total capital base for the
average enterprise. Interest-free loans from friends and relatives (9 per
cent) and bank loans (6 per cent) were the other capital sources at
establishment. The reliance on own capital is slightly less, though not
significantly so, in Ha Tay than in Long An. In order to reap the
potential benefits of private sector entrepreneurship, there is an urgent
need to diversify the capital base of enterprises and not limit the scale
of operations to the owner’s private savings. The number of household
enterprises is large in the sample, and this is representative of rural
Vietnam. With a bulk of the population living in rural areas, there is a
need to diversify the economic base in the region and develop a healthy
non-farm sector, by developing the currently weak institutions.

Table 3.19: Official assistance at the time of establishment of rural enterprises. 
Percentages.

A B C D E F G H No 
assistance

All rural 4.2 17.6 1.2 13.3 26.7 0.0 2.4 2.4 58.2

Ha Tay 6.0 13.3 1.2 18.1 32.5 0.0 2.4 3.6 57.8

Long An 2.4 22.0 1.2 8.5 20.7 0.0 2.4 1.2 58.5

Household 4.2 9.4 0.0 7.3 20.8 0.0 1.0 0.0 67.7

Private 0.0 29.2 0.0 10.4 22.9 0.0 2.1 6.3 54.2

Other 13.6 27.3 9.1 45.5 59.1 0.0 9.1 4.5 22.7

Enterprises established

1993–95 4.5 23.9 0.0 19.4 38.9 0.0 2.9 1.5 49.3

Before 1993 4.1 16.3 2.0 9.2 18.4 0.0 2.0 3.1 64.3

Key: A: Recommendation on line of business   
B: Assistance with application, registration etc.    
C: Assistance with the organisation of the enterprise   
D: Assistance with obtaining credits   
E: Temporary tax exemption/reduction    
F: Assistance with procurement of machinery etc.   
G: Assistance in establishing contact with state enterprises. 
H: Other assistance.

Note: Respondents were requested to list all areas of assistance obtained. Hence all
row percentages exceeding a total of 100 imply assistance in multiple areas.
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Linkages with the government at start-up have been less prevalent
among rural than urban enterprises. Table 3.19 shows that 58 per cent
of the rural enterprises did not avail themselves of any official
assistance at this time. The major form of assistance among rural enter-
prises was with temporary tax exemption or reduction. More than a
quarter of the enterprises have taken advantage of this benefit. The next
most common form of support was assistance with bureaucratic formal-
ities (18 per cent) and assistance in obtaining credits (13 per cent).

In Long An, more enterprises have sought official assistance with
application and registration formalities (22 per cent), followed by tax
exemptions (21 per cent); while in Ha Tay the order is assistance with
tax concessions (33 per cent), credit (18 per cent) and official formalities
(13 per cent). The number of enterprises utilising other forms of assist-
ance has been significantly low. The differing linkages of enterprises
with government across ownership forms are also clear from Table
3.19. Private enterprises have shown a greater propensity towards
benefiting from official assistance compared to household enterprises,
where 68 per cent of enterprises have not sought any assistance. Also
enterprises established since 1993 have received more assistance than
those established prior to 1993. On the whole, the most common form
of official assistance has been tax credits, followed by procedural
assistance across regions, ownership forms and dates of establishment,
with a few exceptions. Linkages with officials are not as strong in rural
areas as in urban ones.

Table 3.20: Estimated change in real income for owner-managers of rural household
and private enterprises. Percentages.

Declined Unchanged Increased income

income income ≤25% 26–50% 51–100% >100%

Total 19.6 14.1 30.4 14.1 8.7 13.0

Household 23.9 14.9 32.8 11.9 9.0 7.5

Private 8.0 12.0 24.0 20.0 8.0 28.0

Ha Tay 14.0 4.0 34.0 16.0 12.0 20.0

Long An 26.2 26.2 26.2 11.9 4.8 4.8
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Notes
1.  ‘The overall growth rate has accelerated markedly since the early 1990s,
to reach over 9 per cent in 1995 and 1996. As a result, average GDP per capita
has grown from about US$140 to US$300 over the same period.’ Ari Kokko
(1997), Vietnam 1997. Managing the Transition to Free Trade: Vietnamese
Trade Policy for the 21st Century. Stockholm: Sida, p. 2

2.  We may recall from Chapter 1 that one of the sample criteria was to
interview units that were established before 31 December 1995 and were in
operation for at least one full fiscal year at the time of the survey in 1997.
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4

Linkages with the Rest 
of the Economy
Maud Hemlin

Forward Linkages among Urban Enterprises
The enterprises in Hanoi and Ho Chi Minh City have rather similar
sales patterns in the 1997 survey, unlike in the 1991 survey (Table
4.1). In the 1997 survey, non-state enterprises constitute 35 to 40 per
cent and individual buyers account for some 32 per cent of sales, on
average, in both cities. But while the share sold to state enterprises is
slightly higher in Hanoi, 25 as compared to 17 per cent Ho Chi Minh
City, the latter has a higher share of exports, about 10 per cent
compared to 3 in Hanoi. In Haiphong not even 1 per cent of current
sales is exported; instead sales are mainly to individuals. Here, on
average, 46 per cent goes to individual buyers and about one-third
rely completely on this category of buyers. Approximately one-fifth
on average is destined for state enterprises, but very few in Haiphong
rely completely on them. Carpentry products, furniture and light engin-
eering goods are among the main products exported, but feature
prominently also in sales to individuals, non-state and state enter-
prises. The latter also buy agricultural processed goods.

This implies that non-state enterprises have become much more
important as customers, especially in Hanoi (Table 4.1). Their share of
sales is about twice as large today as it was in the 1991 survey. State-
owned firms have diminished somewhat in importance but the most
remarkable change is that state trading companies have almost disap-
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Table 4.1: Type of customers of urban enterprises by location. Percentage share
of total sales of main products.

0 1–24 24–49 50–74 75–99 100 Mean

Hanoi: 1997 1991

Individuals 54.6 4.2 7.6 12.6 0.0 21.0 31.3 34.3

Non-state enterprises 38.7 7.6 10.9 18.5 2.5 21.8 39.3 18.1

State enterprises 63.0 5.9 4.2 8.4 4.2 14.3 24.7 29.1

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0 9.2

Local authorities 99.2 0.0 0.0 0.8 0.0 0.0 0.6 0.7

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 95.0 0.0 1.7 1.7 1.7 0.0 3.3 2.6

Other 99.2 0.0 0.0 0.0 0.0 0.8 0.8 -

Haiphong:

Individuals 38.6 5.0 6.9 11.9 4.0 33.7 46.2 38.4

Non-state enterprises 43.6 12.9 10.9 14.9 4.0 13.9 31.5 29.0

State enterprises 63.4 6.9 5.9 11.9 5.0 6.9 21.5 16.6

Other state agency 99.0 1.0 0.0 0.0 0.0 0.0 0.2 8.3

Local authorities 99.0 1.0 0.0 0.0 0.0 0.0 0.1 0.0

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 98.0 1.0 1.0 0.0 0.0 0.0 0.5 0.0

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

HCM City:

Individuals 41.0 20.5 6.8 5.1 6.8 19.7 32.9 38.4

Non-state enterprises 35.0 15.4 10.3 17.1 10.3 12.0 36.6 29.0

State enterprises 59.0 17.9 7.7 6.8 4.3 4.3 16.9 16.6

Other state agency 97.4 0.0 0.0 0.9 1.7 0.0 2.1 16.6

Local authorities 98.3 1.7 0.0 0.0 0.0 0.0 0.1 0.8

Tourists 99.1 0.9 0.0 0.0 0.0 0.0 0.1 -

Export 85.5 1.7 0.9 3.4 3.4 5.1 10.8 5.2

Other 98.3 0.9 0.9 0.0 0.0 0.0 0.5 -

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Tourists’ and
‘other’ categories were not specified in the 1991 survey.
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peared from the arena, not just in Hanoi but in all cities. In the earlier
survey, these accounted for 16 per cent of sales in Ho Chi Minh City
and Haiphong, and slightly less than 10 per cent in Hanoi. Sales to
foreign countries are growing, albeit from very low levels. The share
of export in average sales, 11 per cent, in Ho Chi Minh City is a 100
per cent increase over the previous level. 

Not surprisingly, household enterprises have the highest percentage
of individual buyers (Table 4.2). Shareholding companies constitute
the category selling least (20 per cent) to individuals, while the corres-
ponding shares from co-operatives, private and partnership enterprises
are in the range 25–35 per cent. Non-state enterprises account for some
35–40 per cent of sales for all types of establishments, except for
partnership enterprises. Partnerships are instead more tied up with
state enterprises, and as much as 43 per cent of the sales of the average
partnership enterprise goes to state companies, the highest share among
all ownership forms. State enterprises hardly figure in the world of
household enterprises, but on the other hand buy about 20–30 per cent
of private shareholding enterprises and co-operatives sales. Co-
operatives and shareholding and limited liability companies show some
similar features in their sales patterns, with non-state enterprises
constituting the main buyers, about 37 per cent, followed by state
enterprises and individual persons, in that order.

Forward linkages among co-operatives look rather different today
compared to the 1991 survey. At that time, state enterprises and trading
companies accounted for more than half of the average sales, and more
than 40 per cent of the enterprises relied fully on such customers
(Table 4.2). Among other ownership forms, such a noticeable change
is seen only among private enterprises, where the share of non-state
enterprise sales has almost doubled, while that to individual buyers has
dropped about 7 percentage points.

On the geographical distribution of sales (see Table 4.3), Haiphong
has become the most inward-looking city; on average 83 per cent of its
sales were to firms or persons in the same city, in the 1997 survey.
Close to 75 per cent of the enterprises here sell only within the city, and
both these figures have increased since the 1991 survey. They were
selling more locally and more to rural areas than six years earlier. Ho
Chi Minh City enterprises, on the other hand, emerged as the most
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Table 4.2: Type of customers of urban enterprises by ownership form.
Percentage share of total sales of main products.

0 1–24 24–49 50–74 75–99 100 Mean

All urban: 1997 1991

Individuals 45.1 10.1 7.1 9.8 3.6 24.3 36.4 34.3

Non-state enterprises 38.9 11.9 10.7 16.9 5.6 16.0 35.8 23.8

State enterprises 61.7 10.4 5.9 8.9 4.5 8.6 21.1 23.8

Other state agency 98.8 0.3 0.0 0.3 0.6 0.0 0.8 11.4

Local authorities 98.8 0.9 0.0 0.3 0.0 0.0 0.3 0.6

Tourists 99.7 0.3 0.0 0.0 0.0 0.0 0.0 -

Export 92.6 0.9 1.2 1.8 1.8 1.8 5.1 3.5

Other 99.1 0.3 0.3 0.0 0.0 0.3 0.5 -

Household enterprises:

Individuals 27.6 5.1 7.2 9.1 5.1 45.9 58.8 55.7

Non-state enterprises 49.0 8.1 5.1 11.3 5.1 21.4 35.5 32.2

State enterprises 91.8 5.1 1.0 0.0 1.0 1.0 2.8 4.1

Other state agency 98.0 1.0 0.0 1.0 0.0 0.0 1.0 4.7

Local authorities 99.0 1.0 0.0 0.0 0.0 0.0 0.1 0.0

Tourists 99.0 1.0 0.0 0.0 0.0 0.0 0.1 -

Export 98.0 0.0 0.0 0.0 2.0 0.0 1.8 0.0

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Private enterprises:

Individuals 45.3 15.8 3.2 15.7 6.3 14.1 31.3 38.2

Non-state enterprises 26.6 18.8 12.6 17.3 7.9 17.2 40.8 23.1

State enterprises 53.1 17.4 9.4 11.1 6.4 3.1 20.7 18.8

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0 12.1

Local authorities 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.7

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 90.6 1.6 1.6 0.0 1.6 4.7 7.2 4.9

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Tourists’ and
‘other’ categories were not specified in the 1991 survey.
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0 1–24 24–49 50–74 75–99 100 Mean

Partnership enterprises: 1997 1991

Individuals 45.0 10.0 5.0 12.5 0.0 27.5 37.1 27.8

Non-state enterprises 55.0 7.5 12.5 20.0 2.5 2.5 20.3 22.4

State enterprises 42.5 0.0 12.5 12.5 10.0 22.5 42.6 35.2

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0 9.1

Local authorities 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.5

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 100.0 0.0 0.0 0.0 0.0 0.0 0.0 1.4

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Co-operatives:

Individuals 59.6 5.3 8.8 7.0 1.8 17.5 26.4 12.9

Non-state enterprises 41.1 8.9 8.9 21.4 1.8 17.9 36.8 16.8

State enterprises 50.9 12.4 3.5 12.4 5.3 15.8 30.8 35.1

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0 21.0

Local authorities 98.2 1.8 0.0 0.0 0.0 0.0 0.1 1.2

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 92.9 0.0 3.6 1.8 0.0 1.8 4.1 8.0

Other 98.2 0.0 0.0 0.0 0.0 1.8 1.8 -

Shareholding and limited liability companies:

Individuals 56.4 15.4 10.3 6.4 2.6 9.1 19.8 -

Non-state enterprises 25.6 16.8 16.7 19.3 7.7 14.1 39.3 -

State enterprises 48.7 15.4 7.7 14.1 3.9 10.3 26.1 -

Other state agency 97.4 0.0 0.0 0.0 2.6 0.0 2.2 -

Local authorities 97.4 1.3 0.0 1.3 0.0 0.0 1.0 -

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 83.3 2.6 1.3 6.5 3.9 2.6 10.9 -

Other 97.4 1.3 1.3 0.0 0.0 0.0 0.7 -

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Tourists’ and
‘other’ categories were not specified in the 1991 survey.

Table 4.2: Type of customers of urban enterprises by ownership form.
Percentage share of total sales of main products.
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outward bound. In the 1991 survey, on average, close to 80 per cent of
sales were within the city, and two-thirds sold all their output within
the town area, whereas by the time of the 1997 survey this had reduced,
in favour of other rural and urban areas. The establishments in Hanoi
fall somewhere in between; while most sales are within Hanoi itself,
this percentage has reduced since 1991 and the share of sales to other
rural areas has increased.

Examining the geographical distribution of sales across ownership
forms, since most of the household enterprise clients are individuals, a
high share (78 per cent on average) of the household businesses
included in the survey sell all of their output in the same town (Table
4.4). Such nearby clients represent 85 per cent of average sales, and
what little is left for other destinations is mainly accounted for by sales
to rural areas – a pattern that has not changed much in the inter-survey
period. Shareholding and limited liability companies have a structure

Table 4.3: Destination of sales of urban enterprises by location. Percentage share
of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

Hanoi: 1997 1991

Same town 19.3 0.8 6.7 18.5 5.0 49.6 66.6 73.8

Rural areas 67.2 1.7 5.0 11.8 2.5 11.8 23.4 9.3

Other urban areas 80.7 5.9 6.7 5.0 0.0 1.7 7.5 8.2

Elsewhere 92.4 1.7 2.5 2.5 0.8 0.0 3.5 7.2

Haiphong:

Same town 9.9 2.0 2.0 6.9 5.0 74.3 83.2 77.0

Rural areas 83.2 5.0 3.0 2.0 5.0 2.0 9.0 4.0

Other urban areas 84.2 5.9 2.0 5.0 2.0 1.0 6.7 13.0

Elsewhere 95.0 4.0 1.0 0.0 0.0 0.0 1.1 6.8

HCM City:

Same town 18.8 9.4 12.0 17.9 11.1 30.8 56.8 78.7

Rural areas 68.4 8.5 6.0 7.7 3.4 6.0 16.7 8.5

Other urban areas 65.0 10.3 16.2 6.0 1.7 0.9 12.9 8.0

Elsewhere 79.5 2.6 2.6 6.0 4.3 5.1 13.5 2.6

Note:  Figures in italics refer to the corresponding 1991 survey data.
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Table 4.4: Destination of sales of urban enterprises by ownership form.
Percentage share of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

All urban: 1997 1991

Same town 16.3 4.2 7.1 14.8 7.1 50.4 68.2 76.9

Rural areas 72.4 5.0 4.7 7.4 3.6 6.8 16.4 7.9

Other urban areas 76.3 7.4 8.6 5.3 1.2 1.2 9.2 8.9

Elsewhere 88.7 2.7 2.1 3.0 1.8 1.8 6.3 4.6

Household enterprises:

Same town 10.2 1.0 1.0 6.1 4.1 77.6 84.5 87.7

Rural areas 82.7 4.1 3.1 4.1 0.0 6.1 10.0 7.5

Other urban areas 94.9 0.0 1.0 3.1 0.0 1.0 3.0 3.5

Elsewhere 96.9 0.0 0.0 1.0 2.0 0.0 2.4 2.4

Private enterprises:

Same town 18.2 7.6 9.1 22.7 7.6 34.8 58.8 76.1

Rural areas 71.2 4.5 6.1 10.6 7.6 0.0 15.3 7.5

Other urban areas 57.6 15.2 12.1 9.1 3.0 3.0 17.3 9.5

Elsewhere 84.8 4.5 1.5 3.0 1.5 4.5 8.6 8.6

Partnership enterprises:

Same town 12.5 2.5 7.5 10.0 7.5 60.0 74.4 76.2

Rural areas 67.5 7.5 0.0 12.5 5.0 7.5 19.6 7.0

Other urban areas 85.0 5.0 5.0 5.0 0.0 0.0 5.6 10.8

Elsewhere 97.5 2.5 0.0 0.0 0.0 0.0 0.5 3.7

Co-operatives:

Same town 25.0 3.6 5.4 19.6 3.6 42.9 60.2 66.7

Rural areas 67.9 1.8 3.6 8.9 7.1 10.7 23.0 10.5

Other urban areas 75.0 7.1 10.7 3.6 1.8 1.8 9.8 12.0

Elsewhere 85.7 5.4 1.8 3.6 1.8 1.8 7.0 8.6

Shareholding & limited liability companies:

Same town 18.2 6.5 14.3 18.2 13.0 29.9 58.0 -

Rural areas 66.2 7.8 9.1 5.2 1.3 10.4 19.0 -

Other urban areas 64.9 11.7 15.6 6.5 1.3 0.0 11.4 -

Elsewhere 79.2 2.6 6.5 6.5 2.6 2.6 11.6 -

Note:  Figures in italics refer to the corresponding 1991 survey data. 
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of forward linkages much in common with private enterprises in the
1997 survey, and although showing the most outward tendencies, they
still sell close to 60 per cent within the city area. Private enterprises sell
on average slightly less than limited liability companies to other urban
areas, but more of them completely depend on sales to such areas. It
appears that while co-operatives and partnership enterprises sell about
as much within the closest surroundings today as they did in the earlier
survey, private enterprises today are reaching much farther. The share
among these relying completely on customers within the city is about
half as large today, and the share going to other cities and rural areas
has doubled over these six years.

As far as the size of the clientele and mode of selling are concerned,
most enterprises seem to sell to more than ten customers and commonly
produce on order, either sometimes or always. The percentage selling
to more than ten customers is highest in Haiphong, followed by Ho Chi
Minh City and Hanoi, in that order (Table 4.5). Compared to the 1991
survey, it is seen that more enterprises are increasing their customer
base, especially in Haiphong. On average, 80 per cent of the urban enter-
prises sell to more than ten customers, an increase from 63 per cent in
the earlier survey. A similar trend can be seen across ownership forms as
well; more than three-quarters sell to more than ten customers. The aver-
age number of customers has risen for all ownership forms in the inter-
survey period, except household enterprises which register no change.

Production on advance order is the most common mode of selling,
more so in Hanoi and Haiphong. Ho Chi Minh City has the highest
proportion (a third) that, in the 1997 survey, never sold on order (Table
4.5). Compared to 1991 survey data, the percentage of enterprises
always selling on the security of an order has decreased. Among the
establishments in Hanoi that always produce on order, agricultural
processing and bags and covers industries are most common and the
same applies for machinery and parts manufacturers in Ho Chi Minh
City. Across ownership forms as well, the tendency toward always
producing on advance order is decreasing, especially among house-
hold enterprises (Table 4.5).

If production on advance order is on the whole common, participa-
tion in subcontracting agreements is not. Only in Haiphong does the
share of enterprises engaged in such contracts exceed 10 per cent, and
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only in Hanoi does the number of partners exceed one in a majority of
cases (Table 4.6).1

The establishments with subcontracting agreements are, in terms of
ownership, mostly private enterprises. While the figure is 14 per cent
for private enterprises, none of the partnership enterprises, less than 3
per cent of the shareholding companies, 6 per cent of household firms
and 9 per cent of co-operatives subcontracted in the 1997 survey
(Table 4.6). Only among co-operatives does the majority of those
subcontracting have two partners, otherwise the subcontracting partner-
ship with other enterprises is limited to one. Assistance from the sub-
contracting partner, as seen in Table 4.6, was mainly limited to raw
materials and credits. The former is the most frequently mentioned
form of support in Hanoi and Haiphong and the latter in Ho Chi Minh
City. A minority also gets some help with technology and training of
workers, but this has only happened in Haiphong, where support other-
wise is more uncommon than in the other two cities. In terms of owner-
ship, receiving assistance was most common among co-operatives.

That linkages of the above kind are not more common is actually
rather strange, since the intensity of competition is often perceived as
‘severe’. In Ho Chi Minh City as well as in Haiphong, 58 per cent of
the enterprises in the survey claim they face severe competition from
at least one source (Table 4.7). In each of the cities, non-state enter-
prises present the worst threat; mentioned by 20 per cent of the firms
in Hanoi, 44 per cent in Ho Chi Minh City and actually more than 50
per cent in Haiphong. However, the percentage experiencing a severe
threat from non-state enterprises was less in the 1997 survey, com-
pared to the earlier one, except in Haiphong. Severe competition from
state enterprises has also increased in Haiphong, unlike the other two
cities. The enterprises in Haiphong facing severe competition, irre-
spective of the source, are mostly involved in the manufacture of light
engineering and consumer goods, the same industries as those facing
severe competition in Ho Chi Minh City, but in the latter case with the
addition of furniture and carpentry. In Hanoi it is mainly within agro-
processing and light engineering that competition is severe. 

It is among partnership enterprises that the share facing such strong
competition is the highest, reaching 60 per cent (Table 4.7). It is almost
as bad among shareholding and limited liability companies (55 per

EntrepVN_book  Page 97  Friday, October 13, 2000  5:32 PM



ENTREPRENEURSHIP IN VIETNAM

98

Ta
bl

e 
4.

6:
 S

ub
co

nt
ra

ct
in

g 
ar

ra
ng

em
en

ts
 a

m
on

g 
ur

ba
n 

en
te

rp
ri

se
s.

 P
er

ce
nt

ag
es

.

H
an

oi
H

ai
ph

on
g

H
C

M
 C

ity
A

ll 
ur

ba
n

H
ou

se
ho

ld
P

ri
va

te
Pa

rt
ne

rs
hi

p
C

o-
op

er
at

iv
e

Sh
ar

eh
ol

di
ng

*

Su
bc

on
tr

ac
tin

g:
19

91
2.

5
21

.8
12

.9
10

.4
5.

1
28

.0
6.

5
22

.8
6.

1
16

.8
13

.6
15

.0
0.

0
26

.2
8.

9
36

.0
2.

6 -

N
o.

 o
f p

ar
tn

er
s:

1
0.

0
69

.2
10

0.
0

68
.2

10
0.

0
66

.7
0.

0
40

.0
50

.0

2
10

0.
0

23
.1

0.
0

27
.3

0.
0

22
.2

0.
0

60
.0

50
.0

3
0.

0
7.

7
0.

0
4.

5
0.

0
11

.1
0.

0
0.

0
0.

0

Pa
rt

ne
rs

:

N
on

-s
ta

te
 e

nt
er

pr
is

es
19

91
10

0.
0

34
.5

92
.3

28
.6

66
.7

46
.7

86
.4

50
.0

83
.3

52
.9

77
.8

47
.1

37
.0

37
.0

10
0.

0
38

.2
10

0.
0 -

St
at

e 
en

te
rp

ris
es

19
91

66
.7

55
.1

23
.1

71
.4

33
.3

45
.0

31
.8

50
.0

0.
0

29
.4

44
.4

47
.1

0.
0

59
.3

40
.0

52
.9

50
.0 -

Fo
re

ig
n 

co
m

pa
ny

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

O
th

er
 e

nt
er

pr
is

e
33

.3
15

.4
0.

0
13

.6
16

.7
11

.1
0.

0
20

.0
0.

0

A
ss

is
ta

nc
e 

re
ce

iv
ed

:

R
aw

 m
at

er
ia

ls
66

.7
30

.8
0.

0
27

.3
16

.7
22

.2
0.

0
80

.0
0.

0

C
ap

ita
l/c

re
di

ts
0.

0
23

.1
95

.0
13

.6
0.

0
11

.1
0.

0
20

.0
0.

0

L
ea

se
 m

ac
hi

ne
ry

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

Te
ch

no
lo

gy
0.

0
7.

7
0.

0
4.

5
0.

0
0.

0
0.

0
20

.0
0.

0

M
an

ag
em

en
t

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

Tr
ai

ni
ng

 w
or

ke
rs

0.
0

7.
7

0.
0

4.
5

0.
0

0.
0

0.
0

20
.0

0.
0

O
th

er
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0

N
ot

e:
  F

ig
ur

es
 in

 it
al

ic
s 

re
fe

r t
o 

th
e 

co
rr

es
po

nd
in

g 
19

91
 s

ur
ve

y 
da

ta
. *

Sh
ar

eh
ol

di
ng

 a
nd

 L
L

C
.

EntrepVN_book  Page 98  Friday, October 13, 2000  5:32 PM



LINKAGES WITH THE REST OF THE ECONOMY

99

Ta
bl

e 
4.

7:
 P

er
ce

nt
ag

e 
of

 u
rb

an
 e

nt
er

pr
is

es
 e

xp
er

ie
nc

in
g 

‘s
ev

er
e’

 c
om

pe
ti

ti
on

.

H
an

oi
H

ai
ph

on
g

H
C

M
 C

ity
A

ll 
ur

ba
n

H
ou

se
ho

ld
P

ri
va

te
Pa

rt
ne

rs
hi

p
C

o-
op

er
at

iv
e

Sh
ar

eh
ol

di
ng

*

A
ll 

ur
ba

n:
33

.6
58

.4
58

.1
49

.6
37

.8
53

.1
60

.0
50

.9
55

.1

So
ur

ce
 o

f c
om

pe
tit

io
n:

N
on

-s
ta

te
 e

nt
er

pr
is

es
21

.8
52

.5
44

.4
38

.9
33

.7
40

.6
52

.5
40

.4
35

.9

19
91

37
.9

44
.4

52
.2

46
.5

52
.3

35
.9

54
.4

44
.1

-

St
at

e 
en

te
rp

ris
es

4.
2

24
.0

14
.5

13
.6

6.
1

10
.9

15
.0

21
.1

19
.5

19
91

12
.9

10
.0

14
.2

12
.9

10
.8

10
.9

13
.2

17
.2

-

L
eg

al
 im

po
rts

5.
0

19
.0

8.
5

10
.4

3.
1

9.
4

15
.0

15
.8

14
.3

Ill
eg

al
 im

po
rts

4.
2

14
.0

9.
4

8.
9

5.
1

6.
3

15
.0

14
.0

9.
1

O
th

er
s

2.
5

0.
0

7.
7

3.
6

2.
0

4.
8

2.
5

1.
8

6.
5

N
ot

e:
  F

ig
ur

es
 in

 it
al

ic
s 

re
fe

r t
o 

th
e 

co
rr

es
po

nd
in

g 
19

91
 s

ur
ve

y 
da

ta
. *

Sh
ar

eh
ol

di
ng

 a
nd

 L
L

C
 

EntrepVN_book  Page 99  Friday, October 13, 2000  5:32 PM



ENTREPRENEURSHIP IN VIETNAM

100

cent), followed by private enterprises (53 per cent) and co-operatives
(51 per cent). Fewer household enterprises (40 per cent) face severe
competition. Here again, irrespective of ownership form, non-state firms
pose the worst threat, but more than 20 per cent of the co-operatives
mention state enterprises as extremely tough competitors, as do a large
number of shareholding and limited liability companies. Severe com-
petition from state enterprises has reduced for household enterprises,
remained constant for private enterprises and increased for partner-
ships and co-operatives in 1990–96. The threat of competition from
legal and illegal imports has not changed much.

It is no surprise, therefore, that the percentage of entrepreneurs who
believe that there are too many enterprises in the market has risen since
the 1991 survey, in all cities. In Haiphong, as much as 66 per cent
claim that too many establishments are producing similar goods; this
represents an increase of 20 percentage points since the last survey
(Table 4.8). An interesting finding is that in Hanoi, while 44 per cent
believe there are too many enterprises, an almost equal number feel
there are neither too many nor too few. This latter group might explain
the relatively fewer enterprises that had accumulated unsold stocks of
goods in the 1997 survey.

Meanwhile, 48 per cent of those in Haiphong had stocks of un-
saleable goods (a slightly lower percentage than in the 1991 survey).
However, this was a smaller percentage than those considering
competition as severe or markets oversupplied. This might indicate
that even though the situation is more troublesome for entrepreneurs in
Haiphong today, with more firms and more competition, they have
learned how to handle it, at least in the area of adjusting their output to
demand in order not to end up with shelves of unsold goods. Light
consumer goods and agricultural processing are industries in which,
irrespective of the city, many of the troubled enterprises are found,
while carpentry and furniture seems to be a difficult industry in Ho Chi
Minh City in particular. In all three cities, the most common reason
mentioned for not being able to sell all of the output is an oversupplied
market, just as in the 1991 survey. The second most frequent reason is
poor sales channels, ranked second also in the earlier survey, but still
mentioned by fewer enterprises today than in the 1991 survey.
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Even though the proportion of household enterprises experiencing
severe competition is only 38 per cent (Table 4.7), almost twice as
many (70 per cent) say that the number of similar establishments is too
high, the latter representing a 10-percentage-point increase since the
last survey (Table 4.9). Among partnership enterprises on the other
hand, 60 per cent claim to face severe competition, while 50 per cent
(just as many as in the 1991 survey) think that there are too many
establishments in the market. Perceptions about the severity of
competition do not seem to correlate strongly with the feeling of there
being too many enterprises in the market. This indicates that while
there may be too many in the field, they may not all be efficient enough
to pose a threat to the sample enterprises. Since only about one-fifth of
the household and partnership enterprises have accumulated stocks of
unsold goods, which represents a figure twice as high in the earlier

Table 4.8: Perception of market situation and accumulation of unsold goods
among urban enterprises by location. Percentages.

Hanoi Haiphong HCM City All urban

Too many enterprises 
1991

44.1
48.8

66.3
45.5

61.5
55.4

56.8
51.6

Neither too many nor too few 40.7 25.7 28.2 31.8

Too few 13.6 6.9 9.4 10.1

No competitors 1.7 1.0 0.9 1.2

Unsaleable goods
1991

21.0
32.3

47.5
51.9

28.2
34.6

31.5
37.3

Main reason:

Over-supply
1991

66.7
45.2

72.9
38.5

54.5
35.1

65.7
38.5

Low quality 8.3 4.2 6.1 5.7

Poor sales channels
1991

16.7
21.4

16.7
17.9

24.2
27.0

19.0
23.1

Transport problems 0.0 2.1 0.0 1.0

Price too high 0.0 2.1 3.0 1.9

Other reason 8.3 2.1 12.1 6.7

Note: Figures in italics refer to the corresponding 1991 survey data.

EntrepVN_book  Page 101  Friday, October 13, 2000  5:32 PM



ENTREPRENEURSHIP IN VIETNAM

102

survey, it appears that these firms are doing well in facing the severe
competition (Table 4.9). By contrast, half of the co-operatives have
unsold goods, which represents a 12 percentage point increase since
the 1991 survey. Irrespective of ownership form, half the enterprises
that have stocks of unsold goods blame an oversupply in the markets.
Some co-operatives and private enterprises also have problems finding
sales channels, but by no means as many as those who face over-
supplied markets.

Forward Linkages among Rural Enterprises2

More than half of the establishments in Long An sell only to indi-
viduals (Table 4.10). These account for about two-thirds of the average

Table 4.9: Perception of market situation and accumulation of unsold goods
among urban enterprises by ownership form. Percentages.

House-
hold

Private Partner-
ship

Co-
perative

Share-
holding*

Too many enterprises 
1991

70.4
60.4

51.5
41.8

50.0
51.8

51.8
53.3

51.3
-

Neither too many nor too few 23.5 34.8 40.0 35.7 32.9

Too few 6.1 13.6 7.5 12.5 11.8

No competitors 0.0 0.0 2.5 0.0 3.9

Unsaleable goods
1991

19.4
34.7

34.8
37.5

17.5
37.9

48.2
38.2

39.0
-

Main reason:

Over-supply
1991

84.2
42.1

30.9
45.5

100.0
27.5

61.5
40.6

53.3
-

Low quality 5.3 4.3 0.0 3.8 10.0

Poor sales channels
1991

0.0
36.8

26.1
22.7

0.0
22.5

30.8
9.4

20.0
-

Transport problems 0.0 0.0 0.0 0.0 3.3

Price too high 0.0 0.0 0.0 0.0 6.7

Other reason 10.5 8.7 0.0 3.8 6.7

Note:  Figures in italics refer to the corresponding 1991 survey data. *Shareholding
and LLC.

EntrepVN_book  Page 102  Friday, October 13, 2000  5:32 PM



LINKAGES WITH THE REST OF THE ECONOMY

103

Long An sales. Although to a lesser degree, individual buyers are also
the main clientele for Ha Tay enterprises, accounting for 39 per cent
of the average sales, and are the sole buyers for a similar percentage
of enterprises.

The firms in Ha Tay have more links to state enterprises and
agencies, but the share is still only minor, as not even 7 per cent of sales
goes to these clients. Compared to the 1991 survey, Ha Tay records
fewer changes than Long An in the sales distribution (Table 4.10).
Noticeable changes in Long An include the replacement of non-state
enterprises by individual buyers in the average firm’s sales.

Table 4.10: Type of customers of rural enterprises by location. Percentage share
of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

Ha Tay: 1997 1991

Individuals 34.9 14.5 3.6 4.8 1.2 41.0 47.5 44.5

Non-state enterprises 50.6 3.6 3.6 7.2 10.8 24.1 39.2 34.1

State enterprises 90.4 1.2 1.2 1.2 6.0 0.0 6.6 13.5

Other state agency 95.2 0.0 0.0 1.2 1.2 2.4 4.2 1.8

Local authority 100.0 0.0 0.0 0.0 0.0 0.0 0.0 1.6

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 98.8 0.0 0.0 0.0 1.2 0.0 1.1 3.5

Other 97.6 1.2 0.0 0.0 0.0 1.2 1.4 -

Long An:

Individuals 22.9 8.4 3.6 6.0 3.6 55.4 64.5 50.1

Non-state enterprises 62.7 3.6 6.0 6.0 6.0 15.7 27.4 54.3

State enterprises 92.8 2.4 1.2 2.4 0.0 1.2 3.6 0.5

Other state agency 95.2 1.2 0.0 1.2 0.0 2.4 3.1 0.0

Local authority 96.4 2.4 0.0 0.0 1.2 0.0 1.5 0.0

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Tourists’ and
‘other’ categories were not specified in the 1991 survey.
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Table 4.11: Type of customers of rural enterprises by ownership form.
Percentage share of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

All rural: 1997 1991

Individuals 28.9 11.4 3.6 5.4 2.4 48.2 56.0 57.7

Non-state enterprises 56.6 3.6 4.8 6.6 8.4 19.9 33.3 33.6

State enterprises 91.6 1.8 1.2 1.8 3.0 0.6 5.1 5.8

Other state agency 95.2 0.6 0.0 1.2 0.6 2.4 3.7 2.0

Local authority 98.8 0.6 0.0 0.0 0.6 0.0 0.7 0.8

Tourists 100.0 00 0.0 0.0 0.0 0.0 0.0 -

Export 99.4 0.0 0.0 0.0 0.6 0.0 0.5 0.8

Other 98.8 0.6 0.0 0.0 0.0 0.6 0.7 0.7

Household enterprises:

Individuals 17.7 10.4 1.0 3.1 1.0 66.7 71.0 60.8

Non-state enterprises 69.8 1.0 1.0 3.1 10.4 14.6 25.5 31.0

State enterprises 97.9 0.0 1.0 0.0 0.0 1.0 1.4 4.5

Other state agency 99.0 0.0 0.0 0.0 0.0 1.0 1.0 2.2

Local authority 100.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 100.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0

Other 99.0 0.0 0.0 0.0 0.0 1.0 1.0 -

Private enterprises:

Individuals 39.6 14.6 6.3 8.3 6.3 25.0 39.0 56.4

Non-state enterprises 41.7 4.2 8.3 10.4 8.3 27.1 44.9 36.4

State enterprises 87.5 2.1 2.1 4.2 4.2 0.0 7.3 5.5

Other state agency 93.8 0.0 0.0 0.0 2.1 4.2 5.9 1.1

Local authority 93.8 4.2 0.0 0.0 2.1 0.0 2.5 0.5

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0 -

Export 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 97.9 2.1 0.0 0.0 0.0 0.0 0.4 -

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Tourists’ and
‘other’ categories were not specified in the 1991 survey.
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Examining the sales patterns across ownership forms, the picture is
not very different. Individual buyers are the largest buyers, more so for
household than private enterprises (Table 4.11). Among the latter, a
higher share of the average sales goes to non-state enterprises. Since
the 1991 survey, this pattern has not changed much, although the
increase in individual customer sales for household enterprises and
non-state enterprise sales among private enterprises has risen by 10 per
cent. The weak linkages with the state sector continue.

Increased sales to individuals have also narrowed the geographical
distribution of the market. Sales in the same commune and nearby
towns have increased and the share of sales destined for large cities has
declined for both Long An and Ha Tay (Table 4.12). The businesses
from Ha Tay are increasingly selling to more distant places. The share
going to large cities (on average 41 per cent) has grown marginally
since the 1991 survey, while the 18 per cent to nearby towns represents
a four-fold increase.

Table 4.12: Destination of sales of rural enterprises by location. Percentage
share of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

Ha Tay: 1997 1991

Same village 83.1 3.6 3.6 3.6 1.2 4.8 9.43 11.5

Same commune 79.5 4.8 2.4 2.4 2.4 8.4 13.3 15.5

Nearby town 66.3 10.8 4.8 6.0 2.4 9.6 17.9 4.5

Large city 49.4 7.2 1.2 2.4 12.0 27.7 41.0 38.6

Elsewhere 74.7 3.6 2.4 3.6 7.2 8.4 18.3 18.3

Long An:

Same village 85.2 2.5 1.2 6.2 1.2 3.7 8.6 14.1

Same commune 54.3 8.6 2.5 7.4 2.5 24.7 32.5 14.8

Nearby town 59.3 1.2 2.5 22.2 2.5 12.3 27.5 8.4

Large city 88.9 0.0 1.2 2.5 1.2 6.2 9.0 21.1

Elsewhere 67.9 3.7 1.2 9.9 7.4 9.9 22.4 17.5

Note:  Figures in italics refer to the corresponding 1991 survey data. ‘Sales within the
same district’ was an additional category in the 1991 survey only, hence the mean
values do not add up to 100.
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The distribution across ownership forms (Table 4.13) shows that
household enterprises sell more within the commune borders than do
private enterprises. The latter sell more in large cities, 33 per cent on
average. Their average sales to large cities have, in fact, doubled since
the 1991 survey, and that to nearby towns increased by more than 100
per cent. Household enterprises show a somewhat more dispersed
pattern.earlier. Less is sold within the confines of the province, while
more is being sold within the commune, or to towns nearby, the latter

Table 4.13: Destination of sales of rural enterprises by ownership form.
Percentage share of total sales of main product.

0 1–24 25–49 50–74 75–99 100 Mean

All rural: 1997 1991

Same village 84.1 3.0 2.4 4.9 1.2 4.3 9.0 12.3

Same commune 67.1 6.7 2.4 4.9 2.4 16.5 22.8 21.3

Nearby town 62.8 6.1 3.7 14.0 2.4 11.0 22.6 5.8

Large city 68.9 3.7 1.2 2.4 6.7 17.1 25.2 18.8

Elsewhere 71.3 3.7 1.8 6.7 7.3 9.1 20.3 12.8

Household enterprises:

Same village 83.3 2.1 2.1 4.2 1.0 7.3 11.4 13.4

Same commune 63.5 4.2 1.0 5.2 4.2 21.9 29.1 20.9

Nearby town 63.5 5.2 3.1 13.5 3.1 11.5 23.1 2.4

Large city 79.2 4.2 0.0 2.1 4.2 10.4 16.0 21.2

Elsewhere 68.8 4.2 3.1 9.4 5.2 9.4 20.4 8.8

Private enterprises:

Same village 83.0 4.3 4.3 6.4 2.1 0.0 6.9 8.1

Same commune 72.3 6.4 6.4 6.4 0.0 8.5 14.5 21.7

Nearby town 57.4 4.3 6.4 19.1 0.0 12.8 26.4 10.0

Large city 59.6 2.1 4.3 4.3 4.3 25.5 32.9 16.6

Elsewhere 76.6 2.1 0.0 4.3 8.5 8.5 19.4 14.9

Note:  Figures in italics refer to the corresponding 1991 survey data. Mean values of the
1991 survey data do not add up to 100, since there was an additional destination
‘sales within the same district’, in the 1991 survey only, not included in the above
table.
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share having increased from less than 3 to 23 per cent. At the same
time, large cities accounted for more than 20 per cent of average sales
in the survey.

As a consequence of having their customers somewhat closer, the
establishments in Long An are able to handle a larger number of
clients. More than 80 per cent of them had over ten customers,
compared to some 40 per cent in Ha Tay (Table 4.14). The average
number of customers has increased since the 1991 survey; more
enterprises are selling to more than ten, although Ha Tay enterprises
most commonly sell to 2–10 customers. When looking at the pattern
by forms of ownership, we see that household enterprises today tend
to sell more to under ten customers, unlike private enterprises.

Production on order seems to be more common in Ha Tay,
relatively speaking, where 75 per cent of the enterprises engage in
production on such terms at least occasionally, whereas in Long An
about 75 per cent never do (Table 4.14). In Long An, on the other hand,
the share of ‘never producing on order’ has grown by 10 percentage
points, while the share doing so occasionally, or always, has
decreased. Production on order is more frequent among household
enterprises, but can no longer be considered the conventional way of
operating. More than half of the household firms take part in such
arrangements from time to time, while close to 60 per cent of the

Table 4.14: Number of customers and mode of selling among rural enterprises.

Ha Tay Long An All rural Household Private

No. of customers:

1 4.8 1.2 3.0 4.2 0.0

2–10 54.2 13.3 33.7 44.8 10.4

Over 10 
1991

41.0
29.9

85.5
69.7

63.3
78.4

51.0
83.9

89.6
73.8

Produce on advance order:

Never 24.1 69.9 47.0 47.9 58.3

Sometimes 39.8 22.9 31.3 30.2 31.3

Almost always
1991

36.1
56.0

7.2
14.3

21.7
25.1

21.9
22.2

10.4
24.0

Note:  Figures in italics refer to the corresponding 1991 survey data.
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private enterprises never do, and the share of ‘always producing on
advance orders’ has diminished compared to the earlier survey, while
the share ‘sometimes doing so’ has grown.

Subcontracting was a phenomenon that hardly figured in rural areas
in the 1991 survey, but became more common by the 1997 survey. The
surveyed enterprises in Ha Tay were more involved in subcontracting
than those in Long An (Table 4.15). Classified according to ownership
forms, 19 and 13 per cent of household and private enterprises
respectively had such arrangements. Irrespective of location or form of
ownership, the majority had only one partner enterprise, but the share
having as many as three is actually higher in Long An than in Ha Tay;
these belonged to the ‘other’ forms. The partners were, both across
locations and ownership forms, non-state enterprises for the most part.

Table 4.15: Subcontracting arrangements among rural enterprises. Percentages.

Long An Ha Tay All Rural Household Private

Subcontracting: 7.2 33.7 20.5 18.8 12.5

No. of partners:

Only 1 66.6 78.6 76.5 77.7 83.3

2 16.7 17.8 17.6 16.7 16.7

3 16.7 3.6 5.9 5.6 0.0

Partner:

Non-state enterprises 66.7 96.4 91.2 88.9 100.0

State enterprise 0.0 10.7 8.8 0.0 0.0

Foreign company 0.0 0.0 0.0 0.0 0.0

Other enterprise 33.3 10.7 14.7 22.2 16.7

Assistance received:

Raw materials 16.7 32.1 29.4 33.3 0.0

Capital/credits 0.0 42.9 35.3 33.3 33.3

Lease machinery 0.0 0.0 0.0 0.0 0.0

Technology 0.0 3.6 2.9 0.0 0.0

Management 0.0 0.0 0.0 0.0 0.0

Training workers 0.0 0.0 0.0 0.0 0.0

Other 0.0 0.0 0.0 0.0 0.0
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Assistance by the subcontracting partner was more common in Ha Tay
than in Long An. The form of assistance generally given in Long An
centred on the supply of raw materials. In Ha Tay assistance with
credits was actually more common than supplying inputs and yet the
share assisted with raw materials in Ha Tay, some 30 per cent, was
twice as high as the corresponding share in Long An.

The share of enterprises experiencing ‘severe’ competition has
grown as well. In Ha Tay, 57 per cent of the enterprises in the survey
said that they faced severe competition, this percentage dropping to 47
in Long An (Table 4.16). In terms of ownership, private enterprises are
somewhat worse off than household firms. Irrespective of location or
ownership form, this indicates a tremendous increase in the degree of
competition perceived, compared to the earlier survey; non-state
enterprises still pose by far the worst threat to all forms of enterprises
in both rural areas. Even though the share of entrepreneurs experi-
encing severe competition from state enterprises is still rather limited
(6 or 7 per cent in both areas), the share has grown since the 1991 survey.
Household undertakings are about as untouched by this threat in the
1997 as in the 1991 survey, but among private enterprises some 10 per
cent experience severe competition from state companies in the 1997
survey. In the 1991 survey, this share was less than 1 per cent.

About 70 per cent in Ha Tay and 60 per cent in Long An regard the
number of enterprises competing in the same line of business as too

Table 4.16: Percentage share of rural enterprises experiencing ‘severe’ competition.

Ha Tay Long An Total Household Private Other

Total 62.7 44.6 53.6 47.9 58.3 68.2

Source of competition:

Non-state enterprises
1991

56.6
21.7

44.6
27.2

50.6
22.8

47.9
22.3

50.0
21.8

63.6
-

State enterprises
1991

6.0
1.7

7.2
0.0

6.6
1.6

2.1
2.3

10.4
0.7

18.2
-

Legal imports 2.4 3.6 3.0 1.0 6.3 4.5

Illegal imports 1.2 0.0 0.6 0.0 2.1 0.0

Others 0.0 1.2 0.6 1.0 0.0 0.0

Note:  Figures in italics refer to the corresponding 1991 survey data.
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high, and 70 per cent of households and 60 per cent of private enter-
prises hold the same view (Table 4.17). These figures have increased
significantly since 1991. The 1997 survey is even more illustrative:
one-third of those in Long An and more than half in Ha Tay claimed
they had no competitors whatsoever; households being as fortunate in
this respect as private enterprises. The industries experiencing severe
competition are wide-ranging, but more common among the carpentry
and light engineering goods manufacturers.

As a result, more than one-third of Ha Tay enterprises, and slightly
less in Long An, have accumulated goods that are proving difficult to
sell; here the share of private enterprises (35 per cent) is somewhat
higher than for household enterprises (27 per cent) (Table 4.17). This
means that the establishments in Ha Tay were doing much better
according to the 1997 survey when compared to the 1991 survey, in

Table 4.17: Perception of market situation and accumulation of unsold goods
among rural enterprises.

Ha Tay Long An Total Rural Household Private

Too many enterprises
1991

71.1
53.7

61.4
37.9

66.3
32.2

71.9
34.3

58.3
27.9

Neither too many nor too few 16.9 28.9 22.9 21.9 22.9

Too few 10.8 9.6 10.2 6.3 18.8

No competitors
1991

1.2
33.3

0.0
52.9

0.6
47.9

0.0
47.2

0.0
50.0

Unsaleable goods
1991

32.5
48.3

27.7
17.4

30.1
21.8

27.1
20.9

35.4
22.4

Main reason:

Market oversupplied
1991

50.0
22.2

66.7
31.6

57.8
25.2

60.9
20.6

56.3
31.3

Low quality 12.5 0.0 6.7 8.7 6.3

Poor sales channels
1991

29.2
29.6

9.5
19.0

20.0
31.7

21.7
41.1

6.3
21.9

Transport problems 0.0 0.0 0.0 0.0 0.0

Price too high 4.2 0.0 2.2 4.3 0.0

Other reason 4.2 23.8 13.3 4.3 31.3

Note: Figures in italics refer to the corresponding 1991 survey data.
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adjusting their output to suit buyers’ demands, when close to half of
them had stocks of unsold goods. The enterprises in Long An are
relatively worse off now, and units with unsaleable goods have
suffered a 10-per-cent increase. In both areas and regardless of
ownership form, oversupplied markets are stated as the main reason,
but the lack of proper sales channels is obviously just as much of an
obstacle in Ha Tay in the 1997 as in the 1991 survey, the difference
between the two rural areas being even in the later survey. In terms of
ownership, sales channels are, just as in the 1991 survey, more of a

Table 4.18: Type of suppliers to urban enterprises by location. Percentage share
of total procurement.

0 1–24 25–49 50–74 75–99 100 Mean

Hanoi:

Households 73.1 5.0 1.7 5.0 1.7 13.4 18.9

Non-state enterprises 26.1 4.2 15.1 10.9 10.1 33.6 54.7

State enterprises 59.7 10.1 6.7 13.4 1.7 8.4 22.5

Other state agencies 98.3 0.8 0.8 0.0 0.0 0.0 0.5

Collective farms 99.2 0.0 0.0 0.0 0.0 0.8 0.8

Other 97.5 0.0 0.0 0.0 0.0 2.5 2.5

Haiphong:

Households 69.3 7.9 4.0 6.9 1.0 10.9 18.1

Non-state enterprises 20.8 6.9 5.9 10.9 5.0 50.5 63.4

State enterprises 71.3 5.0 2.0 8.9 5.9 6.9 18.4

Other state agencies 99.0 1.0 0.0 0.0 0.0 0.0 0.1

Collective farms 99.0 1.0 0.0 0.0 0.0 0.0 0.1

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Ho Chi Minh City:

Households 78.6 6.8 0.0 6.8 1.7 6.0 12.8

Non-state enterprises 20.5 8.5 11.1 12.8 12.8 34.2 57.7

State enterprises 59.8 10.3 12.0 8.5 5.1 4.3 20.0

Other state agencies 99.1 0.0 0.0 0.9 0.0 0.0 0.6

Collective farms 96.6 2.6 0.0 0.9 0.0 0.0 1.0

Other 88.0 1.7 2.6 0.9 3.4 3.4 7.9
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hindrance to household than to private enterprises. The difference is
that in the 1991 survey the problem of sales channels was even more
of an issue to household entrepreneurs than market oversupply, and the
gap in importance between these two obstacles according to private
enterprises has widened in the intervening six years.

Backward Linkages among Urban Enterprises
Non-state enterprises stand out as the single most important suppliers
of raw materials and other inputs for the enterprises in all the three
cities. Their dominance is seen both in the share of non-state
enterprises in the purchases of the average urban enterprise (about 50
per cent) as well as in the percentage of enterprises depending solely
on them for inputs. On average, a Hanoi firm buys 55 per cent of its
main input from non-state enterprises, the corresponding figures
being 58 and 64 in Ho Chi Minh City and Haiphong respectively
(Table 4.18). Second in importance are state enterprises, which supply,
on average, one-fifth of raw materials, and which, for instance, pro-
vide all raw materials for 8 per cent of the enterprises in Hanoi. House-
holds are the third most important source, not far behind state enter-
prises. State agencies and collective farms feature only seldom as
suppliers, and in each of the cities as much as 96 per cent of the inter-
viewed businesses have no contact with them.

The importance of non-state enterprises as suppliers is seen across
ownership forms as well. Household and private firms buy on average
two-thirds of their raw materials and inputs from non-state enterprises,
while the share among other forms hovers around 50 per cent (Table
4.19). Households account for more than one-fifth of the average input
supply, except for private and shareholding and limited liability
companies. In general, it appears that the greater the complexity of
ownership, the less the reliance on household enterprises as input
suppliers. The same trend can be observed across manufacturing and
agro-processing enterprises.

Irrespective of the ownership form of supplier, the source and user
of the input are mostly situated in the same town. In Haiphong, as high
a share as 90 per cent get all of their inputs from suppliers located in
the same town, while in Hanoi and Ho Chi Minh City, the share is
some 75 per cent (Table 4.20). On average, sources in the same town
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Table 4.19: Type of suppliers to urban enterprises by ownership form. Percentage

share of total procurement 

0 1–24 25–49 50–74 75–99 100 Mean

All urban from:

Households 73.9 6.5 1.8 6.2 1.5 10.1 16.5

Non-state enterprises 22.6 6.5 11.0 11.6 9.5 38.9 58.4

State enterprises 63.4 8.6 6.8 10.4 4.2 6.5 20.4

Other state agencies 98.8 0.6 0.3 0.3 0.0 0.0 0.4

Collective farms 98.2 1.2 0.0 0.3 0.0 0.3 0.6

Other 95.0 0.6 0.9 0.3 1.2 2.1 3.7

Household enterprises from:

Households 65.3 7.1 3.1 5.1 0.0 19.4 24.3

Non-state enterprises 26.5 3.1 4.1 8.2 11.2 46.9 63.4

State enterprises 76.5 6.1 8.2 4.1 0.0 5.1 11.4

Other state agencies 99.0 0.0 1.0 0.0 0.0 0.0 0.4

Collective farms 99.0 0.0 0.0 1.0 0.0 0.0 0.5

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Private enterprises from:

Households 75.4 10.6 0.0 7.6 1.5 4.6 12.4

Non-state enterprises 13.8 9.0 13.8 13.8 13.8 35.4 61.0

State enterprises 55.4 12.1 9.1 15.2 7.5 1.5 21.8

Other state agencies 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 95.4 4.6 0.0 0.0 0.0 0.0 0.9

Other 93.8 0.0 1.5 1.5 3.0 0.0 3.8

Partnership enterprises from:

Households 62.5 7.5 0.0 10.0 0.0 20.0 27.0

Non-state enterprises 37.5 5.0 12.5 2.5 10.0 32.5 46.9

State enterprises 65.0 10.0 0.0 7.5 2.5 15.0 23.6

Other state agencies 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 97.5 0.0 0.0 0.0 0.0 2.5 2.5
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0 1–24 25–49 50–74 75–99 100 Mean

Co-operatives from:

Households 71.9 0.0 3.6 8.9 5.3 10.5 21.6

Non-state enterprises 26.3 7.1 14.2 12.3 5.3 35.1 52.8

State enterprises 61.4 8.9 1.8 14.3 5.3 8.8 23.1

Other state agencies 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 94.7 1.8 1.8 0.0 0.0 1.8 2.6

Shareholding and limited liability companies from:

Households 88.5 7.8 0.0 2.6 1.3 0.0 3.4

Non-state enterprises 16.7 10.3 15.4 16.7 9.0 32.1 56.0

State enterprises 48.7 10.4 11.7 15.4 6.4 7.7 28.6

Other state agencies 96.2 2.6 0.0 1.3 0.0 0.0 1.2

Collective farms 97.4 1.3 0.0 0.0 0.0 1.3 1.4

Other 88.5 1.3 1.3 0.0 2.6 6.4 9.4

Agro-processing enterprises from:

Households 51.2 7.3 4.9 7.3 0.0 29.3 36.9

Non-state enterprises 31.7 7.3 12.2 9.8 9.8 29.3 48.2

State enterprises 73.2 4.9 12.2 7.3 2.4 0.0 11.9

Other state agencies 97.6 2.4 0.0 0.0 0.0 0.0 0.1

Collective farms 87.8 9.8 0.0 2.4 0.0 0.0 2.9

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Manufacturing enterprises from:

Households 77.0 6.4 1.4 6.1 1.7 7.4 13.7

Non-state enterprises 21.3 6.4 10.8 11.8 9.5 40.2 59.8

State enterprises 62.0 9.2 6.1 10.8 4.4 7.5 21.6

Other state agencies 99.0 0.3 0.3 0.3 0.0 0.0 0.4

Collective farms 99.7 0.0 0.0 0.0 0.0 0.3 0.3

Other 94.3 0.7 1.0 0.3 1.4 2.4 4.2

Table 4.19: Type of suppliers to urban enterprises by ownership form. Percentage

share of total procurement (continued)
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provide about 85 per cent of the raw materials, while suppliers in rural
areas account for about half of what is left. The surveyed enterprises
thus have very strong backward linkages with their own cities. Nearby
sources supply household and partnership enterprises and co-operatives
to more than 90 per cent on average, indicating very strong backward
linkages (Table 4.21).

The most important criterion for selecting suppliers appears to be
input prices; it is affirmed by two-thirds of all urban enterprises and is
the main criterion both across locations and ownership forms (Table
4.22). This pattern has not changed much in the inter-survey period.
However, while more than 80 per cent of the undertakings in Hanoi
mention a competitive price as being most important, the proportion is
lower at 58 per cent in Ho Chi Minh City and 61 per cent in Haiphong.
Quality aspects are completely overshadowed by price as the main
criterion among those selecting suppliers in Hanoi, while 28 per cent

Table 4.20: Location of suppliers to urban enterprises by city. Percentage share
of total procurement

0 1–24 25–49 50–74 75–99 100 Mean

Hanoi:

Same town 7.6 1.6 3.4 8.9 3.4 74.8 84.4

Other rural 84.9 2.4 3.3 5.0 0.8 3.4 8.6

Other urban 90.8 3.3 4.0 0.0 0.0 1.7 3.8

Elsewhere 95.0 0.8 0.8 1.7 0.0 1.7 3.2

Haiphong:

Same town 3.0 1.0 2.0 2.0 2.0 90.1 93.7

Other rural 95.0 2.0 0.0 2.0 0.0 1.0 2.3

Other urban 94.1 1.0 0.0 3.0 1.0 1.0 3.5

Elsewhere 99.0 0.0 0.0 1.0 0.0 0.0 0.5

HCM City:

Same town 5.1 6.2 5.3 4.4 3.6 76.1 84.1

Other rural 89.7 0.0 1.8 5.3 2.6 0.9 6.9

Other urban 89.7 3.6 4.3 0.0 0.0 2.6 4.7

Elsewhere 94.9 0.0 0.0 0.9 3.6 0.9 4.2
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of the firms in Ho Chi Minh City and 23 per cent of those in Haiphong
actually put quality before prices. Next in importance is the secure
supply of inputs. There are also variations in the criteria for selecting
suppliers, across ownership forms. Price is more an issue among 80

Table 4.21: Location of suppliers to urban enterprises by ownership form.
Percentage share of total procurement.

0 1–24 25–49 50–74 75–99 100 Mean

Household enterprises:

Same town 3.1 0.0 0.0 6.0 0.0 90.8 94.2

Other rural 93.9 0.0 2.0 2.0 0.0 2.0 3.9

Other urban 96.9 0.0 2.0 0.0 0.0 1.0 1.8

Elsewhere 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Private enterprises:

Same town 6.3 6.3 4.7 4.8 3.2 75.0 83.2

Other rural 87.5 1.6 1.6 7.8 1.6 0.0 6.7

Other urban 87.5 3.2 3.2 1.6 1.6 3.1 7.0

Elsewhere 95.3 0.0 0.0 3.2 1.6 0.0 3.1

Partnership enterprises:

Same town 2.5 0.0 2.5 2.5 2.5 90.0 94.3

Other rural 92.5 2.5 0.0 2.5 0.0 2.5 4.9

Other urban 97.5 0.0 2.5 0.0 0.0 0.0 0.9

Elsewhere 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Co-operatives:

Same town 0.0 1.8 5.2 3.5 7.1 82.5 92.3

Other rural 91.2 0.0 1.8 5.3 1.8 0.0 4.8

Other urban 89.5 8.9 1.8 0.0 0.0 0.0 2.0

Elsewhere 98.2 0.0 0.0 1.8 0.0 0.0 0.9

Shareholding & limited liability companies:

Same town 12.8 6.5 6.5 7.8 3.9 62.8 73.9

Other rural 83.3 3.9 2.6 3.9 2.6 3.8 10.0

Other urban 85.9 2.6 5.2 2.6 0.0 3.8 7.5

Elsewhere 88.5 1.3 1.3 1.3 3.9 3.8 8.7
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per cent of partnerships and co-operatives, while quality is paramount
for one-third of the private and shareholding companies and one-fifth
of the household enterprises.

In the search for suppliers, informal methods like personal contacts
and own search processes dominate. Personal contacts are more prevalent
in Hanoi while it is own search processes in Haiphong; an almost equal
number of entrepreneurs use these two methods in Ho Chi Minh City
(Table 4.22). The picture is similar across ownership forms; as much as
60 per cent of the partnership enterprises use mainly personal contacts
in identifying suppliers. It appears that personal knowledge of the sup-
plier offers some kind of a guarantee as far as quality of the input is
concerned. Personal contacts may also prove useful in negotiating prices.

Although personal knowledge of suppliers offers better quality
guarantees, entrepreneurs are dissatisfied, to differing degrees, with the
current raw materials situation. Very few establishments in Hanoi claim
to have any difficulties at all in securing adequate quantities of raw
materials; reliance on imports is the most common among those that
actually do experience quantity problems. The inputs in short supply
cover several categories without any clear pattern. The numbers are
slightly higher in Ho Chi Minh City and Haiphong (about 15 per cent),
and it is the erratic nature of supply that is the biggest problem. In both
these cities it is mostly wood products, cane, bamboo and timber that
are difficult to procure. It appears to be private and share-holding
enterprises that suffer most from shortages, since they account for 31
and 36 per cent of those suffering from insufficient quantities of inputs.
Household, private and partnership enterprises seem to manage better
with their supplies, and although they constitute 30 and 12 per cent of
the survey sample, respectively, their share among the enterprises
encountering difficulties is 18 and 3 per cent. Comparing the 1997
with the 1991 survey, one must say that the developments are very en-
couraging. Hanoi, the city with previously the greatest raw material
shortages reported by its enterprises, hardly shows any such cases
today. In terms of ownership, it is household and partnership enter-
prises that have experienced the greatest relief. An examination of the
enterprises with difficulties in securing inputs shows that about two-
thirds get all of their inputs from within the same town, and more than
80 per cent get no inputs whatsoever from other areas, rural or urban.
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As far as quality problems are concerned, the situation has improved
since the 1991 survey (Table 4.23). Even then, Ho Chi Minh City entre-
preneurs were plagued to a greater extent by this problem than were
entrepreneurs in the other cities. In terms of ownership form, quality
problems were more common among shareholding and limited liab-
ility companies; they account for close to 40 per cent of those experi-
encing problems with the quality of their inputs. The purchasing pat-
tern among the enterprises with quality problems is not very different
from the whole group of enterprises. Non-state enterprises account for
the bulk of supplies while households and state enterprises account for
some 20 per cent each. However, while the average share of sources
within the city is 87 per cent for the entire urban sample, it is 75 per cent
among those having quality problems.

Among the cities covered, Ho Chi Minh City reveals the greatest
difficulties with energy supply (Table 4.23). Here, as many as 37 per cent
report an inadequate supply of energy, compared to less than 6 per cent
in the other cities. There is no observable correlation between those
using power-driven machinery and those experiencing an inadequate
energy supply. Although this is a problem, two-thirds say the effect is
negligible, and less than 3 per cent rate it as very serious.

Backward Linkages among Rural Enterprises
In very general terms, the nature of backward linkages does not differ
much between the two rural areas. Non-state enterprises are the most
important source of the main inputs in Ha Tay as well as in Long An,
and households have a stronger position in rural than in urban areas
accounting for, on average, 37 and 34 per cent in Long An and Ha
Tay respectively (Table 4.24). However, state enterprises play a some-
what more important part in the supply to Ha Tay. While about 13 per
cent of the establishments buy from state suppliers, none in Long An
does. On the other hand, collective farms do not feature at all as sup-
pliers in Ha Tay, while in Long An, those that purchase from collective
farms procure 75–99 per cent of their raw materials from them.
Although non-state enterprises dominate as suppliers, the share of
households has increased since 1990. They have doubled their share
in the average Ha Tay enterprise’s purchases in 1996. State enterprises
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have completely disappeared from the Long An arena, but kept about
the same position in Ha Tay as they held in the 1991 survey.

Across ownership forms, a similar pattern emerges. Non-state
enterprises constitute 58 per cent of  the rural firm’s average purchases
of inputs, while households provide about 30 per cent (Table 4.25). It
appears that households took over some share of state enterprises,
while non-state establishments have held their position since the
earlier survey. The linkages with state that did exist were mainly found
among private enterprises. Next, the share relying completely on one
particular source of raw material is higher among household firms,
where 37 per cent purchase all of their inputs from other households,
and 54 per cent rely completely on non-state undertakings. For the
representative agro-processing enterprise, household suppliers are

Table 4.24: Type of suppliers to rural enterprises by location. Percentage share
of total procurement.

0 1–24 25–49 50–74 75–99 100 Mean

Ha Tay: 1997 1991

Households 59.0 3.6 2.4 3.6 3.6 27.7 34.4 17.8

Non-state enterprises 30.1 8.4 3.6 4.8 3.6 49.4 57.6 72.9

State enterprises 86.7 2.4 1.2 4.8 4.8 0.0 7.5 6.8

Other state agencies 96.4 2.4 1.2 0.0 0.0 0.0 0.6 1.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.4

Other 97.6 2.4 0.0 0.0 0.0 0.0 0.0 2.5

Long An:

Households 55.4 3.6 3.6 3.6 0.0 33.7 37.2 29.8

Non-state enterprises 37.3 0.0 0.0 8.4 2.4 51.8 58.6 64.2

State enterprises 100.0 0.0 0.0 0.0 0.0 0.0 0.0 6.7

Other state agencies 97.6 1.2 0.0 0.0 0.0 1.2 1.3 0.0

Collective farms 98.8 0.0 0.0 0.0 1.2 0.0 1.1 0.1

Other 97.6 0.0 0.0 1.2 0.0 1.2 1.8 0.0

Note: Figures in italics refer to the corresponding 1991 survey data. The share from
‘households’ in the 1997 survey is comapred to ‘individuals’ in the 1991 survey, while
‘other state agencies’ above are compared with the ‘state trading companies’ share
respectively.
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Table 4.25: Type of suppliers to rural enterprises by ownership form. Percentage
share of total procurement 

0 1–24 25–49 50–74 75–99 100 Mean

All rural from: 1997 1991

Households 57.2 3.6 3.0 3.6 1.8 30.7 35.8 30.5

Non-state enterprises 33.7 4.2 1.8 6.6 3.0 50.6 58.1 58.5

State enterprises 93.4 1.2 0.6 2.4 2.4 0.0 3.7 8.0

Other state agencies 97.0 1.8 0.6 0.0 0.0 0.6 0.9 1.1

Collective farms 99.4 0.0 0.0 0.0 0.6 0.0 0.5 0.5

Other 97.6 1.2 0.0 0.6 0.0 0.6 0.9 2.0

Household enterprises from:

Households 57.3 3.1 0.0 2.1 1.0 36.5 38.9 28.5

Non-state enterprises 37.5 2.1 0.0 3.1 3.1 54.2 58.6 59.6

State enterprises 99.0 0.0 0.0 0.0 1.0 0.0 0.9 9.0

Other state agencies 99.0 0.0 0.0 0.0 0.0 1.0 1.0 2.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.9

Other 97.9 1.0 0.0 1.0 0.0 0.0 0.5 1.7

Private enterprises from:

Households 47.9 6.3 10.4 8.3 0.0 27.1 36.1 31.5

Non-state enterprises 33.3 4.2 4.2 14.6 4.2 39.6 53.8 54.6

State enterprises 87.5 2.1 0.0 6.3 4.2 0.0 7.4 9.8

Other state agencies 95.8 2.1 2.1 0.0 0.0 0.0 0.8 0.0

Collective farms 97.9 0.0 0.0 0.0 2.1 0.0 1.9 0.4

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 3.2

Agro-processing enterprises from:

Households 25.8 6.5 3.2 3.2 0.0 61.3 64.8 28.6

Non-state enterprises 61.3 0.0 0.0 6.5 6.5 25.8 35.3 61.3

State enterprises 100.0 0.0 0.0 0.0 0.0 0.0 0.0 6.8

Other state agencies 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0 2.3

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
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dominant, supplying two-thirds of its inputs, while non-state enter-
prises are in the same position when it comes to selling to manufac-
turing establishments. There is thus evidence of an increased import-
ance of households as suppliers to agro-processing units.

Geographically, on average, 36 per cent of the inputs to enterprises
in Long An come from large cities, compared to one-fifth in the 1991
survey; this indicates extended backward linkages (Table 4.26). In Ha
Tay, this share, which was about one-third in 1991, is today slightly
higher than 20 per cent; it is instead the nearby towns that supply about
30 per cent, which denotes closer availability of inputs. In both rural
areas, a very small percentage – less than one-tenth – of raw materials
are procured from sources within the same village, but still more than
in the earlier survey. It would thus appear as if the enterprises in Ha Tay
are concentrating on closer surroundings today compared to the 1991
survey, for their raw material and input needs. The establishments in
Long An, on the other hand, are turning to large cities rather than
nearby towns. However, it must be remembered that the sets of enter-
prises interviewed in 1991 and 1997 and used in this chapter are not
the same; hence the pattern3 of changes might not be very helpful in
determining the flexibility of firms.

0 1–24 25–49 50–74 75–99 100 Mean

Manufacturing enterprises from:

Households 64.4 3.0 3.0 3.7 2.2 23.7 29.1 32.1

Non-state enterprises 27.4 5.2 2.2 6.7 2.2 56.3 63.4 56.6

State enterprises 91.9 1.5 0.7 3.0 3.0 0.0 4.6 7.3

Other state agencies 96.3 2.2 0.7 0.0 0.0 0.7 1.2 0.6

Collective farms 99.3 0.0 0.0 0.0 0.7 0.0 0.7 0.4

Other 97.0 1.5 0.0 0.7 0.0 0.7 1.1 4.1

Note: Figures in italics refer to the corresponding 1991 survey data. The share
procured from ‘households’ in the 1997 survey is compared to ‘individual persons’
in the 1991 survey, while ‘other state agencies’ above are compared with the ‘state
trading companies’ respectively.

Table 4.25: Type of suppliers to rural enterprises by ownership form. Percentage
share of total procurement (continued)
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Looking across ownership forms, the average private enterprise is
getting the same percentage of its inputs from within the commune (20
per cent) but other sources (imports etc.) have reduced the share nearby
towns had, in the earlier survey (Table 4.27). Household firms are
instead moving in exactly the opposite direction from private
enterprises, and have increased their local raw material supply,
especially from sources within the village, over the past six years.
Large cities, however, continue to account for 30 per cent of the
purchases by the average household enterprise.

The criteria for identifying potential suppliers do, however, differ
very much between Long An and Ha Tay. Enterprises in Long An pay
more attention to the price – 72 per cent mentioning this as the main
criterion – compared to 49 per cent in Ha Tay, and also whether the
supplier might be able to give credit (Table 4.28). One-third of the
enterprises in Ha Tay state quality aspects as the main criterion for
selecting suppliers, as against only 5 per cent in Long An. That raw
materials can be supplied in adequate quantities continuously also

Table 4.26: Location of suppliers to rural enterprises by area. Percentage share
of total procurement.

0 1–24 25–49 50–74 75–99 100 Mean

Ha Tay: 1997 1991

Same village 84.3 4.8 1.2 2.4 1.2 6.0 9.1 2.7

Same commune 68.7 8.4 3.6 2.4 4.8 12.0 20.0 18.2

Nearby town 55.4 7.2 7.2 3.6 7.2 19.3 31.0 29.6

Large city 65.1 9.6 2.4 7.2 4.8 10.8 21.7 34.1

Other 69.5 8.4 3.6 6.0 7.2 4.9 17.3 17.3

Long An:

Same village 90.4 0.0 0.0 2.4 0.0 7.2 8.5 0.5

Same commune 69.9 4.8 0.0 6.0 1.2 18.1 22.6 11.3

Nearby town 75.9 4.8 1.2 2.4 0.0 15.7 18.3 62.0

Large city 61.4 0.0 0.0 3.6 4.8 30.1 36.2 20.0

Other 80.7 0.0 3.6 4.8 2.4 8.4 14.4 4.1

Note: Figures in italics refer to the corresponding 1991 survey data.
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receives more weight in Ha Tay. The methods used to identify
suppliers continue to be informal. Relatively, more Long An enter-
prises (53 per cent) have used their own search processes in order to
identify suppliers. While the same percentage used personal contacts,
marketing efforts of suppliers were more visible in Ha Tay.

Input price is the main criterion for identifying suppliers, even
across ownership forms, although a few variations exist. About 60 per
cent rate this as most important followed by the quality of inputs
(4.28). A secure supply is more an issue among household enterprises,
than the others. The methods used to identify suppliers show that

Table 4.27: Location of suppliers to rural enterprises by ownership form.
Percentage share of total procurement.

0 1–24 25–49 50–74 75–99 100 Mean

Household enterprises: 1997 1991

Same village 83.3 3.1 0.0 3.1 1.0 9.4 12.1 4.3

Same commune 67.7 6.0 3.1 3.0 2.0 17.7 23.0 17.8

Nearby town 61.5 7.1 3.0 3.1 5.1 19.8 28.0 31.2

Large city 67.7 2.0 0.0 3.1 3.0 23.9 28.7 31.2

Other 88.4 1.1 2.2 4.2 2.2 2.1 7.3 16.2

Private enterprises:

Same village 97.9 0.0 0.0 2.1 0.0 0.0 1.1 1.4

Same commune 70.8 6.3 0.0 8.4 2.1 12.5 19.1 19.5

Nearby town 62.5 6.3 6.3 4.2 2.1 18.8 26.5 48.0

Large city 68.8 6.3 0.0 6.3 2.1 16.7 23.3 26.1

Other 58.3 2.1 8.4 8.4 8.4 14.6 30.0 3.7

Other enterprise forms:

Same village 81.8 4.5 4.5 0.0 0.0 9.1 10.9 -

Same commune 72.7 9.0 0.0 0.0 9.1 9.1 18.8 -

Nearby town 90.9 0.0 4.5 0.0 0.0 4.5 5.9 -

Large city 31.8 13.6 9.0 13.6 18.1 13.6 42.5 -

Other 54.5 22.6 0.0 4.5 9.0 9.1 21.9 -

Note: Figures in italics refer to the corresponding 1991 survey data.
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household enterprises rely more on their own search processes while
private enterprises are more reliant on personal contacts.

Households seem to be suppliers when price is what matters most,
and their share is almost halved when quality issues are considered to
be more important. Non-state enterprises do take a step forward in the
latter case as well, but the biggest change is that involving state enter-
prises. These supply close to nothing to those caring mainly for price,
but grow to a 12 per cent share when focusing on quality. It might be
in order to look at the kind of raw materials that make price and quality
respectively. Wood is represented in both categories, but while such
inputs represent 47 per cent in the quality group, the share is 19 per
cent where price matters more. In the latter group, steel, iron, rice and
maize figure as well.

Table 4.28: Main criteria and methods of selecting suppliers among rural
enterprises.

Ha Tay Long An Household Private Other

Main criteria:

Competitive prices 48.2 72.3 59.4 60.4 63.6

Terms of credit 0.0 7.2 4.2 2.1 4.5

Quality standards 33.7 4.8 15.6 25.0 22.7

Secure supply 13.3 4.8 12.5 4.2 4.5

Know supplier personally 2.4 4.8 3.1 4.2 4.5

Located nearby 1.2 3.6 4.2 0.0 0.0

Government agent 0.0 0.0 0.0 0.0 0.0

No choice 1.2 2.4 1.0 4.2 0.0

Method:

Personal contacts 44.6 44.6 37.5 57.4 40.0

Marketing by supplier 12.0 1.2 5.2 4.3 20.0

Government agencies 0.0 0.0 0.0 0.0 0.0

Own search process 39.8 53.0 57.3 29.8 40.0

Other 3.6 1.2 0.0 8.5 0.0

Note: The number of ‘other’ observations is 8, constituting 13 per cent of the rural
enterprises sample.
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A higher share of enterprises in Ha Tay than in Long An
experienced problems in the supply of raw materials in the 1997
survey (Table 4.29). In the former province 24 per cent of the
enterprises experienced problems with the quality of inputs and 20 per
cent with the quantity of the inputs, compared to 10 per cent in Long
An being discontent with the quantity, and 17 per cent with the quality.
There are some difficulties in interpreting this question and deter-
mining an appropriate response, since if quality is important, and there
are difficulties securing raw materials that meet with the requirements,
then insufficiencies in quantity are bound to surface as well. While
problems with supply in Long An are invariably linked to seasonal fluc-
tuations, erratic supply is a worse problem in Ha Tay. The input affected
most gravely in short supply is timber, and, in the case of insufficient
quantities, also beverages. But these answers reveal something rather
interesting. In terms of quantity, the situation has improved in both
rural areas and for all ownership forms since the 1991 survey, but the
problems are still worse in Ha Tay than in Long An. The quality of the
inputs has instead become more of a problem than it was earlier, irre-
spective of location or form of ownership, and also in this aspect, the
establishments in Ha Tay are more discontent than those in Long An.

The enterprises which are unable to secure enough quantities of
inputs have a purchasing pattern that, geographically, differs some-
what from the average one. As mentioned before, while the entre-
preneurs in Long An acquire inputs from larger cities, those in Ha Tay
purchase from nearby towns. The establishments experiencing shortfalls
in quantity do, however, rely mostly on sources within the commune.
The rural enterprises that have difficulty in finding sufficient raw
material rely on sources within the same village or commune for, on
average, 40 per cent of raw materials, and one-fifth of them get all of
their supplies from within the commune. It should, however, be noted
that their share bought from ‘other’ areas, mainly imports, is higher
than for rural enterprises in general, which explains the problem.

Ha Tay has a slightly greater incidence of enterprises with quality
problems, 24 as against 17 per cent in Ha Tay (Table 4.29). Also, a higher
percentage of private enterprises mentioned this problem compared to
household enterprises. The group with such problems appears to be
reaching farther in their search for inputs that meet their requirements.
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On average, one-fifth of the inputs are bought within the village or
commune, 28 per cent from nearby towns and 30 per cent from large
cities, which is a pattern quite distinct from both Ha Tay and Long An
in general. This group is also quite different from the rest with regard
to the kind of establishment from which they get their inputs. As much
as 75 per cent is bought from non-state enterprises, to be compared with
a share less than 60 per cent for the rural areas in general. The ones
with quality problems buy about half as much from households (19 per
cent) as the average for the rural survey, but their criteria and methods
when selecting suppliers do not differ much from the average. A
somewhat lower share (50 per cent compared to 60 per cent for the
whole rural survey) mention competitive prices as the main criteria, and
17 per cent, compared to 9 per cent in general, think that a secure supply
is the most important when choosing supplier.

Almost all enterprises in Long An and Ha Tay have access to elec-
tricity. In Long An, some 71 per cent are connected to the public grid,

Table 4.29: Percentage of rural enterprises experiencing difficulties with supply
of inputs.

Ha Tay Long An Household Private Other

Quantity problems
1991

20.5
44.6

10.0
26.6

14.6
40.7

15.2
35.0

19.0
-

Import dependency 0.0 37.5 7.1 14.3 25.0

Inadequate or erratic supply 64.7 37.5 57.1 42.9 75.0

No local suppliers 17.6 37.5 14.3 28.6 50.0

Seasonal supply 23.5 100.0 35.7 100.0 0.0

Poor transportation 5.9 12.5 0.0 14.3 25.0

Bureaucratic difficulties 29.4 12.5 28.6 0.0 50.0

Quality problems
1991

24.1
14.5

16.9
7.3

17.7
9.5

25.0
9.0

22.7
-

Insufficient power 
1991

3.9
22.9

26.8
29.0

15.6
20.1

15.2
35.0

18.2
-

Note: Figures in italics refer to the corresponding 1991 survey data. The number of
observations (firms with difficulties) regarding quantity upon which the above table is
based is: 17 for Ha Tay, 8 for Long An, 14 household enterprises, 7 private enterprises and
4 ‘other’ enterprises; hence the percentages should be interpreted with some caution.
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while the share is 81 per cent in Ha Tay. However, more establishments
in Long An (27 per cent) than in Ha Tay (4 per cent) have problems secur-
ing adequate supplies of power (Table 4.29). This difference in supply
of electricity might partly be explained by the fact that Long An enter-
prises use power-driven machinery to a greater degree than in Ha Tay.
However, the problem does not seem to be too serious as at least half
of those with insufficient electricity rate the problem as negligible.

Notes
1.  The comparison is not exact, as subcontracting was somewhat more
loosely defined in the 1991 survey.

2.  The comparison made on ownership basis should be interpreted with some
caution. The 1991 survey included more areas than just Ha Tay and Long An,
areas from which observations are included in the earlier survey among the
respective forms of ownership. These observations are also included in all the
general ‘rural’ tables and where ‘all rural’ values are calculated for the 1991
survey data.

3.  The generalisations about improvements and deterioration, as mentioned
earlier, should be treated with caution since we are not dealing with the same
set of enterprises in the 1991 and 1997 surveys.
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5

Payment of Taxes and 
Fees
Carmina Cortés

Data comparisons between the enterprises surveyed in 1991 and the
‘new’ enterprises surveyed in 1997 reveal that tax collection among
non-state enterprises is rather small regardless of location, form of
ownership or period of time. The average tax payment in the 1997
survey, as a percentage of income, was 3.9 per cent (Table 5.1). There
has been no significant change in this figure since the 1991 survey
when the mean for tax payment was 4.2 per cent of income; however,
the number of enterprises completely exempted from tax payment
decreased slightly by the 1997 survey. Earlier, 9.8 per cent of the
enterprises did not pay any taxes and 34.2 per cent of them paid less
than 2 per cent of their income. In the 1997 survey, only 7 per cent
were exempted and the percentage paying less than 2 per cent of their
income had increased to 37.2 per cent.1

Tax payment varied according to different regions and types of
enterprises. Variations could be noticed particularly in three respects:

• tax collection was higher in the urban areas than in the rural; 

• taxation seems to favour small enterprises, particularly household
enterprises, regardless of location; 

• in the south, tax collection policies were more strictly enforced than
in the north, where more relaxed practices could be observed.
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While there were significant differences between the north and
south in both surveys, in the 1997 survey there seemed to be greater
contrasts between urban and rural enterprises than in the past. Changes
in tax collection practices had favoured rural enterprises greatly by the
second survey, resulting in lower taxes and a higher share of
enterprises paying no taxes at all or only very little. In the 1997 survey,
the urban areas had a mean tax collection of 4.6 per cent of income
while the rural areas averaged only 2.4 per cent. Enterprises in Long
An appear to have benefited during this period, in which the average
tax payment dropped to 3.4 per cent of income, from over 6 per cent
in the 1991 survey. In Ha Tay this indicator was very low and it
remained at low levels with almost all enterprises being exempted
from payment in the 1997 survey. By contrast, enterprises in Ho Chi
Minh City paid an average of 4.1 per cent in the earlier and 6.3 per cent
in the later survey (Table 5.1). Such contrasts arose mainly because of
the different forms of ownership that exist in the rural and urban
locations. In the rural areas the majority of the enterprises are house-

Table 5.1: Taxes paid as percentage of total income in the 1997 survey.

Mean Median % of enterprises paying:

no tax less than 2%

All enterprises 3.9 3.3 7.0 30.1

Urban areas: 4.6 4.7 2.8 23.9

Hanoi 3.6 3.3 3.4 32.8

Haiphong 4.1 2.8 5.0 35.6

HCM City 6.3 5.5 0.0 3.4

Rural areas: 2.4 1.5 15.3 46.7

Ha Tay 1.1 0.3 30.5 54.9

Long An 3.4 2.7  0.1 38.6

Type of enterprise:

Household 2.8 1.7 13.5 40.4

Private 4.9 3.9 1.8 27.7

Partnership 3.8 3.5 7.4 24.1

Co-operative 4.2 3.9 1.6 29.0

Shareholding & LLC 4.9 4.8 2.5 13.1

Note: Data for ‘All enterprises’ and for the different ownership forms are the
combined aggregates of both urban and rural enterprises.
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hold or small private enterprises with very low levels of income, while
in the cities the array of enterprises is more varied and includes larger
companies. The location of the enterprise also plays a part in taxation
because enterprises located in more remote and inaccessible areas
have a more favourable taxation.2 The results of the 1997 survey
suggest an attempt by fiscal authorities to give rural enterprises a more
competitive position and the opportunity to develop at levels similar to
their urban counterparts. However, there remain many inconsistencies.

Tax collection favours small enterprises and particularly household
enterprises regardless of location or period of time. This can be
observed in Table 5.1, which shows how household enterprises had the
lightest tax burden among all forms of ownership. The average payment
for this type of enterprise in the 1991 survey was 3.3 per cent of the
income and only 2.8 per cent in the 1997 survey. By the latter survey,
over 13 per cent of these enterprises were completely exempt from tax
payment and more than half of them paid amounts below 2 per cent of
their total income. Private enterprises are the second smallest form of
ownership; however this group does not enjoy the same benefits as
households. The mean tax payment in this group was 4.9 per cent of
income and only 1.7 per cent of these enterprises were completely
exempt. Household enterprises would appear to receive preferential
treatment in the tax system. The other forms of ownership are consid-
ered more capitalistic; therefore controls and taxation are stricter for
these enterprises, resulting in higher rates of payment, regardless of
income or value added taxes.

Differences between the north and south were significant in both
surveys, with a more uniform and comprehensive tax collection in the
south than in the north. However, the contrast was more widespread in
the 1997 survey. The average tax payments in the 1991 survey were 4
per cent and 4.4 per cent of the income, in the north and south respect-
ively (Table 5.2). In the 1997 survey, Ho Chi Minh City had the heaviest
tax burden. All the enterprises surveyed in this location paid some tax,
over 96 per cent paid taxes above 2 per cent of their total income and
the mean was 6.3 per cent. In the northern cities average tax payments
were much lower, 4 per cent in Haiphong and 3.6 per cent in Hanoi;
the percentage of enterprises paying more than 2 per cent of income
were 67.2 per cent for the latter and 64.4 per cent in the former.
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In the rural areas the differences were also striking in this respect,
and although the gap between north and south decreased considerably
in the inter-survey period, it was still quite notable. At the time of the
1997 survey, in the province of Long An a great majority of the
enterprises paid some tax and over 60 per cent of all enterprises paid
taxes above 2 per cent of their income. The average payment was 3.4
per cent, which was similar to that of the northern cities. Ha Tay
seemed to be the most favoured region in this respect because 30.5 per
cent of the enterprises in this area were exempt from tax payment and
almost 55 per cent paid less than 2 per cent with a mean of only 1.3 per
cent and median of 0.3 per cent of income. It is worth noticing that
while Ho Chi Minh City had a heavier tax burden in the 1997 survey,
rising from 4.1 per cent to 6.3 per cent, Long An reduced the rate of
tax payment by almost 50 per cent in the same period. These changes
gave enterprises in Long An a more competitive edge by the time of
the second survey, when the tax burden was excessive in comparison
with their counterparts in the north; instead, enterprises in Ho Chi
Minh City were placed at a disadvantage.

From the results of the 1997 survey, it can be concluded that tax
collection is more uniform and better structured in the south than in the
north regardless of the type of enterprise or its urban or rural location.

Classification of Taxes
In the 1997 survey, over 60 per cent of all taxes collected were sales
taxes, with only a few variations across the different forms of

Table 5.2: Taxes as percentage of total income in 1991 and 1997 surveys.

1991 survey 1997 survey

All enterprises: 3.9 4.1

Urban 4.7 4.2

Rural 2.4 4.0

North: 4.0 2.9

Urban 4.4 3.8

Rural 3.7 1.1

South: 4.4 4.9

Urban 4.1 6.3

Rural 4.5 3.4
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ownership and location. Profit taxes amounted to 20 per cent of all
taxes, licence fees were almost 10 per cent and property taxes
accounted for 6.5 per cent. The rest fell in the category of other taxes
since registration fees were almost non-existent.

Variations across ownership form were relatively small. The pat-
tern described above was true for all except in the case of household
enterprises, where licence fees and property constituted a greater per-
centage of total taxes than profit tax (Table 5.3). This variation is
another consequence of the special regulations that apply in the case
of household enterprises.

The same basic pattern was valid regardless of city or province.
However, variations were more pronounced when looking at particular
locations. In Long An sales tax amounted to 74 per cent of all taxes
while in Ha Tay, the same tax accounted for only 46 per cent and prop-
erty tax for 23.5 per cent. Ho Chi Minh City also showed significant

Table 5.3: Type of tax as percentage of total taxes in the 1997 survey, by form of
ownership.

Ownership 
form

Sales 
tax

Profit 
tax

Licence 
fees

Registration 
fees

Property 
tax

Other 
taxes

Household

Mean 56.7 8.6 16.0 0.6 13.2 4.6

Median 70.5 0.0 11.9 0.0 0.0 0.0

Private

Mean 68.8 20.3 6.5 0.1 2.2 2.1

Median 73.6 16.0 3.7 0.0 0.0 0.0

Partnership

Mean 57.6 27.7 7.6 0.0 2.6 2.5

Median 57.6 33.0 4.7 0.0 0.0 0.0

Co-operatives

  Mean 65.7 20.9 6.8 0.2 5.9 0.4

  Median 57.5 32.1 1.4 0.0 0.0 0.0

Shareholding and LLC

  Mean 54.4 31.7 5.7 0.0 1.8 6.4

  Median 57.5 32.1 1.4 0.0 0.0 0.0

All enterprises

  Mean 60.6 19.1 9.8 0.2 6.5 3.5

  Median 64.9 12.2 4.3 0.0 0.0 0.0
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variations because profit tax accounted for over 35 per cent of the taxes
there, while in the rest of the locations it averaged only 13 per cent of
total taxes (Table 5.4).

In the 1991 survey the same pattern was observed, but the sales tax
was even more important than in the 1997 survey constituting on aver-
age almost 68 per cent of total taxes paid.3 Profit taxes accounted for
15 per cent, licence fees for 11 per cent and other taxes and registration
fees for 6 per cent.4 Property tax was not considered in the 1991 survey.

Tax Collection Authorities
Taxes are primarily collected by district authorities, who ,according
to the 1997 survey data, collected an average of 75 per cent of all taxes.
Town authorities, in the same survey, accounted for approximately 15
per cent of the total, particularly from payments of household enter-
prises, while the rest was collected by national or other authorities.

Table 5.4: Type of tax as percentage of total taxes in the 1997 survey, by location.

Location Sales
tax

Profit
tax

Licence
fees

Registration 
fees

Property
tax

Other
taxes

Hanoi

Mean 62.9 21.3 10.0 0.1 2.8 2.9

Median 59.6 21.4 5.1 0.0 0.0 0.0

Haiphong

Mean 58.4 11.0 12.0 0.9 12.2 5.5

Median 66.7 1.0 6.4 0.0 2.6 0.0

HCM City

Mean 57.2 35.5 2.3 0.1 0.4 4.6

Median 57.7 35.2 1.2 0.0 0.0 0.0

Ha Tay

Mean 46.3 12.8 12.7 0.0 23.5 2.9

Median 56.3 0.0 5.2 0.0 0.4 0.0

Long An

Mean 74.2 6.7 15.8 0.0 0.0 0.0

Median 74.2 0.0 15.3 0.0 0.0 0.0

All enterprises

Mean 60.6 19.1 9.8 0.2 6.5 3.5

Median 64.9 12.2 4.3 0.0 0.0 0.0
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The district authorities collected over 90 per cent of total taxes from
all forms of ownership, except in the case of household enterprises
where the figure dropped to 51 per cent in the 1997 survey (Table 5.5).
This is again due to the particular characteristics of households and the
regulations that apply to this form of ownership, which remits a greater
percentage of payment to town authorities, mainly as licence fees.

The percentages of tax collection by the different kinds of
authorities varied widely between north and south. In Ho Chi Minh
City and Long An, district authorities collected over 90 per cent of all
taxes while in the cities of the north they collected only 70 per cent and
in Ha Tay this rate was as low as 46 per cent in the 1997 survey. In the
north the rest of the taxes were collected mainly by town authorities,
with an average collection of 22 per cent of all taxes. National author-
ities had a very small percentage of collection in both areas (Table 5.6).

Table 5.5: Tax authorities collecting payment by form of ownership. Percent of
total taxes paid.

Ownership 
form

Town 
authority

District 
authority

National 
authority

Other 
authority

Household

Mean 31.3 51.1 0.8 0.3

Median 0.0 72.0 0.0 0.0

Private

Mean 4.1 93.1 1.0 0.0

Median 0.0 100.0 0.0 0.0

Partnership

Mean 18.6 76.0 1.9 1.7

Median 0.0 100.0 0.0 0.0

Co-operative

Mean 1.9 96.3 0.0 0.1

Median 0.0 100.0 0.0 0.0

Shareholding &LLC

Mean .08 92.9 7.0 0.0

Median 0.0 100.0 0.0 0.0

All enterprises

Mean 15.2 75.5 1.8 0.3

Median 0.00 100.0 0.00 0.0
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There are two main reasons for the high proportion of taxes
collected by district authorities. First, district authorities collect sales
tax which, as mentioned earlier, is the main tax paid in Vietnam; se-
cond, all forms of ownership, except household enterprises, must submit
tax payments, licence and registration fees to district authorities.

While the district authorities had the greatest share of tax
collection, even in the earlier survey, the national authority had a more
significant participation in the past, accounting for an average of
almost 25 per cent of all taxes; by contrast, town authorities did not
participate very actively and averaged less than 2 per cent.

The former pattern was the general rule for all locations in the 1991
survey except in the case of Long An, where almost 80 per cent of
taxes were paid to the national authority and only 20 per cent to the
district authority. This general tendency persisted for all forms of

Table 5.6: Tax authorities collecting payment by location. Percentage of total
taxes paid in the 1997 survey.

Location Town 
authority

District 
authority

National 
authority

Other 
authority

Hanoi

Mean 26.9 67.4 2.4 0.0

Median 0.0 100.0 0.0 0.0

Haiphong

Mean 22.4 72.7 2.0 0.0

Median 0.0 100.0 0.0 0.0

HCM City

Mean 1.5 94.3 2.4 0.1

Median 0.0 100.0 0.0 0.0

Ha Tay

Mean 18.1 46.4 0.8 1.9

Median 0.0 30.5 0.0 0.0

Long An

Mean 6.0 92.8 1.2 0.0

Median 0.0 100.0 0.0 0.0

All enterprises

Mean 15.2 75.5 1.8 0.3

Median 0.0 100.0 0.0 0.0
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ownership, but it is interesting to note that national authorities col-
lected almost 40 per cent of all taxes paid by household and private
enterprises while the other forms of ownership paid over 90 per cent to
district authorities.

It can be inferred from these figures that the increasing partici-
pation of town authorities in total collection during the 1997 survey
was due to a delegation of these functions by national authorities,
particularly in the case of household enterprises whose payments are
made directly to the commune.

Taxes and Informal Costs of Operation
Informal costs of operation are payments made to government officials,
which according to owners and managers are necessary in order to
operate the company. These payments cannot be counted as formal
taxes and there is no official record. Therefore, the information given
by enterprises may not be entirely accurate. In the 1997 survey, the
average informal payments amounted to 2.4 per cent of income, which
is quite high when compared to tax payments, which averaged 3.9 per
cent. However, the median was only 0.2 per cent which means that
general payments were much lower. Over 30 per cent of all enterprises
did not pay informal fees and of those who did, the great majority
declared payments below 3.9 per cent of their total income. Only a few
cases, 12.2 per cent of all the enterprises in the survey, paid higher
informal fees than taxes.

One might expect informal fees to serve as a substitute for tax
payments in some instances. However, there is no negative correlation
between these two expenditures and there is no consistent pattern of
payments with regard to location or form of ownership. For instance,
partnership enterprises had relatively low rates of tax payment as a
percentage of total income or value added. By contrast, this form of
ownership had the highest rates of informal costs of operation. But in
the case of private enterprises, rates of tax payment as well as informal
fees were high, reaching 3.1 and 4.9 per cent respectively (Table 5.7).

The same picture can be drawn when looking at locations. Ha Tay
had the lowest rates for tax payment and very high informal fees, 50
per cent above tax payment levels. By contrast, Ho Chi Minh City had
the heaviest tax burden but also the highest informal costs of operation
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(Table 5.8). The lack of patterns and correlation between tax payment
and informal fees indicates that these practices are completely
arbitrary and do not generally serve as a substitute for tax payment.

The majority of the enterprises that paid higher informal fees than
taxes were located in urban areas, particularly in Ho Chi Minh City.
Haiphong accounted for 20 per cent and Hanoi for 16 per cent of these
enterprises and the rural locations for only 6 per cent each. According
to form of ownership, private and limited companies had the highest
percentages of approximately 31 per cent each (Figure 5.1 and 5.2). It
should be noticed that the sample of enterprises considered in this
analysis was rather limited,  the results may not be representative.In
the 1991 survey, informal fees appear to have been less frequent and
smaller. Only 20 per cent of the enterprises paid informal fees, 4 per
cent paid higher informal fees than taxes and almost 80 per cent of all

Table 5.7: Taxes and informal cost of operation by form of ownership in the 1997
survey.

Ownership 
form

Taxes as % of 
income

Taxes as % of 
value added

Informal costs as 
% of income

Informal costs as 
% of value added

Household

Mean 2.8 7.3 0.6 1.3

Median 1.7 4.2 0.1 0.2

Private

Mean 4.9 13.7 3.2 7.5

Median 3.9 11.0 0.3 0.3

Partnership

Mean 3.8 11.1 4.7 8.9

Median 3.5 8.8 0.1 0.4

Co-operative

Mean 4.2 12.8 3.1 8.5

Median 3.9 11.5 0.2 0.7

Shareholding &LLC

Mean 4.9 13.8 3.7 15.6

Median 4.8 12.9 0.8 2.3

All enterprises

Mean 3.9 10.9 2.4 6.7

Median 3.2 8.8 0.2 0.5
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Figure 5.1: Enterprises paying informal fees (by location), 1996.
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Figure 5.2: Enterprises paying informal fees (by form of ownership), 1996.
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payments were made in the urban areas. Although the figures shown in
the analysis for the 1997 survey are still rather low, special attention
should be paid in this respect, because these practices have become a
lot more common as the economy has grown and eventually informal
fees could be a major constraint to development.

Notes
1.  The comparison of  tax payments between the 1991 and 1997 surveys was
based on the published results of the 1991 survey in Per Ronnås (1992),
Employment Generation through Private Entrepreneurship in Vietnam (New
Delhi: ILO-ARTEP/SIDA, p. 111, Table 4.30).

2.  National Assembly of the Socialist Republic of Vietnam (1997), Luat
Thue Gia Tri Tang – Luat Thue Thu Nhap Doanh Nghiep [Law on Value
Added Tax – Law on Business Income Tax] (Hanoi: The National Political
Publishing House).

Table 5.8: Taxes and informal costs of operation in the 1997 survey, by location.

Location Taxes as % of 
income

Taxes as % of 
value added

Informal costs as 
% of income

Informal costs as 
% of value added

Hanoi

Mean 3.6 10.6 1.3 4.0

Median 3.3 9.8 0.2 0.6

Haiphong

Mean 4.0 10.5 2.5 5.9

Median 2.8 8.1 0.1 0.5

HCM City

Mean 6.3 18.2 4.1 13.9

Median 5.5 16.1 0.8 2.0

Ha Tay

Mean 1.3 3.0 3.0 6.6

Median 0.3 0.5 0.0 0.0

Long An

Mean 3.4 9.1 1.1 2.4

Median 2.7 8.8 0.2 0.5

All enterprises

Mean 3.9 10.9 2.4 6.7

Median 3.2 8.8 0.2 0.5
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3.  The results of the 1991 survey used in the comparison of classification of
taxes between the 1991 and 1997 surveys, as well as for the rest of the
analysis, were based on the data collected from the enterprises surveyed in
1991 that operated in the locations of the 1997 survey.

4.  Property tax was not considered in the 1991 survey.
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6

Employment, Labour 
and Wages
Per Ronnås

The average labour force in the urban enterprises during the month
prior to the 1997 survey ranged from 14.2 persons in Haiphong to
27.0 in Ho Chi Minh City, with Hanoi in an intermediate position
with 20.0 workers1 on average (Table 6.1). In Hanoi and Haiphong
half of the enterprises had ten workers or more, but there were relativ-
ely fewer enterprises with a large labour force in Haiphong than in
Hanoi. In Hanoi a quarter of the enterprises had at least 25 workers
and 10 per cent had more than 50 workers. In Haiphong there were only
a few enterprises with more than 50 workers in the sample. The enter-
prises in Ho Chi Minh City were on the whole larger than in the two
northern cities; half of them had at least 16 workers and 25 per cent had
33 workers or more. 

As might be expected, there were large differences in the size of the
labour force between the ownership forms. The urban household enter-
prises had an average labour force of 5.8 persons, as against 24.9 in the
private enterprises, 28.4 in the co-operative enterprises and 34.8 in the
shareholding and limited liability companies, but only 12.8 in the
partnership enterprises (Table 6.2). However, except for the household
enterprises (which by definition are small), there were also large
differences in the labour force within the individual ownership forms.
Thus, among the private enterprises 25 per cent had less than ten
workers, while at the upper end 25 per cent had a workforce of 32 or
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more and 10 per cent had more than 67 workers. Co-operatives and
shareholding and limited liability companies also displayed a wide
spread in the size of the labour force. However, there were few large
partnership enterprises; less than 10 per cent of the enterprises in this
category had 25 workers or more.

By and large, the enterprises in the two rural areas covered by the
survey had a smaller labour force than those in the urban areas. The
average size of the labour force in enterprises in Ha Tay was 16 and in
Long An only 8. This large discrepancy in the average labour force be-
tween the two provinces was entirely accounted for by the incidence
of a small number of quite large enterprises in Ha Tay. In both provinces
half of the enterprises had no more than five workers. However, in con-
trast to the situation in Long An, a considerable number of quite large
enterprises were included in the sample in Ha Tay. In this province, 10
per cent of the enterprises had more than 55 workers and 25 per cent had
more than 17 workers. Just as in the urban areas, there was a large differ-
ence in the average size of the labour force in the household enterprises
on the one hand (3.8 persons) and in the private enterprises (19.2 persons)
and other forms of enterprises (32.4 persons) on the other (Table 6.3).

Except for the household enterprises, which by virtue of their small
size depend largely on the labour of unpaid household members, wage

Table 6.1: Size and structure of labour force by location of enterprise. Average
number of workers.

Hanoi Haiphong HCM City Ha Tay Long An

Total labour force 20.3 14.2 27.0 16.0 8.0

female 6.8 4.9 11.7 8.6 1.4

Unpaid 1.6 1.4 1.2 2.8 2.0

female 0.6 0.5 0.5 1.1 0.6

Regular 18.1 13.2 24.0 14.1 7.4

female 5.9 4.8 9.6 6.3 1.3

Casual 1.9 0.7 3.1 1.9 1.1

female 0.8 0.1 2.0 0.6 0.4

Skilled 16.8 10.8 18.3 13.7 5.2

female 5.3 3.8 7.2 5.9 0.7
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workers who are engaged in the enterprise on a regular and usually
full-time basis make up the core of the workforce in both urban and
rural areas. Casual workers – defined as those hired on a daily or short-
term basis – play a totally insignificant role, except in some urban co-
operatives and shareholding and limited liability companies and in the
co-operatives in the rural areas (Tables 6.2 and 6.3).

The main distinction between household enterprises on the one
hand and private and other forms of non-state enterprises on the other
is ostensibly that while the former rely primarily on the labour of the
owner household, the latter are based on wage labour. By and large, the
survey bears out this distinction. Virtually all private enterprises and all
partnership, co-operative and shareholding and limited liability enter-
prises have at least some wage labour. However, the distinction is not
absolute. Almost 80 per cent of the household enterprises in the urban
areas and nearly half of those in the rural areas supplemented the
labour of household members with wage workers. Still, the number of
wage workers was quite small. It averaged 3.7 in the urban enterprises
and only 1.1 in the rural enterprises. Thus, unpaid household members
on average made up one-third of the labour force of the household
enterprises in the urban areas and over 60 per cent in the rural enterprises.

Table 6.2: Size and structure of labour force in urban enterprises by ownership
form. Average number of workers.

Household Private Partnership Co-operatives Shareholding* 

Total labour force 5.8 24.9 12.8 28.4 34.8

female 1.9 9.4 4.1 11.6 13.5

Unpaid 2.0 1.7 0.9 0.8 1.1

female 0.8 0.6 0.4 0.2 0.3

Regular 5.5 23.6 11.9 25.1 29.9

female 1.9 9.0 3.9 10.5 10.3

Casual 0.2 1.2 1.1 2.4 5.1

female 0.0 0.4 0.3 0.8 3.2

Skilled 4.7 17.6 10.1 22.8 23.8

female 1.4 6.2 3.1 9.6 8.3

Note: *Shareholding and LLC.
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On the other hand, most private enterprises also had one or two, but
seldom more than three, unpaid household members in their workforce.
Thus, this category of labour was quite important in the many small pri-
vate enterprises, but their importance declined rapidly with the size of
the enterprise. In the co-operative, partnership and shareholding and
limited liability enterprises they played an altogether insignificant role.

The share of females in the labour force in the urban enterprises
varied, on average, between one-third in Hanoi and Haiphong and 43
per cent in Ho Chi Minh City. They accounted for a slightly larger share
of the labour force in the co-operative, limited liability and private
enterprises than in the household and partnership enterprises (Table
6.2). Among rural enterprises, there was a marked difference between
those in Ha Tay, where more than half the labour force was female, and
those in Long An, where women made up a mere 17.5 per cent of the
labour force on average. This difference may largely be explained by
differences in the branch structure of the enterprises. In Long An, agro-
processing and light engineering predominate, while in Ha Tay more
than three-quarters of the enterprises were engaged in carpentry and
furniture making, arts and handicraft or textile manufacturing. In par-
ticular the latter branches have traditionally belonged to the realm of
female labour.

Table 6.3: Size and structure of labour force in rural enterprises by ownership
form. Average number of workers.

Household Private Other forms

Total labour force 3.8 19.2 32.4

female 1.0 7.5 10.9

Unpaid 2.3 2.7 2.0

female 0.9 1.1 0.6

Regular 3.5 18.1 26.4

female 0.9 6.9 9.5

Casual 0.7 1.1 6.0

female 0.3 0.6 1.2

Skilled 3.3 13.8 27.0

female 0.8 5.4 9.0
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Apart from hiring wage workers to work in the enterprise itself,
many enterprises also resort to hiring out work to persons working
outside the enterprise, typically in their own home. This practice was
most common in Ha Tay, where one-quarter of enterprises hired out
work in the 1997 survey. In about two-thirds of the cases, work was
farmed out on a casual basis, suggesting that it was used as a means of
meeting occasional production peaks. Yet 12 per cent of the enterprises
in this province farmed out work on a regular basis, suggesting that it
was used as a regular mode of production. Elsewhere this practice was
much less prevalent, although in Ho Chi Minh City and Haiphong 12
per cent and in Long An 13.5 per cent of the enterprises had farmed out
work in the 1997 survey. As in Ha Tay, it was done primarily, but not
exclusively, on a casual basis. In Hanoi only 6 per cent of the enter-
prises had farmed out work in the same survey, in all but one case on
a regular basis.

Tables 6.4–6.6 show the size and mobility of the wage labour force
in the 1997 survey by location and ownership form of the enterprises.
As may be seen from these tables, the vast majority of enterprises in
Ho Chi Minh City had more than five, but not more than 50 wage
workers, while in Hanoi there was a large share of enterprises with no
more than five wage workers. The large difference in the size structure
of the labour force in enterprises in Ha Tay and Long An, commented
upon above, is shown very clearly in Table 6.4. In Long An, more than
half of the enterprises had between one and five wage workers. Only a
quarter of them had no wage workers at all, while few had more than
ten. In Ha Tay, on the other hand, almost half of the enterprises did not
have any wage workers at all, but there was also a high proportion of
enterprises with more than ten wage workers.

Table 6.5 underscores the fact that the non-state manufacturing
sector is not primarily a source of self-employment, but of wage
employment. Most urban private enterprises have between five and 50
wage workers. Somewhat surprisingly, the size of most urban co-
operatives and shareholding and limited liability enterprises is not
much larger than that of the private firms. Half of the partnership
enterprises have between six and ten workers, while almost none has
more than 25. The private enterprises in the rural areas are generally
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smaller than those in the urban areas. The vast majority have less than
25 wage workers and about 15 per cent employ no wage workers at all.

By and large the turnover rate of the labour force appears to be
quite low, suggesting a considerable stability. However, there is a
marked difference between the two northern cities of Hanoi and
Haiphong on the one hand and Ho Chi Minh City in the south on the
other. In Hanoi a little more than 10 per cent of the enterprises lost any
wage workers in the 1997 survey, for whatever reason, and almost as
few recruited any new workers in the period, while in Ho Chi Minh
City almost half of the enterprises lost workers and an equal proportion

Table 6.4: Number and mobility of wage workforce in urban enterprises by
location of enterprise. Percentages and mean.

Hanoi Haiphong HCM City Ha Tay Long An

No. of wage workers:

0 6.7 12.9 0.0 46.3 25.3

1–5 31.1 25.7 10.3 14.6 54.2

6–10 15.1 22.8 22.2 8.5 10.8

11–25 22.7 23.8 38.5 14.6 8.4

26–50 15.1 10.9 14.5 9.8 1.2

51–75 6.7 1.0 9.4 2.4 0.0

Over 75 2.5 3.0 5.1 3.7 0.0

Mean 17.9 13.6 25.9 11.6 4.4

Net change in past year:

Decrease in wage workers 4.2 8.9 17.9 9.8 2.4

Unchanged no. of wage workers 89.1 81.2 60.7 73.2 97.6

Increase in wage workers 6.7 9.9 21.4 17.1 0.0

Mean change 0.34 -0.08 1.32 0.43 -0.13

Gross change in past year:

Workers who left 10.1 22.8 47.0 29.3 4.8

Workers fired 0.8 5.0 2.6 4.9 1.2

Workers left at end of contract 2.5 8.9 7.7 6.1 0.0

Workers resigned 7.6 13.9 41.9 28.0 4.8

Hired workers 11.8 22.8 46.2 31.7 2.5
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hired new workers. It is unclear if the reason behind the much higher
labour mobility in Ho Chi Minh City is due to a more developed and
flexible labour market or to other factors. In the rural areas the picture
was the reverse. Enterprises in Ha Tay in the north had a much higher
turnover rate of the wage labour force than those in Long An. Among
the different ownership forms in the urban areas, the private
enterprises registered by far the highest labour mobility, followed by
the shareholding and limited liability companies and the co-operatives.

Table 6.5: Number and mobility of wage workforce in urban enterprises by
ownership form. Percentages and mean.

House-
hold

Private Partner-
ship

Co-
operatives

Share-
holding* 

No. of wage workers:

0 21.4 0.0 0.0 0.0 0.0

1–5 53.1 15.6 15.0 7.0 3.8

6–10 18.4 15.6 50.0 14.0 14.1

11–25 7.1 40.6 32.5 42.1 33.3

26–50 0.0 17.2 0.0 21.1 29.5

51–75 0.0 7.8 0.0 12.3 10.3

Over 75 0.0 3.1 2.5 3.5 9.0

Mean 3.8 23.0 11.7 27.4 34.2

Net change in past year:

Decrease in wage workers 4.1 15.6 2.5 14.0 20.4

Unchanged no. of wage workers 90.8 57.8 95.0 71.9 69.2

Increase in wage workers 4.1 21.9 2.5 14.0 16.7

Mean change -0.07 1.86 0.65 -0.39 0.91

Gross change in past year:

Workers who left 8.2 48.4 17.5 22.8 39.7

Workers fired 0.0 6.3 0.0 1.8 5.1

Workers left at end of contract 0.0 9.4 0.0 12.3 11.5

Workers resigned 8.2 39.1 17.5 25.8 29.5

Hired workers 7.1 50.0 17.5 24.6 39.8

Note: *Shareholding and LLC
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The mobility of the wage labour force in the household enterprises was
very low, both in the urban and in the rural areas. In the rural areas
there was a pronounced contrast between the very high degree of
stability of the wage labour force in the household enterprises and the
high proportion of co-operatives and partnership enterprises (lumped
together under the category ‘other’ in Table 6.6) which lost and/or
hired new wage workers in the 1997 survey.

Job security would also seem to be quite good. Very few of the
enterprises in the 1997 survey fired any workers. The main exceptions

Table 6.6: Number and mobility of wage workforce in rural enterprises by
ownership form. Percentages.

Household Private Other

No. of wage workers:

0 53.7 14.6 4.5

1–5 41.1 31.3 13.6

6–10 5.3 18.8 9.1

11–25 0.0 20.8 40.9

26–50 0.0 10.4 18.2

51–75 0.0 2.1 4.5

Over 75 0.0 2.1 9.1

Mean 1.4 13.2 25.0

Net change in past year:

Decrease in wage workers 1.1 6.3 27.3

Unchanged no. of wage workers 95.8 77.1 59.1

Increase in wage workers 3.1 16.5 13.6

Mean change 0.06 0.50 -0.27

Gross change in past year:

Workers who left 3.2 25.0 59.1

Workers fired 0.0 2.1 18.2

Workers left at end of contract 1.1 6.3 4.5

Workers resigned 3.2 25.0 54.5

Hired workers 4.2 29.2 45.5
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were the rural co-operatives and partnership enterprises in Ha Tay,
where approximately one out of five enterprises fired workers. Among
the private and shareholding and limited liability enterprises there
were also a few instances of workers being fired. However, these
appear to have been exceptions to the rule. There were also few cases
of workers being forced to leave because their contracts had expired.
Instead, in the vast majority of cases the initiative to leave the firm
seem to have come from the worker and not from the enterprise.

The average urban private enterprise expanded its workforce by 1.9
persons or 8 per cent in 1996. Slightly more than one-fifth of the
private enterprises increased their workforces in the 1997 survey,
while 15 per cent registered a decrease. Among the shareholding and
limited liability companies one-fifth of the enterprises decreased their
workforce, but only 17 per cent increased it. Yet, on the whole this
category of enterprises registered a net increase in their labour force.
The overwhelming majority of household and partnership enterprises
did not register any net change at all in their labour force, although a
few partnership enterprises substantially increased their labour force.
The urban co-operative enterprises on balance saw a small decline in
the workforce, but in more than 70 per cent of the enterprises the work-
force remained constant.

The pattern in the rural areas was similar to that of the urban areas.
The overwhelming majority of household enterprises (95.8 per cent)
neither increased nor decreased their labour force. The only expansion
took place among the private enterprises, where the number of
enterprises increasing their workforce outweighed those which de-
creased the workforce and as a result, the average workforce increased
by 0.5 persons or 4 per cent. Among the ‘other’ rural enterprises, that
is primarily co-operatives and partnerships, rather more enterprises de-
creased their workforce (27.3 per cent) than increased it (13.6 per cent).

From the viewpoint of location, it may be seen that the enterprises
in Ho Chi Minh City and in Ha Tay were the most dynamic in the 1997
survey. In Ho Chi Minh City more than one-fifth of the enterprises
expanded their workforce, while 18 per cent decreased it. The average
increase in the labour force in this city was 5 per cent. In Ha Tay no
less than 17 per cent of the enterprises increased their wage labour
force in the 1997 survey, which is a remarkably high figure in view of
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Table 6.7: Predominant way of recruiting workers by location of enterprise.
Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

Advertisement 0.0 1.2 0.9 0.0 0.0

Labour exchanges 7.2 0.0 1.7 0.0 1.5

Recommendations by 
friends/relatives

30.6 31.8 72.6 68.1 22.1

Recommendations by local 
authorities

8.1 1.2 4.3 0.0 1.5

Personal contacts 53.2 60.0 19.7 25.5 72.1

Other means 0.9 5.9 0.9 6.4 2.9

Table 6.8: Predominant way of recruiting workers for urban enterprises by
ownership form. Percentages.

House-
hold

Private Partner-
ship

Co-
operatives

Share-
holding*

Advertisement 0.0 0.0 0.0 0.0 2.6

Labour exchanges 0.0 3.1 0.0 9.3 3.8

Recommendations by 
friends/ relatives

39.0 62.5 42.5 24.1 59.0

Recommendations by local 
authorities

0.0 3.1 0.0 14.8 6.4

Personal contacts 61.0 29.7 52.5 44.4 28.2

Other ways 0.0 1.6 5.0 7.4 0.0

Note: *Shareholding and LLC.

Table 6.9: Predominant way of recruiting workers for rural enterprises by
ownership form. Percentages.

Household Private Other forms

Advertisements 0.0 2.2 0.0

Labour exchanges 0.0 0.0 0.0

Recommendations by 
friends/relatives

33.3 33.3 72.7

Recommendations by local 
authorities

0.0 0.0 4.5

Personal contacts 64.6 57.8 18.2

Other ways 2.1 6.7 4.5
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the predominance of household enterprises. In Long An, by contrast,
there were virtually no changes in the labour force. 

Recommendations by friends, relatives and other workers, and
personal contacts remain by far the most important ways of recruiting
new labour (Tables 6.7–6.9). Recruitment through labour exchanges
and placement offices occurs almost only in Hanoi and primarily
among co-operatives. By and large, local authorities play a minor role
as intermediaries on the labour market. Only in Hanoi and, to a much
lesser extent in Ho Chi Minh City, do they show up in the data, and
again, primarily for the co-operatives. It is noteworthy that local author-
ities appear to play virtually no role at all in the recruitment of labour
in the rural areas.

Despite the lack of more formal and impersonal mechanisms of
labour mediation, few enterprises state that they have difficulties in
finding and recruiting labour with the requisite skills. In Hanoi and Ho
Chi Minh City less than 5 per cent and in Haiphong less than 10 per
cent of the enterprises professed to have such difficulties. The only
exception to this rule was Ha Tay, where the larger co-operative and
partnership enterprises reported difficulties in recruiting labour with
appropriate skills. However, the small share of enterprises expressing
such a problem may be somewhat deceptive as most enterprises had
not recruited any labour in the past year. Indeed, among the urban and
rural private enterprises, which are the most dynamic in terms of hiring
new labour, 10 per cent stated that they found it difficult to find and
hire labour with the necessary skills.

Most of the skills listed as being in short supply were technical or
vocational in nature rather than professional. A wide variety of skills
were listed, such as carpentry, smithy, embroidery and printing, but in
only three cases did an enterprise list a professional skill (viz. chemical
technician). Some 59 per cent of the enterprises complaining about a
skills shortage stated that the problem was severe, 9 per cent that it was
very severe and 32 per cent did not consider the problem to be very
acute. In most cases (64 per cent) the shortage was perceived to be due
to an absolute shortage of the desired skills rather than to problems of
affordability. It seems likely that the very small number of firms
complaining about shortages of managerial, technical or other profes-
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sional skills reflects a perceived lack of need for such skills in the
enterprises rather than any abundant supply.

The practice of requiring the worker to make a contribution in cash
or kind to the enterprise at the time of recruitment is not very common,
except in the co-operatives and, to a lesser degree, in the partnership
enterprises. In the urban areas half of the co-operatives stated that they
required such contributions from the workers always (22.6 per cent) or
sometimes (27.4 per cent). For the urban partnership enterprises  the
percentages were 5.6 (always required a contribution) and 14.8 (some-
times required it). These contributions are almost always redeemable
upon termination of the employment and they usually also entitle the
worker to a share in the profit of the enterprise. They can therefore be
seen as an investment, albeit not always voluntary, by the worker in the
enterprise rather than as an entrance fee for a job. 

It would appear that the practice of requesting a contribution from
workers upon recruitment has become less common in the 1990s.
Among the urban partnership and co-operative enterprises covered by
the 1991 survey, about 58 per cent always or sometimes requested such
contributions. By the 1997 survey, this percentage had fallen to 20 for
the urban partnership enterprises and 50 for the urban co-operatives. In
the rural areas it is uncommon for enterprises to request contributions
from their workers. None of the household or private enterprises
covered by the survey and a mere 18 per cent of the other (i.e. mainly
partnership and co-operative enterprises) sometimes or always re-
quested contributions from their workers.

Labour Force Characteristics
A survey of the workers in the enterprises covered confirms the
importance of this sector as a source of employment creation. A vast
majority of the workers had been recruited outside the owner
household, as wage workers and on a regular and full-time basis. By
and large, this is true for all areas and ownership forms. In Hanoi and
Ho Chi Minh City well over 90 per cent of the workers had been
recruited outside the owner household. In Haiphong this percentage
was only slightly lower, while in the two rural areas – Ha Tay and
Long An – it exceeded 70 per cent (Table 6.10).2 The proportion of
workers recruited outside the household is obviously related to the
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size of the enterprise. The larger the size of the labour force, the
higher the proportion of workers recruited from outside. However,
even among the urban household enterprises, three out of four
workers are recruited outside the owner household (Table 6.11).

In the rural areas the reliance on household labour is typically
higher than in the urban areas. Still, less than half of the labour force in

Table 6.10: Main employment characteristics by location of enterprise.
Percentages and mean/median.

Hanoi Haiphong HCM City Ha Tay Long An

Work status:

Head of household 0.8 0.0 0.3 0.1 0.3

Other household member 7.4 14.1 5.2 29.8 25.8

Worker recruited elsewhere 91.9 85.9 94.5 70.1 73.8

Engagement in enterprise:

Full-time 92.6 83.3 93.1 80.4 72.7

Part-time 6.4 13.5 6.0 12.8 14.7

Seasonal 0.4 0.6 0.9 1.3 10.6

Casual 0.6 2.5 0.1 5.5 2.0

Payment status:

Cash only 91.1 89.0 92.2 62.4 60.3

Cash and kind 1.0 1.8 4.2 10.0 13.7

Unpaid 7.9 9.2 3.7 27.6 26.0

Wage basis:

Time rate 36.8 39.2 59.7 27.2 28.7

Piece rate 61.7 48.4 28.6 61.4 57.3

Combined 1.5 11.8 11.0 11.4 13.3

Other 0.0 0.6 0.7 0.0 0.6

Days worked last month:

Mean 24.7 24.3 24.5 24.4 23.5

Median 25 26 26 25 25

Note: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made.
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the rural household enterprises consists of household members and in
the rural private enterprises the share of this category falls to less than
one in five (Table 6.12). As a rule, workers recruited from outside the
household work for wages, while household members do not.
However, there are instances where household members, too, receive
wages for their work.

Table 6.11: Main employment characteristics in urban enterprises by ownership
form. Percentages and mean/median.

House-
hold

Private Partner-
ship

Co-
operative

Share-
holding*

Work status:

Head of household 0.0 0.0 2.7 0.2 0.1

Other household member 24.7 8.3 4.5 3.3 1.5

Worker recruited elsewhere 75.3 91.7 92.8 96.5 98.3

Engagement in enterprise:

Full-time 85.4 89.9 91.0 81.3 94.5

Part-time 12.4 9.2 8.7 15.7 3.9

Seasonal 0.9 0.5 0.0 0.7 1.5

Casual 1.3 0.4 0.3 2.2 0.1

Payment status:

Cash only 76.2 93.3 94.3 97.2 95.3

Cash and kind 2.0 3.2 0.0 0.4 4.4

Unpaid 21.9 3.4 5.7 2.4 0.3

Wage basis:

Time rate 64.4 45.0 47.0 46.7 49.2

Piece rate 31.1 39.4 46.4 51.2 47.8

Combined 4.5 13.6 5.3 1.9 3.0

Other 0.0 2.0 1.3 0.2 0.0

Days worked last month:

Mean 25.0 24.4 23.4 23.8 24.9

Median 26 26 24 25 26

Note: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made. *Shareholding and LLC.
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Similarly, full-time work is the rule in all types of enterprises and
in all locations. In Hanoi and Ho Chi Minh City over 90 per cent of the
workers are employed full-time. In Haiphong this share is slightly
lower  at 83 per cent, dropping further in Ha Tay  (80 per cent) and
Long An (73 per cent). In the urban areas the proportion of full-time
workers is universally very high in all types of enterprises. Only in the

Table 6.12: Main employment characteristics in rural enterprises by ownership
form. Percentages and mean/median.

Household Private Other forms

Work status:

Head of household 0.0 0.0 0.5

Other household member 47.5 18.9 8.7

Worker recruited elsewhere 52.5 81.1 90.8

Engagement in enterprise:

Full-time 72.8 81.1 86.4

Part-time 21.1 9.6 1.9

Seasonal 1.9 9.1 6.8

Casual 4.2 0.3 4.9

Payment status:

Cash only 44.4 71.5 69.4

Cash and kind 7.3 13.1 22.8

Unpaid 48.3 15.5 7.8

Wage basis:

Time rate 25.7 21.8 47.9

Piece rate 44.1 70.5 40.6

Combined 30.2 7.7 11.6

Other 0.0 0.0 0.0

Days worked last month:

Mean 22.5 25.1 25.7

Median 24 26 26

Note: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made.
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co-operative enterprises does it fall to 81 per cent. In the rural areas,
too, full-time work is the rule, but there are also some part-time
workers, particularly in the household enterprises (21 per cent), but
also in the private enterprises (10 per cent). Seasonal employment is
insignificant everywhere except in Long An where it accounts for 11 per
cent of the total employment. Casual labour is very rare. Only in Ha
Tay does it account for slightly more than 5 per cent of the workforce.

Compared to the situation in the 1991 survey, it would appear that
full-time, remunerated and non-household labour has become more
important in all types of enterprises, both urban and rural. Part-time
employment has declined sharply, from 17.5 to 6.4 per cent in Hanoi,
from 19.3 to 6.0 per cent in Ho Chi Minh City and from 24.1 to 12.8 per
cent in Ha Tay. However, in Haiphong part-time employment appears
to have increased slightly from 9.1 to 13.5 per cent.3 In the urban areas,
the decline in part-time work took place in all ownership forms.

Similarly, the recruitment of labour from outside the owner/
manager household increased significantly between 1991 and 1997.
The share of ‘other household members’ in the workforce of the urban
enterprises fell sharply in Hanoi and Ho Chi Minh City from 17.1 to 7.4
per cent and from 18.7 to 5.2 per cent respectively. The decline was
most striking in the urban household enterprises, where it fell from
64.0 to 24.7 per cent. However, it fell in the private and partnership
enterprises, too. Comparisons for the rural enterprises are more diffi-
cult to make because of methodological differences in the samples, but
it would appear that the same tendency to rely increasingly on workers
from outside the household is true of rural areas also. Thus, in Ha Tay
the share of ‘other household members’ in the enterprise workforce
fell from 49.7 to 29.8 per cent.

This development may be interpreted as a welcome sign that the
private manufacturing sector is maturing and becoming increasingly
important not only as a source of self-employment, but also of wage
employment. However, it should also be noted that with the increasing
reliance on workers recruited from outside the household and on wage
labour, the cost structure of the enterprises may change and this may
increase the financial vulnerability of the enterprise.When faced with
economic difficulties, unpaid household members working in the
enterprise will typically put in longer hours to ensure that the enter-
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prise stays afloat. As the proportion of household members in the
workforce goes down, much of the traditional resilience and flexibility
of the small enterprises may be lost.

The average worker is male, around 30 years old and has nine years
of education. In the urban areas there is little difference in the social
characteristics between the three cities and in the different ownership
types. Women account for slightly more than a third of the labour force
in the urban enterprises (Table 6.14). The share of females in the

Table 6.13: Social characteristics of labour force by location of enterprise.
Percentages and mean.

Hanoi Haiphong HCM City Ha Tay Long An

Sex:

Male 64.9 64.6 68.8 55.7 83.0

Female 35.1 35.4 31.2 44.3 18.0

Age (years):

19 and under 3.9 4.3 4.8 16.5 8.3

20–29 49.0 53.0 37.1 41.7 43.5

30–39 28.3 30.6 29.6 21.6 31.8

40–49 12.9 9.5 17.8 13.2 12.6

50 and over 5.9 2.7 10.6 7.0 3.8

Mean age 31.0 29.9 34.0 29.7 30.2

Education (years):

6 or less 6.3 21.9 9.6 15.7 38.6

7–9 31.7 34.8 35.7 59.9 39.4

10 or over 62.0 43.2 54.7 24.4 22.0

Mean 9.7 9.1 9.5 8.3 7.5

Prior work experience:

Production worker 65.6 52.7 32.8 48.9 24.5

Other non-farm 11.8 22.4 10.5 5.2 7.0

Agriculture 4.1 6.4 0.6 20.9 28.3

Note: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made.
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labour force is somewhat higher in the co-operative and household
enterprises than in the private and partnership enterprises. The higher
share of females in household enterprises may also partly explain the
fact that a rather higher percentage of the female than of the male
labour work as unpaid household members: 17.5 as against 10.1 per
cent. In the rural areas there is a distinct difference in the gender
structure of the labour force between Ha Tay, where 44 per cent of the
labour force is female, and Long An, where only 18 per cent is female

Table 6.14: Social characteristics of the labour force in urban enterprises by
ownership form. Percentages and mean.

Household Private Partnership Co-operative Shareholding*

Sex:

Male 64.9 68.1 68.9 61.7 67.2

Female 35.1 31.9 31.1 38.3 32.8

Age (years):

19 and under 11.0 2.2 4.8 1.3 2.5

20–29 52.3 53.6 46.4 27.7 52.7

30–39 22.7 28.3 29.0 35.5 30.2

40–49 9.7 12.3 12.6 23.1 9.9

50 and over 4.1 3.6 7.2 12.3 4.7

Mean age 28.9 30.5 31.6 36.5 30.6

Education (years):

6 or less 18.8 16.4 14.1 10.2 8.0

7–9 40.0 36.3 30.5 34.8 26.6

10 or over 41.3 47.3 55.4 55.1 65.4

Mean 8.7 9.4 9.2 9.3 10.4

Prior work experience:

Production worker 37.3 48.4 50.0 55.5 55.6

Other non-farm 10.1 17.1 14.7 14.6 22.5

Agriculture 6.0 6.7 3.0 1.1 5.2

Note: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made. *Shareholding and LLC.

EntrepVN_book  Page 160  Friday, October 13, 2000  5:32 PM



EMPLOYMENT, LABOUR AND WAGES

161

(Table 6.13). This difference appears to be largely due to variation in
the branch structure. In Ha Tay there is much handicraft and garment
manufacturing, which are traditional domains for women, while in
Long An male preserves such as agro-processing and light engineering
predominate.

Generally speaking, females are under-represented in the labour
force of the surveyed enterprises, when compared to the industrial
labour force as a whole. According to the 1996 official labour force
survey, women made up about 44 per cent of the industrial labour force
in Hanoi, Ho Chi Minh City and Haiphong.4 Only in Ha Tay did the
proportion of females in the sample exceed the official labour force
survey estimate. Compared to the 1991 survey, it would appear that the
gender structure of the labour force has changed little, if at all.

The vast majority of the workers are in the age bracket 20–39 years.
Compared to the 1991 survey, the workforce has become younger in
Hanoi and Haiphong, but not in Ho Chi Minh City. However, the differ-
ence is too small to be statistically significant. A close comparison
reveals an increase of the labour force aged 20–39 and a decrease of
those below the age of 20 and above the age 40 in Hanoi and Haiphong.
However, in Ho Chi Minh City no such trend is discernible. The de-
cline in the proportion of workers under the age of 20 may be related
to the general relative decline in the proportion of household members
in the workforce, as it appears to be rather uncommon to hire wage
workers under the age of 20. Among the different ownership forms in
the rural areas, the household enterprises tend to have the youngest
workforce. In this category, 63 per cent of the workforce is below the
age of 30, of which 11 per cent is below 20. However, the private and
limited liability firms, too, have an overwhelmingly young labour
force. In these firms more than half of the workers are in their twenties.
By contrast, a vast majority of the workers in the co-operatives are in
their thirties or forties. The rather younger labour force in the private
enterprises is probably linked to the fact that these enterprises tend to
be more dynamic and expansive and, as a consequence, a larger share
of the workforce is recently hired.

In the rural areas, too, the labour force is predominantly young. In
Ha Tay some 16.5 per cent of the workers are still in their teens and an
additional 41.7 per cent are in their twenties. In Long An the workers
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tend to be somewhat older, yet in both provinces less than 20 per cent
of the workers are over 40.

The educational level of the labour force is quite high. In the urban
areas it ranges from nine to ten years of formal education on average.
In Hanoi and Ho Chi Minh City well over half of the workforce has at
least ten years of formal education and less than 10 per cent have not
completed six years of primary education. In Haiphong the educa-
tional level is considerably lower, which seems to be linked to the higher

Table 6.15: Social characteristics of the labour force in rural enterprises by
ownership form. Percentages and mean.

Household Private Other forms

Sex:

Male 70.9 67.7 68.9

Female 29.1 32.3 31.1

Age (years):

19 and under 15.3 11.7 6.3

20–29 41.8 44.8 43.7

30–39 25.7 25.6 27.7

40–49 9.6 13.9 16.5

50 and over 7.6 4.0 5.8

Mean age 29.9 29.5 31.6

Education (years):

6 or less 33.7 32.3 11.7

7–9 52.5 45.1 43.2

10 or over 13.8 22.7 45.1

Mean 7.2 7.8 9.2

Prior work experience:

Production worker 28.4 41.3 38.3

Other non-farm 2.7 6.4 12.6

Agriculture 31.0 25.9 27.7

Notes: Based on the total labour force, excluding owner/manager, engaged in the
enterprise at the time of the survey. In cases where the total workforce exceeded ten,
a random sample of ten was made.
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proportion of older workers in this city. The workforce in the smaller
household enterprises tends to have a somewhat lower level of educa-
tion than  in the larger shareholding and limited liability firms (Table
6.15). In the latter, almost two-thirds of the workforce have ten years
of education or more and a mere 8 per cent have no more than six years
of school. From the point of view of formal education, the urban
household enterprises obviously have a disadvantage vis-à-vis the
other ownership forms.

The educational level of the workforce is markedly lower in the
rural areas than in the urban. In particular, workers with higher educa-
tion (viz. ten years or more) make up a much smaller share of the
workforce in the rural than in the urban firms. In Ha Tay the bulk of the
labour force has seven to nine years of formal education, while in Long
An almost 40 per cent have not even completed seven years of school.
In the rural areas there is a marked difference between the relatively
lower educational level in the household and private enterprises and
the much higher level of education in the other firms, that is, in co-
operatives and partnerships.

Compared to the situation in the 1991 survey, it may be seen that
the educational level has increased in general, no doubt reflecting an
improvement in the educational level in society as a whole. In other
words, younger and better-educated workers have replaced older
workers with less education. It is interesting to note that differences in
educational level of the labour force in the northern and southern parts
of the country (due to historical differences in the respective educa-
tional systems), which were quite pronounced in the 1991 survey,
appear to have more or less disappeared in the urban areas in the 1997
survey. In Ho Chi Minh City the average level of education increased
from 8.5 years in the 1991 survey to 9.5 years in the 1997 survey and
the share of the workforce with less than seven years of education fell
in this city from 29.3 to 9.6 per cent. This is a remarkable change,
which, among other things, implies that enterprises in the north have
lost their educational edge over those in the south. In the rural areas the
difference in education between the south and the north is still in
evidence. Indeed, while the mean educational level of the workforce in
Ha Tay increased from 7.5 to 8.3 years between the 1991 and the 1997
surveys, it actually declined in Long An from 8.8 to 7.5 years.5
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From the point of view of employment creation, it is important to
note that the private manufacturing sector offers job openings not only
for those with secondary education, but also for those who have
finished primary school but have no secondary education. As educa-
tional requirements for state employment tend to be quite high, the
latter is a group which has traditionally had poor access to wage employ-
ment; hence, the employment opportunities offered by the private
sector are particularly welcome. Seen from an international perspect-
ive, the educational level of the workforce, not least in the rural areas,
is remarkably high. This should give rural industries in Vietnam a poten-
tial long-term advantage over similar enterprises in other developing
Asian countries.

A high proportion of the workers, particularly in the north, have
prior experience as production workers or of other forms of non-farm
work. In the two northern cities three out of five workers and in Ha Tay
one out of two workers have such prior experience, while in Ho Chi
Minh City and in the southern province of Long An less than half of
the workers have prior work experience outside agriculture. The very
high figures in the north are somewhat surprising, considering the
relatively young age of most workers and the low rate of labour
turnover in the surveyed enterprises. The most likely explanation would
seem to be that many workers have previously been employed in state
enterprises. If this indeed is the case, then it would have important
implications for employment policies, not least in a situation where
state enterprises are forced to shed labour as a consequence of struc-
tural reform and hardening budget constraints. As will be discussed
later, many, if not most, enterprise managers and owners are recruited
from the ranks of former state employees. As might be expected, the
highest shares of workers with prior experience of non-farm work are
found in the larger firms. However, even among the urban household
enterprises the share is remarkably high.

Even in the rural enterprises, prior experience as a production
worker tends to be more common than a background exclusively in
agriculture. In Ha Tay only one-fifth of the workers have an employ-
ment history in agriculture, while in Long An this figure is somewhat
higher. Rural household enterprises have a higher share of workers with
an agricultural background than other types of rural enterprises, but
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even within this category less than one-third of the workers are recruited
from agriculture.

Several conclusions may be drawn from this finding. On the posit-
ive side, it suggests that rural non-farm enterprises do not serve as a
safety-valve for an over-populated agriculture. In other words, labour
is not pushed into non-farm activity by an inability to make ends meet
in agriculture. The high proportion of workers with experience as pro-
duction workers also implies that rural firms are not very disad-
vantaged vis-à-vis urban firms with regard to worker skills. On the
negative side it should be noted that the evidently poor employment
linkages between agriculture and rural industries imply a lack of dyna-
mism and occupational flexibility in the rural labour market, which would
be an important complement to a dynamic agricultural development.

Employment Practices and Wages

An examination of the wage structure by location and ownership
form of the enterprise and gender and education of the worker yields
more or less an expected pattern. Wages tend to be higher in the south
than in the north and higher in urban than in rural areas. Moreover
private enterprises and shareholding and limited liability firms usu-
ally pay better wages than household enterprises and co-operatives.
Similarly, men receive higher wages than women and those with
higher education earn more than those with less education. The aver-
age wage per working day in Hanoi was 20,300 dong, 5,900 dong less
than in Ho Chi Minh City, but 3,100 dong more than in Haiphong
(Table 6.16). Assuming 25 working days per month, this would amount
to 507,500 dong or US$ 44 per month in Hanoi, US$ 56 in Ho Chi
Minh City and US$ 37 in Haiphong.6

Among the urban enterprises the average wage ranged from
445,000 to 474,000 dong (US$ 38–41) per month in Haiphong and
Hanoi to 640,000 dong (US$55) per month in Ho Chi Minh City. Both
the wage floor and the wage ceiling are higher in Ho Chi Minh City
than in the two northern cities. In Ho Chi Minh City 90 per cent of the
workers earn more than 15,400 dong per day as against 75 per cent in
Hanoi and no more than 50 per cent in Haiphong. Similarly, only
slightly more than 10 per cent of the workers in Haiphong and about
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20 per cent of those in Hanoi earn more than 25,000 dong per day, as
against half of the workers in Ho Chi Minh City.

By comparison, the wage differences between the various ownership
forms of the urban enterprises are rather small (Table 6.16). In the
private and shareholding and limited liability companies the average
wage is around 24,000 dong per day and the median wage 20,000–
21,000 dong. This can be compared with an average wage of 18,900
and a median wage of 16,700 dong in the co-operatives. Wages in
household and partnership enterprises are only slightly below those of
the private firms. Except for the co-operatives, the wage floor, if defined
as the level above which 90 per cent of the workers are found, is about
US$1 per day, or 11,600 dong.

Table 6.16: Wage structure in urban enterprises, 1,000 dong/day. Percentiles and
mean.

Percentiles Mean

10 25 50 75 90

Location:

Hanoi 12.1 15.4 19.2 23.1 30.0 20.3

Haiphong 9.6 11.5 15.0 20.0 26.9 17.2

Ho Chi Minh City 15.4 18.7 25.0 31.8 39.3 26.2

Ownership form:

Household 11.5 15.0 18.8 25.0 32.4 20.3

Private 12.2 16.7 22.2 30.8 38.3 24.1

Partnership 11.5 15.4 20.0 26.4 30.4 21.0

Co-operative 9.6 12.5 16.7 23.3 30.7 18.9

Shareholding & LLC 12.9 16.0 20.8 28.1 39.3 23.8

Sex:

Male 11.5 15.4 20.8 27.3 37.0 22.8

Female 11.5 13.8 18.5 24.9 32.0 20.3

Education:

up to 6 years 10.0 13.8 20.0 26.4 31.7 20.7

10 years or more 12.5 15.4 20.0 26.9 37.0 22.9
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Wages in the urban areas are on average 12 per cent higher for men
than for women. This wage difference is approximately the same for
all percentiles, except the lowest 10 per cent. Thus, the starting wage
for the 25 per cent best paid is about 15 per cent higher for men than
for women, while the gap for the 25 per cent with the lowest wage is
11 per cent. Haiphong displays the largest gender difference in wages.
In this city the average male wage is 20 per cent higher than the
average female wage, while this discrepancy is only 15 per cent in
Hanoi and 12 per cent in Ho Chi Minh City. In the urban private
enterprises and co-operatives the wage difference between men and
women appears to be negligible, a mere 5 and 3 per cent respectively.
In the urban household and partnership enterprises it is in the range of
14–16 per cent, while in the shareholding and limited liability
companies it is as much as 20 per cent.

The impact of education on the wage level in the urban areas is
similarly small. Those with ten years of education earn on average
only 2,700 dong (11 per cent) more than those with no more than six
years of formal education. It is only among the top earners that
education seems to pay off in terms of higher remunerations. However,
in reality the educational impact on wages is likely to be larger than the
figures in Table 6.16 indicate, as the educational level in the south,
where wages are generally higher, is lower than in the north.

The wage patterns in the rural areas resemble those in the urban
areas. Wages in Ha Tay are notably lower than in Long An: 15,400
versus 22,400 dong per day (Table 6.17). However, the wage
differences between the different ownership forms in the rural areas
are quite negligible. Household enterprises appear to pay approxi-
mately the same wages as the private enterprises, while both of these
ownership forms pay better wages than those in the ‘other’ category,
that is, primarily partnerships and co-operatives. Gender difference in
wages tend to be larger in the rural than in the urban areas. Thus, in Ha
Tay the average male wage is 38 per cent higher than the average
female wage.7 The largest wage difference is found in the private
enterprises, 44 per cent, while in the rural partnerships and co-operatives
it is 28 per cent.8

Lastly, it should be noted that there are no significant differences in
wage levels between the enterprises established since 1991 and those
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established earlier, either for the 1997 survey sample as a whole or in
the individual locations. Thus, to the extent that the more recently
established firms are larger and more modern, this is not reflected in
higher wages. The only exception to this rule is Haiphong, where the
newer enterprises pay somewhat higher wages than the older ones.

While the wage pattern described above is very much in line with
already known wage differentials and reveal no surprises, the same
cannot be said about the changes which seem to have occurred
between the 1991 and 1997 surveys. A comparison between the wage
data from the 1991 and 1997 surveys results in two main and important
conclusions.

First, there has been a substantial increase in real wages, by and
large. This is encouraging as it shows that a general increase in
economic development and in the well-being of the private
manufacturing sector has been translated into improved incomes for
the workers in these enterprises. It also refutes any notion of an
unlimited supply of labour, which would make the supply price of

Table 6.17: Wage structure in rural enterprises, 1,000 dong/day. Percentiles and
mean.

Percentiles Mean

10 25 50 75 90

Location:

Hanoi 9.0 10.0 13.5 19.2 25.0 15.4

Haiphong 14.9 17.9 20.0 25.0 30.0 22.4

Ho Chi Minh City

Ownership form: 10.0 14.0 18.2 21.7 26.8 18.2

Household 10.0 13.5 19.2 23.0 27.6 19.7

Private 10.0 11.7 16.4 20.6 29.1 17.9

Partnership

Co-operative 11.5 15.0 20.0 23.3 27.7 20.1

Shareholding & LLC 8.0 10.0 13.0 17.9 24.0 14.9

Sex:

Male 9.5 12.9 19.2 20.4 26.7 17.8

Female 11.4 14.6 19.2 2.3 34.5 20.6

EntrepVN_book  Page 168  Friday, October 13, 2000  5:32 PM



EMPLOYMENT, LABOUR AND WAGES

169

labour very inelastic and ensure a steady supply of labour even at very
low wage levels.

Second, there appears to have been a remarkable equalisation of
wages between the two surveys. This is perhaps the most important
finding of all. In the 1991 survey there were extremely large wage
differences between the north and the south, between rural and urban
areas as well as between men and women. By the 1997 survey these
differences had diminished greatly, with the notable exception of the
rural–urban differences (Tables 6.18 and 6.19).

While in the 1991 survey average wages in the two northern cities
were about half of those in Ho Chi Minh City, by the 1997 survey the
wage gap had been reduced to 30–50 per cent. Similarly, while the
average wage in Long An was almost three times as high as in Ha Tay
in the earlier survey,9 this gap had been reduced to 50 per cent in the
1997 survey. Wage differences across ownership forms were also
considerably lower in the 1997 survey than in the 1991 survey. By the
second survey, wages in urban household enterprises had more or less
caught up with those paid in other types of urban enterprises. However,
the most significant relative change in wages took place in the co-
operatives. While real wages in household, private and partnership
enterprises increased by about 30 per cent between the 1991 and 1997
surveys, they remained constant in the co-operatives. As a conse-
quence, co-operatives lost their position as a wage leader and actually
ended up at the bottom of the scale (Table 6.18).

In rural areas too, there was a pronounced equalisation of wages
between household and private enterprises, as real wages in rural
household enterprises increased by more than twice as much as in the
private enterprises (see Table 6.19). The vast gap in wages between
men and women in the 1991 survey was also dramatically reduced, as
female wages in rural areas almost doubled in real terms over the
period while male wages increased by a mere 10 per cent.

However, the rural–urban wage gap seems to have persisted over
the period. In the 1991 survey, wages in Hanoi were on average 30 per
cent higher than in the neighbouring rural province of Ha Son Binh.
By the 1997 survey, the gap had actually widened somewhat, to 32 per
cent. However, this marginal relative change should be seen against the
backdrop of very sharp increases in real wages in both areas. In Long
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An the average wage was actually somewhat higher than in Ho Chi
Minh City, while by the 1997 survey it had decreased  in real terms and
was some 15 per cent lower than in Ho Chi Minh City.

Wage differences have decreased not only across locations,
ownership forms and gender, but also within each sub-category. As
shown in Tables 6.18 and 6.19, the coefficient of variation decreased,
often dramatically, between the two surveys for all sub-categories of
enterprises and labour. Thus, there is persuasive evidence of a general
equalisation of wages within the non-state manufacturing sector. The
survey data do not permit any detailed analysis of the causes behind
this remarkable development. However, it may tentatively be concluded
that the main factors are likely to be a generally more dynamic eco-

Table 6.18: Wage structures in  urban enterprises in 1991 and 1997 surveys.

Thousand dong at 1997 prices.

1991 survey 1997 survey % change
1991–97Mean V Mean V

Location:

Hanoi 10.8 58.5 20.3 40.8 88.0

Haiphong 13.0 85.3 17.2 37.6 10.6

Ho Chi Minh City 23.6 161.5 26.2 54.3 32.2

Ownership form:

Household 15.6 42.2 20.3 40.6 30.1

Private 18.2 71.9 24.1 41.5 32.6

Partnership 16.3 64.3 21.0 34.7 28.7

Co-operative 19.0 246.9 18.9 48.4 -0.8

Sex:

Male 13.8 81.0 20.3 44.3 46.7

Female 19.6 70.6 22.8 45.1 16.3

Education:

up to 6 years 20.5 114.1 20.7 43.8 0.7

over 10 years 16.5 53.2 22.9 45.4 38.8

Key:  V: Coefficient of variation. Note:  Figures from the 1991 survey were inflated
by a factor of 2.108 to bring them up to 1997 prices.
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nomic development in the north (particularly in and around Hanoi)
than in the south and a much better functioning of the labour market.
At the same time, it also seems reasonable to conclude that a rather
unimpressive development of real incomes in agriculture is a main
reason why the rural–urban wage gap remains unchanged.

In absolute terms there were also some remarkable developments
in wages. The most important of these was probably the very large
increase in real wages (86–88 per cent) in Hanoi and in neighbouring
Ha Tay. This increase stands in sharp contrast to a mere 10.6 per cent
increase in Ho Chi Minh City, a slight decrease in Long An and a 32-
per-cent increase in Haiphong. The other extraordinary increase is that
of female wages, which in real terms increased by 47 per cent in the
urban areas and by a staggering 96 per cent in the rural areas.10

The most common basis for establishing wages, according to the
enterprise managers/owners themselves, is the paying capacity of the

Table 6.19: Wage structures in rural enterprises in 1991 and 1997 surveys.
Thousand dong at 1997 prices.

1991 survey 1997 survey % change
1991-97Mean V Mean V

Location:

Ha Tay 8.3 56.6 15.4 43.0 85.5

Long An 23.5 126.5 22.4 65.5 -4.7

Ownership form:

Household 16.3 48.6 18.2 34.9 11.7

Private 18.6 46.3 19.7 76.9 5.9

Sex:

Male 18.2 37.3 20.1 61.7 10.4

Female 7.6 60.0 14.9 58.1 96.1

Education:

up to 6 years 11.6 60.2 17.8 37.8 80.5

10 years or more 17.5 70.8 20.6 70.8 17.7

Key:  V:Coefficient of variation. Note: Figures from the 1991 survey were inflated
by 2.108 to bring them up to 1997 prices. The 1991 survey figures on incomes by
sex and education refer to the provinces of Ha Son Binh and Long An only.
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enterprise. Some 42 per cent of the enterprises in Hanoi, 30 per cent of
those in Ho Chi Minh City and well over half of those in Haiphong and
Ha Tay state that this is the most important basis for setting the wages
(Table 6.20). Only in Long An does this factor seem to carry rather
little weight. There do not seem to be any large differences across
ownership forms in this regard (Tables 6.21 and 6.22).

This statement is borne out by a simple correlation between wage
rates on the one hand and other enterprise characteristics on the other.
Thus, there is a significant positive correlation between the value
added per worker and the wage rate at the enterprise level.11 There is
also a somewhat weaker, but still significant correlation between profits
and wage rates.12 When broken down by locations, these correlations
become somewhat stronger, particularly in the rural areas. Thus, the
correlation between labour productivity, measured as value added per
worker, and the wage rate is 0.82 in Ha Tay and 0.4 in Long An, while
it is only 0.30 in Hanoi.13 In Ho Chi Minh City and Haiphong there
does not seem to be any significant correlation at all between labour
productivity and wage rates. 

Compared to the situation in the 1991 survey, the link at the
enterprise level between labour productivity and remuneration appears
to have weakened considerably in the urban areas, but not in the rural
areas. A possible explanation behind the weakening of this link in the

Table 6.20: Main basis for determining wage rates by location of enterprise.
Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

Wage rates in other firms 21.6 18.4 35.0 23.4 23.5

Wage rates in local state 
enterprises 3.6 1.1 7.7 4.3 2.9

Wages set by authorities 0.0 1.1 0.9 0.0 0.0

Earnings in agriculture 0.0 0.0 0.0 0.0 1.5

Wage rates in agriculture 0.0 0.0 0.0 0.0 7.4

Individual negotiations 31.5 27.6 24.8 14.9 54.4

Paying capacity of 
enterprise 42.3 51.7 29.9 55.3 10.3

Other basis 0.9 0.0 1.7 2.1 0.0
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urban areas is the establishment of a more efficient labour market in
the main cities. As a consequence, the individual enterprises have
become wage-takers, instead of being wage-setters. In other words,
they can no longer set the wage rates themselves, but have to accept the
going market rate. This could also be a factor behind the pronounced
equalisation of wages between enterprises, discussed above.

As can be seen from Table 6.23, the linkage between labour pro-
ductivity and wage rates appears to have been strengthened in the rural
areas, in sharp contrast to the situation in the urban areas. There is an
obvious reason behind this development in the rural areas, but the
figures should be interpreted with some caution as there was little
wage employment in the rural enterprises in the 1991 survey.

The increasing dependence of the individual urban enterprises on
the going wage is also confirmed by the statements of the enterprise
managers/owners themselves. Thus, in Ho Chi Minh City, which
arguably has the most developed labour market, more than a third of
the enterprise managers/owners state that wage rates in other firms
provide the main basis for setting the wage rates. In Hanoi and Hai-
phong the proportion of enterprises stating this as the main basis for
wage determination is lower, but far from insignificant. It deserves to

Table 6.21: Main basis for determining wage rates in urban enterprises by
ownership form. Percentages.

House-
hold

Private Partner-
ship

Co-
operative

Share-
holding*

Wage rates in other firms 14.3 34.4 15.0 28.1 33.8

Wage rates in local state 
enterprises 3.9 4.7 0.0 8.8 3.9

Wages set by authorities 0.0 0.0 2.5 0.0 1.3

Earnings in agriculture 0.0 0.0 0.0 0.0 0.0

Wage rates in agriculture 0.0 0.0 0.0 0.0 0.0

Individual negotiations 40.3 18.8 45.0 15.8 23.4

Paying capacity of 
enterprise 41.6 42.2 37.5 45.6 35.1

Other basis 0.0 0.0 0.0 1.8 2.6

Note: *Shareholding and LLC.
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be noted that it is the wage level in other non-state enterprises rather
than in state enterprises which sets the benchmark.

The figures in Tables 6.22 are as interesting for what they do not
show as for what they do. First, it should be noted that authorities no
longer play any role in determining wage rates. Indeed, this was
generally also the case in the 1991 survey. Second, it is remarkable that
even in the rural areas, incomes in agriculture do not seem to have any
major influence on the wage rates in the enterprises. This tendency was
noted already in the 1991 survey, but became more pronounced by the
1997 survey. This confirms the conclusion drawn above that the labour
flows between agriculture and rural small-scale manufacturing are
quite small and that there is a division between the agricultural and the
non-agricultural labour markets in the rural areas. Only in Long An
does a minority of the enterprises (9 per cent) state that earnings or
wage rates in agriculture provide the main basis for determining the
wages in the rural enterprises.

In contrast to the state sector, where social benefits such as paid
sick leave, maternity leave and annual leave are taken more or less for
granted, the provision of such benefits is largely optional for the non-
state enterprises. Still many enterprises provide basic social benefits to
their workers. However, there are large differences both across
locations and ownership types in the benefits offered. Thus, four out of
five firms in Ho Chi Minh City, but only between one in ten and one in
five enterprises elsewhere, grant their workers paid sick leave (Table

Table 6.22: Main basis for determining wage rates in rural enterprises by
ownership form. Percentages.

Household Private Other forms

Wage rates in other firms 22.9 17.8 36.4

Wage rates in local state firms 0.0 4.4 9.1

Earnings in agriculture 2.1 0.0 0.0

Agricultural wages 2.1 6.7 4.5

Individual negotiations 43.8 35.6 31.8

Paying capacity of enterprise 29.2 33.3 18.2

Other basis 0.0 2.2 0.0
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6.24). Similarly, almost half of the firms in Ho Chi Minh City offer
their employees paid annual leave, in contrast to the situation in the
other locations, where few workers enjoy this benefit. Paid maternity
leave is also more common in Ho Chi Minh City than elsewhere.
Unpaid maternity leave is the rule in Hanoi, while female workers in
most enterprises in Haiphong, Ha Tay and Long An have to make do
without any leave at all.

As might be expected, social benefits are more commonly given by
larger private, co-operative and shareholding and limited liability firms
than by the smaller household enterprises. Compared to the situation
in the 1991 survey, the share of urban household and private
enterprises offering their workers social benefits has increased
substantially, while social benefits in the co-operative sector have
deteriorated (Table 6.25). There is a large discrepancy between urban
and rural areas in terms of social benefits. Generally speaking, social
benefits are the exception rather than the rule in the rural enterprises
(Table 6.26). Only a small proportion of the household and private
firms grant their workers paid sick leave, while maternity leave and
paid annual leave is unheard of in the rural household enterprises and
very rare in the rural private firms. However, among the rural co-
operative and partnership enterprises, there is a minority of firms
granting these benefits.

Except for Ha Tay, it is rather uncommon for enterprises to resort
to wage reductions or wage postponements. Less than 5 per cent of the
enterprises with wage labour in Hanoi, Ho Chi Minh City and in Long
An resorted to such drastic measures in the 1997 survey. In Haiphong
some 5.7 per cent of the enterprises postponed payment of wages and
an additional 4.5 per cent both reduced wages and postponed their

Table 6.23: Correlation between labour productivity and average wage at the
enterprise level in 1991 and 1997 surveys.

Hanoi Haiphong HCM City Ha Tay Long An

1991 survey 0.710* 0.734* 0.812* (-) (-)

1997 survey 0.299* (-) (-) 0.818* 0.434*

Key: * Significant at the 1 per cent level. (-) No significant correlation even at the
5 per cent level.
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payment. In Ha Tay, no less than 38.3 per cent of the enterprises post-
poned wage payments in the 1997 survey, but only 2.1 per cent resorted
to wage reductions (Table 6.27). 

Generally speaking, these measures are most common among the
co-operatives in the urban areas, and among the co-operatives and
partnerships in the rural areas (Tables 6.28 and 6.29). More than 10 per
cent of the urban co-operatives and 41 per cent of the enterprises in the
category ‘other’ in the rural areas postponed wage payments in the

Table 6.24: Enterprises granting social benefits by location. Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

Paid sick leave 11.6 11.4 80.3 21.3 17.4

Paid maternity leave 8.9 6.8 24.8 6.4 0.0

Unpaid maternity leave 63.4 9.1 6.0 8.5 4.3

Paid annual leave 14.3 6.8 48.7 4.3 5.8

Table 6.25: Urban enterprises granting social benefits by ownership form.
Percentages.

Household Private Partnership Co-operative Shareholding*

Paid sick leave 16.7 45.3 25.0 35.1 57.7

Paid maternity leave 2.6 10.9 2.5 22.8 28.2

Unpaid maternity leave 12.8 14.1 30.0 38.6 42.3

Paid annual leave 2.6 26.6 10.0 36.8 44.9

Note: *Shareholding and LLC.

Table 6.26: Rural enterprises granting social benefits by ownership form.
Percentages.

Household Private Other forms

Paid sick leave 12.5 19.6 31.8

Paid maternity leave 0.0 0.0 13.6

Unpaid maternity leave 0.0 8.7 13.6

Paid annual leave 0.0 4.3 18.2
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1997 survey. Some 10 per cent of the rural and 6.4 per cent of the urban
household enterprises also resorted to wage postponement or reduc-
tion or both in the 1997 survey. Among the other types of enterprises
such measures were much more infrequent.

In fact this problem would seem to be less acute than the figures in
Tables 6.27 to 6.29 suggest, as in a third of the cases the stated reason
was ‘delayed payment as per contract’, suggesting that the postponed
payment was not an extraordinary measure. Apart from these cases,
the most common reason for postponing or reducing wages was liquid-

Table 6.27: Enterprises resorting to wage postponement/reduction in the 1997
survey by location. Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

Wage postponement 3.6 5.7 1.7 38.3 1.4

Wage reduction 0.0 0.0 0.9 2.1 0.0

Both postponement 
and reduction

0.0 4.5 0.0 0.0 0.0

Table 6.28: Urban enterprises resorting to wage postponement/reduction in the
1997 survey by ownership forms. Percentages.

Household Private Partnership Co-operatives Shareholding*

Wage postponement 2.6 4.7 2.5 7.0 1.3

Wage reduction 0.0 0.0 0.0 1.8 0.0

Both postponement 
and reduction

3.8 0.0 0.0 1.8 0.0

Note: *Shareholding and LLC.

Table 6.29: Rural enterprises resorting to wage postponement/reduction in 1996
by ownership forms. Percentages.

Household Private Other forms

Wage postponement 8.3 13.0 40.9

Wage reductions 2.1 0.0 0.0

Both postponement 
and reduction

0.0 0.0 0.0
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ity problems due to the failure of the enterprise to collect payments
owed by customers on time. Other, less frequently stated reasons were
lack of demand and poor profitability. There were also a few cases in
which the first month’s wage of a worker was withheld as a matter of
course. Hence, it may be concluded that it is mainly in times of unfore-
seen liquidity crisis that enterprises resort to postponing the payment
of wages.

Notes
1.  The terms ‘labour force’ and ‘workers’ are used synonymously and refer
to the entire workforce, both paid and unpaid, while the term ‘wage workers’
is used to denote paid workers. 

2.  Excluding the managers/owners themselves.

3.  For Long An it is difficult to make comparisons because of the large share
of non-manufacturing enterprises in the sample in this province in the 1991
survey.

4.  Thuc trang Lao Dong – Viec Lam o Viet Nam 1996 [Status of Labour –
Employment in Vietnam 1996]. (Hanoi: Statistical Publishing House, 1997),
pp. 123–134.

5.  However, comparisons for Long An should be made with caution as a very
high proportion of the firms surveyed in 1991 were involved in services and
not in manufacturing.

6.  At an exchange rate of 11,600 dong per US$.

7.  The small number of female wage workers in the sample in Long An
makes it difficult to draw any conclusions for this province.

8.  The small number of female wage workers in the rural household
enterprises in the sample makes it difficult to draw any conclusions for this
ownership form.

9.  Then Ha Son Binh.

10.  However, it should be noted that the figures for the rural areas are based
on a rather limited sample.

11.  The correlation coefficient is 0.21 and significant at the 1 per cent level.

12.  The correlation coefficient is 0.12 and significant at the 3-per-cent level.

13.  All three correlations are significant at the 1-per-cent level.
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7

The Transformation of 
the Non-state 
Manufacturing Sector in 
the 1990s
Per Ronnås

The comprehensive surveys of the non-state manufacturing sector in
Vietnam conducted in 1991 and 1997, as described in Chapter 1,
provide unique data sets for analysing the changes that have taken
place in the non-state manufacturing sector in Vietnam in the 1990s.
As a quick recapitulation, the surveys consisted of 

(i) a survey of 923 enterprises in Hanoi, Haiphong, Ho Chi Minh
City and in the provinces of Ha Son Binh, Vinh Phu, Quang Ninh,
Long An and Cuu Long in 1991, 
(ii) a repeat survey in 1997 of some 371 of the enterprises surveyed
in 1991 in Hanoi, Ho Chi Minh City, Haiphong, Long An and Ha
Tay (previously Ha Son Binh), and 
(iii) a survey in 1997 of some 500 enterprises in Hanoi, Ho Chi
Minh City, Haiphong, Long An and Ha Tay that had not been pre-
viously surveyed. 
As the sampling and stratification procedures as well as the question-

naires were virtually identical in the surveys, the data obtained (i) and
(iii) make it possible to analyse developments in the sector as a whole
between 1991 and 1997, while data from surveys (i) and (ii) can be
used to examine the development and changes of a randomly selected
cohort of enterprises over a period of six years.1
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 A comparison of the general characteristics and behaviour of the
two different sets of enterprises from surveys (i) and (iii), was made at
various levels in Chapters 2, 4 and 5. The results describe a dynamic
private manufacturing sector, with a new profile (in the 1997 survey)
of the enterprises, registering remarkable growth in size, capital intens-
ity and labour productivity in the 1990s, with moderate increases in the
workforce.Thus, the average value added increased almost three-fold
among the enterprises in Hanoi and by almost as much in Ho Chi Minh
City (Tables 2.1, 2.2). In Ha Tay, the only province for which comparable
data are available, the value added per enterprise increased more than
four-fold. The increase in production was accompanied by an equally
impressive growth of the capital stock. The average asset base increased
by more than three times among the enterprises in Hanoi and by an
almost incredible 13 times in Ha Tay. Among the enterprises in Ho Chi
Minh City, the increase in assets was more modest, while among the
enterprises in Haiphong the asset base declined somewhat.2

By way of summing up the sectoral comparisons made in Chapters
2, 4 and 5, it may be emphasised that the non-state manufacturing
sector has registered a considerable consolidation in terms of size,
capital base, capital intensity and labour productivity in the 1990s and
that this process has been accompanied by a sharp reduction in the
regional differences in these regards. The enterprises in the 1997
survey were not only larger than in the 1991 survey, they also dis-
played different characteristics. The capital/labour ratio, measured as
assets per worker, among Hanoi enterprises had nearly doubled; in Ha
Tay it was a staggering 7.7 times higher, which suggests that a funda-
mental restructuring had indeed taken place between the two surveys.
Labour productivity was also higher as a result of this increased capital
intensity, and in turn translated into higher wages.

 As both surveys (in 1991 and 1997) were stratified similarly by
ownership forms, the large differences in size and operational charac-
teristics cannot be explained by changes in the ownership structure of
enterprises. The comparisons made earlier show that the average value
added, asset base and labour force of rural and urban enterprises have
increased significantly for both household and private enterprises (see
Tables 2.1, 2.3). The increase in assets was made possible partly
through increased indebtedness3 but mainly through own capital.
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 The increases in size, capital intensity and labour productivity of
the enterprises were most pronounced in the areas where enterprises
were previously weakest, notably Hanoi and Ha Tay. The traditional
large differences in the level of development between the north and
south and between rural and urban areas had narrowed significantly by
the 1997 survey, as  reflected in improved industrial infrastructure (Tables
2.8, 2.9), extended forward linkages (Chapter 4) and equalisation of
wages (Tables 6.18, 6.19), among other things.

This transformation can basically have taken place through two
non-exclusive processes. First, through the appearance of new enter-
prises that are fundamentally different from existing enterprises with
regard to size, capital intensity and labour productivity, and, second,
through growth and transformation of existing enterprises. In the case
of Vietnam, both of these processes have clearly been at work. The rest
of the present chapter is devoted to detailed, individual analysis of
each of these processes on the basis of the data from the 1991 and 1997
surveys.

Old versus New Enterprises
In order to determine to what extent the much larger size of the
enterprises in the 1997 survey than in the 1991 survey was due to the
establishment of increasingly larger enterprises, the enterprises sur-
veyed in 1997 were divided into two groups; those established prior
to 1991 and those established in or after 1991. Table 7.1 reveals a
striking difference between the two categories of enterprises. Gener-
ally speaking, the newer enterprises were found to be much larger
than the older ones. In Hanoi the more recently established enter-
prises had, in the 1997 survey, on average about three times larger
production and more assets than the older enterprises and 64 per cent
more labour.4 Labour productivity was also almost 50 per cent higher
in the newer enterprises in Hanoi than in the older ones. In Haiphong
and Ho Chi Minh City, too, the newer enterprises were considerably
larger than the older ones. However, the differences in labour pro-
ductivity between the two categories of enterprises were less pro-
nounced in these two cities.5

The large differences in average size between the newer and the
older enterprises were also found in the rural areas covered by the sur-
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vey. In both Ha Tay and Long An the more recently established enter-
prises produced almost twice as much value added on average as the
older enterprises in the 1997 survey. They were also about 50 per cent
larger in terms of both size of capital and labour. However, in contrast
to the situation in the urban areas, the newer enterprises in the two rural
areas were on the whole no more capital-intensive than the older ones.
There was virtually no difference in labour productivity between the
two categories of enterprises in Ha Tay, while in Long An labour
productivity in the newer enterprises was about 30 per cent higher than
in the older enterprises.
This picture clearly shows that the establishment of increasingly large
enterprises has been a main factor behind the general increase in the
size of enterprises between the 1991 and 1997 surveys. The increasing
size of newly established enterprises is also reflected in the age struc-
ture of the various ownership types of the enterprises. Generally
speaking, the private and limited liability enterprises covered by the
survey tend to be more recently established than, in particular, the
partnerships and co-operatives. In the urban areas almost three out of
four private enterprises were established after 1990, as against less
than one out of every five partnership and co-operative enterprises
(Table 7.3). Among the urban household enterprises, slightly more
than half had been established after 1990. In the rural areas the
proportion of newer enterprises was slightly lower than in the urban
areas (Table 7.3). Approximately two-thirds of private enterprises and
half of the household enterprises had been established since 1991.
Somewhat surprisingly, among the other types of enterprises in the
rural areas (primarily partnerships and co-operatives) the vast major-
ity were new.

In terms of location, Ho Chi Minh City had the highest proportion
of new enterprises, followed by Ha Tay, Long An and Haiphong, while
in Hanoi the majority of the enterprises had been established before
1991 (Table 7.2).

Table 7.2: Enterprises by period of establishment and location. Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

Before 1991 58.0 44.0 35.9 38.3 42.7

1991 and after 42.0 56.0 64.1 61.7 57.3
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However, the increasing share  of private and shareholding and
limited liability firms among newly established enterprises does not
entirely explain the larger size of new enterprises. An examination of
the average size of enterprises by age group and ownership form in the
urban areas reveals that among both the household and the private
enterprises the newer enterprises tend to be larger than the older ones
(Table 7.4). Thus, the more recently established household enterprises
produced on average 33 per cent higher value added than the older
household enterprises in the 1997 survey. Among the private
enterprises the difference was even larger at 62 per cent. It is
interesting to note that among private enterprises the average labour
force was much larger in the newer enterprises than in the older ones,
while there was hardly any difference between the two groups with
regard to assets. This suggests that the newer private enterprises are
rather more labour-intensive than the older ones. Yet labour produc-
tivity was on average 13 per cent higher in the newer enterprises,
indicating that they are more efficient. Among the urban household
enterprises the picture is somewhat different: both the capital stock and
the labour force is on average larger in the newer than in the older
enterprises, as is labour productivity and capital intensity. Thus, not
only do these two types of enterprises appear to be rapidly increasing
in number, but  the size of the newly established enterprises has also
increased over time.

Among partnerships as well as co-operatives in the urban areas the
picture is exactly the reverse.6 The older partnerships and co-operat-
ives tend to be much larger than the more recently established ones.

Table 7.3: Enterprises by period of establishment and ownership form.
Percentages.

Urban Rural

House-
hold

Private Partner-
ship

Co-
operative

Share-
holding*

House-
hold

Private Others

Before 
1991 55.1 27.0 60.0 84.2 5.1 47.3 35.4 22.7

1991 and 
after 44.9 73.0 20.0 15.8 94.9 52.7 64.6 77.3

Note: *Shareholding and LLC.
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The magnitude of the difference is more than one to two with regard
to value added and even more with regard to total income. The older
enterprises also tend to have a larger labour force than the newer ones,
although the difference is not as pronounced as in assets. It is interest-
ing to note that labour productivity, measured as value added per
worker, is also considerably lower in the more recently established
partnership and co-operative enterprises than in the older ones. Indeed,
it is much lower than the labour productivity both in the private enter-
prises, and in the household enterprises. While this might be interpreted
as an indication that partnership and co-operative enterprises grow
rapidly after they have been established, a more likely interpretation is
that the very nature of these enterprise forms has changed in the 1990s
and that the size at the time of establishment has become much smaller
than it used to be. The relative importance of these types of enterprises
has declined considerably in the past decade and the number of new
establishments has been quite small.

The rural enterprises present quite a different picture from those in
the urban areas (Table 7.5). Among both household and private enter-
prises in rural areas, the capital base is on average larger in the older
than in the newer enterprises. The more recently established rural private
enterprises produced somewhat more value added on average than the
older enterprises did in the 1997 survey, while among the rural house-
hold enterprises the picture was the reverse. Furthermore, there was
hardly any difference in labour productivity between the more recent
and the older household and private enterprises in the rural areas.
Among the other forms of enterprises in the rural areas, it may be seen
that the newer enterprises were much larger in terms of production and
assets, but not of labour force, than the older enterprises. However, it
is difficult to draw any firm conclusions from this as the enterprises
found in this category are quite diverse.

It deserves to be noted that among urban enterprises in general, the
size of debts is much larger among the more recently established enter-
prises (Table 7.6). This suggests two things. First, that bank loans have in-
creasingly become available to non-state manufacturing enterprises
and, second, that loans are predominantly taken at the time of establishment.

It should be noted that within each ownership form the debts of the
newer enterprises on the whole are no larger than those of the older
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enterprises, but that the difference in indebtedness is explained by a higher
proportion of firms with debts among the more recently established enter-
prises and, in particular, a rather large number of limited liability com-
panies with large debts among the newer enterprises. It is noteworthy
that the difference in the incidence of debts between newer and older
enterprises is largest among the private enterprises, which in the past
had very little access to formal credit. Among the household enterprises
the level of indebtedness is generally very low.

Although there are some differences in the branch structure of the
enterprises established before and after 1991, the picture differs from
city to city and the only general pattern that appears to have emerged
is an increasing diversification in the branch structure (Table 7.7). Thus,
in Hanoi there was a relative decrease in the establishment of enter-
prises producing light engineering, general consumer goods, cloth and
garments, while the proportion of new firms in almost all other
branches increased slightly. In Ho Chi Minh City there was a relative
decline in the number of new establishments in the fields of agro-
processing, arts and handicrafts, and paper and stationery production.
In Haiphong, the relative number of establishments in agro-processing
and in carpentry and furniture production declined sharply.

In the rural areas, the two provinces covered by the survey display
quite opposite pictures (Table 7.8). In Long An, in the south, more than
half of the firms established since 1991 are engaged in agro-processing,
as against less than 29 per cent of the firms established prior to 1991. In
Ha Tay, by contrast, only 8 per cent of the firms established since 1991
are in the field of agro-processing. Here, arts and handicrafts, and cloth
and garment production account for more than half of the firms estab-

Table 7.6: Indebtedness by period of establishment and location.

Hanoi HCM City Haiphong Long An Ha Tay

1990 1991 1990 1991 1990 1991 1990 1991 1990 1991

Av. debt 15,862 173,261 35,782 97,694 7,588 39,636 1,516 1,442 7,581 50,889

Share with 
no debt

84.1 66.0 73.8 77.3 70.5 58.9 74.3 83.0 80.6 62.0

Note: Average debt in thousand dong. Averages refer to 5 per cent trimmed mean
for all enterprises.
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lished since 1991, while the share of new establishments in traditional
local industries such as carpentry and furniture has declined sharply.

There has been quite a pronounced shift in the type of people who
set up enterprises since the beginning of the 1990s. In the past, most
managers were recruited from the ranks of blue-collar workers,
particularly in the north. Thus among the enterprises established prior
to 1991 in the north, more than half of the managers had an employ-
ment history as manual non-farm workers (Table 7.9). Only in Ho Chi
Minh City did this category not predominate among the managers of
the older enterprises. In Hanoi the employment history of the man-
agers was centred in the professional, technical, administrative or

Table 7.7: Branch structure of urban enterprises in 1991 and 1997 surveys, by
period of establishment. Percentages.

Hanoi Haiphong HCM City

–1990 1991– –1990 1991– –1990 1991–

Agricultural processing 11.6 14.0 27.3 13.3 19.0 13.3

Chemicals 0.0 0.0 0.0 6.7 2.4 6.7

Machinery & parts 5.8 8.0 6.8 6.7 7.1 6.7

Ceramics 0.0 2.0 0.0 0.0 0.0 0.0

Bags & covers 2.9 6.0 0.0 16.0 7.1 16.0

Carpentry & furniture 11.6 14.0 25.0 9.3 7.1 9.3

Light engineering and 
consumer goods

36.2 20.2 25.0 25.3 23.8 25.3

Medicine and medical 
equipment

2.9 4.0 0.0 4.0 2.4 4.0

Bricks & tiles 0.0 6.0 0.0 0.0 0.0 0.0

Paper & other stationery 4.3 8.0 0.0 2.7 7.1 2.7

Arts & handicrafts 4.3 6.0 9.1 5.3 16.7 5.3

Cloth, garment & 
accessories

14.5 4.0 6.8 5.3 4.8 5.3

Heavy engineering 0.0 2.0 0.0 1.3 0.0 1.3

Services 2.9 2.0 0.0 4.0 2.4 4.0

Construction and building 
materials

2.9 4.0 0.0 0.0 0.0 0.0
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managerial fields in less than 20 per cent of the older enterprises. In the
other locations, managers with such a background were more
common, but they did not make up a majority anywhere. Among the
more recently established enterprises, the picture is dramatically differ-
ent. There has been a pronounced trend everywhere towards a higher
proportion of managers with a professional, technical, administrative
or managerial background. The change has been most dramatic in
Hanoi, where almost two-thirds of the managers in the enterprises
established since 1991 have come from the ranks of white-collar
workers, as against only 21 per cent prior to 1991.7 By contrast, only
18 per cent of the managers in the newly established enterprises have
a background as manual workers. The only location showing a slightly
divergent trend is Ha Tay, where the main shift has been from man-
agers with a background as non-farm manual workers to managers

Table 7.8: Branch structure of rural enterprises, by period of establishment.
Percentages. 

Ha Tay Long An

–1990 1991– –1990 1991–

Agricultural processing 12.9 8.0 28.6 55.3

Chemicals 3.2 2.0 0.0 0.0

Machinery & parts 3.2 0.0 11.4 2.1

Ceramics 0.0 2.0 2.9 0.0

Bags & covers 0.0 0.0 0.0 2.1

Carpentry & furniture 41.9 24.0 14.3 14.9

Light engineering and consumer goods 12.9 8.0 28.6 17.0

Medicine & medical equipment 0.0 0.0 0.0 2.1

Bricks & tiles 0.0 0.0 0.0 2.1

Paper & other stationery 0.0 0.0 2.9 0.0

Arts & handicrafts 16.1 34.0 2.9 2.1

Cloth, garment and accessories 9.7 22.0 5.7 0.0

Heavy engineering 0.0 0.0 0.0 0.0

Services 0.0 0.0 0.0 0.0

Construction and building materials 0.0 0.0 2,9 2.1
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with a background in agriculture. By contrast, Long An displays the
same trend as the three urban locations, with an increasing share of
managers with white-collar background.

The trend towards managers with experience in managerial, profes-
sional or administrative positions is the same in both household and
private enterprises, although the proportion of managers with such a
background remains smaller in the household enterprises (Table 7.10).
Hence, this development seems to be unrelated to any changes in the
ownership structure of newly established firms. The trend seems to be
equally pronounced in the rural areas and in the urban areas, although
the somewhat divergent picture in the two rural areas covered by the
survey suggests that conclusions regarding the rural areas must be read
with care. 

The tendency towards a higher proportion of enterprises whose
managers hold a professional, managerial or administrative background,
underscores that the transformation of the non-state manufacturing

Table 7.9: Previous occupation of manager by period of establishment of
enterprise and location.

Hanoi Haiphong HCM City Ha Tay Long An

–1990 1991– –1990 1991– –1990 1991– –1990 1991– –1990 1991–

A 10.7 35.3 25.0 28.1 30.0 30.8 10.0 15.2 18.2 25.0

B 7.1 11.8 4.2 9.4 10.0 19.2 10.0 6.1 3.0 13.6

C 3.6 17.7 4.2 9.4 25.0 28.8 3.3 6.1 3.0 15.9

D 7.1 5.9 0.0 0.0 0.0 0.0 10.0 21.2 30.3 15.9

E 57.1 17.6 54.2 40.6 20.0 11.5 60.0 42.4 42.4 20.5

F 14.3 11.8 12.5 12.5 15.0 7.7 6.7 9.1 3.0 9.1

G 0.0 0.0 0.0 0.0 0.0 1.9 0.0 0.0 0.0 0.0

Key: A Professional, technical and related 
B Administrative and managerial
C Clerical, sales, services
D Agriculture, animal husbandry, forestry, fisherman, hunter
E Manual worker (manufacturing, construction, transport etc.)
F Other
G Did not work

Note: Figures refer to household, private and shareholding and limited liability
companies only.
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sector in the 1990s has been towards larger enterprises with a higher
capital intensity and labour productivity, but  it has also entailed a qual-
itative change requiring managerial skills beyond those obtained on
the shop-floor. Seen from a different angle, this development also indic-
ates that changes in the overall economic environment are making it
increasingly difficult for blue-collar workers to set up and run their
own enterprises.

Patterns of Growth of Enterprises

Overall Development 

An examination of the entire cohort of enterprises surveyed in both
1991 and 1997, including those no longer in operation by the latter
date, yields, at first sight, a somewhat disheartening picture.8 By the
latter date only 66.9 per cent of the enterprises were still in existence,
while the rest had closed down for one reason or another.9 Although
the total combined value added produced by these enterprises had in-

Table 7.10: Previous occupation of manager by period of establishment of
enterprise and enterprise form. Percentages.

Urban areas Rural areas

Household Private Household Private

–1990 1991– –1990 1991– –1990 1991– –1990 1991–

A 16.7 25.6 35.3 32.6 6.8 12.2 29.4 35.7

B 3.7 4.7 11.8 18.6 4.5 6.1 11.8 17.9

C 9.3 25.6 11.8 16.3 2.3 6.1 0.0 21.1

D 3.7 2.3 0.0 0.0 27.3 26.5 5.9 3.6

E 50.0 30.2 35.3 20.9 54.5 40.8 41.2 10.7

F 16.7 11.6 5.9 9.3 4.5 8.2 5.9 10.7

G 0.0 0.0 0.0 2.3 0.0 0.0 0.0 0.0

Key: A Professional, technical and related 
B Administrative and managerial
C Clerical, sales, services
D Agriculture, animal husbandry, forestry, fisherman, hunter
E Manual worker (manufacturing, construction, transport etc.)
F Other
G Did not work
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creased by 12 per cent in real terms over the period, total employment
had fallen by no less than 28 per cent and wage employment by 17
per cent. The value of the combined assets of the enterprises had, by
contrast, increased by no less than 75 per cent in real terms (Table 7.12).
The decline in employment was primarily due to the loss of employ-
ment following the closure of a large number of the enterprises.

Generally speaking, the enterprises in Hanoi fared best. Although
some 30 per cent of the surveyed enterprises in this city closed down
during the period, the strong growth of a large number of the remain-
ing enterprises ensured an overall increase in value added for the
cohort as a whole of 67 per cent and a net increase in total and wage
employment of 7 and 16 per cent respectively. Thus, it may be con-
cluded that the enterprises in this city went through a considerable
consolidation over the period. The asset base, in aggregate terms as
well as by enterprise and by worker, increased considerably, as did
labour productivity measured as value added produced per worker.

 The enterprises in Haiphong, too, went through a process of
consolidation, albeit of a more drastic nature. Although a record 43 per
cent of the enterprises in this city closed down during the period,
aggregate value added for the whole cohort more than doubled in real
terms. This is all the more remarkable as employment fell by almost
50 per cent. This apparently contradictory development would seem to
be due to the closure of a number of primarily co-operative enterprises
with large labour force, but very low productivity.10

Table 7.11: Aggregate change of key variables of the cohort of enterprises
between the 1991 and 1997 surveys by location. Percentages.

Hanoi Haiphong HCM City Ha Tay Long An All areas

Value added 67.3 112.5 -19.8 -40.5 -32.2 12.1

Income 85.2 100.5 -55.9 -23.6 -14.6 -7.6

Assets 188.9 64.5 -52.2 16.1 246.1 74.8

Employment 7.0 -48.8 3.4 -56.9 -31.7 -28.3

Wage labour 15.7 -49.7 18.8 -53.3 -11.7 -16.6

No. of enterprises -30.4 -43.2 -20.5 -33.3 -40.0 -34.1

Note:  The figures refer to the entire cohort of enterprises, including those no longer
in existence in the 1997 survey. The figures exclude state enterprises. Value added,
income and assets are expressed in real terms.
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 Enterprises in Ho Chi Minh City had the lowest mortality rate of
the five locations, but also a rather poor performance of the surviving
enterprises. Although ‘only’ one-fifth of the enterprises in this city
disappeared, aggregate value added fell by almost as much. The sharp
fall in aggregate assets and incomes among the enterprises in this city
was exclusively due to very large assets among some of the enterprises
that closed down.11 Generally speaking, the private enterprises per-
formed better than the other types of enterprises in the urban areas.
Relatively fewer enterprises of this category were closed down and this
group of enterprises as a whole increased its production by nearly 50
per cent as well as its total and wage employment by 29 and 40 per
cent, respectively.

Generally speaking, the private enterprises performed better than
the other types of enterprises in the urban areas. Relatively fewer enter-
prises of this category were closed down and this group of enterprises
as a whole increased its production by nearly 50 per cent as well as its
total and wage employment by 29 and 40 per cent, respectively.

 The urban household enterprises, too, performed rather well. Even
though some 36 per cent of these enterprises were closed down, value
added increased by some 17 per cent and assets by an impressive 184
per cent, while total employment fell by 10 per cent. Although the
mortality rate among these enterprises has been high, those that have

Table 7.12: Aggregate change of key variables in the cohort of urban enterprises
surveyed between the 1991 and 1997 surveys by ownership form. Percentages.

Household Private Partnership Co-operative All urban 

Value added 17.0 48.1 -7.8 -31.1 22.8

Income 12.7 -19.1 -19.3 -21.5 -5.9

Assets 122.1 88.3 101.0 -41.3 73.3

Employment -9.8 29.0 8.5 -49.3 -20.5

Wage labour 183.6 38.9 -1.0 -49.3 -9.6

No. of enterprises -35.7 -23.3 -29.7 -39.2 -31.7

Note: The figures refer to the entire cohort of enterprises, including those no longer
in existence in the 1997 survey. The figures exclude state enterprises. Value added,
income and assets are expressed in real terms. The categorisation by ownership form
refers to the situation in the 1991 survey.
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survived have apparently, by and large, been able to consolidate
themselves. Their asset base has been considerably strengthened and
they have also increased production. The urban private enterprises also
display the same indications of having gone through a process of
weeding, which has left the survivors fitter and stronger, although this
process would seem to have been much more pronounced for the urban
household than for the urban private enterprises.

 By contrast, the development of the urban co-operative enterprises
shows few such redeeming features. Not only were 39 per cent of these
enterprises closed down, but also value added produced, assets and,
not least, employment fell by just as much or more for the group as a
whole. The main reason for this dismal overall performance was the
large size of many of the closed down units.

 By and large, the rural enterprises fared much worse than the urban
during the period. A somewhat lower proportion of the rural than of the
urban enterprises were still in operation by the 1997 survey (63 versus
68 per cent), but more importantly, growth of the surviving enterprises
did not make up for the loss of production and employment of those
that closed down. The loss of employment was to a large extent due to
the closure of a few rather large co-operative and partnership
enterprises at the same time as the remaining enterprises generated
little if any new employment. The rather dismal development of the
rural enterprises was not altogether unexpected (Table 7.13). The rural
enterprises covered by the survey in 1990, apart from a number of
seemingly moribund co-operatives and a large number of rather
primitive household enterprises which were poorly endowed, suffered
from low productivity. They were scarcely capable of producing
anything more than a subsistence income for the household members
employed in them. With the opening up of the rural markets and
increased competition, it was to be expected that many of them had
little chance of developing and prospering. On the positive side it
should be noted that the asset base has been considerably strengthened
among those enterprises that have survived. It appears that the rural
enterprises have gone through a period of rather forceful restructuring,
driven by increasingly fierce competition, where the fittest have
adapted and become stronger, but which has also resulted in many
casualties. This would seem to have been the case both in Ha Tay and
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in Long An. The effects have generally been more drastic in Ha Tay,
although the share of discontinued enterprises has been higher in Long
An, mainly because closures in the former province affected a number
of large co-operative and partnership enterprises while in the latter
mainly household enterprises were closed down. 

That enterprises in Ha Tay generally fared worse than those in Long
An is hardly surprising, considering that the enterprises in Ha Tay were
generally much weaker and poorer than those in Long An in the 1991
survey. Although the mortality rate has been higher among the house-
hold than private enterprises in the rural areas, it is the latter group that
has registered the most severe overall decline in production and employ-
ment. In a way this is not surprising, as the scope for decline of either
income or employment in most household enterprises must have been
very small, considering the very low levels of production at the starting
point.

Survival and Development Patterns

By the time of the 1997 survey 65.5 per cent of the enterprises surveyed
in 1991 were still in operation.12 This proportion varied between loca-
tion and ownership forms. The highest proportion of surviving enter-
prises was found in Ho Chi Minh City (78 per cent), followed by
Hanoi (68 per cent), and Ha Tay (63 per cent); however, in Long An
and Haiphong only 58 and 52 per cent, respectively, of the enterprises

Table 7.13: Aggregate change of key variables in the cohort of rural enterprises
between the 1991 and 1997 surveys by ownership form. Percentages.

Household Private All rural 

Value added -2.1 -40.1 -36.0

Income -22.5 -6.0 -18.0

Assets 62.4 215.3 94.4

Employment -13.4 -40.8 -50.6

Wage labour 129.9 -41.5 -47.7

No. enterprises -36.8 -29.3 -36.6

Note: The figures refer to the entire cohort of enterprises, including those no longer
in existence in 1997. Apart from household and private enterprises, the rural total
also includes a few partnership and co-operative enterprises. Value added, income
and assets are expressed in real terms. The categorisation by ownership form refers
to the situation in the 1991 survey.
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were still in existence. Generally speaking, the rate of survival was
somewhat higher in the urban than in the rural areas (Table 7.14).

Both in urban and in rural areas the private enterprises registered
the lowest number of closures.13 In urban areas more than three-quart-
ers and in rural areas more than two-thirds of the private enterprises
surveyed in 1991 were still in operation in 1997. Among the household
enterprises the survival rate was somewhat lower: 64 per cent in the
urban and 62 per cent in the rural areas. Among the partnership
enterprises, 68 per cent of the urban, but only one in six rural, still
existed in 1997. The lowest rate of survival was found among the co-
operative enterprises, where 61 per cent of the urban, but none of the
rural units, were operating in 1997.14 In the rural areas relatively more
manufacturing than agro-processing enterprises were still in operation
in 1997: 66 as against 54 per cent.

However, the survival ratio provides only a part of the picture of the
development of the enterprises. When the rate of survival is combined
with the growth performance in terms of value added created of the
enterprises still in operation in 1997 (Tables 7.14 to 7.16), an intriguing
picture emerges. It would appear that the vast majority of enterprises
fall into two distinct categories: those that have grown at a very rapid
pace (by more than 10 per cent per year in real terms) and those that
have closed down or suffered pronounced decline.15 

The proportion of less successful enterprises, which either closed
down or declined in terms of value added by more than 2.5 per cent per
year, ranged from 44 per cent in Hanoi to no less than two-thirds in
Haiphong and Long An. In Ho Chi Minh City and in the province of
Ha Tay a clear majority of the enterprises (58 and 56 per cent), also fell
into this category. It is interesting to note that when lumped together in
this manner, the differences across locations becomes much smaller
than when the categories ‘closed down’ and ‘declining’ are examined
individually. It would appear that in Ho Chi Minh City a considerably
smaller share of the less successful enterprises closed down than in the
other locations. Thus, while this city had the lowest proportion of
discontinued enterprises, it had the highest share of (still surviving)
enterprises registering sharp decline.

An examination by ownership forms reveals the same pattern.
Thus, in the urban areas, the household and co-operative enterprises had
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the highest share of closed-down enterprises, but the lowest share of
declining enterprises among those still in operation. On the whole, it
would appear that among the urban enterprises, partnership enterprises
had the poorest performance, with two-thirds of the enterprises either
discontinuing their operation or registering a sharp decline. The pat-

Table 7.14: Development of enterprises between the 1991 and 1997 surveys by
location. Average annual percentage change of value added.

Hanoi Haiphong HCM City Ha Tay Long An

Closed down 31.6 47.5 22.4 36.6 41.7

Decline over 2.5% 12.3 18.8 35.5 19.7 23.6

-2.5 to 2.5% 8.8 3.8 5.3 9.9 8.3

2.6% to 10.0% 10.5 6.3 10.5 7.0 6.9

Growth over 10.0% 36.8 23.8 26.3 26.8 19.4

Table 7.15: Development of urban enterprises between the 1991 and 1997
surveys by ownership form. Average annual percentage change of value added.

Household Private Partnership Co-operative State

Closed down 35.7 24.6 31.6 39.2 (100.0)

Decline over 2.5% 19.6 31.1 34.2 11.8 (0.0)

-2.5%  to 2.5% 3.6 8.2 2.6 7.8 (0.0)

2.5%  to 10.0% 8.9 8.2 5.3 13.7 (0.0)

Growth over 10.0% 32.1 27.9 26.3 27.5 (0.0)

Note: There were only six state enterprises in the sample. All closed down during the period.

Table 7.16: Development of rural enterprises between the 1991 and 1997 surveys
by ownership form. Average annual percentage change of value added.

Household Private Partnership Co-operative

Closed down 38.4 32.8 (83.3) (100.0)

Decline over 2.5 % 17.8 29.5 (0.0) (0.0)

-2.5% to 2.5% 11.0 8.2 (0.0) (0.0)

2.6% to 10.0 % 4.1 9.8 (16.7) (0.0)

Note: There were only six partnership and two co-operative enterprises in the sample.

EntrepVN_book  Page 198  Friday, October 13, 2000  5:32 PM



THE TRANSFORMATION OF THE NON-STATE MANUFACTURING SECTOR IN THE 1990S

199

tern across ownership forms in rural areas is broadly similar. Although
the incidence of closure was higher among household than private enter-
prises, the former had a much smaller share of surviving, albeit declin-
ing enterprises.

At the other end of the scale is a rather high proportion of enter-
prises registering very rapid growth indeed. Some 37 per cent of the
enterprises in Hanoi, about a quarter of the enterprises in Ho Chi Minh
City, Haiphong and Ha Tay and a fifth of the enterprises in Long An,
increased their value added by more than 10 per cent per year in real
terms between the two surveys.

This reinforces the impression that the 1990s was a decade of
dramatic structural change amidst growth. This environment offered
great possibilities of growth for those astute and adaptable enough to
exploit these opportunities, at the same time as it was merciless on those
enterprises that failed to adapt and change with the times. Table 7.14
reinforces the impression gleaned from Table 7.11 that these changes
were generally more dramatic in the north than in the south. Thus, Hanoi
had a much higher proportion of rapidly growing enterprises (37 per
cent) than the other cities, as well as a rather high mortality rate.
Haiphong would seem to differ from Hanoi in that it offered a harsher
economic environment and/or that its enterprises were less viable. Thus,
the mortality rate among the repeat enterprises was higher, while the
share of fast growing enterprises (those growing more than 10 per cent
per year) was lower than in either Hanoi or Ho Chi Minh City.16

Similarly, despite the much weaker economic base of enterprises in
Ha Tay than in Long An, the former generally fared better. Thus, the
enterprises in Ha Tay not only registered a lower mortality rate than
those in Long An, but a higher proportion of them were fast-growing
enterprises. Moreover Ha Tay benefited from a smaller number of de-
clining enterprises.

An examination of growth by ownership forms of enterprises
shatters several common prejudices. First, it may be noted that the
highest proportion of fast-growing enterprises is found among house-
hold enterprises, both in the urban and in the rural areas. While it may
be argued that the modest starting-point makes even modest absolute
growth look impressive in relative terms, small household enterprises
often face organisational, managerial and operational barriers to
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growth. Not least, the inevitable increase in wage labour as the enter-
prise expands dramatically changes the cost structure of production
and greatly increases the need for managerial and organisation skills.
Seen in this light, the fact that 32 per cent of the urban and 29 per cent
of the rural household enterprises grew by more than 10 per cent per
year is both impressive and encouraging (Tables 7.15 and 7.16). That
this growth was associated with an increased use of wage labour is
clearly demonstrated by the fact that the net wage employment in the
urban household enterprises which were still in operation by the time
of the 1997 survey was 142 persons, or 3.7 persons on average per
enterprise. This should be seen against the fact the most of the enter-
prises did not employ any wage labour in 1991.17 The fast-growing
enterprises accounted for most of this increase. 

From a policy perspective, the finding that quite a large proportion
of the household enterprises grow rapidly and hire wage labour is
important. As the overwhelming majority of non-state enterprises in
Vietnam are household enterprises, it must be concluded that the
dynamic household enterprises do indeed constitute a major source of
industrial growth and employment generation. One relatively easy way
of promoting this dynamism would be to facilitate the change of an
enterprise from one ownership form to another; for example, from
household to private. In the present sample only four out of 36 urban,
but nine out of 45 rural household enterprises graduated to a ‘higher’
form of enterprise, although many more obviously had the
characteristics of a private rather than a household enterprise by 1997.

Another popular conception, which the data belie, is that the co-
operatives in the 1990s were moribund. While this may largely have
proved to be true in the rural areas where the co-operative, as well as
partnership enterprises in the survey all fared badly, the urban co-
operatives had a much more mixed performance. Although close to 40
per cent of them closed down during the period, more than a quarter
increased production by more than 10 per cent per year. Thus, the
negative overall performance notwithstanding (Table 7.15), a fair share
of the co-operatives have apparently managed to adapt to the more
market-oriented environment and have prospered. Some of these
success stories were transformed into other ownership forms, mainly to
limited liability companies, but the majority remained co-operatives.18
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A more detailed analysis of the growth pattern in terms of value
added of the repeat enterprises still operating in 1997 reinforces the
picture depicted above. The average rate of growth was almost three
times higher in Hanoi and Haiphong than in Ho Chi Minh City (Table
7.17). In Hanoi only a quarter of the repeat enterprises registered a
decline in value added produced between the 1991 and 1997 surveys,
as against half of the enterprises in Ho Chi Minh City. In Hanoi half of
the enterprises grew by more than 11 per cent per year and almost a
quarter of them grew by more than 20 per cent per year. The perform-
ance was similarly impressive in Haiphong. In Ho Chi Minh City, too,
almost a quarter of the enterprises grew by more than 20 per cent per
year, but the performance of the remaining 75 per cent was much more
dismal than in Hanoi or Haiphong.

The enterprises in rural areas, on average, grew at a slower rate than
in the urban areas. To be more precise, while the average growth rate
of the enterprises in the southern province of Long An was about the
same as that of Ho Chi Minh City, the enterprises in the northern
province of Ha Tay on average grew more slowly than those in the
neighbouring cities of Hanoi and Haiphong. The development of the
enterprises in Ha Tay presents a very polarised picture. At the bottom
end, it can be seen that a quarter of the enterprises decreased by 10 per
cent or more per year, while at the top end a quarter of the enterprises
grew at a staggering rate of 25 per cent or more per year. By
comparison, the picture in Long An was much less dramatic.

Among the various ownership forms, the surviving household
enterprises would seem by and large to have enjoyed the most
impressive development, both in the urban and in the rural areas
(Tables 7.18 and 7.19). Their average rate of annual growth was 13 per
cent in the urban and 8 per cent in the rural areas. In the urban areas,
two-thirds of them registered positive growth rates. Almost half of
them grew by 10 per cent per year or more, thus clearly qualifying as
fast-growing enterprises, and a quarter of them grew by a staggering
30 per cent or more per year. 

 In the rural areas the growth of household enterprises was some-
what less impressive than in the urban areas. The proportion of enter-
prises with positive growth was smaller at 59 per cent. Yet half of the
enterprises grew by more than 7 per cent per year and a quarter grew
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Table 7.17: Average annual rate of growth of value added of enterprises between
1991 and 1997 surveys by location.

Hanoi Haiphong HCM City Ha Tay Long An

Mean 12.5 13.2 4.6 5.3 4.6

Percentiles:

 10 -12.6 -22.1 -21.9 -26.1 -19.1

 25 -1.2 -4.6 -14.6 -9.8 7.8

 50 11.1 7.6 -0.4 4.4 0.7

 75 19.7 23.3 18.6 24.8 15.0

 90 39.4 61.4 34.5 30.1 31.3

Table 7.18: Average annual rate of growth of value added of urban enterprises
between 1991 and 1997 surveys by ownership form.

Household Private Partnership Co-operatives

Mean 13.2 6.7 2.9 13.5

Percentiles:

 10 -16.5 -20.7 -33.2 -13.2

 25 4.0 -10.4 -13.9 -1.2

 50 9.8 1.4 -2.0 9.1

 75 29.9 13.6 16.2 19.7

 90 42.0 43.2 28.3 54.6

Table 7.19: Average annual rate of growth of value added of rural enterprises
between the 1991 and 1997 surveys by ownership form and area of activity.

Household Private Agro-processing Manufacturing

Mean 7.8 1.9 10.9 3.9

Percentiles:

 10 -19.1 -28.6 -24.9 -24.8

 25 -6.2 -15.7 -10.2 -9.5

 50 7.2 -1.0 3.3 0.7

 75 20.5 23.6 29.6 21.9

 90 29.1 33.1 64.6 29.7
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by more than 20 per cent per year. Those in Ha Tay seem to have
performed slightly better than those in Long An, but this difference is
hardly significant.

The urban co-operatives performed quite well, too. Almost three-
quarters of the surviving enterprises registered positive growth, half of
them grew by more than 9 per cent per year and a quarter of them by
20 per cent per year or more.19 The high average rate of growth of the
urban co-operatives (13.5 per cent per year) was influenced by a small
number of very rapidly growing enterprises.

 The development of the urban co-operatives contrasts with the
much poorer performance of partnership enterprises. More than half of
the urban partnerships actually declined, many of them significantly,
and the performance of the most successful partnership was much less
impressive than that of its counterpart among other forms. In the rural
areas, development of the few partnership enterprises found in the
sample was, as noted above, dismal.

 The performance of the private enterprises, both in urban and in
rural areas, was mixed. Although the performance in urban areas was
somewhat better than in rural areas, it should be noted that in both
areas about half of the enterprises either declined or did not grow at all.
Although a small minority of private enterprises in the urban areas
performed extremely well, rapid growth was much less broad-based
and involved relatively fewer enterprises than among the household
and co-operative enterprises. In the rural areas, however, the private
enterprises equalled the household enterprises with regard to the
proportion of fast-growing enterprises.

 An examination of the enterprise performance by branches does
not yield a very conclusive picture. Most branches had both declining
and rapidly growing enterprises, suggesting that line of activity was
not a major determinant of growth. Still, enterprises in some branches
would seem to have fared better than others. In the urban areas, the
sectors ‘construction and building materials’, ‘machine building’ and
‘services’ performed better, while ‘carpentry and furniture making’
and, in particular, ‘cloth and garment production’ performed worse
than average.

 In the rural areas a somewhat more clear-cut, but also different,
picture emerges. Hence, enterprises involved in ‘construction and
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building materials’ and ‘arts and handicraft’ performed much above
average. ‘Carpentry and furniture’ had a number of very successful as
well as a number of declining enterprises, while the performance of the
enterprises engaged in ‘services’ and in ‘light engineering’, in par-
ticular, but also in ‘food production’ was clearly below average. With
regard to the latter it should also be noted that agro-processing firms
registered a very high rate of closures at 46 per cent.

On Accumulation, Growth and Employment

More than any other factors, the ability to accumulate capital at a
rapid pace has determined the survival and growth of the small-scale
manufacturing enterprises in the 1990s. The correlation between ac-
cumulation of capital and growth in terms of value added produced is
remarkably high.20 While this link may seem trivial at first, the nature
of the link and its implications show that it is not.

First, the enterprise data clearly show that what might be consid-
ered as a modest, but respectable rate of capital accumulation of, say,
10 per cent, does not suffice. The threshold in terms of capital accu-
mulation needed in order for an enterprise to achieve a take-off and
grow was very high indeed. In the urban areas, even enterprises grow-
ing by a modest rate of 2.5 to 10 per cent per year had an average
annual rate of capital accumulation of 23 per cent, while the fast-
growing enterprises with growth rates in excess of 10 per cent per year
had an average rate of capital generation of 38.2 per cent per year
(Table 7.20). Among the latter, only a quarter had a rate of capital
accu-mulation of less than 15 per cent per year.

In the rural areas, the rate of capital accumulation needed for
growth was even higher. Even among the enterprises with a modest
growth rate of 2.5 to 10 per cent per year it averaged 43 per cent and
among the faster-growing enterprises it was an extraordinary 56 per
cent per year (Table 7.20).

The finding that growth requires very high levels of capital
accumulation is supported by the fact that the declining enterprises,
too, generally registered net increases in capital, although at much
lower rates (Table 7.20).

Second, as discussed above, the enterprises display a pronounced
dualistic pattern in terms of performance. At the lower end, 50–60 per
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cent of the enterprises either closed down or declined significantly
during the six-year period between the two surveys (Tables 7.14 to
7.16). It can reasonably be assumed that in the long run the majority of
the declining enterprises, too, will close down. At the upper end, 25–
35 per cent of the enterprises grew at more than 10 per cent per year.
Remarkably few enterprises registered zero or only modest growth.
Hence, the ability to achieve very high rates of capital accumulation
would, by and large, seem to be a prerequisite not only for growth, but
also for the long-term viability of the enterprise.

Third, in the virtual absence of access to credits, accumulation of
capital has to be self-generated and hence is tantamount to very high
profit margins. In other words, just making ends meet or achieving
modest profits is not enough for long-term viability of the enterprise.

This does not imply that credits have not played any role at all as a
means of capital accumulation. By the 1997 survey some 26 per cent
of the urban and 21 per cent of the rural enterprises had some debt,
more often than not in the form of bank loans. However, even among
those with debts, the level of indebtedness was quite modest. Both

Table 7.20: Average annual rate of growth of assets, employment and labour
productivity by growth categories of enterprises.

I II III IV All enterprises

Urban:

Assets 3.0 11.3 22.6 38.2 21.5

Employment -5.3 -3.4 1.6 8.6 1.9

Productivity -8.6 4.1 5.6 21.4 7.4

Rural:

Assets 10.7 37.5 43.2 56.2 35.1

Employment -5.8 3.5 3.1 6.6 1.2

Productivity -9.7 -3.1 2.9 20.6 4.2

Key: I: Enterprises with an average annual decline of value added of more than 2.5 per cent.
II: Enterprises with an average annual change of value added between -2.5 and +2.5 per cent.
III: Enterprises with an average annual increase of value added between 2.5 and 10.0 per cent.
IV: Enterprises with an average annual increase of value added of more than 10 per cent.
Note: All figures refer to percentage average annual change. Labour productivity
calculated as value added per worker.
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among the urban and the rural enterprises with debts, the share of debts
in total capital was only 20 per cent. The enterprises growing by at
least 2.5 per cent per year had a higher incidence of debts than average,
suggesting both that credit was generally given on a commercial basis
to sound enterprises rather than to support declining ones, and that the
importance of credits to growth was larger than the above figures
might suggest. Thus, some 36 per cent of the growing urban enterprises
had debts, as against only 12.5 per cent of the declining ones. For the
rural enterprises the corresponding figures were 31 and 12.5 per cent,
respectively. As might be expected, credit was primarily extended to the
larger enterprises. Both in the urban and the rural areas between 27 and

Table 7.21: Average annual rate of growth of assets, employment and labour
productivity by growth categories and location of enterprises.

Hanoi Haiphong HCM City Ha Tay Long An

All enterprises:

Assets 24.6 27.8 14.8 38.1 31.7

Employment 2.2 2.6 1.1 0.7 1.6

Productivity 10.7 10.0 3.4 5.3 2.9

Declining enterprises:

Assets 5.4 5.0 1.3 3.1 17.4

Employment -5.5 -8.5 -3.5 -8.0 -3.9

Productivity -4.5 -5.1 -11.4 -11.1 -8.5

Growing enterprises:

Assets 33.2 42.8 27.7 61.1 43.4

Employment 6.5 9.7 5.0 5.0 6.7

Productivity 14.8 19.5 18.8 18.2 14.4

Fast-growing enterprises:

Assets 37.7 52.3 23.8 65.6 44.0

Employment 7.4 12.5 6.2 6.7 6.5

Productivity 17.7 22.7 24.2 20.9 20.2

Note: Declining enterprises are defined as enterprises with an average annual
decline of value added in excess of 2.5 per cent. Growing enterprises are defined as
all enterprises with an average annual increase of value added in excess of 2.5 per
cent. Fast-growing enterprises are defined as enterprises with an average annual
increase in value added in excess of 10 per cent. Productivity is defined as value
added produced per worker. Employment refers to total employment.
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32 per cent of the private, partnership and co-operative enterprises had
debts, as against only 11–13 per cent of the household enterprises.

The need for consolidation and continuous strengthening of the
asset base may be expected to be greatest for the small enterprises and
in the areas where technological change is fastest. Indeed, the average
rate of capital accumulation among the enterprises in Ho Chi Minh
City has been significantly lower than in the other locations (Table
7.21). Thus, this rate was only 24 per cent per year among the fast-
growing enterprises in Ho Chi Minh City, as against 38 per cent in
Hanoi, 52 per cent in Haiphong and a staggering 66 per cent in Ha Tay.
An additional factor behind this discrepancy may well be a strong
pressure, as markets become more integrated, to reduce the
technological gap between the comparatively stronger and more
advanced enterprises in Ho Chi Minh City and those in the north.
Other findings, such as the decreasing wage gap between the north and
the south, may be interpreted to support this view.

Similarly, the generally much smaller household enterprises not
only need to achieve higher rates of capital accumulation than other
types of enterprises in order to survive and grow, but also, it would
seem, find it easier to do so. Thus, in the urban areas household enter-
prises growing by more than 2.5 per cent per year had an average rate
of capital accumulation of 49 per cent, compared to 20 per cent for the
private, 36 per cent for the partnership and 32 per cent for the co-
operative enterprises (Table 7.22). However, even for the comparat-
ively large co-operative enterprises, a very high rate of capital accu-
mulation was a precondition for growth.

In the rural areas, the rate of capital accumulation was generally
higher than in the urban areas, and the threshold to achieve growth was
generally much higher. Among the rural enterprises growing by more
than 2.5 per cent per year (i.e. about a third of the enterprises), the aver-
age annual rate of capital accumulation was 58 per cent for the house-
hold enterprises and 48 per cent for the private enterprises (Table 7.23).

A comparison of the enterprise environment in the rural areas at the
time of the survey in 1991 and in 1997 reveals that fundamental
changes have taken place both with regard to the nature of the enter-
prises and the economic environment in which they operate.
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In the 1991 survey most firms in Ha Tay operated with exceedingly
little capital and with very poor technology. The majority (52 per cent)
did not even have electricity. As a consequence, labour productivity
was also low and many enterprises barely managed to provide suffi-
cient income to meet the basic needs of the owner family.21 The pro-
duce was mainly sold locally. Poorly developed markets and rather
weak competition made the existence of these enterprises possible. By
the time of the 1997 survey the picture had changed dramatically. By
then, virtually all enterprises had electricity, and they were substan-
tially stronger in terms of capital and technology.22 The average asset

Table 7.22: Average annual rate of growth of assets, employment and labour
productivity by growth categories and ownership form of urban enterprises.
Percentages.

Household Private Partnership Co-operative All urban

All enterprises:

Assets 36.6 10.3 18.8 22.9 21.5

Employment 4.8 2.2 -0.9 0.1 1.8

Productivity 7.4 4.9 3.9 14.0 7.4

Declining enterprises:

Assets 14.1 -0.6 -0.1 -0.1 3.0

Employment -3.8 -5.1 -8.7 -1.3 -5.3

Productivity -7.6 -8.6 -8.2 -10.7 -8.6

Growing enterprises:

Assets 49.0 19.9 36.0 32.3 34.3

Employment 9.4 9.5 6.6 1.6 6.9

Productivity 15.3 16.2 16.5 22.5 17.6

Fast-growing enterprises:

Assets 56.0 24.1 39.4 31.0 38.2

Employment 12.2 11.0 7.2 2.1 8.6

Productivity 17.1 19.8 19.0 30.8 21.4

Note: Declining enterprises are defined as enterprises with an average annual decline of
value added in excess of 2.5 per cent. Growing enterprises are defined as all enterprises
with an average annual increase of value added in excess of 2.5 per cent. Fast-growing
enterprises are those enterprises with an average annual increase in value added in excess
of 10 per cent. Categorisation by ownership form refers to the situation in the 1991
survey. Productivity defined as value added produced per worker. Employment refers to
total employment.
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base of the private and household enterprises surveyed in 1997 in Ha
Tay was 331 thousand dong, compared to only 77 thousand dong in the
1991 survey.23 Labour productivity, too, had increased substantially,
as had competition. This development was intrinsically linked to the
development and integration of markets. By the 1997 survey the
enterprises in Ha Tay were much more exposed to competition from
urban enterprises and to imports than in the 1991 survey, but they also
sold their produce further afield. Much of this development took place
through the replacement of weak and inefficient enterprises by enter-
prises that tended to be technically and economically stronger. Some
62 per cent of the enterprises covered by the survey in Ha Tay in 1997
had been established after 1990.

This very dynamic external development no doubt goes a very long
way to explain the extraordinarily high rates of capital accumulation

Table 7.23: Average annual rate of growth of assets, employment and labour
productivity by growth categories and ownership form of rural enterprises.
Percentages.

Household Private All rural 

All enterprises:

Assets 39.4 29.4 35.0

Employment 3.2 -1.3 1.1

Productivity 5.4 3.0 4.2

Declining enterprises:

Assets 8.4 12.4 10.7

Employment -1.8 -9.0 -5.8

Productivity -10.1 -9.3 -9.7

Growing enterprises:

Assets 58.1 47.5 53.1

Employment 6.2 5.7 5.8

Productivity 16.8 16.5 16.5

Fast-growing enterprises:

Assets 61.0 48.2 56.2

Employment 7.1 5.7 6.6

Productivity 18.0 25.2 20.6

Note: For definition of terms used, see Table 7.22.
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of the growing enterprises in Ha Tay. In order not only to grow, but to
survive, enterprises have had to keep pace with the rapid changes in the
environment in which they operate. Anything less would inevitably
result in decline and, sooner or later, closure.

The same link between rapid changes in the overall economic
environment and pressure on existing enterprises to develop or suc-
cumb to market forces obviously also existed elsewhere. As markets
have become more integrated, this pressure will have been strongest in
the least developed areas. This is borne out by the survey results and
helps to explain the higher mortality rates as well as the higher rates of
capital accumulation in the north than in the south and in the rural
areas than in the urban areas.

The pivotal role of high rates of capital accumulation as a
prerequisite for growth is also reflected in the nature of growth.
Increases in labour productivity have generally accounted for a higher
share of the increase in value added than have increases in employ-
ment. Among the fast-growing enterprises, labour productivity in-
creased by more than 20 per cent on average in both rural and urban
areas, while employment increased at a much slower rate.

.In view of the very high rates of capital accumulation among the
growing enterprises, it comes as no surprise that growth has been
capital-intensive rather than labour-intensive. The asset base per
worker more than doubled from an average 23.025 million dong per
worker in the 1991 survey to 55.801 million dong in the 1997 survey
among the urban enterprises growing by more than 2.5 per cent per
year (Table 7.24).24 The increase was fastest in the two northern cities
of Hanoi and Haiphong, which in this regard not only caught up with
Ho Chi Minh City, but substantially surpassed it. The most remarkable
development was registered in Hanoi, where the average capital base per
worker increased from 20.0 to 65.5 million dong. In the 1991 survey the
capital/labour ratio varied widely between the various ownership forms.
Broadly speaking, it was more than twice as high in the private enter-
prises as in any of the other ownership forms.

The low capital/labour ratio in the household enterprises could
readily be explained by the small size of these firms and the fact that they
relied primarily on both own capital and own labour. The similarly low
ratio in the co-operative enterprises was no doubt due to the fact that
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these enterprises had inherited from their past as ‘socialist’ enterprises a
weak economic base as well as an unjustifiably large labour force. By
the 1997 survey, these differences had by and large disappeared, through
remarkable increases in the capital/labour ratio in the household,
partnership and co-operative enterprises (Table 7.24). The outstanding
increase in the capital/labour base of the household enterprises is
particularly noteworthy, not least in view of the fact that 40 per cent of
the household enterprises covered by the survey in 1991 belong to the
category of growing enterprises to which the figures refer.

The increase in the capital intensity of rural enterprises was even
more rapid than that of the urban enterprises and, as a result, the wide
gap in capital intensity between the rural and the urban enterprises
registered in the 1991 survey narrowed considerably (Table 7.25).
Similarly, and as in the case of the urban enterprises, the gap between
the north and the south of the country decreased substantially. In Ha
Tay the capital per worker in the growing enterprises (which amounted
to a third of the enterprises in this province) increased almost tenfold
from 1.6 million to 14.7 million dong between the two surveys. The
fact that the asset base in these enterprises was very weak indeed in the

Table 7.24: Changes in absolute and relative capital intensity of growing urban
enterprises between 1991 and 1997 surveys.

Assets/worker 
(1,000 dong)

Index: 
1990=100

Index: All urban 
enterprises = 100

1991 survey 1997 survey 1991 survey 1997 survey

Hanoi 20,048 65,508 327 87 117

Haiphong 20,570 57,058 277 123 81

HCM City 28,001 45,365 162 89 102

Household 17,167 56,223 327 75 101

Private 38,032 55,004 145 165 99

Partnership 18,748 63,639 339 81 114

Co-operative 15,450 51,734 335 67 93

All enterprises 23,025 55,801 242 100 100

Note: All absolute figures in 1996 prices. Growing enterprises are defined as those
with an average annual increase in value added produced of more than 2.5 per cent.
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1991 survey does not make this achievement any less impressive.
While the prospects for the generally very weak and impoverished
enterprises in this province seemed very bleak in the 1991 survey, we
find that six years later at least a third of them had performed very well
indeed, to the extent that they have more or less been able to cast their
legacy of indigence aside. In the southern province of Long An the
increase in the capital/labour ratio has been less remarkable than in Ha
Tay, although it has by no means been unimpressive. The less dramatic
development in Long An than in Ha Tay should be seen in the light of
the fact that the capital base in the former province was much stronger
than in the latter in the 1991 survey.

In light of the above, it comes as no surprise that growth has been
achieved through increased labour productivity rather than through
increased employment. In the urban areas, labour productivity in-
creased by an average annual rate of 18 per cent among the growing
enterprises and 21 per cent among the fast-growing enterprises (Table
7.22).25 Among the rural enterprises the corresponding rates of growth
were 17 and 21 per cent (Table 7.23). At the same time, employment
increased by 6–7 per cent among the growing and 7–9 per cent among
the fast-growing enterprises. However, there were considerable differ-
ences between the different types of enterprises. In the urban areas, the
rate of employment growth among the growing enterprises was by far

Table 7.25: Changes in absolute and relative capital intensity of growing rural
enterprises between the 1991 and 1997 surveys.

Assets/worker 
(1,000 dong)

Index: 
1990=100

Index: All rural 
enterprises = 100

1991 survey 1997 survey 1991 survey 1997 survey

Ha Tay 1,569 14,691 937 30 49

Long An 9,889 49,340 499 189 164

Household 4,580 26,301 574 87 88

Private 6,374 36,137 567 122 120

All enterprises 5,244 30,000 572 100 100

Note: All absolute figures in 1996 prices. Growing enterprises here refer to those with
an average annual increase in value added produced of more than 2.5 per cent and
include fast-growing enterprises.
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Table 7.26: Employment elasticity of growth by location of enterprise.

Hanoi Haiphong HCM City Ha Tay Long An

Growth over 2.5% per year: 

Total employment 0.25 0.13 0.13 0.19 0.26

Wage employment 0.33 0.14 0.22 0.61 0.91

Incremental capital/
labour ratio (1,000 dong)

88,709 94,236 75,179 38,233 121,204

Decline over 2.5% per year:

Total employment -0.25 0.59 0.01 0.72 0.42

Wage employment -0.01 0.79 0.22 0.86 0.35

Note: Calculated as percentage increase of each indicator divided by percentage
increase in value added between 1991 and 1997 surveys for each subset of enterprises.

Table 7.27: Employment elasticity of growth in urban enterprises by ownership
form.

Household Private Partnership Co-operative All urban

Growth over 2.5% per year: 

Total employment 0.31 0.18 0.38 0.08 0.17

Wage employment 2.56 0.22 0.41 0.10 0.21

Incremental capital/
labour ratio (1,000 dong)

88,303 73,451 59,136 216,086 89,797

Decline over 2.5% per year:

Total employment -0.21 4.00 0.30 -0.48 0.11

Wage employment 1.79 5.30 0.75 -0.55 0.26

Table 7.28: Employment elasticity of growth in rural enterprises by ownership
form.

Household Private All rural 

Growth over 2.5% per year: 

Total employment 0.35 0.20 0.24

Wage employment 3.33 0.48 0.78

Incremental capital/labour 
ratio (1,000 dong)

39,042 88,389 64,290

Decline over 2.5% per year:

Total employment 0.40 0.73 0.65

Wage employment 0.28 0.86 0.79
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highest in the household and private enterprises sector, where it
generally exceeded 10 per cent per year (Table 7.23). By contrast, even
among the fast growing co-operatives, employment only increased by
a mere 2 per cent per year on average. In the rural areas, the rate of
employment growth among the expansive household and private
enterprises was considerably lower than among their urban counter-
parts and averaged only 6 per cent (Table 7.2).

The capital-intensive rather than labour-intensive nature of the
growth is also reflected in rather low employment elasticities of
growth (Tables 7.26–7.28). Among the growing urban enterprises, the
overall employment elasticity was only 0.17. The wage employment
elasticity was slightly higher (0.21), reflecting the fact that most incre-
mental employment takes the form of wage employment rather than
additional unpaid household labour. The highest employment elasti-
cities were found in the household and partnership enterprises, followed
by private enterprises.26 For the co-operative enterprises it was virtu-
ally zero, because of a relative abundance of labour to start with.

In the rural areas the employment elasticity was slightly higher than
in the urban areas; 0.35 for household and 0.20 for private enterprises.
The higher overall employment elasticity among the rural than among
the urban enterprises was primarily due to the absence of growing co-
operatives in the rural areas. 

Among the declining enterprises, the employment elasticities – that
is the decline in employment relative to the decline in production –
present a rather more complex pattern. Generally speaking, they were as
high as or higher than the employment elasticity for the growing enter-
prises, suggesting that enterprises that decline generally also shed
labour. The elasticity was particularly high in the rural areas and among
private enterprises.27 Only among the co-operative enterprises has
decline not generally been associated with a reduction in employment.

Nine out of ten enterprises in both the urban and rural areas either
increased or decreased their labour force between the 1991 and 1997
surveys, while only about 10 per cent of the enterprises did not register
any change in the size of their labour force (Tables 7.29–7.31).29 The
proportion of enterprises decreasing and increasing their labour force
was almost equal at 44 and 47 per cent respectively. Although growing
enterprises had a higher propensity to increase their labour force than
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had the declining enterprises, while the latter were more inclined to
decrease their labour force than the former, this link was far from
clear-cut. Thus, some 28 per cent of the growing urban enterprises
actually decreased their labour force, while 63 per cent increased it.
Among the declining urban enterprises two-thirds reduced their labour
force, while 22 per cent actually increased it (Table 7.30). The picture
in the rural areas was in this regard rather similar to that in the urban
areas (Table 7.31).

The pattern varied substantially between the various ownership
forms of enterprises and, to a much lesser extent, between localities. A
more detailed examination reveals that between 30 and 42 per cent of

Table 7.29: Net change in labour force and wage labour force between the 1991
and 1997 surveys by location. Percentages.

Hanoi Haiphong HCM City Ha Tay Long An

All enterprises

Labour force:

Decrease 46.2 42.9 42.4 50.0 35.7

Unchanged 5.1 9.5 11.9 10.9 9.5

Increase 48.7 47.6 45.7 39.1 54.8

Wage labour:

Decrease 43.6 35.7 32.2 21.7 28.6

Unchanged 7.7 16.7 16.8 37.0 23.8

Increase 48.7 47.6 51.0 41.3 47.6

Growing enterprises

Labour force:

Decrease 33.3 25.0 21.4 41.7 10.5

Unchanged 3.7 8.3 10.7 8.3 10.5

Increase 63.0 66.7 67.9 50.0 79.0

Declining enterprises

Labour force:

Decrease 71.4 78.6 69.3 66.7 64.7

Unchanged 0.0 7.1 11.5 20.0 5.9

Increase 28.6 14.3 19.2 13.3 29.4

Note: Growing enterprises defined as those with a more than 2.5 per cent annual
increase in value added. Declining enterprises refers to those with a more than 2.5-per-
cent annual decline of value added. 
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the growing private, partnership and co-operative enterprises in the
urban areas actually reduced their labour force, while only 57–61 per
cent increased it. The combination of growth and decrease of the
labour force suggests a quite dramatic restructuring of the enterprises
in question in the context of increasing wages and a highly competitive
environment. This conclusion is supported by the fact that the pro-
portion of growing enterprises shedding labour was lowest in Ho Chi
Minh City, where wage increases between the 1991 and 1997 surveys
were much lower than in the two cities in the north. The growing
household enterprises in the urban areas differed markedly from the
rest in as much as very few (a mere 4 per cent) of them decreased their
labour force, while no less than 83 per cent increased it. The fact that

Table 7.30: Net change in labour force and wage labour force in urban
enterprises between the 1991 and 1997 surveys by ownership form. Percentages.

Household Private Partnership Co-operative All urban 

All enterprises: 

Labour force

Decreased 22.0 46.8 65.4 45.2 43.6

Unchanged 19.4 8.5 3.8 3.2 9.3

Increased 58.6 44.7 30.8 51.6 47.1

Wage labour:

Decreased 8.3 40.4 53.8 48.4 36.4

Unchanged 19.4 8.5 7.7 3.2 10.0

Increased 72.2 51.1 38.5 48.4 53.6

Growing enterprises

Labour force:

Decreased 4.3 30.4 41.7 38.1 26.6

Unchanged 13.0 8.7 0.0 4.8 7.6

Increased 82.6 60.9 58.3 57.1 65.8

Declining enterprises

Labour force:

Decreased 63.6 66.7 100.0 50.0 72.3

Unchanged 18.2 11.1 0.0 0.0 8.5

Increased 18.2 22.2 0.0 50.0 19.2

Note: Growing enterprises defined as those with more than 2.5-per-cent annual
increase in value added. Declining enterprises refers to those with a more than 2.5-per-
cent annual decline of value added.
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most of these enterprises hired little or no wage labour in the 1991
survey no doubt explains why so few shed labour.

In the rural areas it can be seen that the vast majority of the private
enterprises (83 per cent) increased their labour force, while only 11 per
cent reduced it (Table 7.31). Among the household enterprises,
however, no less than 37.5 per cent reduced their labour force, while
only half of them increased it. However, a closer look at those that
reduced their labour force reveals that in the majority of cases this
entailed using fewer unpaid household members in the enterprise and
in only two instances did it involve a reduction of wage labour. Seen in
this light, the figures are not as surprising, as it can be assumed that a
large number of household members working in the enterprise at the

Table 7.31: Net change in labour force and wage labour force in rural
enterprises between the 1991 and 1997 surveys by ownership form. Percentages.

Household Private All rural 

All enterprises

Labour force:

Decreased 40.0 46.3 43.2

Unchanged 17.8 2.4 10.2

Increased 42.2 51.3 46.6

Wage labour:

Decreased 8.9 41.5 25.0

Unchanged 51.1 7.3 30.7

Increased 40.0 51.2 44.3

Growing enterprises

Labour force:

Decreased 37.5 11.1 27.9

Unchanged 12.5 5.6 9.3

Increased 50.0 83.3 62.8

Declining enterprises

Labour force:

Decreased 42.9 83.3 65.6

Unchanged 28.6 0.0 12.5

Increased 28.6 16.7 21.9

Note: Growing enterprises defined as those with more than 2.5-per-cent annual
increase in value added. Declining enterprises refers to those with a more than 2.5-per-
cent annual decline of value added.
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beginning of the period may reflect a lack of alternative employment
opportunities as much as a need for labour in the enterprise.

The overwhelming majority of the declining enterprises also reduced
their labour force. In the urban areas, decline in production also
resulted in a decrease of the labour force in 72 per cent of the cases,
while in the rural areas 65 per cent of the declining enterprises also
reduced their labour force. By contrast, less than 20 per cent of the
declining enterprises in the urban areas and 22 per cent of those in the
rural areas increased their labour force. The only exceptions to this rule
were the co-operatives, where an equal number of the declining
enterprises increased and decreased the labour force.

Notes
1.  Generalisations of the survey results should obviously be done with some
caution, as the surveys did not cover the entire country. However, the
inclusion of the three main cities suggests that at least as far as the urban
subset is concerned, the surveys are likely to have covered main trends in
development.

2.  Haiphong stands as the ‘odd man out’. As discussed in Chapter 2, it
appears that restructuring in this city has largely taken the form of replace-
ment of large, inefficient firms by smaller, but more efficient and productive
enterprises.

3.  By the 1997 survey, the average level of indebtedness, measured as debts
per unit of asset, had increased from 3.2 to 5.4 per cent among private
enterprises and from 0.2 to 0.7 per cent for household enterprises. In 1990,
few enterprises had any debts.

4.  Hence, the capital/labour ratio was much higher in the more recently
established enterprises, particularly in Hanoi and in Ho Chi Minh City.

5.  For the urban survey as a whole, the differences in size between the two
age groups of enterprises were statistically significant. A t-test shows that the
differences with regard to income, assets, labour force, debts and value added
were significantly different between the two groups at the 1 per cent level,
while the difference in value added per worker was significant at the 7 per cent
level.

6.  The comparisons for the partnership and co-operative enterprises should
be interpreted with some caution as there were only eight partnership and nine
co-operative enterprises established since 1991 in the sample.

7.  White-collar workers are defined as categories A, B and C in Table 7.9.

8.  Excluding state enterprises.
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9.  The reasons behind their closure are analysed in greater detail in Chapter 

10.  Three of the discontinued enterprises in Haiphong had over 100 employees
in 1991.

11.  One of the enterprises which had closed down in Ho Chi Minh City
ostensibly had a total turnover of 25.7 billion dong (at 1990 prices) in 1990,
while another enterprise had 1 billion dong in both assets and turnover in the
1991 survey.

12.  The repeat survey of the enterprises surveyed in 1991 was confined to
non-state manufacturing enterprises in Hanoi, Ho Chi Minh City, Haiphong
and the provinces of Long and Ha Tay (previously Ha Son Binh). For details,
see Chapter 1.

13.  Ownership form throughout this section refers to that stated at the time
of the survey in 1991.

14.  There were only two co-operative enterprises in the rural sample of
repeat enterprises.

15.  Value added was chosen as the key indicator of growth as it was
perceived to be more relevant than alternative indicators, such as total income,
assets or employment. As shown below, value added generally also has the
highest positive correlation with other relevant indicators.

Correlation of average annual rate of change between the 1991 and 1997 
surveys, of key economic indicators.

Key: * Significant at the 0.1 per cent level.
         ‡ Significant at the 1 per cent level.

16.  The large increase in aggregate value added in this city was largely due
to the very impressive performance of a few enterprises.

Value Added Assets Labour Wage Labour

Urban areas

Income 0.85* 0.49* 0.55* 0.42*

Value Added 0.57* 0.64* 0.48*

Assets 0.49* 0.40*

Labour 0.79*

Rural areas

Income 0.85* 0.55* 0.52* 0.54*

Value Added 0.51* 0.48* 0.41‡

Assets 0.51* 0.33

Labour 0.44*
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17.  In the 1991 survey these enterprises had a combined total wage labour
force of 31, i.e. less than one per enterprise.

18.  Ten out of 14 fast growing co-operatives did not change ownership form.

19.  It should be remembered that the co-operatives had the highest mortality
rate among all the ownership forms.

20.  The correlation coefficient was 0.85 for both urban and rural enterprises,
at 0.1 per cent significance level.

21.  For details, see Per Ronnås (1992), Employment Generation through
Private Entrepreneurship in Vietnam (New Delhi: ILO-ARTEP / Sida),
chapters 2 and 5. Also Chapter 2 in the present volume.

22.  The comparison is between the sample of enterprises surveyed in 1991
and the new representative sample of enterprises surveyed in 1997. Thus, the
comparison refers to changes in the population of enterprises as a whole and
not to changes over time in individual enterprises. See Chapter 2 of the present
volume for details.

23.  Both figures refer to 1997 prices.

24.  All figures are in 1997 prices.

25.  Growing enterprises defined as all those growing by more than 2.5 per
cent per year and fast-growing enterprises defined as those growing by more
than 10 per cent per year.

26.  The figure for the partnership enterprises should be interpreted with some
caution, as the absolute number of enterprises involved was quite small.

27.  The very high figures for the urban private enterprises are strongly
influenced by a very sharp decline of employment in a few enterprises.

28.  The fact that the size of the labour force remained the same in these
enterprises clearly does not imply that the same workers remained in the
enterprise over the period.

29.  The fact that the size of the labour force remained the same in these
enterprises clearly does not imply that the same workers remained in the
enterprise over the period.
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The Non-state 
Manufacturing Sector in 
Vietnam 1991–97: An 
Analysis of the Winners
Bhargavi Ramamurthy
The Non-state Manufacturing Sector: An Analysis of the 
Winners

Vietnam has witnessed a dynamic restructuring of its non-state enter-
prises in the 1990s, observable at both micro and macro levels. The
1991 survey of 923 of these enterprises and the repeat survey of 371
units in 1997 are an attempt to capture some of the micro-level dy-
namism. As seen in Table 8.1, a vast majority of resurveyed enter-
prises fall into two distinct categories: those that have grown at a very
rapid pace (by more than 10 per cent per year in real terms) and those
that have closed down or suffered a pronounced decline. In this chapter
we shall focus on the former category, termed the ‘winners’ or ‘fast-
growing enterprises’, which have recorded more than 10 per cent an-
nual average rate of growth of value added in the inter-survey period.
The analysis attempts to answer two kinds of questions. First, how have
they behaved in terms of various internal and external determinants of
firm survival and growth, in the 1991 and 1997 surveys, particularly
in light of the changes that have occurred in the intervening period?
Second, by looking at how they have behaved and changed, can we
determine why some enterprises succeeded?

In achieving this goal, we also record the performance of all
‘surviving enterprises’ (i.e., those that had not closed down, including
the fast-growing category) in the 1991 and 1997 surveys in an attempt
to give the reader a perspective of the position of fast-growing units
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vis-à-vis all survivors. The analysis is also done separately for urban
and rural firms; the terms ‘surviving’ and ‘fast-growing’ enterprises
refer, accordingly, to urban and rural firms in their respective sections.

Urban Enterprises
The urban surveys in 1991 and 1997 were held in the three major
cities in Vietnam, namely Hanoi and Haiphong in the north and Ho
Chi Minh City in the south. The sample is, therefore, reasonably
representative of the urban scene in Vietnam. Among the enterprises
resurveyed, 34 per cent had closed down by the 1997 survey and 37
per cent had grown in excess of 2.5 per cent a year. The fast-growing
enterprises accounted for 26 per cent of the whole sample and 41 per
cent of the surviving enterprises (Table 8.1).

Location and Organisational Structure

The number of urban fast-growing units was 60, almost equally
distributed among Hanoi, Ho Chi Minh City and Haiphong (Table
8.1). In the 1997 survey, 37 per cent of these units were household
enterprises, 25 per cent co-operatives, 17 per cent were private, 13 per

Table 8.1: Distribution of resurveyed units by location and performance
between 1991–97 surveys. Average annual percentage change of value added.

Total
Urban Rural

Hanoi Hai-
phong

HCM 
City

Total 
urban

Ha 
Tay

Long 
An

Total 
rural

Total 356 57 80 76 213 71 72 143

Closures 129 18 38 17 73 26 30 56

Declining 80 7 15 27 49 14 17 31

Stagnant 25 5 3 4 12 7 6 13

Growing 29 6 5 8 19 5 5 10

Fast-growing 93 21 19 20 60 19 14 33

Note: Declining, stagnant, growing and fast-growing enterprises are classified according
to the annual average rate of growth of value added, which is -2.6 or more, -2.5 to 2.5%,
2.6 to 10% and more than 10% respectively in the period 1991–97. The number of
resurveyed enterprises was 371, but data for computing value added were not available
for 14 urban and one rural surviving units; hence the total number of enterprises came
down to 356.
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cent were shareholding and 8 per cent partnerships and limited
liability companies.1 Compared to the 1991 survey, 70 per cent of the
fast-growing enterprises retained their original ownership forms,
while 30 per cent changed. As far as transformation is concerned, the
private and partnership enterprises have been most dynamic – more
than 44 per cent of private and 57 per cent of partnership enterprises
changed ownership forms.2 However, 11 per cent of private and 14
per cent of partnership enterprises moved to lower categories in the
hierarchy of organisational forms; they have become household
enterprises. In the short run, as their growth record shows, this change
does not seem to have been for the worse. However, in the long run,
as formality, size and benefits from external sources could go hand in
hand, this move might have to be reversed. Household enterprises and
co-operatives dominated Hanoi and Haiphong, while in Ho Chi Minh
City it was household and private enterprises. Five of the eight
limited liability companies were located in Haiphong; eight of the ten
private enterprises were located in Ho Chi Minh City. There were no
partnership units in Haiphong, but there were four in Hanoi and one
in Ho Chi Minh City.

Nature of Activity

In the 1991 survey the distribution of fast-growing enterprises by
activity was as follows: for agro-processing there was none; for
manufacturing 87 per cent; for trading 14 per cent. This distribution
altered to 3, 77 and 20 per cent respectively by the 1997 survey,
mainly due to the 19 per cent of enterprises that shifted their main
area of activity in the intervening period. As a result, in the 1997
survey, manufacturing activity had reduced by the movement of five
units, agro-processing had made its appearance, and trading units had
increased by three. Ho Chi Minh City had only manufacturing units;
Hanoi had apart from manufacturing also four trading units; and
Haiphong was the most diversified city in terms of nature of activity,
with both the agro-processing units, eight of the trading units in
addition to nine manufacturing units.

Across ownership forms, in the 1991 survey, household enterprises
followed by private enterprises dominated manufacturing activity,
accounting for 34 and 32 per cent respectively. However, in the 1997
survey, with the movement of eight units out of private ownership
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forms,3 the share of private manufacturing units decreased but was
compensated by the entry of limited liability units. Thus the order of
constitution was household enterprises, co-operatives and private enter-
prises for manufacturing activity (approximately 35, 24 and 20 per
cent respectively). 

Enterprise History

The stability of an enterprise and the sector as a whole may be
inferred by noting how long the firms stay in operation. Particularly
in the case of small entrepreneurs, being in the same or similar lines
of activity can help to develop a lot of useful linkages with other
firms, the government, etc., not to mention the benefits of a pool of
entrepreneurial experience in dealing with production as well as organ-
isational matters in the long run. Table 8.2 presents the age distri-
bution of urban fast-growing enterprises and years of establishment.
It is very clear from the table that a majority of enterprises were set up
in the doi moi era; close to 60 per cent of the enterprises were set up
after 1985.

Since the surveys were conducted in 1991 and 1997, the youngest
enterprise in the sample was at least seven years old by the later date.
As the second half of the table shows, a little more than half of the
enterprises fall in the category of five to ten years of age, which means
an equal amount were very young at the time of the 1991 survey. How-
ever, the proportion of older enterprises is not insignificant, with
almost a quarter being in operation (and doing well) for more than 15
years. Most of these older enterprises were located either in Hanoi or
Ho Chi Minh City, whereas the youngest enterprises were in Haiphong.

Household enterprises constitute a significant proportion of every
age category, except for the oldest units where the co-operatives, for
historical reasons, dominate. All the other ownership forms are less
than 20 years old, with most units being established in the period
1981–85. Only six enterprises4 (constituting 10 per cent of the sample)
had changed owners since the 1991 survey, all through inheritance.

Further, about 22 per cent of the enterprises had changed the
location of their enterprises (within the same city) since the 1991
survey; 46 per cent of them were in Haiphong, 31 per cent in Hanoi
and the rest were in Ho Chi Minh City. The reasons given for changing
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locations were the requirement for larger premises (46 per cent), better
equipped premises (15 per cent), less expensive premises (8 per cent)
and no choice (31 per cent). A majority of the units that changed
location of premises were involved in manufacturing (77 per cent) and
were limited liability companies (39 per cent). This finding confirms
that with graduation into higher ownership forms, the scale and hence
the requirement for larger premises also increased.

Entrepreneurial Characteristics

Data regarding owner characteristics of enterprises were collected
only from owners of household and private enterprises. In the urban
sample, male entrepreneurs were more common in both the 1991 and
1997 surveys. The amount of women entrepreneurs increased from 24
to 30 per cent.5 Table 8.3 presents the entrepreneurial profile in the
1997 survey of fast-growing enterprises as well as the entire cohort of
surviving enterprises.

The entrepreneurial profile has changed between the two surveys
for the following reasons: the six years between 1991–97 have altered
the age distribution, the number of household and private enterprises
has changed and finally, in a few cases, the respondents have not all
been owners in the 1997 survey, even though the same units have been
resurveyed. Despite these differences, most entrepreneurs in the 1997
survey belonged to the category 40–49 years, as before. The percent-
age in the category 50 years and older changed from 21 to 35 in the

Table 8.2: Year of establishment and age of urban fast-growing enterprises in
the 1997 survey.

Year of establishment % Age in the 1997 survey %

Before 1976 11.7 Less than 5 years 0.0

1976–80 8.3 5–10 years 51.7

1981–85 21.7 11–15 years 25.0

1986 6.7 16–20 years 8.3

1987 6.7 21–25 years 5.0

1988 5.0 Over 25 years 10.0

1989 30.0

1990 10.0
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1997 survey, and these entrepreneurs were mainly managing house-
hold enterprises.6 The average age, as a result of these changes, rose
from 43 to 47 years by the 1997 survey.

Half the entrepreneurs had more than ten years of education and
almost nine out of ten had prior experience in a position of respons-
ibility, not as a state enterprise employee. Across regions, the number
of women entrepreneurs was equally distributed between Hanoi and
Ho Chi Minh City (four in each), while only one woman entrepreneur
was located in Haiphong. On the whole, it appears that the typical
entrepreneur representing the fast-growing urban enterprises was male,
between 40–49 years old with more than ten years of education and
previous employment in a position of responsibility. The character-

Table 8.3: Characteristics of owner-managers of urban fast-growing enterprises
in the 1997 survey.

Characteristics: % all surviving enterprises % fast-growing enterprises

Sex:

Male 71.8 70.0

Female 28.2 30.0

Age:

Mean 45.59 47.17

29 years and less 4.7 0.0

30–39 years 28.2 20.7

40–49 years 35.3 44.8

50 years and over 31.8 34.5

Education:

4 years or less 2.4 0.0

5–7 years 18.8 30.0

8–10 years 31.8 20.0

Over 10 years 47.1 50.0

Prior experience:

Local cadre 2.5 0.0

War veteran 2.5 12.5

State enterprise employee 5.0 0.0

Other position of responsibility 90.0 87.5

Other 0.0 0.0
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istics of owner-managers of fast-growing household and private enter-
prises are not noticeably different from those of all surviving enter-
prises. As Table 8.3 shows, the typical entrepreneur of a resurveyed
surviving enterprise in the 1997 survey had exactly the same profile.

Primary Income Source

Data on income sources of the entrepreneur household were also
collected from household and private enterprises only. Most enter-
prises were reportedly the primary income sources to the entrepreneur
household (Table 8.4). Compared to the 1991 survey, we find that the
importance of the enterprise to the owner-household has increased
drastically; almost 70 per cent of the fast-growing enterprises were
the sole income sources in the 1997 survey. These enterprises have
thus transformed into more independent, commercial units. The fast-
growing enterprises had also a slightly higher incidence of second
income in the 1997 survey compared to all survivors, which might
have helped in ploughing back enterprise earnings without diversions
for household expenditure.

Further, not only have other incomes reduced, but household
involvement in the enterprises in the form of unpaid household labour
has also noticeably reduced; from 81 per cent in the 1991 survey to 45
per cent in the 1997 survey. Reflecting the growing importance and the
performance of the enterprises, we find that 90 per cent of the house-
hold and private enterprise owners report that their household incomes
have increased since the previous survey.

Scale of Operations

The urban fast-growing enterprises covered a wide range in the scale
of operation, measured by initial investments and asset growth rates
(Table 8.5). The average fast-growing urban enterprise invested 126
million dong at establishment, and its assets had grown to 310 million
dong by the 1991 survey and to 1.6 billion dong by the 1997 survey.
For the average surviving, resurveyed enterprise, these values were
slightly different – 217 million dong of initial investment, reduced to
153 million dong in assets by the 1991 survey (mainly due to the
declining and stagnant categories) and about a three-fold rise in assets
by the 1997 survey to 657 million (mainly due to the fast-growing
enterprises).
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Whatever the initial investment (calculated in terms of gold ounces
invested, at 1996 prices), most units moved to the categories over 150
million dong in assets by the 1991 survey and further to the more than
500 million category by the 1997 survey, reflecting very impressive
asset growth rates. The percentage reaching this latter category by the
1997 survey was higher among fast-growing enterprises than other
survivors, indicating higher growth rates. This is confirmed by Table
8.6, which clearly shows a higher percentage of fast-growers experi-
encing growth rates over 20 per cent per year between the two surveys.
If we examine the distribution of growth rates from establishment to
the 1991 survey, we find there were only a few differences between sur-
vivors and fast-growers.

Haiphong had the largest units, assets averaging 2.4 billion dong in
the 1997 survey while Hanoi had the smallest units, with 1.7 billion
dong (Table 8.7). The performance of enterprises with regard to asset
growth rates across location and ownership forms is also given in Table
8.7. While the two sets of asset growth rates are incomparable owing
to different bases, one can form an idea of the comparative perform-
mance of each location and ownership form in each set. Ho Chi Minh
City enterprises have recorded fairly steady, although lower, growth
rates (between 25 and 30 per cent per year) while Haiphong and Hanoi
have witnessed greater pressures to grow. This is very clear from Table
8.7, which profiles the size of the representative firm across all regions
and ownership categories.

Table 8.4: Sources of household income in the 1991 and 1997 surveys. Urban
enterprises.

% all surviving enterprises % fast-growing enterprises

Income source: 1991 1997 1991 1997 

Enterprise as sole source 52.4 76.2 31.6 70.0

Wage employment 20.7 19.6 44.7 30.0

Farming 0.7 0.0 0.0 0.0

Others 26.2 4.2 23.6 3.3

Note: Where the sum of a column is greater than 100, it implies some enterprises have
more than two sources of income; where the sum is less than 100, data are not available
for those units; where the sum equals 100, the enterprises have at most one additional
source of income.
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Across ownership forms, household enterprises were at the lowest
end of the spectrum, although they experienced the highest growth
rates between the two surveys. In terms of assets, as Table 8.7 shows,
the gap between household and non-household forms widened. From
Tables 8.6 and 8.7 it is clear that the best performance in the period
between the surveys has been from enterprises that were the weakest

Table 8.5: Initial investment (at establishment) and total assets in 1990 and 1996.
Urban enterprises. Thousand dong (all values at 1996 prices).

Investment and assets: % all surviving enterprises % fast-growing enterprises

Initial investment at establishment:

1,000 and less 2.2 1.8

1,001–10,000 31.1 21.8

10,001–50,000 28.1 32.7

50,001–100,000 5.9 12.7

100,001–500,000 25.9 23.6

Over 500,000 6.7 7.3

Total assets in the 1991 survey:

1,000 and less 0.7 0.0

1,001–25,000 14.9 16.9

25,001–75,000 12.8 10.2

75,001–100,000 4.3 8.5

100,001–150,000 14.2 8.5

150,001–500,000 29.8 32.2

Over 500,000 23.4 23.7

Total assets in the 1997 survey:

1,000 and less 0.7 0.0

1,001–25,000 3.5 3.4

25,001–75,000 4.9 0.0

75,001–100,000 7.6 6.8

100,001–150,000 7.6 5.1

150,001–500,000 34.7 28.8

Over 500,000 41.0 55.9
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in the 1991 survey – Haiphong and household enterprises. A great factor
in the success of the fast-growing enterprises has therefore been the
capacity of enterprises to catch up with the relatively advanced areas.
In this endeavour, the north has not only caught up, but has surpassed
the south by the 1997 survey.

Related to capital accumulation and investments are the sources of
finance for these, both at establishment and for expansion purposes.
More than half of the fast-growing enterprises financed their establish-
ment investments exclusively from their own savings/resources (Table
8.8). Clearly, banks and other formal credit institutions have not been

Table 8.6: Distribution of annual average asset growth rates among urban
enterprises. Percentages.

Nature of growth rate: % all surviving enterprises % fast-growing enterprises

Growth rates from establishment to 1991 survey:

Zero 34.4 38.5

1–10% 5.2 2.6

11–20% 4.2 7.7

21–50% 19.8 20.5

51–75% 8.3 2.6

76–100% 7.3 0.0

Over 100% 20.8 28.2

Growth rates 199197 surveys:

Negative 27.7 13.8

Zero 0.0 0.0

1–10% 10.8 3.4

11–20% 10.8 13.8

21–50% 32.3 37.9

51–75% 12.3 20.7

76–100% 4.6 6.9

Over 100% 1.5 3.4

Note: Growth rates from establishment to 1991 were calculated in terms of actual
gold ounces invested between establishment and mid-1991. Growth rates 1991–97
surveys were calculated in terms of monetary value of assets (in 1996 prices) at the
end of 1990 and 1996.
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significant sources for establishment investment. Household enterprises,
as expected, accounted for most units using 100 per cent own resources
(48 per cent) followed by private enterprises (34 per cent). This
reliance on own resources was most prevalent in Ho Chi Minh City and
was least obvious in Haiphong. This trend of very strong reliance on
own resources was also found for financing investments between estab-
lishment and the 1991 survey. The second half of Table 8.8 records the
distribution of sources for expansionary investment incurred between
the 1991 and 1997 surveys. About 66 per cent of the units reported mak-
ing major investments in machinery and equipment in this period and
the sources of finance show a slightly altered pattern as far as formal
financing sources are concerned. While a major chunk of the investment
came from capital generated from within the firm and the entre-
preneur’s own resources, the percentage of units securing bank finances
rose sharply from those at establishment, from under 4 per cent to 18
per cent.

The improvement is found not only in the number of units using
this source, but also in the share of banks providing finance for the total

Table 8.7: Size structure and growth rates of the average enterprise by location
and ownership form. Urban fast-growing enterprises. Thousand dong.

Monetary value of assets Average annual growth 
rates of asset (%)

1991* 1997† 1990–96

Hanoi 214.4 1,720.0 37.7

Haiphong 360.2 2,490.0 52.3

HCM City 366.4 613.0 23.8

Household 273.9 428.3 56.0

Private 402.8 783.8 24.1

Partnership 192.6 891.4 39.4

Co-operative 312.7 1,709.7 31.0

Shareholding & LLC – 6,083.4 59.4

Key: * Calculated in terms of investment of gold ounces in the period establishment
to 1991; ownership forms refer to those stated in the 1991 survey.
         † Calculated in terms of monetary values of assets at the end of 1990 and 1996;
ownership forms refer to those stated in the 1997 survey.
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costs of improvement: 5 per cent of the fast-growing enterprises
secured between 76 and 99 per cent of their investment from bank
resources (Table 8.8). It is well known that banks require a track record
to approve financing, and units that have been in operation for a
reasonable number of years (like our sample, between 1990 and 1997)
stand a better chance of securing funding than new units with no
performance record. This throws a whole new light on the relationship
of non-state units with the banking system. It is not only a problem of
availability of bank funds, but also eligibility and access to funding
that determine the extent to which the banking sector is aiding private
enterprises. The more the enterprise relies on internally generated
capital, the greater the pressure on short-term profits and capital
accumulation. In the absence of a generous financial market, as our
data show, firms with lower capital accumulation will most likely meet
an early demise or stagnation.

Table 8.8: Percentage distribution of investment finance by source. Urban fast-
growing enterprises.

Sources: 0 1–25 26–50 51–75 76–99 100

Sources for investment at establishment:

Own resources 15.1 3.8 5.7 9.4 11.3 54.7

Friends and family 81.8 10.9 3.6 0.0 1.8 1.8

Banks 96.4 0.0 1.8 1.8 0.0 0.0

Credit co-operatives 98.2 1.8 0.0 0.0 0.0 0.0

Local authorities 100.0 0.0 0.0 0.0 0.0 0.0

Employees 75.9 3.7 9.3 0.0 0.0 11.1

Private moneylenders 94.5 3.6 1.8 0.0 0.0 0.0

Advance from sales 100.0 0.0 0.0 0.0 0.0 0.0

Others 100.0 0.0 0.0 0.0 0.0 0.0

Sources for investment finance between surveys (1991–97):

Own resources 2.6 5.2 5.2 7.8 2.6 76.9

Banks and other financial institutions 82.1 2.6 7.8 2.6 5.2 0.0

Loans from other sources 94.9 2.6 0.0 0.0 0.0 2.6

Interest-free loans from friends and family 94.9 2.6 2.6 0.0 0.0 0.0

Other sources 100.0 0.0 0.0 0.0 0.0 0.0
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Further, the data on expansionary investment sources show that
none of the household enterprises and co-operatives benefited from the
increased share of banks in the investment funding. An interesting
point is that most units that secured bank assistance were located in
Haiphong (71 per cent); formal financing, contrary to our expectations,
has not been a feature of the more developed southern Vietnam.

Mechanisation

The high volume of investment and assets is reflected well in the
degree of mechanisation among fast-growing urban enterprises. Table
8.9 presents the distribution of fast-growing as well as all resurveyed
surviving enterprises in 1991 and 1997 surveys, according to the kind
of machinery used. Fast-growing enterprises account for a majority of
the resurveyed enterprises (43 per cent) using both power-driven and
manually-operated  machinery.

As Table 8.9 also shows, a clear majority of fast-growing firms (61
per cent) used both power-driven and manually-operated  machinery
in the manufacture of their product, in both the 1991 and 1997 surveys.
The percentage using hand tools only remained at 7 per cent, while
those using power-driven machinery climbed by 3.3 per cent, com-
pensating for the corresponding fall among those who relied exclus-
ively on manually-operated  machinery. However, these 3.3 per cent
enterprises are not the only ones to have changed (for the better), as the
numbers show. Far from it: 25 per cent of the enterprises have changed
the kind of machinery they used, and those that increased mechan-
isation owe it to increased investments. However, the reasons for
reduced mechanisation are not very clear. The extent of mechanisation
was greatest in Haiphong, followed by Ho Chi Minh City and Hanoi,
in that order. Following the general trend, units using both power-
driven and manually-operated  machinery dominated every ownership
form; none of the shareholding and limited liability companies relied
solely on hand tools or manually-operated  machinery.

Employment

In the period between the two surveys, wage employment increased
among fast-growing enterprises (both in number as well as in
proportion to total employment), particularly in the north, though not
in proportion to the increase in value added. The asset base per
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worker doubled, indicating that overall growth among these units has
been attained through increased labour productivity, rather than by a
major increase in employment (Table 8.10).7

As far as individual enterprises are concerned, 23 per cent of the
fast-growing units reduced their labour force between the 1991 and
1997 surveys,  12 per cent did not change the number of wage employees,
but a majority of 65 per cent of the enterprises increased their total
(wage) labour force. The average increase in number of workers
among firms that increased their employment since the 1991 survey
(excluding two outliers who added 182 and 290 workers in Haiphong
and Hanoi respectively) is 21, which is slightly higher than the average
reduction (among firms that reduced their labour force) of 12
employees. This has resulted in a net increase in the number of em-
ployees to nine for a typical fast-growing enterprise. Including the two
outliers, the average number of wage employees increased from 12 to
28 workers in a period of six years (Table 8.10).

In percentage terms, while the value added of the average
enterprise grew at 26 per cent, its wage employment grew by 45 per
cent (excluding the outliers), which indicates that employment elasti-
city was very high (2.4) among fast-growing units as a whole in the
inter-survey period. However, a major factor responsible for this high
employment elasticity is the change in the large number of units (27
per cent) that did not use any wage labour at all in the 1991 survey, thus
undermining any conclusion that there has been a marked effect on
total employment. It is clear from the table that fast-growing enterprises
as a group were not much different from the surviving enterprises in the

Table 8.9: Type of machinery used in 1991 and 1997 surveys. Urban enterprises.

% all surviving 
enterprises

% fast-growing 
enterprises

Type of Machinery: 1991 1997 1991 1997 

Only hand tools, no machinery 8.5 4.9 6.8 6.8

Manually-operated  machinery only 14.1 12.6 16.9 13.6

Power-driven machinery only 16.9 15.4 15.3 18.6

Both manually-operated  and 
power-driven machinery

60.6 67.1 61.0 61.0
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1991 survey; by the 1997 survey, the average fast-growing enterprise
had only slightly more employees than its counterpart survivor.

Not surprisingly, household enterprises accounted for 75 per cent
of the units without wage labour; the maximum number of wage
employees was nine for this category. The co-operatives were the largest
employers; their average number comprised 28 workers. Across cities,
surprisingly, Ho Chi Minh City had the largest number of enterprises
working without wage labour (35 per cent) and also had the greatest
number of enterprises in the second category (one to ten wage workers).
Haiphong dominated the third category (11–25 workers) and Hanoi
had some of the largest employers. In the 1997 survey, shareholding
and limited liability companies along with co-operatives were the
biggest employers, employing more than 70 workers, while the other
ownership forms continued their previous performances.

As a result of the increase in the number of wage employees hired,
the percentage of wage workers in proportion to the total labour force
rose from 62 per cent in the 1991 survey to 81 per cent in the 1997 sur-
vey among fast-growing enterprises. Relative to the numbers employed,
Haiphong had, on average, the highest percentage of wage employ-
ment in the 1997 survey, followed by Ho Chi Minh City and Hanoi.

Production Flexibility

In this section we shall describe the production flexibility among
firms in terms of changes to their product mix in the two years prior
to the 1991 survey and thereafter. The data show improvements

Table 8.10: Wage employment in the 1991 and 1997 surveys. Urban enterprises.

% all surviving enterprises % fast-growing enterprises

No. of wage employees: 1991 1997 1991 1997 

0 22.9 7.1 26.7 6.7

1–10 34.3 54.3 35.1 50.0

11–25 25.0 21.4 16.1 18.3

26–50 16.4 10.0 22.1 13.3

51–70 0.0 0.7 0.0 1.7

Over 70 1.4 6.4 0.0 10.0

Mean 12.9 20.1 12.2 28.1
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undertaken as well as the introduction of new products. According to
Table 8.11, firms have displayed more flexibility since the 1991 sur-
vey. However, it should be remembered that the latter time-frame
(1991–97) is longer. In the period 1989–91, roughly half of the fast-
growing enterprises introduced some form of change (either new
products or improvements to existing products). Of these, 26 per cent
introduced new products only, 33 per cent only made improvements
to existing products, and the remaining 41 per cent introduced both
types of changes.

The introduction of changes was most common in Ho Chi Minh
City and among private enterprises. By the 1997 survey, the percent-
age introducing either of the changes rose to 72, of which 51 per cent
implemented both types of changes, 16 per cent introduced new prod-
ucts only, and the remaining 33 per cent only made improvements to
existing products.

Hanoi was most flexible, Ho Chi Minh was least flexible and co-
operatives and shareholding and limited liability companies (in terms
of highest flexibility) replaced the private enterprises. In fact, house-
hold enterprises followed only slightly behind in the introduction of
new products; they led all the other ownership forms in terms of
making improvements to existing products. Another finding is that
firms established after 1985 (especially in 1989) have made the max-
imum changes to the product mix. Their percentage was somewhat
lower in the 1991 survey, probably because the enterprises were too
young at that time to be changing their products.

As Table 8.11 also shows, the reasons for undertaking changes have
altered significantly for all enterprises, including fast-growing enter-
prises. In the 1991 survey most changes were made in order to over-
come a difficulty in selling existing products. However, in the later sur-
vey the changes were mostly undertaken in response to purchaser
requests. Since many of the units were still young in the 1991 survey,
they had not yet achieved a performance record. However, six years
later, they had probably established themselves in the market so that
their product mix was steady and  the only changes that were made
were reflections of evolving customer tastes. If this is the case, then it
is a very strong indicator of the improvement in the reliability and
stability in the output markets for these enterprises. For mature, low-
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risk enterprises with a well-established market, most changes will not
be initiated to change this relationship with a stable market unless the
firms plan a drastic change in their mode of operations.

That there was a drastic reduction in the  number of firms that felt
increasing competition from domestic producers in this period also
strengthens our argument that most of these fast-growing enterprises
have established themselves in the output markets. The optimism sur-
rounding these changes correlates well with the main reason for
change. When the change is a result of customer requests, the degree
of success is high, as opposed to changes initiated by the producer
(where success is by no means as certain). The optimism of entre-
preneurs was slightly tempered by the time of the 1997 survey, though
the number that believed the changes were unsuccessful had dropped
among fast-growing enterprises. For the surviving enterprises as a

Table 8.11: Product changes and their impact in the 1991 and 1997 surveys.
Urban enterprises.

% all surviving 
enterprises

% fast-growing 
enterprises

1991 1997 1991 1997 

Introduced new products 34.0 49.0 30.0 50.0

Made improvements to existing products 38.2 52.0 33.3 58.3

Reason for change:

Difficult to sell current product 37.5 31.1 48.0 34.5

Increasing competition from producers 30.6 18.9 24.0 13.8

Increasing competition from imports 5.6 6.8 4.0 0.0

Requested by purchasers 12.5 36.5 20.0 48.3

Other 6.9 6.8 4.0 3.4

Degree of success:

Unsuccessful 4.3 1.4 4.3 3.4

Not very successful 8.7 21.6 8.7 6.9

Quite successful 65.2 63.5 60.9 75.9

Very successful 21.7 12.2 26.1 10.3

Too early to tell 0.0 1.4 0.0 3.4

Note: The 1991 survey referred to product changes in the 1989–91 period, while the
1997 survey referred to product changes in the 1991–97 period.
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whole, the number of pessimists increased by the 1997 survey, owing
to the declining and stagnant categories of enterprises.

Continuity of Operations

For sustained long-term profits and reliable employment generation,
continuous functioning of an enterprise is of paramount importance.
Discontinuous operations imply instability in both internal and
external conditions and, in this context, we find that the overall en-
vironment has been more stable in the 1997 than in the 1991 survey,
as Table 8.12 shows. The percentage of fast-growing enterprises that
operated throughout the year increased significantly from 59 to 88 by
the 1997 survey.8

Though the average period of closure for the remaining enterprises
has remained at 2.7 months in both years, we find that the maximum
period of closure has come down from six to four months. The lack of
demand, however, narrowed down from being the main reason to the
only reason in the 1997 survey. Improved continuity in operations is
true in the case of all surviving enterprises also (Table 8.12). The
difference between fast-growing enterprises and all surviving
enterprises, which was significant in the earlier survey, had reduced by
the 1997 survey. The number of fast-growing enterprises with
discontinuous operations was seven in the 1991 survey; hence no
generalisation is attempted.

Capacity Utilisation

Related to the extent of the problem of lack of demand is the extent of
production capacity utilisation. As Table 8.13 shows, the percentage
of fast-growing units operating at full capacity doubled by the 1997
survey. This is in conformity with the decrease in the number of units
that reported a lack of demand in the 1997 survey and consequently
shut down operations temporarily. This growing percentage of
enterprises operating at or near full capacity reflects better and more
stable output market conditions. None of the industries reported input
market problems in either survey, indicating that stability in input
markets has continued in the period between the two surveys. The
increasing capacity utilisation becomes even more significant when
we recall that most units (66 per cent) have made major additions to
machinery and equipment and the annual average asset growth rate9

EntrepVN_book  Page 238  Friday, October 13, 2000  5:32 PM



THE NON-STATE MANUFACTURING SECTOR: AN ANALYSIS OF THE WINNERS

239

has been 38 per cent for a typical urban fast-growing enterprise. Thus,
it is clear that these enterprises attained capacity utilisation of
machinery and equipment owned in the 1991 survey, as well as the
additions since then.

Despite this rising number, almost 36 per cent of the (fast-growing)
sample reported they could increase their production by 25 to 50 per
cent. Among the units that had full capacity utilisation in the 1991
survey, 60 per cent reported under-utilisation in the 1997 survey, most
likely due to the additional capacity they created in the intervening six
years. At the other end, most units that expressed a belief in the 1991
survey  that their capacity utilisation could be doubled,  later went on
to improve their performance (22 per cent of them even reported full
capacity utilisation) in the 1997 survey. As Table 8.13 shows, the
higher capacity utilisation in the second survey is spread among the
entire set of surviving enterprises, with minor differences.

Table 8.12: Continuity of operations in the 1991 and 1997 surveys. Urban
enterprises.

Months operated and 
reasons for closure:

% all surviving enterprises % fast-growing enterprises

1991 1997 1991 1997 

Operated throughout the year* 66.9 86.1 59.2 88.3

Closed for:

1 month 8.1 1.4 8.2 0.0

2 months 11.3 4.2 10.2 5.0

3 months 6.5 3.5 12.2 5.0

4 months 3.2 2.8 4.1 1.7

5 months 1.6 0.0 4.1 0.0

6 months 0.8 2.1 2.0 0.0

Over 6 months 1.6 0.0 0.0 0.0

Reasons for closure:

Lack of raw material 7.9 5.3 0.0 0.0

Lack of demand 60.5 89.4 70.0 100.0

Other reasons 31.6 5.3 30.0 0.0

Key:  *The 1991 survey refers to the whole year of 1990 and the 1997 survey refers
to the whole year of 1996. Note: Percentages for reasons for closure are based on
the number of units that did not operate throughout the year. Enterprises established
in 1990 have been excluded from calculations for the 1991 survey columns only.
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We find that capacity utilisation is best among those enterprises
which had an initial investment of 10 to 50 million dong (in 1996
prices) and among those with annual asset growth rates higher than 20
per cent. Across regions, capacity utilisation was most homogeneous
(and efficient) in Hanoi, where 59 per cent of the enterprises reported
working at 50 to 75 per cent of their capacity, and all the other units had
even better utilisation. Ho Chi Minh City also had most units belong-
ing to this category (35 per cent), and the least percentage (5) operating
at full capacity. Haiphong registered a very mixed performance.

Across ownership forms, household enterprises and co-operatives
reported the best rates of capacity utilisation and the former group was
also the most diverse in terms of the rates. None of the private and
partnership enterprises operated at full capacity, and the co-operatives
generally performed best on this count. This situation is similar to the
1991 survey except that Ho Chi Minh City enterprises and co-opera-
tives have witnessed the greatest transformations. Haiphong had the
greatest number of enterprises operating at full capacity even then, and
Hanoi had the most homogeneous enterprises (a quarter of its enter-
prises reported operating at a minimum of 90 per cent capacity). It is
clear that, on the whole, the urban enterprise in the 1997 survey was
operating closer to its capacity compared to the 1991 survey.

Forward Linkages

Forward linkages of enterprises are measured here by the destination
of main product sales, in terms of category and location of buyers.
From the data on category of buyers in Table 8.14, the following

Table 8.13: Capacity utilisation in the 1991 and 1997 surveys. Urban enterprises.

% all surviving enterprises % fast-growing enterprises

Extent of utilisation: 1991 1997 1991 1997

Operating at full capacity 9.9 13.3 8.9 16.4

If employing all machinery & equipment, can increase production by:

Up to 10% 10.7 14.1 10.7 14.5

11–25% 23.7 19.3 14.3 18.2

26–50% 26.0 34.1 28.6 36.4

51–100% 16.8 11.9 17.9 12.7

Over 100% 13.0 7.4 19.6 1.8
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observations may be noted. First, there is ample evidence of changes
in the main category of ‘buyer’ between the 1991 and 1997 surveys –
private enterprises replaced individuals as the main customers of the
average fast-growing urban enterprise in the latter survey. The
percentages of sales of the main product (of the average enterprise) to
individual buyers and private enterprises were 34 and 25 per cent in
the earlier survey, and they changed to 28 and 44 per cent
respectively, in the latter.10 Second, significant changes also occurred
in the enterprises’ linkages with the state sector – 53 per cent of the
enterprises sold a certain percentage of their main product to the state
sector (including state enterprises and other state agencies) in the
1991 survey and this reduced significantly to 40 per cent by the 1997
survey. The percentage of enterprises selling exclusively to the state
also halved in this period, from 18 to 9 per cent. Third, while sales to
tourists had ceased by the 1997 survey (only 2 per cent of the
enterprises sold 25–49 per cent in the 1991 survey), the share of
exports increased noticeably, from 2.6 per cent to 4.4 per cent of the
main product sales, in the average enterprise. However, the 2 per cent
of units that exported all of their main products in the earlier survey
have since diversified in favour of other domestic categories.

The significance of these linkages is clearer when we consider the
nature of the main products. A majority of the enterprises traded in
light engineering and consumer goods (including spare parts,
aluminium and glass items, detergents, electrical wires, etc.); other
products were medical equipment and devices, furniture, handicrafts,
garments and construction materials. Since most of these are goods of
everyday consumption by the population, we find that most sales are
within the same town. However, as the second half of Table 8.14
shows, the linkages with the location of sales have also altered. The
average enterprise sold 77 per cent of its main product within the same
city in the 1991 survey and this dropped to 58 per cent in the 1997
survey. Also, the number of enterprises selling exclusively within the
same town dropped from 58 to 45 per cent in the same period. The
share of other rural and urban areas (in the sales distribution of the
average enterprise) doubled correspondingly; from about 9 per cent
each in the 1991 survey, to 18 per cent each in the 1997 survey. On the
whole, it is clear that the urban fast-growing enterprises have displayed
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a significant amount of adaptability (especially with regard to the state
sector) and have diversified their sales not only in terms of selling to
more categories of buyers, but also in terms of selling to outside
locations as well. Their forward linkages definitely diversified, and to
that extent, improved in the period between the two surveys.

Table 8.14: Forward linkages of main product in 1991 and 1997 surveys. Urban
fast-growing enterprises. Percentages.

Destination and location 0 1–24 25–49 50–74 75–99 100 Mean

Destination of main product sales 1991 survey:

Individual buyers 46.9 12.2 8.2 8.2 4.1 20.4 33.7

Private enterprises 57.1 2.0 20.4 4.1 4.1 12.2 25.3

State enterprises 59.2 2.0 10.2 4.1 6.1 18.4 29.3

Other state agency 87.8 4.1 2.0 2.0 0.0 4.1 6.3

Local authority 98.0 0.0 0.0 2.0 0.0 0.0 1.2

Tourists 98.0 0.0 2.0 0.0 0.0 0.0 0.9

Export 95.9 0.0 2.0 0.0 0.0 2.0 2.7

Other 98.0 2.0 0.0 0.0 0.0 0.0 0.5

Destination of main product sales 1997 survey:

Individual buyers 49.1 22.6 3.8 0.0 3.8 20.8 28.2

Private enterprises 41.5 5.7 5.7 11.3 15.1 20.8 43.7

State enterprises 60.4 15.1 9.4 1.9 3.8 9.4 19.0

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Local authority 96.2 0.0 1.9 0.0 0.0 1.9 2.6

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Export 92.5 0.0 3.8 1.9 1.9 0.0 4.4

Other 98.1 0.0 0.0 0.0 0.0 1.9 1.9

Geographical distribution of main product sales 1991 survey:

Same town 6.3 6.3 8.3 14.6 6.3 58.3 76.7

Other rural 75.0 6.3 10.4 4.2 4.2 0.0 8.9

Other urban 75.0 8.3 12.5 2.1 0.0 2.1 9.5

Elsewhere 93.8 0.0 2.1 0.0 0.0 4.2 4.9

Geographical distribution of main product sales 1997 survey:

Same town 26.4 7.5 1.9 17.0 1.9 45.3 58.1

Other rural 67.9 1.9 9.4 13.2 3.8 3.8 17.8

Other urban 67.9 5.7 7.5 7.5 3.8 7.5 17.8

Elsewhere 84.9 3.8 5.7 3.8 1.9 0.0 6.3
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On the whole, we notice that household enterprises have displayed
the most remarkable diversity in linkages in both years and that their
behaviour patterns have not changed much (except for the inclusion of
exports in the 1997 survey). They sold to almost every category of
buyers and the proportions altered only slightly in the six inter-survey
years. The co-operatives have undergone major adaptations, halving
the share of exports and increasing sales to the state sector and private
enterprises. Regarding the geographical location of sales, percentage
sales in the same town of the average household and partnership
enterprise declined, while that of the private and co-operative enter-
prise increased. It is, therefore, clear that the diversity in linkages has
not only increased in terms of categories of buyers, but also in terms
of increasing the reach of the products in terms of geographical
location; and the performance of household and co-operative enter-
prises stand out, in this respect. This adaptation is seen in all the three
cities. Ho Chi Minh City behaved a bit unlike the other two (it increased
its sales to individual buyers11 and reduced the share of private enter-
prises); all three reduced the share of state sector overall between the
two surveys. All exporting units were located in Ho Chi Minh City in
the 1991 survey, but were also seen in the other two by the 1997 sur-
vey. Linkages with the state were highest in Haiphong in both years, it
was least in Hanoi in the 1997 survey and in Ho Chi Minh City in the
1991 survey. The high growth of the urban fast-growing enterprises
has been accompanied by extending the reach of both buyers and their
location.

Backward Linkages

Backward linkages describe the role of enterprises in creating demand
for inputs, which form the output of other supplying agents. The extent
of backward linkages, thus, also determines the usefulness of enter-
prises in creating income and employment among these supplying
agents. The greater the linkages to the local economy, the greater is the
symbiotic relationship between providers of inputs and output which
help in their mutual growth. However, very high backward linkages
to the local economy could also mean that (national) markets are
segmented, with the result that the industries have no choice but to
depend on the local suppliers, even though it means encouraging
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inefficient production. Typical factors causing segmented markets
include poor infrastructure, insufficient information, high transport
costs, etc. The nature of inputs also determines the extent of back-
ward linkages with the local economy. In our sample of urban fast-
growing enterprises the main raw materials ranged from iron and steel,
sand, paper, chemicals, rubber, timber, leather etc. to bread flour. Agro-
processing industries were few, and so the share of manufacturing
inputs was higher. 

Table 8.15 presents the nature of backward linkages of fast-growing
enterprises in the 1991 and 1997 surveys in terms of the category of
main input suppliers and their location. From this table we find that the
linkages have varied only slightly between the surveys except for the
drastic reduction in the share of households (from 33 to 5 per cent) and
a corresponding increase in the share of private enterprises (20 to 59
per cent) as suppliers to the average enterprise. These changes have not
resulted from changes in the kind of inputs purchased; the main inputs
listed above were common to both 1991 and 1997 surveys. Rather, it
reflects the overall proliferation of private enterprises in the cities (true
of all of Vietnam, too) and the possible transformation of many house-
hold sales into registered formal enterprise transactions.

Also noticeable in Table 8.15 is the reduced dependence on the
state sector for main raw materials – the number of enterprises buying
from the state sector reduced from 41 per cent in the 1991 survey to 26
in the 1997 survey, the major change is among units that bought solely
from the state before. While there is this noticeable change in the
categories of input suppliers, their location has not significantly
altered, strengthening the earlier statement that household sales might
have transformed into private enterprise transactions. Even though the
percentage of enterprises buying solely from the same town reduced
from 88 to 81 per cent between the 1991 and 1997 surveys, the overall
share of local suppliers in the purchases of the average enterprise
dominated other locations in both years, falling by 4 percentage points.
An important development is the increase in the share of other rural
suppliers, which implies that the success of these urban enterprises
trickles down better to the rural areas. On the whole, the enterprises
appear to be more reliant on a single source, but less reliant on a single
location; they are buying more from fewer categories of input suppliers
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but the locations are more diverse. The reducing importance of
households and state has increased the reliance on private enterprises,
but the geographical reach has widened significantly.

Across ownership forms, in the 1997 survey, household enterprises
(especially in Ho Chi Minh City) had the greatest tendency to buy from
other households, while non-household forms relied on private
enterprises. Surprisingly, an equal number of private enterprises,
shareholding and limited liability companies and co-operatives bought

Table 8.15: Backward linkages of main raw material in the 1991 and 1997
surveys. Urban fast-growing enterprises. Percentages.

Supplier and location 0 1–24 25–49 50–74 75–99 100 Mean

Main input supplier 1991 survey:

Individuals 50.0 3.7 1.9 7.4 3.7 33.3 42.2

Private enterprises 61.0 7.4 3.7 5.6 1.9 20.4 27.4

State enterprises 68.5 1.9 3.7 9.3 3.7 13.0 22.2

Other state agency 90.7 1.9 1.9 1.9 1.9 1.9 5.7

Collective farms 98.1 1.9 0.0 0.0 0.0 0.0 0.2

Other 96.3 1.9 0.0 0.0 0.0 1.9 2.2

Main input supplier 1997 survey:

Individuals 82.8 1.7 1.7 6.9 1.7 5.2 11.9

Private enterprises 13.8 5.2 5.2 12.1 5.2 58.6 72.7

State enterprises 74.1 5.2 6.9 5.2 0.0 8.6 14.9

Other state agency 100 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 96.6 3.4 0.0 0.0 0.0 0.0 0.4

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Location of main input supplier 1991 survey:

Same town 4.0 0.0 4.0 2.0 2.0 88.0 92.2

Other rural 96.0 2.0 0.0 0.0 0.0 2.0 2.2

Other urban 92.0 0.0 0.0 6.0 0.0 2.0 5.6

Elsewhere 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Location of main input supplier 1997 survey:

Same town 5.2 0.0 5.2 6.9 1.7 81.0 88.3

Other rural 93.1 0.0 0.0 5.2 0.0 1.7 4.8

Other urban 87.9 3.4 3.4 3.4 0.0 1.7 5.2

Elsewhere 98.3 0.0 0.0 0.0 0.0 1.7 1.7
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from the state sector. However, relative to the total numbers in each
category, shareholding and limited liability companies had the
strongest linkages to the state sector, followed by private and lastly the
co-operatives. They were mainly located in Hanoi and Haiphong. This
scenario has changed slightly since the 1991 survey, when household
enterprises in Haiphong bought mainly from households, while non-
household firms in Ho Chi Minh City and Haiphong bought primarily
from private enterprises. The linkages of co-operatives and private
enterprises, particularly in Hanoi, were greatest with the state sector.

Horizontal Linkages

Subcontracting relationships were the only form of horizontal link-
ages measured in both 1991 and 1997 surveys. Used synonymously
here, the data on urban enterprises reveal very poor and reduced hori-
zontal linkages in the inter-survey period. The number of subcon-
tracting units halved from 14 to seven in this period, and only one of
the 14 units12 continued subcontracting until the 1997 survey. How-
ever, a major reason for this drop is the narrower definition used for
subcontracting in the second survey.13 As a result of this, a comparison
between the two years is not attempted.

The units subcontracting in the 1997 survey were three household
enterprises (two in Hanoi and one in Ho Chi Minh City), two co-
operatives (in Hanoi and Ho Chi Minh City) and one private enterprise
(in Ho Chi Minh City) and a limited liability company (in Haiphong).
The main subcontracting partner was a private enterprise in the same
town for five units, the remaining two were linked to a state enterprise
and a foreign company. All the subcontracting units had at least two
partners, while two units had three partners. The duration of the con-
tracts in the survey ranged from one to twelve months. The effects of
short-term contracts seem to have been offset by an increase in the
number of partners. The major form of assistance was in procuring raw
material (as secured by five units); one other unit received managerial
assistance. From the above description, it is clear that subcontracting
linkages were not significant in the 1997 survey.

Production Relations

Production relations describe the client–producer contracts. Generally,
the fewer the number of customers, the greater the incidence of
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producing on advance order. In our fast-growing sample, Table 8.16
shows that since the 1991 survey, the number of annual customers
increased but so has the tendency to produce on advance order. Since
the increase in annual customers has been in the more-than-ten cat-
egory, it is reasonable that the frequency of always producing on
advance order has fallen; and the units that occasionally produce on
advance order have increased. With an increase in the volume of cus-
tomers, the impact of a purchaser breaching the contract is smaller on
the producer; hence the lesser reliance on advance orders. Another
factor in explaining this relationship is the size of the enterprise. If the
productive capacity and working capital of the unit are quite high, it is
possible to manufacture and create stocks whereby production time is
substantially reduced when the customer arrives. This practice also
reduces the frequency of producing on advance order. Elsewhere (see
Table 8.17), only a third of the units have mentioned problems with
shortage of capital in the 1997 survey, which supports our conclusion
that the presence of stocks might have caused the lesser reliance on
advance orders.

Almost all the fast-growing trading and commercial units sold to
more than ten customers,14 while manufacturing units had the greatest
propensity to sell to under ten customers. This trend is similar to the
1991 survey, except for the larger percentage of manufacturing units
selling to one customer only. Across cities, sales to one customer only
was characteristic of Hanoi in the 1991 survey, but it reduced to one

Table 8.16: Production relations in the 1991 and 1997 surveys. Urban enterprises.

% all surviving enterprises % fast-growing enterprises

Nature of relations: 1991 1997 1991 1997 

No. of annual customers:

1 8.1 2.1 7.3 3.3

2–10 30.9 30.1 36.4 21.7

More than 10 61.0 67.8 56.4 75.0

Production on advance order:

Never 18.8 22.7 20.8 18.6

Sometimes 25.8 47.5 39.6 55.9

Always or almost always 30.5 16.3 23.5 13.6

Subcontracting 25.0 13.5 27.5 11.9
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unit each in Hanoi and Haiphong in the 1997 survey. Sales to between
two and ten customers were more common in Ho Chi Minh City in the
later survey, though almost equally distributed in the former survey.
Most units in the 1997 survey sold to more than ten customers, but in
the 1991 survey, selling to under ten customers was more common
among co-operatives and private enterprises. There are no noticeable
differences between the fast-growing enterprises, discussed so far, and
the whole set of surviving enterprises.

Constraints

The respondents’ perceptions of the main constraints to the growth of
the enterprise were collected in both the surveys. The nature of the
growth of fast-growing enterprises in the intervening six years had
noticeably altered these perceptions by the 1997 survey. Shortage of
capital leads the list of main constraints in both years but the number
of enterprises citing it fell from 41 to 33 percent by the time of  the
1997 survey (Table 8.17). This reduction has probably been the result
of the high rate of internally generated capital between the 1991 and
1997 surveys and the greater access and use of external formal
financing for investments in the same period (see the section on scale
of operations). The next major constraint was too much competition,
in line with the 1991 survey. Two new constraints have appeared –
lack of raw materials15 (1.7 per cent) and lack of premises or
industrial space (10 per cent, equally distributed in Ho Chi Minh City
and Haiphong, indicating growth pains).

As the enterprises have grown at high rates, their output has risen
correspondingly and hence the need for growing markets. The
shortage of markets becomes more acute when the proliferation of
private sector industries continues at the rate found in Vietnam. Hence
it is understandable that markets and competition have become more
serious constraints for enterprises; that their forward linkages are
expanding is proof of their efforts to adapt to the changing situation.

Interestingly, the constraints mentioned by fast-growing enter-
prises were more homogeneous in the south. No enterprise in Ho Chi
Minh City mentioned shortage of capital as a main constraint; com-
petition (55 per cent) and limited demand (25 per cent) were most
frequently cited in the 1997 survey. Haiphong continued to lead the
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cities in terms of the frequency of capital constraints (along with
Hanoi). Across ownership forms, shortage of capital was felt by an
equal number of household enterprises and shareholding and limited
liability companies in the 1997 survey. However, while capital short-
age was almost the only constraint mentioned by two-thirds of the
latter; competition proved a greater constraint to household enterprises.
Overall, we notice that contrary to expectations, the problem of lack of
capital has been less common among household enterprises, and its
severity has decreased in the last six years. While there is evidence of
adaptability among all these urban units, more efforts are needed to
break the extreme reliance on local markets and the concomitant grow-
ing number of producers within the same markets.

Competition

Confirming the growing importance of competition as a constraint,
data show that the number of fast-growing enterprises that feel there

Table 8.17: Main constraint to enterprise growth, in the 1991 and 1997 surveys.
Urban enterprises.

% all surviving 
enterprises

% fast-growing 
enterprises

Nature of the constraint: 1991 1997 1991 1997 

Shortage of capital 42.1 34.7 41.4 33.3

Cannot afford to hire wage labour 2.9 0.7 1.7 0.0

Lack of technical know-how 2.1 2.8 3.4 1.7

Limited demand for products 15.7 18.1 15.0 18.3

Too much competition 12.9 24.3 15.0 25.0

Lack of marketing and transport facilities 5.0 0.0 3.4 0.0

Lack of modern machinery/equipment 5.7 3.5 10.3 3.3

Lack of raw materials 1.4 0.7 0.0 1.7

Lack of energy 4.3 0.0 3.4 0.0

Uncertain government policies 2.1 2.8 1.7 1.7

Inadequate premises/space 0.0 8.3 0.0 10.0

Other 5.7 2.1 3.4 1.7

No constraint 0.0 2.1 0.0 3.3
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are too many enterprises producing similar goods and services was
high in both 1991 and 1997 surveys (at 58 and 60 per cent respect-
ively). However, an interesting development is in the perception of
the intensity of the competition – the percentage of enterprises that
experienced ‘severe’ competition actually reduced from 70 to 42.16

About 56 per cent of the enterprises experienced severe competition
from private enterprises in the 1991 survey but the number reduced
drastically to 15 per cent in the 1997 survey. Across cities, Haiphong
registered the least incidence of severe competition; Hanoi and Ho
Chi Minh City had an equal number of firms mentioning severe com-
petition. In the 1997 survey, competition from private enterprises was
felt most in Hanoi while competition from state enterprises was more
common in Ho Chi Minh City. Interestingly, the firms that felt most
threatened by state enterprises were (four) co-operatives, followed by
(three) private enterprises. Limited liability companies mentioned se-
vere competition the least among ownership categories.

Government Assistance

At the time of establishment, almost 67 per cent of the fast-growing
enterprises received government assistance. The most common forms
of support, in ranked order, were: completing application procedures
(70 per cent); tax exemptions (35 per cent); recommendations on line
of business (25 per cent); introductions to state enterprises or organ-
isations for collaboration (18 per cent); assistance in the set-up and
organisation of the enterprise (13 per cent); and help in procuring ma-
chinery (10 per cent). Most units received assistance in more than one
category. While some forms of assistance like tax exemptions and
application procedures fall fully within the ‘formal’ purview of the
state, we do not know if informal ties with government officials played
a part in securing assistance in other areas.

Further, the number of enterprises reporting government assistance
rose dramatically between the 1991 and 1997 surveys, indicating that
many enterprises benefited from government assistance in the inter-
vening period. In the 1991 survey, only ten units reported procuring
assistance while this number rose to 26 in the 1997 survey. The most
common form of assistance reported in the 1991 survey was in solving
managerial difficulties, procuring inputs and marketing. In the later
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survey, however, legal advice topped the list (42 per cent). That most
of this legal advice has been received by co-operatives and limited
liability companies is, no doubt, related to the issues of transformation
of ownership forms; this also highlights the role of the government in
assisting private sector units in their transition process. 

The data on enterprises receiving assistance indicate that enter-
prises on either extremes of the scale had the lowest tendency toward
obtaining government assistance. This is true of assistance both at start-
up and during the lifetime of the enterprise. Further, government assist-
ance at start-up was most common in Hanoi, followed by Ho Chi Minh
City and Haiphong. Hanoi continued to lead the other two with regard
to assistance at other times, but Ho Chi Minh City entrepreneurs ob-
tained the least assistance. It is apparent that while legal and bureau-
cratic assistance in forming and establishing the enterprise was received,
help in other areas (e.g. marketing, inputs, workers etc.) has not been
very significant. Either the enterprises did not seek advice in these
matters or the officials had no way of rendering assistance in these
areas. Even when they did assist, slightly larger enterprises (but not the
largest) seemed to be better placed to take advantage of government
support.

Rural Enterprises
The overall growth performance among rural resurveyed units in the
inter-survey period  was quite polarised. By the 1997 survey, 40 per
cent of the enterprises surveyed in 1991 had closed down and 30 per
cent of the enterprises had been growing at a rate over 2.5 per cent per
year (See Table 8.1). The category of fast-growing rural enterprises
(which grew in excess of 10 per cent a year), in fact, comprised 23 per
cent of the whole rural sample resurveyed in 1997, and an over-
whelming 77 per cent of the enterprises which grew over 2.5 per cent
a year between the 1991 and 1997 surveys.

Location and Organisational Structure

As shown in Table 8.1, the number of rural fast-growing enterprises
resurveyed was 33, and these were slightly more concentrated in Ha
Tay than Long An. There was a clear dominance of household enter-
prises in the 1997 survey; non-household firms accounted for only a
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third of the whole sample. Specifically, the share of household enter-
prises was 67 per cent, followed by private enterprises (27 per cent)
and a partnership and a co-operative (accounting for 3 per cent each).
This lack of diversity in the 1997 survey shows that the extent of
change in the inter-survey period in terms of organisational struc-ture
of firms was very small. In the 1991 survey, the situation was even
more polarised; there were only household enterprises (78 per cent)
and private enterprises (22 per cent). In the intervening period, about
seven enterprises changed ownership forms, six for the better.17 All
the new ownership forms were found in Ha Tay, while Long An
continued to host only household and private enterprises.18

Nature of Activity

Manufacturing industry dominated the activities of rural fast-growing
enterprises in both the 1991 and 1997 surveys. In percentage terms,
60, 16 and 24 per cent of the enterprises were involved in manufac-
turing, agro-processing and services in the 1991 survey and this dis-
tribution altered to 67, 18 and 15 per cent respectively by the 1997
survey. Ha Tay had only manufacturing (89 per cent) and agro-
processing units (11 per cent) in 1997. Long An recorded greater
diversity in the nature of business activity in the 1997 survey. Manu-
facturing and services (e.g. repair shops, catering, transport etc.) ac-
counted for 36 per cent (each) of the enterprises there; the remaining
28 per cent were in the business of agro-processing.

A total of 11 units changed their lines of activity between the two
surveys, ten in Long An and one in Ha Tay. It appears that there were
more changes in Ha Tay in ownership forms while Long An witnessed
most changes in lines of activity. Changes in both ownership form and
lines of activity have been more common among household enter-
prises (in their 1991 survey form), reflecting their larger numbers in
the sample.

Enterprise History

The increasingly liberal environment for the private sector in
Vietnam, since the 1980s, is well reflected in the dates of establish-
ment of rural enterprises. A large number of enterprises (34 per cent)
were set up in 1990 and so were only one year old at the time of the
1991 survey (Table 8.18). The table also shows that a majority of
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enterprises were set up during the late 1980s. Correspondingly, the
second half of Table 8.18 shows that close to 70 per cent of the
enterprises were less than ten years old in the 1997 survey, indicating
that they were very young in 1991.19 The period before 1976 accounts
for the establishment of nearly 13 per cent of the enterprises.
Household enterprises have historically been the oldest and most
dominant form of organisation among fast-growing rural enterprises.
Their importance has not diminished even after other ownership
forms emerged during the 1980s; a third of them were set up in 1990.
It is thus clear that the fastest-growing units were established in the
doi moi era and were, typically, less than three years old in the 1991
survey and between five and ten years old in the 1997 survey.

Entrepreneurial Characteristics

Data on entrepreneurial characteristics were collected from owners of
household and private enterprises only, which covered all but two
units among rural fast-growers. The profiles of entrepreneurs from
the two surveys (Table 8.19) differ slightly because the number of
household and private enterprises reduced from 33 to 31 units by the
1997 survey;20 moreover the 1991 survey data covered all the units’
owners, while in the 1997 survey some of the respondents of house-
hold and private enterprises were only managers and hence were ex-
cluded from tabulations on entrepreneurial characteristics. The per-
centage of male entrepreneurs among fast-growing enterprises in-
creased from 76 to 85 in the period 1991–97. However, the average

Table 8.18: Year of establishment and age of rural enterprises.

Year of establishment % Age in 1997 survey %

Before 1976 12.5 Less than 5 years 0.0

1976–80 0.0 5–10 years 68.8

1981–85 12.5 11–15 years 18.8

1986 6.3 16–20 years 0.0

1987 6.3 21–25 years 3.1

1988 15.6 More than 25 years 9.3

1989 12.5

1990 34.4
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age of these entrepreneurs fell from 49 years to 43 years, indicating
that the owners of units that changed ownership forms or who had not
been the respondents in the 1997 survey must have been over 50
years old at the time of the 1991 survey. This is confirmed by the
data. Also, a significant percentage of owners were over 50 years in
both 1991 and 1997 surveys. The youngest entrepreneurs owned only
household enterprises in both years (all in Ha Tay), while most private
enterprises belonged to owners between 40 and 49 years of age
(mostly in Long An). The oldest entrepreneurs, like the youngest,
owned only household enterprises in both years (almost all in Ha
Tay), except for one household-turned-private enterprise owner in Long
An in the 1997 survey.

Regarding their educational background, a majority of entre-
preneurs had received more than ten years of formal education. Table
8.19 also shows that most entrepreneurs of fast-growing enterprises

Table 8.19: Characteristics of rural owner-managers in the 1997 survey.

Characteristics: % all surviving enterprises % fast-growing enterprises

Sex:

Male 78.0 77.4

Female 22.0 22.6

Age:

Mean (years) 48.23 42.90

29 years or under 13.8 15.4

30–39 years 13.8 19.2

40–49 years 32.2 42.3

50 years or more 40.2 23.1

Education:

4 years or less 6.9 7.7

5–7 years 25.3 23.1

8–10 years 34.5 23.1

Over 10 years 33.3 46.2

Prior experience:

Local or other cadre 10.0 10.0

War veteran 24.0 20.0

Other position of responsibility 66.0 70.0
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had prior experience in a position of responsibility, including the state
sector. Compared to the full set of surviving enterprises, managers of
more fast-growing entreprises were younger, had more years of
education and prior experience in a position of responsibility.

Primary Income Source

Related to entrepreneurial characteristics is the structure of household
income among household and private enterprises. Table 8.20 presents
the distribution of all surviving and fast-growing rural enterprises by
source of primary income. It reveals some dramatic changes in the
structure of household income between the 1991 and 1997 surveys,
especially among fast-growing enterprises. The role of the enterprise
as the sole source of household income rose ten-fold, among fast-
growers. However, since the percentages do not include land holdings
and income from agriculture among these enterprises, the figures in
both 1991 and 1997 surveys might not accurately reflect the entire
income structure.

While the importance of the enterprise as the main income source
increased, there was a corresponding reduction in the involvement of
unpaid household members in the inter-survey period. In the 1991
survey, 85 per cent of the enterprises (fast-growing as well as all
surviving) used unpaid household labour (an average 2.5 relatives per
unit) but this number had reduced to 74 per cent (an average of 1.6
relatives) by the 1997 survey. The extent of involvement of household
labour was lower in Long An, where only 1.4 household members
were unpaid labourers in the fast-growing enterprises, compared to
two in Ha Tay (in the 1997 survey).

Consistent with the reduction in other income sources, almost 23
per cent of the entrepreneurs reported that their household income had
declined since 1991. The excellent performance of the enterprise in
terms of assets and value added (and therefore, income) apparently
compensated for any such reduction among 65 per cent of the units
that reported an increased household income since 1991.21 

Scale of Operations

This section presents the distribution of initial investment and assets
(and their growth) in the 1991 and 1997 surveys for fast-growing and
other surviving rural units (Tables 8.21 and 8.22). As Table 8.21
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shows, a majority of fast-growing enterprises (65 per cent) invested
between 1 and 10 million dong (in 1996 prices) at the time of starting
the enterprise. The average amount invested by a fast-growing enter-
prise at start-up was 8 million dong. The average value of its assets by
the 1991 and 1997 surveys was 21 and 213 million dong respectively.
This phenomenal growth in assets between the two surveys is a
striking feature among fast-growing enterprises as well as for all
surviving enterprises. The average surviving enterprise also invested
8 million dong at establishment. Its assets in the 1991 survey (at 33
million dong) were greater than those of the fast-growing enterprise
but by the time of the 1997 survey these assets (at 160 million dong)
had failed to keep pace with those of its fast-growing counterpart.

There was a ten-fold increase in asset investments in the inter-
survey period. Some 16 per cent of the fast-growing enterprises moved
to higher categories of assets (when compared to their initial invest-
ments) by the 1991 survey; and 87 per cent had done so by the 1997
survey, indicating that the inter-survey period was a very successful
period of growth for the rural fast-growers.

Across regions, the average fast-growing Long An firm (with 11
million dong) was almost twice the size of its Ha Tay counterpart (with
6 million dong) at start-up. Its assets in the 1991 survey were 35
million dong compared to 11 million dong in Ha Tay. This absolute
difference in size became more conspicuous by the 1997 survey, when

Table 8.20: Sources of household income in the 1991 and 1997 surveys. Rural
enterprises.

% all surviving enterprises % fast-growing enterprises

Income source: 1991 1997 1991 1997

Enterprise as sole source 9.1 36.7 6.1 63.6

Wage employment 5.7 26.4 12.1 6.1

Farming 25.3 14.9 33.3 24.2

Others 14.9 12.6 27.3 15.2

Note: Data on income from family farm have not been included. The income from
farming is calculated on the basis of the household members gainfully employed in
agriculture.Where the sum of a column is greater than 100, it implies that some
enterprises have more than two sources of income; where the sum is less than 100, data
are not available for those units; where the sum equals 100, the enterprises have at most
one additional source of income.
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the average Long An firm was worth 272 million while the Ha Tay firm
had 166 million in assets. Although this difference widened, Ha Tay
has grown faster, in percentage terms.22 The annual average growth of
assets of the typical enterprise in Ha Tay between the two surveys was
66 per cent, compared to 44 in Long An. The growth rate between
establishment and the 1991 survey was also higher in Ha Tay (19 per
cent) than in Long An (1 per cent).

The regional differences in the size of an enterprise at establish-
ment were greater than differences across ownership forms. The aver-

Table 8.21: Initial investment (at establishment) and total assets in the 1991 and
1997 surveys for rural enterprises. Thousand dong.

% all surviving enterprises % fast-growing enterprises

Initial investment at establishment:

1,000 and less 9.5 9.7

1,001–10,000 67.9 64.5

10,001–50,000 19.0 22.6

50,001–100,000 3.6 3.2

100,001–500,000 0.0 0.0

More than 500,000 0.0 0.0

Total assets in the 1991 survey:

1,000 and less 4.6 12.1

1,001–25,000 58.6 60.6

25,001–75,000 24.1 18.2

75,001–100,000 4.6 3.0

100,001–150,000 4.6 6.1

150,001–500,000 3.4 0.0

More than 500,000 0.0 0.0

Total assets in the 1997 survey:

1,000 and less 1.1 3.0

1,001–25,000 23.0 6.1

25,001–75,000 27.6 30.3

75,001–100,000 10.3 12.1

100,001–150,000 10.3 9.1

150,001–500,000 20.7 30.3

More than 500,000 6.9 9.1

Note: All monetary values are in 1996 prices.
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age private enterprise was only slightly larger (8.3 million dong) than
its household counterpart at establishment (7 million dong); its assets
in the 1991 survey were 26 million dong (compared to 16 million dong
for the household enterprise), but by the 1997 survey, there was a clear
difference in the size of firms across owner-ship forms. Assets of the
average private enterprise were worth 370 million dong in the 1997
survey compared to 101 million dong for the household enterprise.
Even though the number of private enterprises is much less than house-
hold enterprises, the rate of growth in assets shows that the former have

Table 8.22: Distribution of annual average asset growth rates among rural
enterprises. Percentages.

Nature of growth rate: % all surviving enterprises % fast-growing enterprises

Growth rates from establishment to 1991 survey:

Zero 51.3 63.0

1–10% 17.9 25.9

11–20% 7.7 0.0

21–50% 9.0 3.7

51–75% 9.0 3.7

76–100% 1.3 0.0

More than 100% 3.8 3.7

Growth rates 1991–97 survey:

Negative 12.8 0.0

Zero 8.1 3.1

1–10% 16.3 9.4

11–20% 34.9 37.5

21–50% 9.3 9.4

51–75% 14.0 28.1

76–100% 4.7 12.5

More than 100% 0.0 0.0

Note: Data for computing growth rates from establishment up to the 1991 survey and
between the 1991 and 1997 surveys are not available for six units and one unit
respectively. Growth rates from establishment to the 1991 survey were computed on
the basis of gold ounces invested in the period of establishment to mid-1991; those
from the 1991 to 1997 survey were based on monetary values of assets at the end of
the years 1990 and 1996 respectively.
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grown faster. Table 8.22 elaborates on the distribution of growth rates
of assets among fast-growing as well as all surviving rural enterprises.

.Although the two growth rates cannot be strictly compared, we
find that a majority did not increase their assets between establishment
and the 1991 survey, probably because most were very young and none
of the fast-growing enterprises experienced negative growth rates
between the 1991 and 1997 surveys. The average annual growth rate
in the inter-survey period works out to 56 per cent for rural fast-
growers, and is more homogeneous in Long An than Ha Tay. There is
a very high correlation between growth in value added and growth in
assets between 1990–96,23 leading us to believe that growth in assets
was a prerequisite condition for growth in value added, and that overall
growth has been capital-intensive.24

Closely linked to capital accumulation and capital-intensive growth
is the availability of capital. On the one hand, there is evidence of a
very high rate of capital accumulation among rural fast-growing enter-
prises. On the other hand, there is evidence of a major shortage of
external sources for investment funding, both for start-ups and for
expansion. Table 8.23 presents the distribution of investment sources
(at establishment and for the inter-survey years) by the percentage of
enterprises procuring them. The importance of own resources – entre-
preneurial savings and the firm’s internally generated revenue – is
clearly shown in the table. An astounding 61 per cent of the units relied
solely on entrepreneurial savings for investment needs at start-up.
Borrowing from a bank was conspicuous by its near-absence. The aver-
age enterprise, as Table 8.23 shows, financed 83 per cent of its initial
capital investment from its own resources, 11 per cent from friends and
family and a mere 2 per cent from banks.

Further, although 97 per cent of the fast-growing enterprises regis-
tered positive growth in the value of assets between the 1991 and 1997
surveys (Table 8.22), only 48 per cent reported an additional purchase
of machinery and equipment since the 1991 survey.25 The sources for
this investment are even less varied than at the time of establishment.
Almost 81.3 per cent of the enterprises financed 100 per cent of their
expansionary investment through their own resources (Table 8.23).
The average expanding fast-growing enterprise depended on its intern-
ally generated revenue for close to 92 per cent of its investment needs,
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and procured less than 5 per cent from banks and other sources. It is
very clear from this data that the high rates of capital accumulation
achieved by rural fast-growing firms between the 1991 and 1997 sur-
veys were funded predominantly by own sources. That this kind of a
growth occurred is very impressive and also offers clues to the non-
viability of several others in the same period.

Mechanisation

Capital accumulation, in terms of addition to existing assets, is re-
flected in the extent of mechanisation. Table 8.24 presents the extent
of mechanisation among fast-growing and all surviving enterprises in
the 1991 and 1997 surveys. Considering power-driven machinery as a
better mode of production than manually-operated  machinery, we find
that a majority of fast-growing enterprises used better modes of pro-
duction, and this ‘revolutionary’ change occurred in the period 1991–
97, coinciding with the high rates of capital accumulation. As Table
8.24 points out, the percentage using power-driven machinery more

Table 8.23: Percentage distribution of investment finance by source. Rural fast-
growing enterprises.

Sources: 0 1–24 25–49 50–74 75–99 100 Mean

Sources for investment at establishment:

Own resources 3.2 0.0 6.4 12.9 16.1 61.4 83.3

Friends and family 74.2 9.7 3.2 9.7 0.0 3.2 11.3

Banks 96.8 0.0 0.0 3.2 0.0 0.0 2.0

Credit co-operatives 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Local authorities 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Employees 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Private moneylenders 93.5 3.2 3.2 0.0 0.0 0.0 1.8

Advance from sales 96.8 0.0 0.0 3.2 0.0 0.0 1.6

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Sources for investment finance 1991–97 surveys:

Own resources 0.0 0.0 6.2 12.6 0.0 81.3 91.9

Banks and other financial institutions 93.8 0.0 0.0 6.2 0.0 0.0 3.3

Loans from other sources 87.5 0.0 6.2 6.2 0.0 0.0 4.8

Interest-free loans from friends 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Other sources 100.0 0.0 0.0 0.0 0.0 0.0 0.0
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than doubled since the 1991 survey, while the percentage using hand
tools only halved (or thereabouts) in that period. However, when com-
pared to all surviving enterprises, we find that the fast-growing enter-
prises lagged behind in the 1991 survey on all counts.26 

Two-thirds of the fast-growing enterprises changed the kind of
machinery they used, between the 1991 and the 1997 surveys. A
majority of them (71 per cent) shifted to higher forms of machinery.
Further, most changes are found among the category that used only
hand tools in the 1991 survey. However, about 47 per cent of the manu-
facturing enterprises still used only hand tools in the 1997 survey; on
the whole, this percentage remains unchanged since the 1991 survey.
Ha Tay witnessed more changes; more than half of the enterprises used
only hand tools in the 1991 survey and many of them did not even have
electricity. By the 1997 survey, the number using only hand tools
halved and the number using power-driven machinery increased signi-
ficantly. Across ownership forms, this trend was predominant among
household enterprises.

Employment

Total employment among rural fast-growing enterprises increased
from 176 in the 1991 survey to 287 in the 1997 survey, which repres-
ents a 63-per-cent increase. The annual average growth rate of total
employment in the period between the surveys is 6.6 per cent, almost
equal in Ha Tay and Long An.27 The average number employed per
enterprise correspondingly rose from five to nine, in that period. Most

Table 8.24: Type of machinery used in the 1991 and 1997 surveys. Rural
enterprises.

% all surviving enterprises % fast-growing enterprises

Type of machinery: 1991 1997 1991 1997 

Only hand tools, no 
machinery 49.4 23.8 65.5 31.3

Manually-operated  
machinery only 7.4 7.1 6.9 3.1

Power-driven machinery 
only 8.6 17.9 3.4 18.8

Both manually-operated  
and power-driven 
machinery

34.6 51.2 24.1 46.9
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of the fast-growing units employed wage labour, in varying propor-
tions. It is clear from Table 8.25 that the average number of wage em-
ployees increased from less than two to over six by the 1997 survey.
The number of units employing wage labour rose from 52 to 79 per
cent in the intervening six years.

Fast-growing enterprises lagged behind all surviving enterprises in
the 1991 survey in respect to wage employees; they employed a max-
imum of 15 wage employees, compared to 67 among the latter; but they
almost doubled it to 29 wage employees in the 1997 survey, compared
to 33 among all the survivors.28 Across regions, in both years, Ha Tay
accounted for 66 per cent of units without wage labour, but was more
diverse in its representation among employment categories than Long
An. However, in both regions and years, a majority of enterprises (with
wage labour) belonged to the category  of one-to-ten wage employees
(Table 8.25). Further, household enterprises accounted for 84 and 100
per cent of the units without wage labour in the 1991 and 1997 surveys
respectively. 

Growth in employment is also reflected in the percentage of wage
employees to total labour force; it rose from 25 to 55 per cent in the inter-
survey period. Interestingly, none of the fast growing enterprises used
100 per cent wage labour, implying that they used some amount of
unpaid (mainly household) labour full-time, in both years.

Production Flexibility

Production flexibility is measured by the changes introduced to the
product mix, whether these comprise new products or improvements

Table 8.25: Wage employment in the 1991 and 1997 surveys. Rural enterprises.

% all surviving enterprises % fast-growing enterprises

No. of wage employees: 1991 1997 1991 1997 

None 43.7 32.2 48.5 21.2

1–10 47.1 55.2 48.5 57.6

11–25 4.6 10.3 3.0 18.2

26–50 3.4 2.3 0.0 3.0

51–70 1.1 0.0 0.0 0.0

More than 70 0.0 0.0 0.0 0.0

Mean 4.51 4.72 1.82 6.18
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to existing products. Table 8.26 shows the nature of flexibility among
fast-growing and all surviving enterprises in the two surveys. It is
seen that the percentage of enterprises introducing new products/
improvements increased significantly in the 1997 survey, especially
among fast-growing enterprises and in Ha Tay.29 In both time periods
and categories of enterprises, improvements to existing products were
more common than the introduction of new products.

Interesting developments in production flexibility are evidenced in
the different reasons given for initiating product mix changes and the
perception of their success. Among fast-growing enterprises in the
1991 survey, competition from other producers was the dominant
reason cited for initiating change, followed by difficulties in selling
existing products. In 1997, customer requests replaced the threat of
competition as the dominant reason; and all enterprises regarded the
changes as quite successful.

Table 8.26: Product changes and their impact. Rural enterprises.

% all surviving 
enterprises

% fast-growing 
enterprises

Nature of flexibility: 1991 1997 1991 1997

Introduced new products 17.4 27.6 6.3 30.0

Improved existing products 30.2 40.2 25.0 42.4

Reason for change:

Difficult to sell current product 32.0 4.2 22.2 0.0

Increasing competition from producers 36.0 12.5 44.4 30.0

Increasing competition from imports 0.0 0.0 0.0 0.0

Purchaser requests 24.0 75.0 33.3 60.0

Other 8.3 8.3 0.0 10.0

Degree of success:

Unsuccessful 7.7 0.0 11.1* 0.0

Not very successful 23.1 8.3 11.1* 0.0

Quite successful 61.5 87.5 11.1* 0.0

Very successful 0.0 4.2 0.0 0.0

Too early to tell 7.7 0.0 0.0 0.0

Key: * Data for the remaining 67 per cent of units not avaiable. Note: The 1991
survey referred to changes in the period 1989–91; the 1997 survey referred to
changes since the 1991 survey. Data on reason for change and success of change are
based only on those enterprises that initiated change.
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Continuity of Operations
The ability of an enterprise to remain in operation throughout the year
is an important indicator of its stability. Relevant data are presented in
Table 8.27 for rural enterprises, in relation to both fast-growing and all
surviving enterprises. The percentage of enterprises operating through-
out the year increased for both groups in the inter-survey period. The
average period of closure, however, increased from 3.3 months per
year to 3.9 for all survivors and from 3.1 to 3.5 for fast-growing
enterprises within the same period.

Next, the percentage of units that closed down temporarily owing
to a lack of raw materials and product demand increased between the
two surveys for both fast-growing and all surviving enterprises. ‘Other
reasons’ (including agricultural peak season and personal reasons)
were mostly cited  by fast-growing enterprises in the 1991 survey but
reduced drastically by the 1997 survey, implying, among other things,
a more independent non-farm unit.

Table 8.27: Continuity of operations in the 1991 and 1997 surveys. Rural
enterprises.

Months operated and 
reasons for closure:

% all surviving enterprises % fast-growing enterprises

1991 1997 1991 1997

Operated throughout the year* 52.9 70.1 33.3 75.8

Closed for:

1 month 1.1 0.0 0.0 0.0

2 months 5.7 6.9 9.1 9.1

3 months 11.5 9.2 15.2 6.1

4 months 5.7 3.4 6.1 3.0

5 months 2.3 2.3 3.0 0.0

6 months 0.0 8.0 0.0 6.1

Over 6 months 1.1 0.0 0.0 0.0

Reasons for closure:

Lack of raw material 16.7 30.8 9.1 37.5

Lack of demand 29.2 34.6 45.5 50.0

Other reasons 79.2 46.2 90.0 25.0

Key:  *The 1991 survey refers to the whole year of 1990 and the 1997 survey refers
to the whole year of 1996. Note: Percentages for reasons for closure are based on
the number of units that did not operate throughout the year. Enterprises established
in 1990 have been excluded from calculations for 1990 only.
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Most of the fast-growing units with discontinuous operations were
located in Ha Tay in the 1991 survey (73 per cent), and in Long An (75
per cent) in the 1997 survey. Household enterprises were more prone
to shut down temporarily; but this was probably due to their larger
numbers in the fast-growing sample. It is clear that the impact of agri-
cultural seasonality reduced in the period between the two surveys.
When we combine it with our earlier finding regarding the growing
importance of the enterprise as main source of income (Table 8.20), it
is clear that enterprises no longer compete as strongly for the house-
hold resources (money, labour, etc.) as in the 1991 survey.

Capacity Utilisation

The extent of capacity utilisation is based on the respondents’ percep-
tion of a possible increase in production if all machinery and equip-
ment were to be employed. Lack of data for a large number of units in
the 1991 survey reduces the comparability of data in the two years. In
the 1997 survey it is clear from Table 8.28 that the fast-growing
enterprises were working at least at half their production capacity,
since none of them reported the possibility of increasing production
by more than 100 per cent. There were no noticeable regional differ-
ences across Ha Tay and Long An; none of the private and partner-
ship units reported working at full capacity. Half the units that reported
the possibility of increasing production by more than 25 per cent also

Table 8.28: Capacity utilisation in the 1991 and 1997 surveys. Rural enterprises.

% all surviving enterprises % fast-growing enterprises

Extent of utilisation: 1991* 1997 1991† 1997 

Operating at full capacity 12.2 23.8 0.0 22.7

If using all machinery & equipment, can increase production by:

Up to 10% 17.1 11.1 9.1 13.6

11–25% 22.0 11.1 27.3 4.5

26–50% 24.0 25.4 27.3 27.3

51–100% 14.6 22.2 18.2 31.8

Above 100% 9.8 6.3 18.2 0.0

Key:* Data for 53 per cent of all surviving enterprises not included due to non-
availability.† Data for 67 per cent of fast-growing enterprises not included due to non
availability.
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had asset growth rates in excess of 20 per cent, implying that the ad-
ditional capacity created had not been fully utilised.

Forward Linkages

Forward linkages of rural fast-growing enterprises are analysed in
terms of destination and location of sales of main product. Table 8.29
presents the linkages in both the 1991 and 1997 surveys for fast-
growing enterprises. On the whole, forward linkages altered only
marginally between the two surveys. A majority of enterprises sold
solely to individual buyers in both the 1991 (45 per cent) and 1997
(41 per cent) surveys. Also, the share of individual buyers in the sales
of the average fast-growing enterprise continued to be the largest; it
dropped only slightly from 50 to 49 per cent in the inter-survey
period. Correspondingly, the share of private enterprises in the aver-
age firm’s sales increased while the percentage of enterprises selling
solely to private enterprises dropped by the 1997 survey. Sales to the
state sector, already thin in the 1991 survey, reduced even further in
the 1997 survey. Not only did the number of enterprises selling to the
state sector drop from 7 to 4 per cent, but they sold only  1–24 per
cent of their main product to the state by the latter date. Next, the
percentage of enterprises selling solely to one category of buyers re-
duced from 80 to 74 per cent; clearly, greater assets and production
capacity made it necessary to diversify sales.

The main product manufactured and sold by the fast-growing
enterprises consisted mainly of carpentry and furniture, agricultural
processing, arts and handicrafts, light engineering and consumer goods,
construction and building materials and garments. The linkages in
terms of destination of sales thus appear to be strong with individual
buyers and private enterprises.

There were some noticeable changes among fast-growing enter-
prises regarding geographical distribution of sales since the 1991
survey. As the second half of Table 8.29 shows, the share of large cities
in the average firm’s sales almost doubled from 25 to 48 per cent be-
tween the two surveys. The percentage of enterprises selling solely to
large cities also increased, although by a lesser extent, from 25 to 30
per cent. Correspondingly, the share of rural areas (including same
village, commune and district) in the average firm’s sales dropped
from 18 to 11 per cent in the same period. The geographical proximity
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Table 8.29: Forward linkages of main product in the 1991 and 1997 surveys.
Rural fast-growing enterprises. Percentages.

Destination and location 0 1–24 25–49 50–74 75–99 100 Mean

Destination of sales of main product in 1991 survey:

Individuals 41.1 3.4 3.4 6.9 0.0 44.8 50.3

Private enterprises 51.7 0.0 0.0 10.3 3.4 34.5 43.5

State enterprises 96.6 0.0 3.4 0.0 0.0 0.0 1.4

Other state agency 96.6 0.0 0.0 3.4 0.0 0.0 1.7

Local authority 96.6 0.0 0.0 3.4 0.0 0.0 1.7

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Export 96.6 0.0 3.4 0.0 0.0 0.0 1.4

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Destination of sales of main product in the 1997 survey:

Individuals 40.7 11.1 0.0 0.0 7.4 40.7 48.7

Private enterprises 48.1 3.7 0.0 3.7 14.8 29.6 45.0

State enterprises 96.3 3.7 0.0 0.0 0.0 0.0 0.7

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Local authority 92.6 3.7 3.7 0.0 0.0 0.0 1.9

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Export 96.3 0.0 0.0 0.0 0.0 3.7 3.7

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Geographical distribution of main product sales in 1991 survey:

Same town 78.6 3.6 0.0 7.1 3.6 7.1 14.3

Same commune 75.0 0.0 10.7 3.6 0.0 10.7 16.4

Same rural district 64.3 3.6 3.6 10.7 3.6 14.3 24.5

Nearby town 82.1 7.1 3.6 3.6 0.0 3.6 8.0

Large city 75.0 0.0 0.0 0.0 0.0 25.0 25.0

Elsewhere 82.1 3.6 0.0 7.1 0.0 7.1 11.8

Geographical distribution of main product sales in 1997 survey:

Same town 88.9 7.4 0.0 3.7 0.0 0.0 3.3

Same commune 70.4 7.4 7.4 3.7 0.0 11.1 16.7

Same rural district 70.4 7.4 7.4 3.7 3.7 7.4 15.4

Nearby town 40.7 3.7 0.0 14.8 11.1 29.6 47.9

Large city 70.4 7.4 3.7 11.1 0.0 7.4 16.7
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to Hanoi and Ho Chi Minh City probably accounted for the high shares
of sales to large cities among fast-growing enterprises. Especially in
Ha Tay, the average share of large cities increased from 26 to 51 per
cent by the 1997 survey. In the 1991 survey, there was a clear dicho-
tomy between firms that sold in the local area and those that sold
entirely in cities. This distinction had decreased by the 1997 survey,
constituting a major break in the level of operation of the units. Further,
the percentage of enterprises selling solely in one geographical area or
to one category of buyers also reduced; the enterprises were selling to
more categories and in more locations in the 1997 survey compared to
the 1991 survey. It is thus clear that the linkages with rural areas are
weakening in favour of large cities and nearby towns.

Backward Linkages

Backward linkages were measured in terms of category and location
of main input supplier in both 1991 and 1997 surveys. Table 8.30 pre-
sents the backward linkages for fast-growing enterprises in both sur-
veys. From the table it is clear that in both years, a majority of the enter-
prises bought their main input exclusively from private enterprises;
the percentages were 58 and 54 per cent respectively in both surveys.
This reduction has been compensated by an increase in the percentage
of enterprises buying from households (35 to 36 per cent) and the state
sector (8 to 11 per cent). None of the units bought from collective farms,
indicating low linkages between local farm and non-farm sectors.

The number of units that bought from households in the 1991
survey were equally distributed between Ha Tay and Long An. How-
ever, Ha Tay had most enterprises buying from private enterprises (93
per cent) and Long An had both the units (8 per cent) buying from the
state sector. In the 1997 survey, none of the units in Long An bought
from private enterprises and one unit bought from the state sector.

There were a few noticeable changes in the location of suppliers in
the period between the two surveys. The linkages with the local
territory increased, and the geographical reach reduced in that period.
This is evidenced in the doubling of the percentage of enterprises
buying from the same village or commune (15 to 34 per cent) and
reduction in the percentage of enterprises buying from large cities (31
to 17 per cent) (Table 8.30). Also, the percentage of units buying from
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other locations not listed, including imports, dropped from 29 to 8 per
cent in the inter-survey period. Added to the fact that almost 86 per
cent of the rural fast-growing units mentioned sufficient availability of
raw materials, it is possible that the increased backward linkages with
local suppliers were due to a greater availability of inputs. The main
inputs, for the range of products mentioned in the previous section,

Table 8.30: Backward linkages of main raw material in the 1991 and 1997
surveys. Rural fast growing enterprises. Percentages.

Supplier and location: 0 1–24 25–49 50–74 75–99 100 Mean

Main input supplier, 1991 survey:

Individual 65.4 0.0 0.0 0.0 0.0 34.6 34.6

Private enterprises 42.3 0.0 0.0 0.0 0.0 57.7 57.7

State enterprises 92.3 0.0 0.0 0.0 0.0 7.7 7.7

Other state agency 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Main input supplier, 1997 survey:

Individual 64.3 0.0 0.0 0.0 0.0 35.7 35.7

Private enterprises 39.3 3.6 0.0 3.6 0.0 53.6 56.8

State enterprises 89.3 0.0 3.6 0.0 3.6 3.6 7.5

Other state agency 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Location of main input supplier, 1991 survey:

Same village 91.7 8.3 0.0 0.0 0.0 0.0 1.3

Same commune 75.0 0.0 12.5 4.2 0.0 8.3 14.0

Nearby town 75.0 0.0 0.0 0.0 0.0 25.0 25.0

Large city 66.7 0.0 0.0 4.2 0.0 29.2 31.3

Elsewhere 66.7 0.0 0.0 12.5 4.2 16.7 28.5

Location of main input supplier, 1997 survey

Same village 92.9 0.0 0.0 3.6 0.0 3.6 6.1

Same commune 67.9 0.0 3.6 3.6 0.0 25.0 27.7

Nearby town 57.1 0.0 0.0 3.6 0.0 39.3 41.2

Large city 78.6 0.0 3.6 3.6 0.0 14.3 17.1

Elsewhere 89.3 0.0 0.0 3.6 3.6 3.6 8.0
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included timber, cloth, paint, chemicals, fertilisers, dye powder, bever-
ages, sugar, etc. Timber was the most common input (mainly used by
carpentry and furniture units) and was obtained mainly from non-
household sources.

On the whole, it appears that units were very specialised in their
purchase sources; all units in the 1991 survey bought 100 per cent from
one or the other source. There was some diversification by the 1997
survey; the location of suppliers also narrowed by then, indicating
easier availability of inputs and closer location of suppliers, compared
to the 1991 survey.

Horizontal Linkages

Horizontal linkages were measured in terms of subcontracting relation-
ships only. As noted in the discussion on urban fast-growing enter-
prises, the subcontracting data are not fully comparable, since the
definition used in the 1997 survey was much stricter than in the 1991
survey. Despite the narrower definition, the number of subcontracting
units among rural fast-growing enterprises was greater in the 1997
survey. A total of six units (18 per cent) were engaged in sub-
contracting in the 1997 survey: four in Ha Tay and two in Long An.
All of them had only one subcontracting partner, five with private
enterprises and one with a state enterprise in the same locality. Fur-
ther, only three out of the six units received any assistance from their
subcontracting partner; this came in the form of procurements of raw
material/fuel, obtaining credit and other support. The duration of
contracts ranged from one to five months. Three of the six subcon-
tracting units were household enterprises, two were private enter-
prises and one was a co-operative. It is thus clear that subcontracting
was not a major feature among rural fast-growing enterprises in either
the 1991 or 1997 survey.

Production Relations

Production relations were inferred from the number of annual cus-
tomers and nature of the producer–client contract on advance orders.
Table 8.31 presents the data for rural fast-growing as well as all
surviving enterprises. Lack of data for a number of units in both
years, as noted under the table, hinders exact comparability. However,
the data available are enough to show that the fast-growing enterprises
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experienced similar growth to the surviving enterprises; the number
of fast-growing enterprises selling to more than ten customers per
year increased, as did the percentage that sometimes sold on advance
order. Most enterprises in Ha Tay sold to between two and ten cus-
tomers (53 per cent), while most Long An enterprises sold to more
than ten customers (90 per cent).

Across ownership forms, as expected, none of the household enter-
prises sold to only one customer; an equal number sold to the other two
categories. Private enterprises had a greater tendency to sell to more
than ten customers, in both places. In 1990, too, Ha Tay had most
enterprises selling to between two and ten customers (68 per cent)
while most Long An enterprises (71 per cent) sold to more than ten
customers per year. The pattern across ownership forms in the 1997
survey was also true of the 1991 survey.

In both the surveys, more fast-growing enterprises reported never
selling on advance order. All of these were household enterprises,
which implies that no private enterprise produced without an advance
order, in either survey. In our sample of rural fast-growing enterprises
in the 1997 survey, most private enterprises sold to more than ten
customers and reported that they sometimes produced on advance

Table 8.31: Production relations in the 1991 and 1997 surveys. Rural
enterprises.

% all surviving enterprises % fast-growing enterprises

Nature of relation 1991^ 1997 † 1991 # 1997 *

No. of annual customers:

1 0.0 6.3 0.0 3.4

2–10 50.0 32.9 51.5 37.9

Over 10 50.0 60.8 48.5 58.6

Production on advance order:

Never 32.2 42.9 39.1 34.5

Sometimes 22.0 27.3 13.0 31.0

Always or almost always 23.7 11.7 26.1 13.8

Subcontracting 22.1 18.1 21.7 20.7

Key: ^ 28 units; † ten units; # nine units; *four units. 
Note: Data on production on order not available for:
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order, thereby confirming our statement on the relationship between
the two. Ha Tay had all the enterprises that reported they only sold on
advance order. Overall, we find that the increased propensity to sell on
advance order was accompanied by an increase in the number of
annual customers. Both these measures are taken to reduce the risk of
non-compliance on the part of the contract partner as well as to
increase sales to more customers for greater revenue and profits.

Constraints

Table 8.32 presents the nature of constraints as perceived by rural
fast-growing as well as all surviving enterprises in both the 1991 and
1997 surveys. Without exception, a shortage of capital heads the list
of constraints for both categories in both surveys; in fact, the
percentages have remained almost unchanged. However, limited
demand for products was mentioned almost as frequently as capital
shortage. Competition, lack of marketing, poor transport facilities and
uncertain government policies were mentioned by a small minority
and were less common in the 1997 survey. Wage labour affordability
was not mentioned, most probably because many units used very
limited wage labour. The perception of constraints was more diverse
in Ha Tay than Long An. Ha Tay also saw noticeable changes in the
ranking of constraints whereas it remained similar over the six-year
period in Long An. An equal number of household enterprises felt
constrained by capital shortage as well as limited demand. Private
enterprises, although very few in number compared to household
enterprises, felt the lack of capital to a greater extent.

Competition

Respondents’ perceptions of the existence of competition and the
nature of competitors were gathered in both the surveys. Among the
fast-growing rural enterprises, a clear majority (73 per cent) felt that
there were too many enterprises in their area of operations. This
represents a significant increase from 36 per cent in the 1991 survey.
Despite this difference in the number of enterprises acknowledging
the existence of competition, the number that felt there was ‘severe’
competition was the same in both surveys (about 40 per cent). Also,
five units had felt no competition in the 1991 survey but none was
immune to this threat by the 1997 survey. 
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The sources of severe competition in the 1997 survey were as
follows: private enterprises (27 per cent), legal imports (12 per cent)
and state enterprises (9 per cent). In the 1991 survey, too, private
enterprises were the dominant source of competition; 36 per cent
mentioned it in addition to 9 per cent from other sources (excluding
imports and state enterprises). A few enterprises felt severe com-
petition from more than one source in both years. On the whole, the
perception of increasing competition is consistent with the high degree
of concern about limited demand for products.

Governmental Assistance

The relationship between rural fast-growing enterprises and the
government was weak in the 1991 survey and continued to be so in
the 1997 survey, with only a slight improvement. Data on govern-
ment assistance were collected at two levels, one during the time of
establishment and the other during the lifetime of the enterprises. At
the time of establishment, only a third of the fast-growing enterprises
received assistance from the government authorities, mainly with
completing procedures for application (15 per cent), obtaining credits
(12 per cent), tax exemptions (12 per cent) and introduction for
collaboration (3 per cent). Very few units obtained assistance in
multiple areas, and these were almost equally distributed between Ha
Tay and Long An. Despite their larger numbers, household enter-
prises constituted only a third of the units that received assistance at
establishment.

During the course of their operation until the 1991 survey, 85 per
cent of the fast-growing enterprises did not receive any assistance,
probably because a large number of them were still young at that time.
Of the four units that did obtain help, two obtained assistance with
financial inputs and two with marketing. By the 1997 survey, seven
units obtained governmental assistance in securing credit while the
remaining units did not obtain any form of government assistance. The
poor linkages with government are therefore borne out very clearly by
the data. Combined with the fact that very few enterprises regard
governmental interference and policies as constraints, the government
on the whole seems to be a passive factor vis-à-vis the fast-growing
enterprises, without any significant positive or negative impact.
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Notes
1.  The last category is the latest addition to the Vietnamese private sector
since the 1991 survey.

2.  While this is a comparative static presentation, we must bear in mind that
it is possible that units have changed forms of ownership many times in the
intervening period; however, we are unable to comment on this based on the
data in their present form.

3.  Into five limited liability companies, two household enterprises and one
partnership.

4.  They included four cooperatives, one partnership and one household
enterprise; two each in Hanoi, Ho Chi Minh City and Haiphong. 

5.  All the eight women entrepreneurs in the 1991 survey continued managing
their enterprises in the 1991–97 period and one woman took over as a new
owner, bringing the total number of women entrepreneurs to nine (30 per
cent) in the 1997 survey.

6.  Data on age and education for owners in both 1991 and 1997 surveys were
available for 29 units. The remaining units had either changed ownership
forms or the respondents in the 1997 survey were only managers (not owners)
and so were excluded from this question.

7.  See Chapter 6 for detailed discussion on how growth has occurred via
increased labour productivity.

8.  The higher percentage in the 1991 survey may also be attributed to the fact
that data on continuity of operations were not available for 11 units. If we
exclude the answers of these eleven units in the 1997 survey (nine of them
operated throughout 1996), the percentage of units that operated throughout
1996 is slightly higher, at 89 per cent.

9.  Asset growth rate here refers to annual average growth rate of investments
(monetary) in the enterprise between the two surveys.

10.  Also, there is a noticeable change in the percentage of enterprises selling
exclusively to these two categories – compared to 20.4 and 12.2 per cent in
the 1991 survey, these percentages changed to 21 in each category in the 1997
survey. The number of enterprises selling exclusively to individual buyers
rose marginally from 20.4 to 20.8 per cent in this period.

11.  The rise was from 31 to 48 per cent of its main product sales, and
accounted for the highest share among the three cities.

12.  A private enterprise in Ho Chi Minh City.

13.  The definition used in the 1997 survey was more rigid in differentiating
subcontracting from other forms of advance orders. It required a lasting
buyer–seller contract based on advance orders, whereby the subcontracting
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firm’s product should form part of the production process of the buyer and the
buyer should provide the main input or other form of substantial assistance. 

14.  Only one transport unit reported dealing with only one customer.

15.  The unit mentioning the lack of raw material is a co-operative in Hanoi
that manufactures traditional medicinal products; therefore the lack of raw
materials is probably due to the highly specialised nature of raw materials.

16.  Also to be noted is the apparent lack of correlation between perceptions
of too many competitors and severe competition. While only 58 per cent felt
that there were too many enterprises, 70 per cent experienced severe
competition, implying that competition may be perceived as severe even with
only a few competitors.

17.  Four household enterprises became private enterprises, one became a
partnership and one private enterprise transformed into a co-operative
between 1991 and 1997 surveys.

18.  Three units changed forms in Long An – two household enterprises
became private enterprises and one private enterprise became a household
enterprise.

19.  The youngest enterprise in the 1997 survey was at least seven years old
since one of the criteria for the survey in 1991 was that enterprises should
have operated for one fiscal year.

20.  A total of seven units changed ownership forms, but five of the trans-
formations were between household and private ownership forms and so were
included in entrepreneurial data in the 1997 survey, bringing about a net
reduction of two units.

21.  Of these, 30 per cent reported increases up to 25 per cent; another 30 per
cent increases from 25–50 per cent; 25 per cent increases from 50–100 per
cent; and 15 per cent report increases in excess of 100 per cent in the period
between the 1991 and 1997 surveys.

22.  The value of assets of the average Ha Tay firm grew from 11 to 166
million dong between the 1991 and 1997 surveys, representing a 1409 per
cent growth. In Long An assets increased from 35 to 272 million dong which
represented a 677 per cent growth.

23.  The coefficient of correlation works out at 0.5, significant at 0.01 level.

24.  This point is also confirmed in Chapter 7. One of the findings mentioned
there is  ‘[That] growth requires very high levels of capital accumulation is
supported by the fact that the declining enterprises too, generally registered
net increases in capital, although at much lower rates.’ Also see Table 7.25
for calculations on relative and absolute capital intensity across regions and
ownership forms.
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25.  About 61 per cent of the fast-growing enterprises reported investments in
home construction in this period; hence asset growth has also come about by
additions to building and land, not only machinery.

26.  The fast-growing enterprises tended to use only hand tools and manually-
operated  machinery, and less power-driven machinery in the 1991 survey.

27.  See Chapter 7, Tables 7.21, 7.23, 7.29 and 7.31, for employment per-
formance of fast-growing enterprises by location and ownership form; also
vis-à-vis other categories of surviving enterprises in the inter-survey period.

28.  The wage employment among all surviving enterprises declined mainly
due to the shedding of labour by declining enterprises. Almost 67 per cent of
the declining enterprises reduced their wage labour between the 1991 and
1997 surveys; the reduction was 63 per cent, on average.

29.  However, we should bear in mind that seven years were accounted for in
the 1997 survey while the 1991 survey period measured only to two previous
years.
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The Non-state Manufacturing Sector: An Analysis of the Closures
The repeat survey in June 1997 of 371 enterprises originally surveyed
in 1991 in selected urban and rural areas highlighted several of the
changes that these enterprises had undergone in the intervening
period. Based on their performance in value addition, the enterprises
were classified into five categories: closures; stagnant; declining;
growing; and fast-growing (see Chapter 1 for details on surveys and
definitions). Among the enterprises re-surveyed in 1997, about 65 per
cent were still in operation. The rest had closed down, but the then
owner/managers or their families/friends were interviewed regarding
the circumstances leading to closure and the entrepreneur’s present
situation. By examining data relating to these closed enterprises in the
1991 survey, it is intended to present a profile of enterprises that exhibit
tendencies towards closure. Wherever possible, data on the entire set
of re-surveyed, surviving enterprises (excluding the closures) will be
presented too, in order to give the reader a comparison of the per-
formance of the closed firms vis-à-vis the survivors. Unless otherwise
specified, the reference group is the enterprises that closed down,
henceforth referred to as ‘closures’.

Urban Enterprises
The urban surveys in 1991 and 1997 were held in the three major
cities of Vietnam, namely Hanoi and Haiphong in the north and Ho
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Chi Minh City in the south. Among the urban enterprises re-surveyed,
about 34 per cent had closed down operations. The urban closures
accounted for 57 per cent of all the closures (see Table 1.7).

Location and Organisational Structure

Among urban re-surveyed enterprises, Haiphong had the highest
mortality rate1 (48 per cent), followed by Hanoi (32 per cent) and Ho
Chi Minh City (22 per cent). Across ownership forms, co-operatives
had the highest mortality rate (39 per cent) and private enterprises the
lowest (25 per cent); among household and partnership enterprises it
was 36 and 32 per cent respectively. Hence, 27 per cent (each) of the
closures were household and co-operative enterprises, followed by 21
per cent private enterprises, 16 per cent partnerships and 8 per cent
state enterprises in the 1991 survey.

Co-operatives (29 per cent) and private enterprises (24 per cent)
dominated the closures in Haiphong. In Hanoi, household enterprises
and co-operatives each accounted for 28 per cent of the closures and in
Ho Chi Minh City, more than 42 per cent of the closures were house-
hold enterprises, followed by co-operatives (24 per cent). All of the six
state enterprises re-surveyed in 1997 had shut down operations in the
1991–97 period. Three of these were in Haiphong, two in Ho Chi Minh
City and one in Hanoi. Overall, it appears that private enterprises fared
the best, accounting for at most a fifth of the closures in all cities.

Nature of Activity

An overwhelming majority of the closures (86 per cent) were
involved in manufacturing activities in the 1991 survey, in line with
sample design criteria. A little over 4 per cent each were in small-
scale trading and agro-processing, and about 3 per cent were repair
shops. Co-operatives constituted the largest group among the closed
manufacturing units (31 per cent); most of them (55 per cent) were
also located in Haiphong. Next, about 57 per cent of the retail and
repair shop units were also located in Haiphong in addition to 75 per
cent of the state enterprises. Together, these account for the high
percentage of closures in Haiphong.

Enterprise History: Years in Operation

The age of enterprises at closure is a good indicator of the long-term
likelihood of firm survival. Relative to their total numbers, younger
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enterprises (less than five years old in the 1991 survey) were mainly
household and private, while the older enterprises (more than ten years
old) were co-operatives and partnership units. Table 9.1 presents the
years of establishment of surviving enterprises and closures, and the
age of the latter at the time of closure. It is very clear from the table that
34 per cent of the closures were established before 1981 and had been
in operation for at least 11 years at the time of the survey in 1991.

As the second half of Table 9.1 shows, a third of the units were five
years old or less at the time of closure, indicating a high degree of
‘infant mortality’ as well. The average age of enterprises at closure,
because of this polarised pattern, was 11 years. While the proportion
of ‘infant mortality’ is high, it must be noted that 38 per cent of the
enterprises closed down within five years because of the death or
retirement of the entrepreneur. A similar percentage (33) of entre-
preneurs, how-ever, have continued self-employment, in a new line of
business. The actions of this latter group are more significant for
analysing the factors responsible for consolidation and growth of
private sector enterprises.

The reasons for closure, as presented in Table 9.2, show that almost
half the enterprises could not sell at profit followed by 19 per cent that
closed down for personal reasons. On further investigation, almost 28
per cent of those that could not sell at profit cited too much competition
or poor distribution and marketing channels as being the underlying

Table 9.1: Year of establishment and age of urban enterprises at closure.

Year of 
establishment

% surviving 
enterprises

% closures Age at closure % closures

Before 1976 12.9 17.8 Less than 5 years 34.2

1976–80 11.4 16.4 5–10 years 24.7

1981–85 22.1 11.0 11–15 years 19.2

1986 6.4 4.1 16–20 years 8.2

1987 7.1 11.0 21–25 years 5.5

1988 6.4 12.3 Over 25 years 8.2

1989 23.6 11.0

1990 10.0 16.4
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reason (Table 9.2).2 This finding underscores the importance of profits
as major sources of capital accumulation, and hence firm sustenance.
Household enterprises and co-operatives accounted for a third (each)
of closures  due to this reason. A majority of these household enter-
prises were less than five years old in the 1991 survey, indicating the
importance of very high profit margins in the early years.

Across cities, the inability to sell at profit was more pronounced in
Ho Chi Minh City, where it was mentioned by 76 per cent of the enter-
prises, compared to 37 and 50 per cent in Haiphong and Hanoi res-
pectively. To the Ho Chi Minh City entrepreneurs, the low profit mar-
gins were mainly due to very high production costs (38 per cent) and
competition in product markets (31 per cent); in Haiphong the reason
given was poor marketing and distribution channels (43 per cent) and
competition (36 per cent); while in Hanoi it was low product quality
(44 per cent) followed by poor marketing channels (22 per cent).
Further, the data also show that personal reasons (like retirement or the
death of the owner) resulted in closure among mainly smaller units,
with less than 100 million dong in initial investment, while the larger

Table 9.2: Main reasons for closure among urban enterprises. Percentages.

Main reasons % closures

Reasons for closure:

Could not sell at profit 49.3

Lack of raw material 2.7

No prompt payment from customers 2.7

Interference from government officials/local authorities 1.4

Personal reasons 19.2

Other reasons 24.7

Reasons for inability to sell at profit:

Too much competition 27.8

Low product quality 16.7

Poor distribution/marketing channels 27.8

Production costs too high 22.2

Other 5.6
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units (mainly co-operatives and private enterprises) cited inability to
sell at profit.

Entrepreneurial Characteristics

Entrepreneurs of closures, in the 1991 survey, were typically male,
over 50 years old, with ten years’ education and an employment back-
ground in a state enterprise (Table 9.3). Less than 7 per cent were wo-
men entrepreneurs. The high average age partly explains why over 32
per cent of enterprises closed down because the previous owner had
retired (or, in some cases, died) by the time of the repeat survey. Close
to 53 per cent of the entrepreneurs over 50 years of age were man-
aging household enterprises, which also explains the large percentage
of household enterprise closures.3 When we compare the age of enter-

Table 9.3: Characteristics of owner-managers in the 1991 survey. Urban enterprises.

Characteristic: % surviving enterprises % closures

Sex:

Male 65.8 93.3

Female 34.2 6.7

Age:

29 years or under 3.8 15.6

30–39 years 26.6 25.0

40–49 years 39.2 18.8

50 years or over 30.4 40.6

Mean 45.53 45.22

Education:

Up to 4 years 15.4 0.0

5–7 years 29.5 32.3

8–10 years 35.9 41.9

Over 10 years 19.2 25.8

Experience:

Local cadre 7.3 12.0

War veteran 7.3 4.0

State enterprise employee 36.4 48.0

Other position of responsibility 19.9 32.0

Other 29.1 4.0
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prises and managers, we find that nearly 62 per cent of the managers
over 50 were managing enterprises less than four years old at the time
of the survey in 1991. These were, possibly, late entrants into the entre-
preneurial scene, who had previously been employed in state enter-
prises, and had given up within five years of selling at sub-optimal
profit levels. About 85 per cent of these entrepreneurs have sub-
sequently retired (or died) and only 15 per cent are now unemployed. 

Haiphong had a large percentage of closures with entrepreneurs
over 50 (63 per cent) who have not continued in another business
activity. The high average age of the entrepreneurs and the fact that a
large percentage of entrepreneurs have retired (or died) points to the
strong links between entrepreneur and the enterprise, with the result
that the lifetime of the enterprise is limited to the lifetime of its owner.

After the enterprises closed down, as Table 9.4 shows, 33 per cent
retired (or died) and 29 per cent continued self-employment in new
lines of business; the latter mainly among non-household forms. Quite
naturally, the majority of entrepreneurs who retired or died were
mostly from the age group 50 years or older (in the 1991 survey) (74
per cent) and 40 years or older (26 per cent); all those who have
changed lines of businesses belong to the age group 30–39 years. The
oldest entrepreneurs have not moved to wage employment, even
though 15 per cent of them report unemployment.

Primary Income Source

The lifespan of an enterprise is also determined by the presence of
alternative sources of income for the entrepreneur’s household. These
alternative sources can either extend the lifespan by increasing the

Table 9.4: Previous owner-manager’s present occupation. Urban enterprises.

Occupation: % closures

Employed for wages 8.6

Self-employed, same line of business 4.3

Self-employed, new line of business 28.6

Unemployed 11.4

Retired or dead 32.9

Other 14.3
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capability to withstand lower earnings longer; or can shorten it by
making exit decisions quicker, since the household is not totally
reliant on the enterprise. In our closures sample, the enterprise was the
only income-yielding source of the household for more than a third of
the household and private enterprises (Table 9.5)4 in the 1991 survey.
The remaining two-thirds had at least one additional income source, the
most common being wage employment (46 per cent) and pensions and
other transfers (21 per cent). Alternative income sources were more
common among private enterprises: 70 per cent of the household enter-
prises were sole income sources to the owner-household. Moreover, 50
per cent of these enterprises (with no alternative source) were located in
Ho Chi Minh City, followed by 30 per cent in Haiphong and only 20
per cent  in Hanoi. A majority of them were also enterprises established
after 1985 (91 per cent). Compared to the surviving enterprises, more
closures had an additional income source (Table 9.5), which implies
that a combination of small-scale household production and difficulty
in selling products might have made exit decisions easier.

Since closure of the enterprise, about 53 per cent of the owner-
households (of household and private enterprises only) experienced
increased income, mainly in the 50–100 per cent increase range.
Interestingly, nine out of ten households that experienced increased
incomes had no alternative income source in the 1991 survey. We find,
quite expectedly, the size of firm to be inversely proportional to the
household income situation after enterprise closure; larger firms have
had tougher times than smaller ones.

Table 9.5: Sources of household income in the 1991 survey. Urban enterprises.

Source: % surviving enterprises % closures

Enterprise as sole source 52.4 33.3

Wage employment 20.7 45.5

Farming 0.7 3.0

Gifts and remittances 26.2 6.1

Scholarships – 6.1

Pensions and transfers – 21.2

Others – 27.3
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Scale of Operations

The scale of operations is described in terms of initial investments
and asset growth from establishment up to the 1991 survey. In 1996
prices, the average urban closure invested 164 million dong at start-
up5 and its assets grew to 445 million dong by the 1991 survey, at an
impressive average annual rate of growth of 154 per cent. The aver-
age surviving enterprise invested 217 million dong at establishment
and its assets had grown, by the 1991 survey, to 432 million dong,
representing an average annual growth rate of 119 per cent. As Table
9.6 shows, while units are very heterogeneous, there is a cluster of
enterprises in the categories 100,000–500,000 dong, 1–10 million
dong, and 10–50 million dong (in 1996 prices).

The size of the average closure firm at establishment was largest in
Haiphong (221 million dong) followed by Ho Chi Minh City (150
million dong) and Hanoi (38 million dong).6 Haiphong, as the least
advanced industrially among the three,7 offers some indications of the
non-viability of large industries (in this case co-operatives) in a market
economy as yet unprepared for businesses of this size.

Table 9.6: Initial investment (at establishment) and total assets in the 1991
survey. Urban enterprises. Thousand dong.

% surviving enterprises % closures

Initial investment at start-up:

Less than 1,000 2.2 1.6

1,001–10,000 31.1 20.3

10,001–50,000 28.1 25.0

50,001–100,000 5.9 10.9

100,001–500,000 25.9 34.4

Over 500,000 6.7 7.8

Total assets in the 1991 Survey:

Less than 1,000 0.7 0.0

1,001–25,000 14.9 18.8

25,001–75,000 12.8 17.2

75,001–100,000 4.3 1.6

100,001–150,000 14.2 4.7

150,001–500,000 29.8 26.6

Over 500,000 23.4 31.3
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Household enterprises were the smallest with average initial
investments of 37 million dong, while the private enterprises were the
biggest, a class apart with 265 million dong. While almost 80 per cent of
the household enterprises had invested less than 50 million dong, 73 per
cent of the private enterprises, 50 per cent of the partnerships and 76 per
cent of the co-operatives had initial investments of at least this amount.

Table 9.6 also presents the distribution of surviving enterprises and
closures according to the value of their assets (in 1996 prices) in the 1991
survey. It is seen that 31 per cent of the closures had assets in excess of
500 million dong in value, which is slightly higher than the percentage
among survivors. The annual average asset growth rate for closures
between establishment and the 1991 survey works out to 154 per cent
only, owing to one co-operative in Haiphong experiencing an abnor-
mally high growth. If one excludes this case, the average works out to a
lower 42 per cent. If we consider enterprises excluding co-operatives,
we find that units set up in 1990 were the largest in the sample. They
account for half the units that in the 10–50 million dong and half in the
over 50 million dong categories.

Overall we find that 30 per cent of the units had not graduated from
their initial investment categories since establishment, owing to zero
per cent asset growth rates or the short time period between start-up
and the 1991 survey.The zero per cent growth rates have occurred in
private enterprises (36 per cent), co-operatives (36 per cent) and house-
hold enterprises (28 per cent). On the other hand, the highest asset

Table 9.7: Distribution of annual average asset growth rates by main reason for

closure among urban enterprises. Percentages.

Annual asset growth rates (%)

0 1–10 11–20 21–50 51–75 76–100 >100 Total

Could not sell at profit 37.5 25.0 50.0 100.0 33.3 100.0 42.9 45.2

Lack of raw materials 0.0 0.0 0.0 0.0 33.3 0.0 0.0 2.4

Delayed payments from 
customers

7.1 0.0 0.0 0.0 0.0 0.0 0.0 2.4

Personal reasons 21.4 37.5 0.0 0.0 33.3 0.0 14.3 19.0

Other 35.7 37.5 50.0 0.0 0.0 0.0 42.9 31.0
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growth rates (over 100 per cent) have also been found only among the
co-operatives. This unique observation among co-operatives points to
the extent of restructuring going on in that sector, in response to
changing macro-economic circumstances. Reviewing the data on asset
growth, since we have a significant representation of enterprises at
both ends of the growth rate spectrum, it is unsatisfactory to regard low
asset growth rates as the single determining factor. Rather, it is the
combination of high investments, poor asset growth and (as Table 9.7
points out) marketing problems that gives us a more concrete picture
of the enterprises heading towards closure. Close to 43 per cent of the
units with more than 100 per cent growth rate in assets cited an
inability to sell at profit as the main reason for closure.

Another important issue related to the scale of operation and invest-
ment is the source of finance at the time of start-up. Table 9.8 shows
the extent of reliance on entrepreneurial savings vs. external credit. It
is clear that more than half of the urban closures had financed all of the
firm’s initial investments through the owner-manager’s private savings.
Except for 11 per cent of the firms that used only external sources (both
formal and informal), we find all other units invested a certain amount
of their own resources. Among enterprises that did secure external
funds, reliance on informal sources was greater than on formal sources.

Investments made since the establishment of enterprises have also
displayed the same trend. Only three units secured bank loans and

Table 9.8: Percentage distribution of investment finance at establishment by
source. Urban closures.

0 1–25 26–50 51–75 76–99 100

Own resources 10.9 1.6 12.5 10.9 12.5 51.6

Friends and family 84.4 7.8 4.7 1.6 0.0 1.6

Banks 93.8 4.7 0.0 1.6 0.0 0.0

Credit co-operatives 100.0 0.0 0.0 0.0 0.0 0.0

Local authorities 98.4 1.6 0.0 0.0 0.0 0.0

Employees 74.6 7.9 6.3 4.8 1.6 4.8

Private moneylenders 88.7 6.5 3.2 0.0 0.0 1.6

Others 95.3 3.1 0.0 1.6 0.0 0.0
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seven units used non-bank credit sources. The rest used their own re-
sources. That the firms need an external source is beyond dispute.
Enterprises relying on entrepreneurial savings and internally generated
revenues cannot hope to survive for long and tend to collapse at the
first instance of falling profits, which we suspect is what happened
among the closures. It is also very disturbing to find this situation in
the most developed urban areas, occurring in enterprises of all ages
and sizes.

Mechanisation

Table 9.9 reveals that close to 43 per cent of the closures used both
manually operated and power-driven machinery in the 1991 survey,
which is a significantly lower percentage than surviving units. In
conformity with the relatively higher initial investments, 54 per cent
of these units were located in Haiphong, 29 per cent in Ho Chi Minh
City and 28 per cent in Hanoi. Across forms of ownership, we find
that the co-operatives accounted for 36 per cent of units using both
manual and power-driven machinery.

Furthermore, household enterprises not only accounted for most of
the units using hand tools (40 per cent), and manually operated
machinery only (36 per cent), but also power-driven machinery only
(41 per cent). Yet, on the whole, non-household enterprise forms had a
greater propensity towards mechanisation than did household forms. 

Employment

The distribution of wage employees among urban closures and
surviving units in the 1991 survey is clear from Table 9.10. While the
average number of wage employees for the whole sample is as high

Table 9.9: Type of machinery used. 1991 survey. Urban enterprises.

Type of machinery: % surviving enterprises % closures

Only hand tools, no machinery 8.5 15.2

Manually operated machinery only 14.1 16.7

Power-driven machinery only 16.9 25.8

Both manually operated and power-
driven machinery

60.6 42.4
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as 18 workers, as Table 9.10 shows, close to 22 per cent of the units
did not use wage labour. This represents about the same proportion as
found among surviving enterprises. Not surprisingly, all units without
wage labour were household enterprises, which implies that all non-
household enterprises had at least one wage worker. Private and
partnership enterprises mainly employed between one and ten
workers (with a maximum of 50), but the co-operatives kept the
average up for the group, with 58 per cent employing more than 25
workers per unit. Excluding the co-operatives, the average number of
wage employees halves to nine workers.

Haiphong had the highest per unit wage employment (23),
followed by Hanoi (13) and Ho Chi Minh City (11). The largest
employers in all three cities were the co-operatives, they were also the
only units employing more than 70 wage workers. Private enterprises
in Hanoi and Ho Chi Minh City did not employ more than ten wage
workers. Haiphong presents a very heterogeneous picture in terms of
wage employment in the 1991 survey. The private and partnership
units fall into all categories of employment (except more than 70) and
the households fall into all categories of less than 50 wage employees.

One important observation on employment in these units is that
there is a very high correlation between the size of the initial invest-
ment and the number of wage workers, implying that capital is not
necessarily displacing labour.8 All units with more than 500 million
dong in initial investment employed at least 26 wage workers and all
enterprises with less than 10 million dong in initial capital employed
less than 25 workers (62 per cent of the latter category did not employ
any wage labour at all).

Table 9.10: Wage employment in urban enterprises. 1991 survey.

No. of wage employees % surviving enterprises % closures

0 22.9 21.9

1–10 34.3 29.7

11–25 25.0 23.4

26–50 16.4 15.6

51–70 0.0 9.4

Over 70 1.4 0.0
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Another noteworthy finding is that the capital intensity9 of the
average closure in the 1991 survey was 24 million dong per worker (in
1996 prices), also significantly higher than its surviving counterpart at
10 million dong. Excluding the co-operatives, it is still higher at 28
million dong, since the co-operatives had employed more wage labour
than had the others. Even though the size of the assets was larger in
Haiphong, Ho Chi Minh City was the most capital-intensive region (40
million dong per worker), followed by Haiphong (24 million dong per
worker) and Hanoi (11 million dong per worker).

While no unit operated without labour, about 42 per cent of the
units had only wage employees, 22 per cent used only unpaid, house-
hold labour and the remaining 36 per cent used varying proportions of
paid and unpaid labour, the average being 74 per cent wage labour in
the 1991 survey. Further, 55 per cent of the enterprises used all of their
(paid or unpaid) labour full-time and 6 per cent worked on only part-
time labour. In the latter category, only one unit used unpaid labour.

Production Flexibility

One of the major advantages of small-scale production is its ability to
alter production processes in response to changes in supply and

Table 9.11: Product changes and their impact. Urban enterprises. 1991 survey.

Nature of flexibility: % surviving enterprises % closures

Introduced new products 34.0 38.8

Made improvements to existing products 38.2 32.8

Reason for change:

Difficult to sell current product 37.5 61.8

Increasing competition from producers 30.6 14.7

Increasing competition from imports 5.6 0.0

Requested by purchasers 19.4 20.6

Other 6.9 2.9

Degree of success:

Unsuccessful 4.3 2.9

Not very successful 8.7 23.5

Quite successful 65.2 41.2

Very successful 21.7 11.8

Too early to tell 0.0 20.6
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demand in the input and output markets. This production flexibility is
an insurance against rapidly changing markets; hence, the more flexible
a firm is, the better are its chances of long-term survival. At the firm
level, we measured this production flexibility as reflected in the ability
of firms to introduce new products and/or make improvements in the
manufacture of existing products, in terms of technology, form of out-
put or both.

In our sample of urban closures, in a period of two years from 1989
to 1991, only about 39 per cent of the enterprises had only introduced
new products, 28 per cent had introduced improvements to existing
products (Table 9.11) and 33 per cent had initiated both changes – a
slightly better performance than the survivors in the same period.
However, it should be noted that almost 61 per cent of the enterprises
that did not introduce new products or improvements were less than
five years old10 in the 1991 survey, which makes a reasonable argument
that it is too early to change the product mix. Among units older than
five years in the 1991 survey, there was an almost equal distribution of
units that had or had not introduced any improvements. This propor-
tion, quite understandably, was different for those established after
1985 – 19 per cent had already initiated improvements and an over-
whelming 81 per cent had not.

Across ownership forms, flexibility was more dominant among
non-household enterprises. Only a third of the household enterprises
had introduced new products, compared to 50 per cent among the
partnership and co-operative enterprises.11 On the other hand, 35 per
cent of the household enterprises made improvements to existing
products, against only 27 per cent of private enterprises and 30 per cent
of co-operatives. Further, much of this dynamic flexibility was con-
centrated in Hanoi and Haiphong.

Production flexibility (as we define here) undoubtedly reflects the
strength of the enterprise, but it also indicates instability or constant
changes in the output and/or input markets. By this interpretation, it
appears that southern firms have faced more stable markets than their
northern counterparts. This interpretation is partly brought out by the
fact that close to 62 per cent of the closure firms that had introduced
changes cited as the prime motivating factor a difficulty in selling the
existing product, followed by requests from purchasers (21 per cent)
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and increasing domestic competition (15 per cent). The difficulty to
sell seems to have been a stronger force for closures than for surviving
enterprises (Table 9.11).

As to the success of the changes, that all the enterprises closed
down by 1997 is an obvious answer. However, the immediate effects
of these changes have been viewed differently. Almost 60 per cent of
the closures that initiated some form of change felt it was successful
(Table 9.11) to varying degrees, and a quarter of the enterprises
regarded it otherwise. The Haiphong entrepreneurs were the most
optimistic; they constituted half the respondents that believed their
changes were successful. Another third were from Hanoi. On average,
the firms that did not consider their changes successful closed down
two years later, and the more optimistic ones survived for only three
years after the survey in 1991. The units that felt it was too early to
predict the effects also closed down within three years.

Continuity of Operations

Another indication of the good health of an enterprise is the
continuity in its operations. A stable demand and supply situation in
input and output markets (including supply of finance) is reflected in
the enterprise’s capacity to remain open and active throughout the
year. Other determinants include the skills of the entrepreneur himself,
in particular his strength in marketing and gathering information. In
our sample we find that only a little more than half of the closures
operated throughout 1990 (Table 9.12). The surviving enterprises had
a larger percentage operating throughout the year. The average period
of closure among the enterprises that did not operate the full year was
3.5 months among the closures and 2.4 months among the survivors.

Across ownership forms, 90 per cent of partnership enterprises, 76
per cent of the household enterprises, 73 per cent of private enterprises
and only 47 per cent of co-operatives among the closures operated
throughout 1990. The average of 3.5 months of closure is, thus,
accounted for mainly by the co-operatives. There has been an intensive
process of restructuring of the co-operatives since doi moi and this has
also been reflected in extended periods of closure in the 1991 survey.
With the co-operatives concentrated in Haiphong (55 per cent), the
performance of Haiphong in terms of continuity of operations has been
the poorest among the three urban areas.
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The major reasons for discontinuous operations among closures, as
Table 9.12 shows, were shortage of demand, shortage of raw materials
and other personal reasons. The lack of demand was felt more by
household enterprises and the lack of raw materials by co-operatives.
Labour was not mentioned as the reason for closure by any enterprise,
mainly because close to 34 per cent of the units did not use wage
labour. The instability noted in the input and output markets, while
usually reflecting constraints imposed upon firms from external
sources, might as well be imposed on the firms by the disadvantages
of their size and/or poor linkages with the markets.

It is possible to envisage two scenarios in this regard. First, that of
large firms with greater production capacity (as in Haiphong) facing as
yet underdeveloped output markets, which leads to under-utilisation of
capacity and discontinued operations; and second, that of small-size
firms with a very limited reach (as in the household enterprises
operating without wage labour) for whom tapping slightly distant,
developed markets is a virtual impossibility. Next, continuity in

Table 9.12: Continuity of operations in urban enterprises. 1991 survey.

Months operated and reasons for closure: % surviving enterprises % closures

Operated throughout the year* 66.9 53.4

Closed for:

1 month 8.1 5.5

2 months 11.3 2.7

3 months 6.5 8.2

4 months 3.2 2.7

5 months 1.6 0.0

6 months 0.8 4.1

Over 6 months 1.6 1.4

Reasons for closure:

Lack of raw material 7.9 38.9

Lack of demand 60.5 50.0

Other reasons 31.6 44.4

Key: * The 1991 survey referred to operations throughout the year 1990. 
Note: Percentages for reasons for closure are based on the number of units that did not
operate throughout 1990. Enterprises established in 1990 have been excluded from
these calculations.

EntrepVN_book  Page 292  Friday, October 13, 2000  5:32 PM



THE NON-STATE MANUFACTURING SECTOR: AN ANALYSIS OF THE CLOSURES

293

operations also depends on the skills of the entrepreneur in marketing
and production organisation. It is not realistic to isolate one reason for
discontinuous operation; rather, it is a possible combination of one or
more of these factors that have resulted in firm closures for extended
periods of time.

Capacity Utilisation

The extent of utilisation of production capacity throws some more
light on the problem of lack of demand, mentioned by enterprises that
did not operate throughout the year in 1990. As Table 9.13 shows,
close to 95 per cent of the enterprises did not operate at full capacity
in the 1991 survey. About 28 per cent of the enterprises reported that
they could more than double production if they used all their
machinery and equipment.12 This percentage is higher than among
survivors. Not surprisingly, 56 per cent of the units that reported the
possibility of doubling production had invested more than 50 million
dong on establishment and since, up to the 1991 survey. If the capital
intensity of the units is high, chronic under-utilisation of production
capacity can lead to firm closure in a very short time. It is clear from
the data that more than half of the units using both power-driven and
manually operated machinery felt that their production could be
doubled with existing capacity.

This under-utilisation of capacity might also be related to the nature
of growth rate of assets noted earlier.13 Asset growth in these
enterprises comes about mainly by additions to existing capital equip-
ment. In a situation when existing machinery is not being optimally
used, incremental growth in assets is not called for. This might explain
the low growth rate of assets. On the other hand, firms that have already
had high growth rate of assets are the ones that suffered from severe
under-utilisation of productive capacity. Attention is once again drawn
to the necessity of stable product demand for generating profits as well
as asset growth and optimal utilisation of existing capacity.

Across ownership forms, full capacity utilisation was found only
among two private and one household enterprises. Co-operatives
accounted for 44 per cent of the units that mentioned they could more
than double their production. Households mainly accounted for the
category that reportedly could increase production by 25 to 50 per cent.
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A third of the private and partnership enterprises reported they could
more than double, and increase production between 50 to 100 per cent,
respectively. Across regions, Haiphong presented severe under-
utilisation: not only did 36 per cent say they could increase production
by 25 to 50 per cent, but among the three cities, it had half the units
that could more than double production. Hanoi had a large number that
could increase production by no more than 10 per cent while in Ho Chi
Minh City, almost a third were working at less than half their capacity.

Forward Linkages

The nature and extent of forward linkages have important influences
on the size and longevity of enterprises. The market reach in turn
affects or is affected by the nature of the products. Measuring forward
linkages in terms of main product sales, Table 9.14 clearly shows the
distribution of sales destinations and their location. It is apparent from
the table that the average firm in our sample sold mainly to the
government. On average, a firm sold 44 per cent of its products to
state enterprises and agencies, and directly to individual consumers
(29 per cent). When we look at the nature of products sold, we find
that most of the manufacturing enterprises mainly produced goods for
everyday household consumption, like garments, school bags, shoes,
curtains, carpets, paint, zippers, metal cookware, etc. A few also pro-
duced windows, construction materials and spare parts for machinery.
Since the product range excludes capital and intermediate goods for
the most part, the state agencies might be distribution centres. The
agro-processing units specialising in bread-making sold a greater

Table 9.13: Capacity utilisation among urban enterprises. 1991 survey.

Extent of utilisation: % surviving enterprises % closures

Operating at full capacity 9.9 5.3

If employing all machinery and equipment, can increase production by:

<10% 10.7 12.3

10–25% 23.7 10.5

26–50% 26.0 19.3

51–100% 16.8 0.0

Over 100% 13.0 28.1
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proportion to individual buyers and private enterprises (most prob-
ably, bakeries, grocery stores and the like) and on average, 26 per
cent to state agencies.

Further, the greater proportion of sales to government agencies is
accounted for by the co-operatives in Hanoi and Haiphong (56 per cent).
In fact, the major difference between closures and surviving enterprises
is in the percentage selling to state enterprises. While the closures sold
45 per cent, on average, the corresponding share among survivors was
lower at 37 per cent. The number of units selling to the state sector was
also higher among the closures than survivors (47 compared to 26 per
cent), in addition to those selling all of their main product solely to the
state sector (22 compared to 11 per cent among survivors).

An important finding from the data is that half of the units sold
solely to one category of customers. As seen in Table 9.14, 27 per cent
of the firms sold 100 per cent of their produce to state enterprises and
agencies; 16 per cent sold to individual buyers; 5 per cent to other
private enterprises and 3 per cent each solely exported or sold to
tourists. With a lot of restructuring going on in the state sector since

Table 9.14: Forward linkages of main product among urban closures. 1991
survey. Percentages.

0 1–24 25–49 50–74 75–99 100 Mean

Destination of sales of main product:

Individuals 59.3 10.2 1.7 5.1 3.4 20.3 28.6

Private enterprises 71.2 5.1 3.4 8.5 5.1 6.8 17.8

State enterprises 72.9 0.0 1.7 8.5 8.5 8.5 20.9

Other state agency 67.8 5.1 5.1 1.7 1.7 18.6 23.7

Local authority 98.3 0.0 1.7 0.0 0.0 0.0 0.4

Tourists 98.3 0.0 1.7 0.0 0.0 0.0 0.6

Exports 96.6 0.0 0.0 0.0 0.0 3.4 3.4

Other 93.2 1.7 0.0 1.7 0.0 3.4 4.6

Geographical distribution of main product sales:

Same town 7.1 3.6 7.1 10.7 8.9 62.5 79.6

Other rural 92.9 1.8 0.0 5.4 0.0 0.0 3.3

Other urban 76.8 7.1 7.1 3.6 1.8 3.6 10.6

Elsewhere 91.1 1.8 0.0 1.8 1.8 3.6 6.4
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doi moi, we might reasonably assume that this sales specialisation
caused units depending solely on state purchases to go bankrupt. These
are the firms that were either unable or unwilling to  adapt to the changed
markets. Some of the oft-quoted strengths of flexible specialisation
have probably been latent among these firms, mainly co-operatives.

Since most of the enterprises produced goods for mass consumption,
the geographical location of sales was concentrated in their respective
local areas. As Table 9.14 shows, the average enterprise sold close to
80 per cent of its products in the same town as its manufacture and only
11 per cent in other towns. Sales to rural areas were insignificant. This
geographical limitation was more pronounced among agro-processing
industries where all the units sold 100 per cent of their produce in the
same town; the corresponding figure for manufacturing units was
lower at 61 per cent. Overall, as the table shows, about 63 per cent sold
entirely in the same town. The scenario that we obtain, considering
both categories and location of buyers, is that of very strong forward
linkages with the local area and limited reach with other firms and
locations. The nature of products, either as cause or consequence,
limited their market reach.

Backward Linkages

Backward linkages measure the relationship of the producing units
with the providers of inputs. Here we measure backward linkages in
terms of the location and category of sellers of the main raw material
used in producing the main product. For the products mentioned
earlier, the main raw materials range from iron and steel to seashells
and bread flour. They include chemicals, dye, cloth, cement, sand and
other construction materials. From Table 9.15 it is clear that a typical
closure enterprise, in the 1991 survey, bought close to 47 per cent of
its main raw material from a state enterprise or agency. Furthermore,
24 per cent of the enterprises depend solely on the state sector for
their main raw material, thus indicating very strong links with the
state sector.

The dependence on the state sector is greater among agro-
processing units, with 66 per cent of the average firm’s purchases
coming from the state sector. Across cities, Ho Chi Minh City had the
largest group of enterprises buying zero per cent of their raw material
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from the state sector (47 per cent) and Hanoi had the largest group of
enterprises buying all of their main raw material from the state sector
(28 per cent). The co-operatives in Hanoi and Haiphong who bought
solely from the state, once again, accounted for 44 per cent. Five
closure units (7 per cent), comprising three co-operatives, one private
enterprise and one partnership enterprise mainly in Hanoi and
Haiphong, bought and sold solely to the state sector. As with forward
linkages, the main difference between closures and surviving enterprises
in the 1991 survey is evidenced in the former’s stronger relationship
with the state: the average enterprise among closures bought 47 per cent
of its main raw material from the state, compared to 32 per cent in the
average survivor’s purchases. The percentage of enterprises buying from
the state sector was 51 among closures and 24 among survivors; the
percentage buying solely from the state sector was 23 among closures
and only 11 among survivors in the 1991 survey.

Backward linkages with their respective cities are stronger than
forward linkages. As Table 9.15 shows, a typical closure enterprise
bought 86 per cent of its main raw material from the same town in the
1991 survey. Also clear from the table is the fact that 78 per cent of the
enterprises bought all of their main raw material from the same town.
As with location of sales, agro-processing units bought all of their raw
materials from the same town; manufacturing units bought on average
17 per cent from outside. Among the closures, five units bought all raw
materials from the state sector and sold their entire main product to the
state sector too. None of them had subcontracting relationships with
the state or non-state sectors.

As discussed under forward linkages, this extreme dependence on
the state sector might have been a major factor in closure of
enterprises, in the face of growing uncertainty in the state sector
restructuring in the 1990s. We may recall, at this juncture, that half the
closures cited an inability to sell at profit to be the main reason for their
decision to shut down. With strong local linkages, limited geographic
extent of sales and excessive dependence on an unstable state sector,
this inability to sell is quite a natural outcome.

On a related issue, close to 70 per cent of the enterprises mentioned
that raw materials and other inputs were available in adequate quantity
and quality. Among those that did experience difficulties in obtaining
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raw materials, 40 per cent cited dependence on imports as the nature
of the problem, while 25 per cent mentioned erratic supply. Most of
these units were located in Haiphong (61 per cent), followed by 30 per
cent in Ho Chi Minh City and the remainder in Hanoi. It was also more
commonly found among household enterprises and co-operatives (30
per cent each).

Horizontal Linkages

Inter-firm linkages are very important sources of information,
technology and other resource transfers, thereby influencing the
survival and lifespan of firms. Horizontal linkages between firms are
analysed here in terms of subcontracting arrangements only. From the
data on closures, it is clear that in the 1991 survey, only 15 per cent of
the firms had subcontracting relationships with other firms, mainly
private enterprises (67 per cent). Enterprises subcontracting with state
enterprises constituted 22 per cent and with foreign companies 11 per
cent. The most common form of assistance from the parent unit took
the form of procuring raw materials (60 per cent) and obtaining credit
(1 per cent). The duration of contracts ranged from one to six months
in the 1991 survey. Half of the subcontracting units were co-operatives.
Further, subcontracting was more common in the south with 40 per

Table 9.15: Backward linkages of main raw material among urban closures.
1991 survey. Percentages.

0 1–24 25–49 50–74 75–99 100 Mean

Main input supplier:

Individuals 64.5 4.8 3.2 6.5 1.6 19.4 26.5

Private enterprises 64.5 9.7 0.0 8.1 0.0 17.7 23.9

State enterprises 58.1 1.6 8.1 6.5 8.1 17.7 30.7

Other state agency 79.0 3.2 1.6 3.2 3.2 9.7 15.8

Collective farms 98.4 1.6 0.0 0.0 0.0 0.0 0.3

Other 96.8 0.0 0.0 0.0 1.6 1.6 2.9

Geographical location of main supplier:

Same town 9.1 1.8 0.0 9.1 1.8 78.2 85.6

Other rural 94.5 0.0 0.0 0.0 1.8 3.6 5.1

Other urban 87.3 3.6 7.3 0.0 0.0 1.8 4.7

Elsewhere 94.5 0.0 0.0 1.8 0.0 3.6 4.6
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cent of the subcontractors located in Ho Chi Minh City. Also, relative
to the total number of enterprises, the percentage of subcontractors
was highest in Ho Chi Minh City (27 per cent) compared to 19 and 9
per cent in Hanoi and Haiphong respectively.

Production Relations

Production relations refer to the client–producer contracts, analysed
here by the number of customers sold to and the frequency of
production on advance orders from buyers. Sales to one or more
customers depend on the nature of the product and contractual
agreements. In our sample, since most enterprises dealt with consumer
goods, and sold a significant percentage to individual buyers, it is
reasonable to assume that the number of customers will be high. As
expected, most household enterprises sold to more than ten customers
in the 1991 survey (90 per cent); so did 40 per cent of private firms,
64 per cent of partnership enterprises and 39 per cent of co-operatives.
Sales exclusively to one customer were absent among household
enterprises, but more common among co-operatives (22 per cent).
The remaining units sold to between two and ten customers that year.
Among the units that sold exclusively to one customer, only one unit
had subcontracting relations with the buyer.

Selling to more than one customer helps the producing unit to
minimise the risk of opportunism from the other party to the contract.
A common way to secure payment from customers is to confirm their
orders against a cash advance. This is possible only when the firm is
selling to other enterprises rather than individual consumers, for the
kind of products involved. We find in our data on urban closures that
most of the units (53 per cent) produced almost always on advance
order. The proportion of enterprises selling on advance order was
highest in Haiphong (68 per cent). Considering that the average firm in
Haiphong was larger than in the other two cities, it is natural that the
monetary impact of non-payment or delayed payment from customers
is higher and hence, too, the need for cash advances. Selling on
advance order was least in Ho Chi Minh City, at 13 per cent. Across
ownership forms, 73 per cent of private enterprises sold mostly on
advance order; the corresponding figures being 32 per cent of house-
hold, 64 per cent of partnership and 53 per cent of co-operatives. These
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figures correspond well with the percentage of sales to individual
consumers and other enterprises; households sold the largest propor-
tion of their output to individual buyers, followed by partnership,
private and co-operatives.

Constraints

A majority of the owners/managers (52 per cent) identified shortage
of capital as the main constraint to the growth of the enterprise in the
1991 survey (Table 9.16). Competition from other enterprises (13 per
cent) and limited product demand (10 per cent) followed, in that
order. The shortage of capital was felt more by non-household
industries; among household industries, it was too much competition
from other producers (35 per cent). Among non-household industries,
capital shortage was most pronounced among co-operatives with 68
per cent noting it as the main constraint; for private firms the figure
was 53 per cent and for partnership enterprises, 67 per cent.

Not surprisingly, a majority of units mentioning capital shortage
(41 per cent) had higher total investments, ranging from 100 million to
500 million dong. It appears that for very small units with small capital
needs, the need for external capital is also limited, with the result that
they do not experience capital shortage to the same extent as firms of
larger size and investment. Haiphong, with its relatively larger
industries, obviously had most of its units (71 per cent) complaining of
capital shortage, thereby also accounting for 76 per cent of the total
units in our sample registering this constraint. Unless efforts are
undertaken at the macro level to expand the network of external credit
sources, the survival of large industries and the growth of small
industries will be greatly affected. The percentage citing capital
constraints was slightly higher among closures than among survivors
(Table 9.16); correspondingly, the percentage reporting limited demand
was lower among the former.

Competition

Related to one of the dominant constraints mentioned above, almost
58 per cent the enterprises experienced severe competition (in the
1991 survey) from other industries in their field of manufacture,
many of them from more than one category of enterprises. More than
a third of the enterprises faced severe competition from other private
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enterprises; 15 per cent from state and 11 per cent from legal imports.
More than half of the enterprises that mentioned severe competition
were located in Haiphong, and these were mainly private enterprises.
Hanoi followed (24 per cent) and Ho Chi Minh City had the least
number of units facing severe competition (21 per cent). Across owner-
ship forms, the co-operatives accounted for 44 per cent of the units
facing severe competition, mainly from private enterprises. This is
indicative of the changes occurring in the traditional co-operative sector,
with the advent of new private enterprises since doi moi.

Governmental Assistance

During establishment almost 62 per cent of the enterprises availed them-
selves of governmental assistance in one form or another. The most
common form of assistance was with submitting relevant documents
and registering units with the government departments (41 per cent),
followed by procuring tax exemptions (22 per cent) and assistance
with the organisation of the enterprise.

It appears that most governmental assistance was given during the
establishment of the enterprises, particularly in dealing with legal or

Table 9.16: Respondent perception of main constraint among urban enterprises.
1991 survey. Percentages.

Nature of constraint: % surviving enterprises % closures

Shortage of capital 42.1 52.4

Cannot afford to hire wage labour 2.9 1.6

Lack of technical know-how 2.1 1.6

Limited demand for products 15.7 9.5

Too much competition 12.9 12.7

Lack of marketing and transport facilities 5.0 7.9

Lack of modern machinery/equipment 5.7 1.6

Lack of raw materials 1.4 0.0

Lack of energy 4.3 1.6

Uncertain government policies 2.1 1.6

Inadequate premises/space 0.0 0.0

Other 5.7 9.5

No constraint 0.0 0.0
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official formalities. We find that 62 per cent of the enterprises either
did not approach or did not receive assistance from government
officials during the lifetime of the enterprise. It may be recalled that a
majority of the entrepreneurs (48 per cent) were previously state
employees and an additional 44 per cent served in local or other cadres
(Table 9.3). This prior relationship with the state and its attendant
networks and contacts might have been helpful in obtaining assistance
with managing the enterprise as well as in marketing, directly or
indirectly. Added to this is the fact that closures, mainly co-operatives,
had very high forward and backward linkages with the state sector,
thereby accounting for greater official assistance received. The
propensity to secure governmental assistance in various areas was
also, not surprisingly, higher among larger firms. The same tendency
is found with regard to assistance during the lifetime of the enterprise.
We can reasonably argue that smaller units, by virtue of their lesser
degree of formality, need less bureaucratic assistance than larger firms
and so there are size-determined advantages (or disadvantages); and
that governmental assistance, being mainly non-monetary in nature, is
more within the purview of large firms.

Rural Enterprises
The rural survey in 1991 was held in five provinces – Ha Son Binh,
Vinh Phu, Quang Ninh, Long An and Cuu Long. However, the 1997
the survey was only undertaken in Ha Tay (formerly Ha Son Binh) in
the north and Long An, in the south. Therefore, in the present chapter,
we shall be discussing the data on Ha Tay and Long An only. The
mortality rate among rural re-surveyed enterprises was 39 per cent
(Table 1.7), with 56 out of the 144 re-surveyed enterprises closing
down between 1991 and 1997.

Location and Organisational Structure

Closures in the rural areas were distributed almost equally among the
northern and southern sample regions. Household industry dominated,
with half the enterprises belonging to this category; close to 36 per
cent were private enterprises and the remaining 14 per cent belonged
to other categories.14 There were no state enterprises in the sample.
Across regions, 57 per cent of household enterprises and 65 per cent
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of private enterprises were located in Long An. Even though Long An
was host to more enterprises in each category, relatively speaking,
private enterprises were less common in Ha Tay. Only 35 per cent of
private enterprises were located there, against 43 per cent of house-
hold industry. Other forms of ownership, however, were more prevalent
in Ha Tay (88 per cent) than in Long An (12 per cent).

Nature of Activity

The most common area of activity in the 1991 survey among the rural
closures was manufacturing. Close to 50 per cent of the enterprises
were involved in it, 21 per cent in agro-processing, and the remaining
in various forms of commercial trading. Among survivors, the corres-
ponding percentages were 64, 17 and 19 per cent respectively. Mortal-
ity rates among manufacturing units were lowest: 33 per cent, com-
pared to 44 per cent among trading and 46 per cent among agro-
processing units. The percentage of agro-industries on the whole, is,
not surprisingly, greater among rural than urban industries. It is inter-
esting to note that all the agro-processing units that closed down were
located in Long An and that a majority of the manufacturing enter-
prises (88 per cent) were located in Ha Tay. This distribution probably
has something to do with the extent of economic development in both
these regions. In the 1991 survey Ha Tay (then known as Ha Sonh
Binh) was more agrarian and had more household firms dominated by
handicraft industry than Long An, which had a relatively more diver-
sified economic base.15 

Enterprise History: Years in Operation

The average amount of years of operation among the rural closures
was approximately nine, mainly because of the 6 per cent of enter-
prises that had existed prior to 1976. The most striking feature
relating to the age of rural enterprises is that a majority of the enter-
prises (59 per cent) were three years old or less at the time of the
survey in 1991 (Table 9.17). This scenario stands in stark contrast to
the urban enterprises, where we found more than 40 per cent of the
units were 11 years old or more at the time of the survey. Infant mor-
tality has accounted for most closures among rural enterprises, and is
symptomatic of an underdeveloped economic environment for rural
entrepreneurship. Table 9.17 also shows the age distribution of rural
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survivors and closures. It is clear that a high 22 per cent were only
one year old in the 1991 survey and had all closed down subsequently
within a maximum of six years in operation, by 1997.

Representative of the distribution of ownership forms, household
enterprises accounted for more than half of the units that closed down
within ten years of operation. There was no private enterprise older
than 15 years in our sample; only two co-operatives and one household
enterprise were established before 1976. Overall, it is apparent that
most rural closures have been of a fairly recent origin and the process
of consolidation has been occurring rapidly, with a large proportion of
closures within ten years of operation. The reasons stated for closure
(Table 9.18) will throw light on this process of consolidation.

Similar to the urban scenario, an inability to sell at profit accounted
for the closure of almost 54 per cent of the rural enterprises, followed
by personal reasons (retirement or death of entrepreneur) for 20 per
cent of closures. Most units cited these two reasons exclusively.
Almost 65 per cent of the private and 43 per cent of the household
enterprises shut down as a result of low profit margins. The major
reasons offered for this inability to sell at profit were: very high
production costs (37 per cent), too much competition in the output
market (33 per cent) and poor distribution and marketing channels (20
per cent). High production costs and competition were mentioned by
Long An firms while Ha Tay firms gave poor marketing channels as the
reason for low profitability. Almost 60 per cent of the units quoting low

Table 9.17: Year of establishment and age of rural enterprises at closure.

Year of 
establishment:

% surviving 
enterprises

% closures Age at closure % closures

Before 1976 9.6 5.6 Under 5 years 26.0

1976–80 7.2 11.1 5–10 years 52.0

1981–85 9.6 13.0 11–15 years 14.8

1986 2.4 3.7 16–20 years 1.8

1987 9.6 7.4 21–25 years 0.0

1988 19.3 18.5 Over 25 years 5.5

1989 21.7 18.5

1990 20.5 22.2
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profit margins as the reason for closure were three years old or less at
the time of the survey, which highlights the importance of high profit
margins and internally generated capital in the firm’s early years.

Entrepreneurial Characteristics

As Table 9.19 shows, in the 1991 survey, the typical owner-manager
of the (subsequent) closures was male, more than 50 years old, with a
formal education of at least seven years and an employment back-
ground in a state enterprise. However, 40 per cent mention ‘other’
experience, which includes farming activities, thereby making it
possible that many entrepreneurs have a background in farming,
though the extent is not clear. The profile of this entrepreneur is not
very different from that among survivors. The percentage of women
entrepreneurs (almost ten) among closures is slightly higher among
rural than urban areas. Similar to the urban areas, most of the entre-
preneurs older than 50 years (58 per cent) were mainly managing
household enterprises. While enterprises older than ten years at the
time of the survey in 1991 were almost solely managed by entre-
preneurs over 50 years old, they constituted only a fifth of the enter-
prises in this age category and the majority of 56 per cent of the
entrepreneurs managed enterprises less then four years old in the
1991 survey.

Unlike the urban scenario, the average age of the enterprises itself
is quite low in the rural sample and it is obvious that most entre-
preneurs were managing fairly new units. The more interesting finding
is that older entrepreneurs had been involved with household enter-
prises, whereas younger entrepreneurs (mainly under 30 years of age)

Table 9.18: Main reasons for closing down. Rural enterprises.

Reason: % closures

Could not sell at profit 53.6

Lack of raw material 0.0

Delayed payment from customers 0.0

Interference from government officials/local authorities 1.8

Personal reasons 19.6

Other reasons 25.0
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had established private enterprises. Further, it is this younger category
of entrepreneurs that have had the benefits of higher education too;
since most of the entrepreneurs with more than ten years of education
were under 30 years of age.

Next, not surprisingly, most of the youngest entrepreneurs have had
no prior work experience, while a large percentage of the other
categories have been previously employed in the state sector in one
form or the other. A possibly16 disconcerting development is that 8 per
cent of the managers of closures have subsequently moved into
agriculture, and all in Ha Tay. Only one rural manager reported un-
employment. On the whole, it appears that Long An entrepreneurs
have continued self-employment in the same or other lines of business

Table 9.19: Characteristics of owner-managers in the 1991 survey. Rural enterprises.

% surviving enterprises % closures

Sex:

Male 83.3 90.2

Female 16.7 9.8

Age:

29 years or less 11.9 17.6

30–39 years 23.8 29.4

40–49 years 25.0 15.7

50 years or over 39.3 37.3

Mean 44.8 43.5

Education:

4 years or less 11.9 11.8

5–7 years 57.1 45.1

8–10 years 17.9 27.5

Over 10 years 13.1 15.7

Experience:

Local cadre 16.1 15.2

War veteran 12.9 6.1

State enterprise employee 16.1 21.2

Other position of responsibility 6.5 3.0

Petty trader 12.9 15.2

Other 35.5 39.4
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to a greater degree than in Ha Tay. Across ownership forms, sub-
sequent movement into agriculture has been characteristic of house-
hold enterprises, while private entrepreneurs have moved into newer
lines of business after the closure of enterprises. 

Primary Income Source

It is apparent from the household activity data that all the closure-
enterprise households were involved in some kind of agricultural
activity: farming, animal husbandry, or fishery and aquaculture. All
of the households recorded self-employment in agriculture throughout
the year, which indicates that the enterprise was not a sole source of
livelihood to any rural enterprise household (Table 9.20). This situ-
ation was slightly different among survivors, where only a quarter
reported household members gainfully employed in agriculture. The
most important feature is that 98 per cent of the closures had house-
hold members working (unpaid) at the family enterprise, averaging
two workers other than the owner. Though not very significant, wage
employment in other enterprises is also found. Other forms of self-
employment were found among a fifth of the enterprises, almost all in
Ha Tay. The diversity in income sources was more in Ha Tay.

Scale of Operations

The scale of operations, as before, is discussed in terms of initial
investment and assets in the 1991 survey, in 1996 prices. The average
initial investment for rural closures was 16 million dong, while the
average total assets in the 1991 survey were 80 million dong. The
average closure enterprise was much larger than its surviving
counter-part, which had 8 million dong in initial investment and only

Table 9.20: Sources of household income in the 1991 survey. Rural enterprises.

Source: % surviving enterprises % closures

Enterprise as sole source 9.1 0.0

Wage employment 5.7 8.9

Farming 25.3 100.0

Other 14.9 33.3*

Key:  * Includes self-employment (20.3%) and gifts and remittances (13%).
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33 million dong in assets in the 1991 survey. However, there is a
distinct difference in the scale of operations across urban and rural
areas. The average urban closures unit is at least seven times larger
than its rural counterpart. As shown in Table 9.21, there is a cluster-
ing of enterprises around the 1.5–5  million and 5–25 million dong
(initial investment) categories among both surviving enterprises and
closures, but they graduate to the 5–25 million categories and higher
(in assets) by the 1991 survey. The closures with the highest initial
investments (over 25 million dong) were two co-operatives, estab-
lished before 1976 in Ha Tay; these are responsible for raising the
average of the whole sample to 16 million dong.17

Across ownership forms, apart from the two largest co-operatives,
household enterprises were on average a third of the size of private
enterprises. The average initial investment of household enterprises was
5 million dong, with half the units investing only 3 million dong, while
the average private enterprise invested 18 million dong; the median
value being 14 million dong. At establishment, the average firm size in
Long An was slightly smaller (14 million dong), than in Ha Tay (18
million dong), mainly because of the two co-operatives in Ha Tay, each
of which had a minimum investment of 125 million dong. Excluding
these two, the average Ha Tay firm is half the size of its Long An
counterpart (7 million dong).

The second half of Table 9.21 shows the asset distribution in the
1991 survey among rural surviving and closures units. We find that
investment on asset creation since establishment has been quite low,
probably due to the fact that most units were fairly young at the time
of the survey in 1991. Even though a majority of the units (61 per cent)
had zero per cent growth rate of assets, the average growth rate for the
sample was 13 per cent a year, mainly due to a minority (12 per cent)
whose assets grew in excess of 52 per cent a year.18 In relative terms,
there is no significant difference in asset growth rates across ownership
forms, since the majority were less than five years old and had zero per
cent growth rates. The average asset growth rate for household
enterprises is 14 per cent and the corresponding figure is 13 per cent
for private enterprises. Across regions, Long An had an average rate of
14 per cent while the percentage in Ha Tay was 10. Further, the typical
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surviving enterprise grew at an annual average rate of 22 per cent while
it was 13 per cent for the average closure enterprise.

On the whole, it is apparent that the rural closures have been more
homogeneous, with very few outliers in terms of size and growth rates.
Low asset growth is a common factor for most of the rural closures;
whether it is the determining factor is hard to say at this point. We find
that units that have asset growth rates in excess of 25 per cent per year
mentioned an inability to sell at profit as the reason for closure of
enterprises. This strengthens our hypothesis that high capital accumu-
lation is a necessary but not sufficient condition for the healthy sur-
vival of firms.

Related to the need for capital accumulation and asset growth is the
question of investment finance for rural enterprises. The reliance on
own resources is much more pronounced here than among urban enter-
prises. Almost 66 per cent of the entrepreneurs used only their own
savings for establishing the enterprise (Table 9.22). Bank financing is
conspicuous by its total absence. It can be noticed that about 4 per cent
of the enterprises relied on cash advances of sales to cover at least half

Table 9.21: Initial investment (at establishment) and total assets in the 1991
survey. Rural enterprises. Thousand dong.

% surviving enterprises % closures

Initial investment at establishment:

Less than 500 3.6 3.8

501–1,500 9.6 9.4

1,501–5,000 41.0 34.0

5,001–25,000 36.1 30.2

25,001–50,000 6.0 17.0

More than 50,000 3.6 5.7

Total assets in the 1991 survey

Less than 500 0.0 3.8

501–1,500 8.0 1.9

1,501–5,000 14.9 19.2

5,001–25,000 40.2 34.6

25,001–50,000 18.4 21.2

Over 50,000 18.4 19.2
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the initial investments. Since household enterprises predominate and
they have the greatest propensity to use personal resources (at
establishment as well as during operative years), the rural enterprises
present a scenario of self-sufficient units prepared to shut down
operations at any time without much cost. This trend is true even of
investments financed after establishment. Only five units mention se-
curing external finances from a non-bank source. In fact, in the 1991
survey, with more than 70 per cent of enterprises being less than five
years old (see Table 9.17), it is surprising that only eight enterprises
had outstanding liabilities. It is hard to overlook the high degree of
uncertainty in the minds of the entrepreneurs with regard to the success
of their entrepreneurial endeavours, which reflects in their weak rela-
tionships with external credit sources.

The lack of correlation between the size of enterprises and the use
(not even magnitude) of external credit found among urban enterprises
is even more glaring among rural enterprises. Without credit, liabil-
ities, (usually) wage labour and a low degree of mechanisation, it is
possible for entrepreneurs to start, exit or change lines of activity very
easily. It seems that the firms have achieved a kind of ‘organisational
flexibility’ that insures them against possible losses of heavy magni-
tude, particularly if the entrepreneurs are over 50 years old and are
investing their savings in non-farm endeavours.

Table 9.22: Percentage distribution of investment finance at establishment by
source. Rural closures.

0 1–25 26–50 51–75 76–99 100

Own resources 9.4 11.32 5.7 5.7 1.9 66.0

Friends and family 88.7 3.8 5.7 0.0 0.0 1.9

Banks 100.0 0.0 0.0 0.0 0.0 0.0

Credit co-operatives 98.1 1.9 0.0 0.0 0.0 0.0

Local authorities 98.1 1.9 0.0 0.0 0.0 0.0

Employees 96.2 3.8 0.0 0.0 0.0 0.0

Private moneylenders 88.7 0.0 3.8 3.8 1.9 1.9

Advance against sales 94.3 0.0 1.9 1.9 1.9 0.0

Others 92.5 1.9 0.0 0.0 3.8 1.9
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Mechanisation

The very distinct scale difference across urban and rural firms is well
accounted for by the low degree of mechanisation among rural firms.
As Table 9.23 shows, close to 70 per cent of the rural enterprises
operated without power-driven machinery, with 53 per cent using
only hand tools in the 1991 survey. The percentage operating without
power-driven machinery was significantly greater among closures
than surviving enterprises. Ha Tay had a greater percentage of units
that used only hand tools (60 per cent) while Long An had the
greatest number that used both manually operated and power-driven
machinery. Further, according to expectations, non-household enter-
prises had a greater propensity to use machinery; half the household
enterprises used only hand tools. Most of the agro-processing units
used machinery, both manually operated and power-driven. A
majority of the firms that used machinery (64 per cent) acquired it
new; fewer units bought second-hand machinery (24 per cent) and the
remaining 12 per cent (all in Ha Tay) constructed the machinery in-
house. All the units owned the machinery they used and did not hire
from external sources for temporary use.

Employment

The homogeneity in the scale of operations is also noted in the total
employment in each of the rural enterprises. As Table 9.24 shows,
close to 81 per cent of the closures employed less than ten workers,
and many of these were household members, since the bottom half of
the table shows that more than half of the units did not employ wage
labour. The situation is similar among surviving enterprises also,
though the percentage using no wage labour is slightly greater among

Table 9.23: Type of machinery used among rural enterprises. 1991 survey.

Type of machinery: % surviving enterprises % closures

Only hand tools, no machinery 49.4 52.9

Manually operated machinery only 7.4 15.7

Power-driven machinery only 8.6 9.8

Both manually operated and power-
driven machinery

34.6 21.6
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closures. However, the average number of employees per unit was 12
among closures and eight among surviving; the average number of
wage employees per unit was seven for closures and five for surviv-
ing enterprises, because of one partnership unit in Ha Tay employing
135 wage workers.

None of the household industries used wage labour. On the other
hand, all the private enterprises used some percentage of wage labour,
on average the figure was 62 per cent. Only one co-operative employed
100 per cent wage workers. Ha Tay had a greater number of enterprises
employing a larger percentage of wage workers; in Long An the
maximum percentage of wage workers was 85. We found no signific-
ant direct correlation between the size of firms and wage employment.
The co-efficient of correlation was 0.03.

In this scenario, it appears that household enterprises were mainly
a source of self-employment rather than wage employment. Private
enterprises, on the other hand, were more important in wage employ-
ment generation. Capital intensity (measured in terms of assets per
worker) was lowest among co-operatives (4 million dong), on average,
and highest among household enterprises (13 million dong) on
account of their respective percentages of employment. Private enter-

Table 9.24: Employment in rural enterprises. 1991 survey.

% surviving enterprises % closures

Total no. of employees:

1–10 83.7 80.8

11–25 11.6 11.5

26–50 2.3 1.9

51–70 1.2 1.9

Over 70 1.2 3.8

No. of wage employees:

0 43.7 51.9

1–10 47.1 36.5

11–25 4.6 5.8

26–50 3.4 1.9

51–70 1.1 1.9

Over 70 0.0 1.9
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prises were mid-way, with an average capital intensity of 7 million
dong. Similarly, Ha Tay turned out to be the more capital-intensive
region with 13 million dong invested, on average, in the 1991 survey
compared with 7 million dong in Long An. It is highly probable that
this low level of outside employment has made it easier for the firms
to exit.

Production Flexibility

The importance of production flexibility has already been discussed,
in the section on urban enterprises. As before, if one measures
flexibility in terms of the introduction of and improvements to
products and services in the period 1989–91, one might think at first
glance that rural closures have not been very flexible (Table 9.25).
Only 21 per cent of the rural sample introduced new products and
slightly over a quarter initiated improvements to existing products
and services. However close to 38 per cent of the rural enterprises
were set up in 1989–90, and hence the question was not applicable to
them. Moreover, an additional 30 per cent were less than five years
old at the time of the 1991 survey and therefore this low degree of
change is understandable.

Table 9.25: Product changes and their impact among rural enterprises. 1991 survey.

Nature of flexibility: % surviving enterprises % closures

Introduced new products 17.4 20.8

Made improvements to existing products 30.2 26.4

Reason for change:

Difficult to sell current product 32.0 27.7

Increasing competition from producers 36.0 11.1

Increasing competition from imports 0.0 11.1

Purchaser requests 24.0 33.3

Other 8.3 16.7

Degree of success:

Unsuccessful 7.7 0.0

Not very successful 23.1 12.5

Quite successful 61.5 37.5

Very successful 0.0 12.5

Too early to tell 7.7 37.5
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Among those that did introduce changes, Ha Tay was more dy-
namic than Long An, and private enterprises were found to be slightly
more flexible than household enterprises.

Regarding the immediate success of these changes, none of the
respondents thought they were unsuccessful. The most important reason
for this perception is that a majority of the changes were initiated upon
requests from buyers (30 per cent), and not at the initiative of the pro-
ducers themselves. In such cases, success is defined not as self-initiated
efforts toward the development of new markets, but more as adapting to
retain existing markets. The most optimistic respondents were from Ha
Tay. Difficulty in selling existing products prompted another 27 per
cent to alter the production mix. On the whole, production flexibility
did not play a dominant role in the operations of rural enterprises.

Continuity of Operations

The implications of continuous operations throughout the year for an
enterprise have already been noted. Among the rural closures,
discontinuity in operations was slightly more pronounced than in
urban areas – 55 per cent of the rural enterprises did not operate
throughout the whole year in the 1991 survey.19 The average period
of closure (among closures) in a year was 3.3 months for those with
discontinuous operations. It is clear from the data that household
enterprises are more prone to close down for intermittent periods. Not
only did they account for 43 per cent of the enterprises that closed
down temporarily, but the average period of closure was also higher
than for non-household forms. Overall, 53 per cent of the household
enterprises, and 57 per cent of the private enterprises shut down
operations for part of the year in the 1991 survey.20

It is not difficult to envisage the close relationship between
agricultural and non-agricultural activities in the rural households; as
Table 9.26 shows, a majority of the enterprises mentioned the agri-
cultural peak season as the reason for closing down operations
temporarily. In view of the fact that all the closures had an income
from farming (Table 9.20), the percentage of 30 who cited temporary
closures on account of the agricultural peak season is quite low.

Wage labour in closures is conspicuous by its near-absence and
whatever household labour is used would have to be diverted to
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agricultural operations during peak seasons and therefore, the non-
agricultural enterprise would have to stop temporarily. Next, lack of
demand is also mentioned by more than a quarter of the enterprises
that had discontinuous operations, which reflects instability in the
output markets. As explained earlier in the case of urban enterprises, it
is possible that the very small size of the firms combined with low
output reach create this ‘lack of demand’.

Capacity Utilisation

Related to the issue of lack of demand is the extent of production
capacity utilisation. Unlike the urban scenario, a greater percentage of
rural enterprises (30) reported working at full capacity (See Table
9.27).21 They were mainly agro-processing, private enterprises and
all of them were located in Long An. As the table shows, close to a
fifth of the closures reported that they could increase their production
by more than 100 per cent if they employed all their machinery and
equipment. Compared to the survivors, the closures had a greater

Table 9.26: Continuity of operations in the 1991 survey. Rural enterprises.

Months operated and reasons for closure: % surviving enterprises % closures

Operated throughout the year* 52.9 45.2

Closed for:

1 month 1.1 0.0

2 months 5.7 16.7

3 months 11.5 19.0

4 months 5.7 7.1

5 months 2.3 2.4

6 months 0.0 4.8

7 months 1.1 2.4

Reasons for closure:

Agricultural peak season 52.2 30.4

Lack of raw material 17.4 0.0

Lack of demand 30.4 26.1

Other reasons 26.1 13.1

Key:  * The 1991 survey refers to operations throughout the year 1990.
Note: Percentages for reasons for closure are based on the number of units that did
not operate throughout 1990. All closures did not respond to this question.
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percentage operating at full capacity, as well as those working at less
than half their capacity. Almost 19 per cent (compared to 10 among
the survivors) mentioned the possibility of increasing production by
more than 100 per cent.

As discussed under urban enterprises, the extent of capacity
utilisation is closely related to the growth rate of assets. Apart from the
fact that the rural enterprises have a greater percentage of fairly young
enterprises, it is clear that half the units with zero-per-cent growth rate
in assets were operating at full capacity. That most of them were house-
hold enterprises describes a scenario where we have small enterprises
with low assets and growth rates usually operating at full capacity.
Those at the other end of the spectrum – viz. large enterprises with
high assets and growth rates – have more often been working at less
than full capacity, mostly due to lack of demand. This confirms our
initial statement regarding the relationship between the size of rural
closures units and their capacity utilisation.

Forward Linkages

We discuss forward linkages in terms of the destination of sales of the
main product of the enterprises. Table 9.28 clearly shows the
percentage distribution (among closures) of sales by category and
location of buyers. According to the table, rural closures sold mainly
to individual buyers and private enterprises; in large cities and their
own villages. Considering that Ha Tay and Long An are both closely
located to Hanoi and Ho Chi Minh City respectively, it is possible

Table 9.27: Capacity utilisation among rural enterprises. 1991 survey.

Extent of utilisation: % surviving enterprises % closures

Operating at full capacity 12.2 29.6

If employing all machinery & equipment, could increase production by:

Up to 10% 17.1 7.4

11–25% 22.0 11.1

26–50% 24.0 25.9

51–100% 14.6 7.4

Over 100% 9.8 18.5

Note: Data for 53 per cent of surviving enterprises not included due to non-
availability
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that most of these enterprises were selling relatively more to the
urban population in these two cities.

It is also apparent that most closures sold exclusively to one cat-
egory of buyer; 41 per cent sold solely to individual buyers, 24 per cent
sold exclusively to private enterprises and so on. Also clear are the low
linkages with state agencies, quite unlike the urban scenario. Around
11 per cent of the enterprises sold solely to the state; however the
instability caused by a restructuring state sector does not seem to have
been a reason for closure among rural enterprises, since all units selling
solely to the state quoted personal reasons for enterprise closure.

On average, a firm sold close to half its main product to individual
buyers, 35 per cent to private enterprises and about 14 per cent to the
state sector (Table 9.28). As with the urban units, the rural products
were meant for mass consumption (carpentry, construction materials,

Table 9.28: Forward linkages of main product among rural closures. 1991
survey. Percentages.

0 1–24 25–49 50–74 75–99 100 Mean

Destination of sales of main product:

Individuals 37.8 8.1 5.4 5.4 2.7 40.5 48.9

Private enterprises 56.8 2.7 2.7 8.1 5.4 24.3 35.0

State enterprises 86.5 2.7 0.0 0.0 2.7 8.1 10.8

Other state agency 97.3 0.0 0.0 0.0 0.0 2.7 2.7

Local authority 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Tourists 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Exports 97.3 0.0 0.0 0.0 2.7 0.0 2.6

Other 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Geographical distribution of main product sales:

Same village 75.0 2.8 5.6 2.8 2.8 11.1 18.3

Same commune 75.0 5.6 2.8 5.6 0.0 11.1 13.6

Same rural district 77.8 5.6 0.0 2.8 0.0 13.9 16.7

Nearby town 91.7 0.0 2.8 0.0 0.0 5.6 6.4

Large city 58.3 2.8 2.8 0.0 0.0 36.1 37.5

Elsewhere 88.9 2.8 0.0 2.8 0.0 5.6 7.5
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tiling, etc.), which probably accounts for the higher percentage of sales
to individual buyers.

Further, there seems to be a dichotomy between those enterprises
selling exclusively in the local areas (36 per cent, including same village,
commune and district) and those selling exclusively in the large cities
(36 per cent). This tendency was more pronounced in Ha Tay. Increasing
competition in the urban centres may have led to instability in the
output markets, so 60 per cent of those selling to large cities report an
inability to sell at profit as the main reason for enterprise closure.

Backward Linkages

Defined in terms of source of main raw material and location,
backward linkages are important determinants of industrial location
and survival. As Table 9.29 shows, linkages of rural enterprises to
their respective rural territories in the 1991 survey were extremely
poor. This is accounted partly by the nature of the raw material; in this
case the main raw material includes wood, bamboo, chemicals, fer-
tilisers, bricks, stones etc., making it inevitable for enterprises to rely
less on households and more on other private enterprises. Proximity to
big cities also might have resulted in their greater reliance on out-of-
town suppliers. The reliance on the state sector is slightly greater
among backward than forward linkages. Close to 16 per cent of the
rural enterprises bought all of their main raw material from the state
sector, while only 8 per cent sold entirely to the state sector. Given
the nature of the raw materials, no unit bought from collective farms,
hence it is clear that interdependence between rural agricultural and
non-agricultural sectors has been weaker, in this respect.

The location of input providers is a better indicator of the weak
backward linkages. None of the enterprises bought their main raw
material from the same village. About a fifth bought the whole quantity
of main raw material solely from the same commune and large cities,
while the largest number (35 per cent) bought it from nearby towns.
On average, a rural enterprise bought close to 60 per cent of its main
raw material from urban areas, which indicates low backward linkages
with rural areas. That this trend is true of all ownership forms and
spheres of activity is an important point to note, when analysing the
impact of non-farm sector development on the local economy. It
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appears that many rural enterprises, both in Ha Tay and Long An, are
located solely in rural areas, but have most of their transactions with
urban areas. Geographical proximity to urban areas is the most
reasonable explanation for this behaviour. Most units (70 per cent) felt
that raw material availability was not a problem: the ones that felt
otherwise have offered no description of the problem. Only two agro-
processing units reported seasonality of supply as a problem.

Horizontal Linkages

Horizontal linkages, viewed from the point of view of subcontracting
relationships, were not very prevalent among rural enterprises in the
1991 survey. Only eight enterprises (14 per cent of the sample)
subcontracted; three each with private enterprises in the same town
and state enterprises, and one with a private enterprise elsewhere.22

All of the subcontracting units were in Ha Tay. The duration of
contracts, however, was very short, ranging from five months to a
year. Six of the eight subcontracting units mentioned receiving
assistance from the parent company: four in the area of procuring raw
materials, one in managerial assistance and one in training workers.

Table 9.29: Backward linkages of main raw material among rural closures. 1991
survey. Percentages.

0 1–24 25–49 50–74 75–99 100 Mean

Main input supplier:

Households 78.1 0.0 0.0 0.0 0.0 21.9 21.9

Private enterprises 40.6 0.0 3.1 3.1 0.0 53.1 55.9

State enterprises 84.4 0.0 0.0 3.1 0.0 12.5 14.4

Other state agency 93.8 0.0 0.0 3.1 0.0 3.1 4.7

Collective farms 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Other 96.9 0.0 0.0 0.0 0.0 3.1 3.1

Location of main input supplier:

Same town 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Same commune 73.0 2.7 0.0 2.7 2.7 18.9 23.5

Nearby town 56.8 0.0 2.7 5.4 0.0 35.1 38.9

Large city 70.3 2.7 5.4 0.0 2.7 18.9 23.5

Elsewhere 83.8 0.0 0.0 5.4 0.0 10.8 14.1
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So it is clear that horizontal linkages were not a strong feature of rural
enterprises either in Ha Tay or Long An.

Production Relations

Similar to the urban scenario, rural enterprises predominantly (54 per
cent) sold to over ten customers in the 1991 survey. As expected,
most household enterprises sold to more than ten customers, while a
large number of private enterprises sold to less than ten customers.
Further, a majority of enterprises selling to more than ten customers
(70 per cent) a year were located in Long An, while Ha Tay ac-
counted for more enterprises (63 per cent) selling to the category of
two to ten buyers. The number of customers is determined by the
nature of the product as well as the production contract. Since most of
the enterprises in our sample dealt with production of goods for
everyday consumption, we find that it is more common to have sales
to more than ten customers.

Constraints

Data from the 1991 survey on main constraints to the enterprises, as
perceived by the entrepreneurs themselves, indicate problems in both
input and output markets. Specifically, as Table 9.30 points out,
shortage of capital was the most frequently cited constraint (by 32 per
cent of the rural enterprises), but an almost equal number (28 per
cent) quoted limited demand for their products. We may recollect, at
this juncture, that 54 per cent of the enterprises shut down because of
an inability to sell at profit. While the percentage mentioning capital
constraints is not very different from the survivors, the percentage
mentioning limited demand is higher. 

It is apparent that, while capital shortage can be overcome by
recourse to informal sources of capital, it is harder for an enterprise to
survive against limited product demand. The two possible courses of
action in this situation would be to alter their product mix or shut down
operations. Our earlier finding23 shows that almost half the enterprises
chose the former course, yet shut down operations. So, it is possible
that a general insufficiency of demand was caused by the location of
sales (in this case, mainly urban) and the attendant ills of too much
competition. A significant 13 per cent of the entrepreneurs mentioned
competition as a major constraint, strengthening our belief. The
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shortage of capital was felt by an equal number of enterprises in Ha
Tay and Long An, but perceptions of limited demand and competition
dominated in Long An.

However, unlike the urban scenario, the shortage of capital was felt
by smaller units; in fact the agro-processing units (which constitute
some of largest enterprises in our sample) mentioned competition as a
greater constraint than capital.24 More manufacturing units, on the
other hand, regarded capital as the main constraint (38 per cent) and
limited product demand was the second most commonly cited
constraint (25 per cent). Apart from capital, no other input shortage
was significant; only one unit mentioned insufficiency of raw materials
as a major constraint. On the whole, various factors in the product
markets seemed to be the more dominant constraint. Further, not
surprisingly, perceptions of limited product demand were more
common among household than among non-household enterprises.
Since household enterprises are generally small and more informal,

Table 9.30: Respondent perception of main constraint among rural enterprises.
1991 survey. Percentages.

Nature of constraint: % surviving enterprises % closures

Shortage of capital 32.9 31.5

Cannot afford to hire wage labour 0.0 0.0

Lack of technical know-how 0.0 0.0

Limited demand for products 19.5 27.8

Too much competition 6.1 12.9

Lack of marketing and transport facilities 8.5 7.4

Lack of modern machinery/equipment 2.4 0.0

Lack of raw materials 1.2 1.9

Lack of energy 1.2 0.0

Interference by local officials 2.4 1.9

Uncertain government policies 3.7 3.8

Inadequate premises/space 0.0 0.0

Other 22.0 9.5

No constraint 0.0 0.0
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their capital requirements are consequently small, and marketing can
be a serious constraint, especially if the destination of products is large
cities (as in our rural sample). The relatively higher incidence of the
transport problem seems to be directly related to the urban destination
of sales.

Competition

Competition in the product market was much more commonly felt
among rural enterprises in the 1991 survey. More than a third felt that
there were too many enterprises producing similar goods in the
market, while 44 per cent felt that there were neither too many nor too
few. This correlates with our earlier finding that only about 13 per
cent regard competition as a major constraint (Table 9.30). The
perception of severe competition was much more subdued among
non-household forms. It was the household enterprise category that
was most acutely aware of too much competition.  Across regions,
most of the enterprises that felt this way were located in Long An (64
per cent), while an equal number of enterprises felt there were too
many enterprises in both Ha Tay and Long An. Among those that did
acknowledge the  existence of severe competition, the main source of
competition cited was private enterprises (74 per cent), followed by
legal imports (15 per cent). None of the enterprises perceived
competition from state enterprises to be severe; a majority of 81 per
cent of the enterprises felt that they had no competition from state
enterprises.

Governmental Assistance

The data on the nature and extent of governmental assistance indicate
that there were very limited relations with the government. Close to
59 per cent of the enterprises reportedly received no assistance from
government authorities at the time of start-up. Among those that
utilised it, assistance in completing application procedures for
registration etc. was the most common form; on the whole 19 per cent
of the rural enterprises used some help in this regard. The other areas
where enterprises availed themselves of governmental assistance
were: temporary tax exemptions (11 per cent), recommendation on
line of business (4 per cent) and procuring machinery (4 per cent). An
important finding is that most of the units that secured official
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assistance were household enterprises (64 per cent). The fact that more
than a third of the rural entrepreneurs had been previously employed in
the state sector and that most of them started household enterprises
might explain the higher incidence of government contacts among
household enterprises. It is possible that governmental linkages that
had been previously established during their service have helped them
in their entrepreneurial endeavours. Only five units utilised govern-
mental assistance in more than one area.25

The trend is worse when we consider official assistance procured
during the lifetime of the enterprises. Almost 82 per cent of the entre-
preneurs did not receive (or seek) governmental assistance; among those
that did, the main areas were obtaining inputs, resolving managerial
issues, marketing and obtaining credit. The percentage of enterprises
receiving help in any of these categories is insignificant (less than 4 per
cent each). Across regions, Long An entrepreneurs showed a slightly
greater propensity towards official assistance; they accounted for 57
per cent of all entrepreneurs who secured this type of support. It is thus
clear that linkages with governmental authorities have been poor, and
the nature of assistance has been mainly bureaucratic.

Notes
1.  Excluding the state sector; there were only six state enterprises in the 1991
survey and all closed down.

2.  It must be noted that half of the respondents to these questions were close
friends and not the previous owners/managers themselves. Caution is
therefore warranted in taking these replies at face value.

3.  We may recall that most household enterprises were also less than five
years old, which confirms that these older entrepreneurs started their
entrepreneurial careers through establishing household enterprises.

4.  The data on household income sources were collected from household and
private enterprises only. The percentages calculated are, therefore, based on
the number of household and private enterprises only.

5.  The data on household income sources were collected from household and
private enterprises only. The percentages calculated are, therefore, based on
the number of household and private enterprises only.

6.  Also, Haiphong had the highest proportion of enterprises set up before
1981 (56 per cent); and more than half of the Haiphong units had initial
investments greater than 100 million dong.
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7.  At 1989 prices, the gross output of the local industry in 1990 in Haiphong
was the lowest at 128 billion dong, compared to a higher 367 billion dong in
Hanoi and a massive 2,180 billion dong in Ho Chi Minh City (Statistical Year
Book 1996, (1997) General Statistical Office, Hanoi: Socialist Republic of
Vietnam, Table 81, p. 130).

8.  The co-efficient of correlation works out at 0.6, significant at the 1-per-
cent level.

9.  Capital intensity here is measured as investment on assets per worker not
necessarily a wage employee.

10.  Capital intensity here is measured as investment on assets per worker not
necessarily a wage employee.

11.  Only the private enterprises fared worse than household enterprises on this
count, since only 25 per cent of private enterprises introduced new products.

12.  Of these, 43 per cent were co-operatives, 25 per cent were private enter-
prises, 19 per cent were partnerships and 13 per cent were household enterprises.

13.  Of these, 43 per cent were co-operatives, 25 per cent were private enter-
prises, 19 per cent were partnerships and 13 per cent were household enterprises.

14.  The other categories included five partnerships and two co-operative
enterprises.

15.  See the Introduction in Employment Generation through Private Entre-
preneurship in Vietnam by Per Ronnås (1992), (SIDA/ILO-ARTEP, pp. 17–19)
for a discussion of economic characteristics of the provinces in 1991.

16.  We know from Table 9.19 that close to 40 per cent of entrepreneurs had
previous experience in ‘other’ areas, but we do not know the specifications
therein. It is not unreasonable to assume that this category might include
agriculture; but we do not know how many entrepreneurs had actually moved
from agriculture to industry in the first place. As a result, we cannot say it is
disconcerting for sure. After trying industry for a while, this 8 per cent might
have gone back to agriculture, in which case it is not as disturbing as if they
entered agriculture as a forced alternative.

17.  Excluding the two co-operatives, the average for the group is 11 million
dong.

18.  They were three household enterprises (two in Ha Tay and one in Long
An) and two private enterprises (in Long An).

19.  We have excluded 14 industries (25 per cent of our rural closures sample)
which started operations in 1990, from this calculation.

20.  Relative to their respective numbers, the percentage among household
enterprises is lower, since their absolute number is higher; but relative to other
ownership forms, the household enterprises account for a larger percentage of
discontinuously operative enterprises.
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21.  This percentage is based on the number of respondents to this question,
which was low, at 48 per cent. The remaining respondents did not reply.

22.  Data on the subcontracting partner are not available for the eighth unit.

23.  See the section on Rural Production Flexibility.

24.  In fact, only one agro-processing unit mentioned capital shortage as a
constraint.

25.  These include organisation of the enterprise, obtaining credit and intro-
duction for collaborative ventures.
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10

Summary and 
Conclusions
Per Ronnås and 
Bhargavi Ramamurthy

The economic structure of the Republic of Vietnam has been
undergoing fundamental transformation since the initiation of doi
moi, the winds of change, which heralded a new era of market economy
in the late 1980s. In the framework of the reforms, a major role has
been assigned to the infant non-state industrial sector in generating
employment, income and growth for the whole nation. Development
of the non-state manufacturing sector, particularly small-scale indus-
tries, was imperative since the state industries were deemed both in-
efficient and ill-equipped to assume the role of growth engines, and
for the modernisation of the economy as a whole.

Statistics relating to the performance of the non-state sector outside
agriculture, however, reveal mixed results, and on the whole describe
a sector that has not met the high expectations of the reforms, in its role
as a growth engine. However, the performance of the non-state manu-
facturing sector has been impressive in both numbers as well as the
extent of transformation at the micro level. Based on two compre-
hensive surveys in 1991 and 1997, the present study provides an in-
depth study of the transformation of the non-state and small-scale
manufacturing sector in the 1990s. 

The survey results, due to the methodology followed, is more
representative of the urban scenario than the rural one. Since the sur-
veys were held in the three major cities of Vietnam – Hanoi, Ho Chi
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Minh City and Haiphong – the results provide us with a fairly
representative picture of urban Vietnam. However, for the rural
sample, close proximity to urban centres might have had a lot of
influence on the behaviour of enterprises in Ha Tay and Long An. This
influence is particularly seen in the linkages of rural enterprises to
large cities. We cannot, therefore, conclusively assert that our rural
results are very representative of rural Vietnam. A similar endeavour in
more remote rural locations might present a totally different picture.
However, the pressure to grow and succeed has, no doubt, been
common to all parts of Vietnam, the rural scene being no exception.

General Characteristics
Generally speaking, small-scale enterprises in Vietnam were
considerably larger and more robust in the 1997 survey than they had
been six years earlier. Income, capital and assets have all grown,
among the urban as well as the rural enterprises. Furthermore, higher
levels of value added per worker unveil growth not only in size, but
also in efficiency. The increases in labour productivity are universal
and in many instances remarkable. In Hanoi it increased by as much
as 70 per cent. This growth has been linked to a general increase in
the capital intensity of the enterprises. Workers today have much
more machinery and equipment at hand than six years ago. However,
there are exceptions to the trend towards both larger and more
efficient enterprises. In Haiphong enterprises today use less capital
and labour and have lower levels of income than they did six years
ago, although the value added produced per worker has increased.
This suggests that restructuring in Haiphong has resulted in smaller as
well as more efficient enterprises.

Most urban enterprises are located in premises that are fully owned
by the owner(s) of the enterprise, yet separate from the living quarters
of the owner family. In rural areas, particularly in Ha Tay, it is more
common for the enterprise to be located in the same premises as the
owner household resides in. Virtually all urban enterprises have access
to power, tap water and telephone. The provision of such facilities has
also improved vastly in the rural enterprises since the 1991 survey, but
it still falls short of the levels attained in the urban areas. It is par-
ticularly encouraging to note that the share of rural enterprises with
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electricity has increased from less than half in the 1991 survey to
almost 100 per cent in the 1997 survey.

The enterprises generally provide the main source of income to the
owner families. Only in Hanoi do about a quarter of the owner house-
holds derive most of their income from other sources. The proportion
of owner households which claim to have suffered a decline in income
in the past two years is also much higher in Hanoi than in the other two
cities. In the rural areas, the incomes of the owner households have
generally had a more positive development in Ha Tay than in Long An.

A majority of the enterprises state that they could increase
production by 10 to 50 per cent without any additional capital invest-
ment. Only in Ho Chi Minh City do most enterprises operate at the
maximum capacity level. Intense competition is the most frequently
stated constraint to growth of enterprises in Ho Chi Minh City, while
lack of demand is more of a problem in Hanoi and Ha Tay. In Hai-
phong and Long An, shortage of capital is more commonly seen as the
main constraint to growth.

Origin

It appears that a majority of ‘new’ urban enterprises surveyed in 1997
had been set up since the initiation of doi moi. The diversity of
ownership forms has been greater than was the case among the
enterprises surveyed in 1991. The typical entrepreneur is a middle-
aged male with at least ten years of education and prior experience in
similar fields in a position of responsibility. This prior experience, in
fact, has been a major motivating factor for undertaking independent
entrepreneurial activity. On establishment, the most severe difficulties
faced by them have mainly been lack of capital and marketing outlets.
Government regulations and bureaucratic procedures are not mentioned
as major constraints. On the contrary, a large majority of enterprises
obtained official assistance during the start-up period. There is a
significant lack of external capital in start-up investments of the firms
and this is indicative of weak financial institutions and  a still insecure
economic environment for investments with high risk and volume. In
our sample, Hanoi has the largest percentage of household enterprises
and hence, the size of investments is small, in relation to the other
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cities. Enterprises established after 1990 have a greater propensity to
secure external credit and official assistance. These factors describe
an economic environment that is becoming increasingly favourable
for private entrepreneurial growth and sustainability; yet a lot remains
to be done to stabilise this growth. 

The origin and development history of rural Vietnamese enterprises
are, in many ways, similar to the those of urban enterprises. Since
national macro-economic conditions have been the same, and private
sector industry is of a fairly recent origin, we find that entrepreneurial
responses and perceptions have been similar, though rural Vietnam is
less diverse than urban Vietnam. Household and private enterprises
dominate the scene. The typical rural entrepreneur is a middle-aged
male, with at least seven years of education and previous experience in
a position of responsibility. Local traditions have been major motivating
factors, apart from this previous experience in establishing enterprises.
Lack of capital and marketing outlets are the most frequently cited
‘severe’ constraints at the time of establishment, and many enterprises
did not receive any official assistance at that time. The scale of
enterprise operations is limited mainly to the entrepreneur’s own sav-
ings, with little reliance on external capital. Furthermore, the enterprises
in the north are much larger than those in the south, and manufacturing
units are larger than agro-processing units. Overall, it appears that
there is a healthy environment developing for rural private entre-
preneurship and formal institutions are the most urgent need of the
hour in determining their future success and growth.

Linkages
Regarding forward linkages, non-state enterprises are the biggest
clients for enterprises in Hanoi and Ho Chi Minh City, and sales here
are geographically more dispersed today than they were in the 1991
survey. By contrast, the establishments in Haiphong are more local
today, and they have a higher share of individual persons as clients
than the average firm in the other cities. State agencies, which
accounted for more than 10 per cent of urban sales six years ago, have
completely disappeared from the scene, but the number of clients has
still increased. Production exclusively on advance order is not as
common today as it used to be, nor is subcontracting.
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Perceptions of severe competition are more widespread in Hanoi
and Ho Chi Minh City than in Haiphong, but regardless of the city,
non-state enterprises pose the worst threat. Only in Hanoi is the share
of enterprises that perceives severe non-state competition smaller in
the 1997 than in the 1991 survey. Competition from state enterprises is
considered less of a threat today, except in Haiphong. In Haiphong and
Ho Chi Minh City the percentage feeling there are too many
enterprises on the market is higher today than in the 1991 survey,
however fewer have accumulated unsold goods today. The markets are
oversupplied according to most enterprises, regardless of location,
much more so today than in the 1991 survey, but sales channels are on
the other hand less of an obstacle than they used to be.

Individual buyers are the most important customers for rural
enterprises, in particular in Long An and to a larger extent than in the
1991 survey. The enterprises in Long An, accordingly, sell more locally
and have more customers than those in Ha Tay, though the average
number of clients is higher today than in the 1991 survey in the rural
areas in general. As much as 70 per cent of the firms in Long An firms
never produce on order, while 75 per cent of those in Ha Tay do so at
least occasionally. In rural, as in urban areas, production exclusively
on advance order is less common today, but subcontracting has, in
contrast to the case of the urban enterprises, become more common,
especially in Ha Tay. The partner is usually a non-state enterprise,
which in many cases also provides assistance with raw material and
credits. A somewhat higher share of rural household enterprises than
rural private firms is engaged in subcontracting.

A higher share of the enterprises in Ha Tay than in Long An
experience severe competition. Irrespective of area, non-state enter-
prises pose the worst threat, more in the 1997 than in the 1991 survey.
The percentage mentioning state competitors has increased as well,
but from very low levels. The perception that there are too many
enterprises in the market is also more common in Ha Tay than in Long
An. As a consequence, a higher share of enterprises in Ha Tay than in
Long An have accumulated unsold goods. The reasons are over-
supplied markets in both areas, but more enterprises refer to this in
Long An than in Ha Tay, and this problem is more severe in both areas
today than it was in the 1991 survey.
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As for backward linkages, non-state enterprises are the major raw
material suppliers to the enterprises covered by the survey, in rural as
well as urban areas. Households are more important suppliers to agro-
processing enterprises than they are to manufacturing ones, while the
roles of collective farms and state agencies are marginal in general. For
urban businesses, about 90 per cent of the inputs are bought locally,
while there is a difference in the countryside between undertakings in
Long An, securing more from large cities, and Ha Tay, using sources
in nearby towns. Price is still the most important criterion, in urban as
well as rural areas, when selecting suppliers, but at least in urban areas,
quality aspects are mentioned more often than they were in the 1991
survey. The methods used when selecting suppliers differ even within
the respective areas; the enterprises in Hanoi and Ha Tay use existing
personal contacts more while those in Haiphong and Long An
undertake their own search efforts. 

The number of enterprises with difficulties in locating sufficient
quantities of inputs was lower in the 1997 than in the 1991 survey, both
in the cities and in the countryside. The share with quality problems
has decreased as well in the urban areas, but increased in the rural
ones, especially in Ha Tay. The urban establishments with insufficient
quantities buy somewhat more from state enterprises and less from
households, use personal contacts more often, but do not search for
suppliers very much on their own. The rural firms in the same position
also use personal contacts to a greater extent, and concern themselves
more about continuity in supply.

Taxes and Fees
An overwhelming majority of the enterprises pay taxes and the share
of enterprises not paying any taxes at all would seem to have gone
down somewhat in the 1990s. By and large the tax burden does not
appear to be very heavy, the enterprises covered by the survey paid on
average the equivalent of about 4 per cent of their turnover in tax. As
might be expected, household enterprises are more lightly taxed than
other, usually, larger enterprises. Similarly, enterprises in urban areas,
not least in Ho Chi Minh City, tend to pay more than those in rural
areas. Sales taxes account for between half and three-quarters of all
taxes paid, followed by profit tax at 20 per cent. Most taxes are paid
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to the district authorities, while virtually nothing is paid to the
national authorities. Contrary to popular belief, ‘informal fees’ do not
appear to impose a very heavy burden on most of the enterprises.
About 70 per cent of the enterprises stated that they had paid such
fees in the past year, but the amounts paid were usually rather small;
averaging 4 per cent of total turnover.

Generally speaking, the larger enterprises pay relatively more in
such ‘fees’ than the smaller enterprises. Thus, payments by household
enterprises were on the whole quite small, but for the other larger types
of enterprises these fees typically amounted to more than 3 per cent of
their turnover and 8–15 per cent of their value added. In a number of
instances the payments were very high indeed. There was no correlation
between the payment of taxes on the one hand and the payment of
‘informal fees’ on the other, which suggests that such fees are not paid
as a means to avoid paying formal taxes. Indeed, it is difficult to
discern any clear-cut pattern in the payment of ‘informal fees’, in-
dicating that these fees are levied in a rather haphazard manner.

Labour and Employment
By the 1997 survey, the private manufacturing sector in Vietnam had
clearly become a source of wage employment rather than self-
employment. Wage workers engaged on a regular and usually full-time
basis make up the core of the enterprises’ workforce in both urban and
rural areas. A vast majority of the workers are recruited from outside
the owner household. In the urban areas this is the case with over 90
per cent of the workforce, except in the household enterprises, where
the figure reaches 75 per cent. In the rural enterprises, too, an
overwhelming majority of labourers originate from outside the
household. The survey thus confirms the importance of the non-state
manufacturing sector as a source of wage employment creation. A
comparison with the results of the survey in 1991 shows that full-
time, remunerated and non-household labour has become more im-
portant in all types of enterprises, both in urban and rural areas. 

The average worker is male, between 20 and 40 years old, and has
nine years of formal education. Women make up approximately a third
of the workforce. The educational differences between the north and
the south of the country noted in the 1991 survey had diminished by
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the 1997 survey, but the educational level of the workforce remains
lower in the rural than in the urban areas. It should be noted that the
private manufacturing sector provides employment opportunities also
for those with primary but not secondary education, a group that is
largely excluded from state employment. In the north of the country at
least half of the workers have prior experience as production workers,
suggesting that many of them were once employees in state enter-
prises. Even among rural enterprises, prior experience as a production
worker tends to be more common than a background exclusively in
agriculture. By contrast, a background exclusively in agriculture is
rather uncommon, in both regions. On the positive side, this suggests
that labour is not pushed into non-farm activities by an inability to
make ends meet in agriculture. On the negative side, it should be noted
that the evidently poor employment linkages between agriculture and
rural industries imply a lack of dynamism and occupational flexibility
in the rural labour market.

An examination of the wage structure yields a more or less
expected pattern. Wages tend to be higher in the south than in the north
and higher in urban than in rural areas. The wage differences between
the various ownership forms of enterprises are rather small. In the
urban areas, male wages are on average 12 per cent higher than those
paid to women, while in the rural areas the wage gap is considerably
larger. A comparison of the wage data from the 1991 survey and from
the 1997 survey results in two important conclusions. First, there has
been a substantial increase in real wages. Second, there has been a
remarkable equalisation of wages. In the 1991 survey there was a large
differential in wages between the north and the south, between rural
and urban, as well as between men and women. By the 1997 survey
these differences had diminished greatly, except for the rural–urban
differences. Wage differentials have decreased not only across loca-
tions, ownership forms and gender, but also within each sub-category.
Thus, there is strong evidence of a broad equalisation of wages within
the non-state manufacturing sector. Compared to the situation in the
1991 survey, the proportion of enterprises granting social benefits to
their workers has increased substantially. However, the picture is not
uniform. Social benefits are more frequently granted by enterprises in
Ho Chi Minh City than by those in the two northern cities and they
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remain primarily an urban phenomenon. In the rural areas, social
benefits are the exception rather than the rule.

Friends and relatives play a large part in the recruitment of workers,
primarily through personal recommendations or providing contacts.
The role of labour exchanges or other formal means of labour medi-
ation remains insignificant. Still, few enterprises complain of difficulties
in finding skilled labour. Labour mobility appears on the whole to be
rather low. However, the enterprises in Ho Chi Minh City and the
private enterprises in general provide an exception to this rule as they
register much higher rates of labour turnover. Job security, too, appears
to be reasonably good. Few enterprises stated that any workers had
been fired during the previous year.

Transformation in the Intersurvey Period
A comparison of the enterprises surveyed in 1991 and in 1997 reveals
that the non-state manufacturing sector registered considerable
growth and consolidation in terms of size, capital base, capital
intensity and labour productivity in the 1990s and that this process
has been accompanied by a sharp reduction in the regional differences
in these regards. Since both surveys were stratified by ownership
forms, it rules this factor out as the determinant. Besides, the trans-
formation has been seen in all ownership forms. While the increased
level of indebtedness might explain the higher asset base, the fact that
this indebtedness is still of a relatively low order implies that this
growth has been supported largely through own capital.

It is clear that the transformation of the non-state manufacturing
sector has taken place through two parallel processes. First, through
the appearance of new enterprises that are larger, more capital-
intensive and with a higher labour productivity than existing enterprises.
The second process has been the growth and transformation of existing
enterprises.

In order to examine the first of these processes, the enterprises
surveyed in 1997 were divided into two age groups: those established
prior to 1991 and those established in 1991 or after. A comparison of
these two groups shows that the newer enterprises generally are much
larger than the older ones. The large difference in average size was
found in all locations covered by the survey. In Hanoi, in particular, the
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newer enterprises were also found to be much more capital-intensive
and to have a much higher labour productivity. The establishment of
increasingly large enterprises has clearly been a main factor behind the
general increase in the size of firms.

The increasing size of the newly established firms has been accom-
panied by a sharp increase in the share of private enterprises, share-
holding and limited liability companies and a decrease in the share of
co-operatives and partnership firms among the new establishments.
However, this change in the ownership structure of new firms can only
partly explain the increase in size. Among both household and private
enterprises, the newer firms tend to be larger than the older ones,
particularly in the urban areas. The newer household enterprises also
tend to be considerably more capital-intensive than the older ones,
suggesting that the difference between household enterprises and other
types of enterprises in this regard is diminishing. The incidence of
debts is higher among the younger firms than among the older, no
doubt reflecting an increase in the availability of credit at the time of
establishment. While this is a positive development, the rather small
magnitude suggests that it can hardly have been a major factor behind
the increased size of new enterprises.

There has been a pronounced shift in the type of people who set up
enterprises. Whereas in the past most managers were recruited from
the ranks of blue-collar workers, in the majority of firms that have
appeared since 1991 the managers  have previous experience in mana-
gerial, professional or administrative positions. The shift has been
most pronounced in Hanoi, where two-thirds of the managers in the
enterprises established since 1991 have come from the ranks of white-
collar workers, as against only 21 per cent prior to 1991. This demon-
strates that the transformation of the non-state manufacturing sector in
the 1990s has not only been towards larger enterprises, but has also
entailed a qualitative change, requiring managerial skills beyond those
obtained at the shop floor.

An examination of the performance in the 1990s of the enterprises
surveyed in 1991 shows that the vast majority of the enterprises fall into
two distinct categories: those that have grown at a very rapid pace and
those that have closed down or suffered a pronounced decline. Between
a quarter and a third of the enterprises have grown in terms of value
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added by more than 10 per cent per year, while some 45-65 per cent of
the enterprises have either closed down or declined by more than 2.5 per
cent per year. Less than 15 per cent of the enterprises fall in between
these two categories, having stagnated or registered only modest growth.

This distinct polarisation of enterprises into successes and failures
is consistent with the impression that the 1990s was a decade of dra-
matic structural change amid growth. This environment offered great
possibilities of growth for those astute and adaptable enough to exploit
these opportunities, while it was merciless on the enterprises that
failed to adapt and change with the times.

An examination of the development of enterprises by location
supports the impression that these changes were more dramatic in the
north than in the south. Thus, Hanoi had a higher proportion of fast-
growing enterprises as well as a higher mortality rate than Ho Chi
Minh City. On the whole, the enterprises in Hanoi stand out as much
more dynamic than those in Ho Chi Minh City. The average annual
growth rate among the enterprises in Hanoi was 12.5 per cent per year,
compared to only 4.6 per cent for those in Ho Chi Minh City.

The highest proportion of fast-growing enterprises was found
among the household enterprises, both in rural and in urban areas. This
is an important and encouraging finding. The small household enter-
prises are often neglected in the statistics and in policy discussions.
Yet, they make up the overwhelming majority of the non-state enter-
prises. This study shows conclusively that they are not only numerous,
but also dynamic. A large number of them grow at such a rapid pace
that the nature of their operations inevitably changes from being
household-based to becoming dependent on hired labour. In view of
the large number of such enterprises, it is clear that they constitute a
main source of employment and income generation as well as of
growth of production.

Another interesting finding is that quite a few of the co-operatives,
particularly in the urban areas, have been successful. Thus, a fair share
of the co-operatives, which as a group are often perceived to be mori-
bund, have apparently managed to adapt to the more market-oriented
environment and have prospered.

It is primarily the ability to accumulate capital at a very rapid pace
that determines the survival and growth of the small-scale manufac-
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turing enterprises. While this link may seem trivial at first, the nature
of the link and its implications are not. First, the threshold in terms of
capital accumulation for an enterprise to achieve  fairly rapid and sub-
stantial growth is very high. In urban areas, even the enterprises growing
by a modest 2.5 to 10 per cent per year had an average rate of capital
accumulation of 23 per cent, while for the fast-growing enterprises the
rate was a staggering 38 per cent. Second, as the alternative to rapid
growth in most instances is decline and, sooner or later, closure, the abil-
ity to achieve very high rates of capital accumulation is a precondition
not only for growth, but also for the long-term viability of the enter-
prise. Third, in the virtual absence of access to credits, accumulation of
capital has to be self-generated and is therefore tantamount to very high
profit margins. In other words, just making ends meet or achieving mod-
est profits is not enough to ensure long-term viability of the enter-prise.
The option of just muddling along does not exist for most enterprises.

The need for high rates of capital accumulation to achieve growth
and to survive has been strongest in the north and in the rural areas, that
is in the relatively less developed areas. It is in these areas that the rates
of capital accumulation among the expanding enterprises as well as the
mortality rates have been highest. Similarly, the rate of accumulation
needed for growth has been higher for the household enterprises than
for other types of enterprises. This pattern is in line with the conclusion
that the rapid changes in the overall economic environment exercise
strong pressure on existing enterprises to develop or succumb to mar-
ket forces and that, as a consequence of increasing market integration,
the pressure to restructure and improve efficiency and productivity has
clearly been strongest in the less developed areas. In places like Hanoi
and Ha Tay this pressure has resulted in a dramatic transformation of
the surviving enterprises.

The picture of rapid change combined with a marked reduction in
the differences in size, capital intensity, labour productivity and wages
between enterprises of different types and in different areas, which
emerged from the 1991 and 1997 enterprise surveys,  is also reflected
in the development of the cohort of enterprises surveyed in 1991. Thus,
the very large differences in size, capital intensity and labour
productivity revealed in 1991 had, among the surviving enterprises,
been substantially reduced by 1997.
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In view of the very high rates of capital accumulation among the
growing enterprises, it comes as no surprise that growth has been
capital- rather than labour-intensive and that growth has mainly been
achieved through increased labour productivity rather than through
increased employment. While the low employment elasticity of growth
may be lamented from the point of view of employment generation, it
would be wrong to see this as a failure in the development of the non-
state manufacturing sector. It should be seen in the light of the fact that
most enterprises in the 1991 survey, particularly in the north and in the
rural areas, were very weak in respect to capital endowment, techno-
logy and productivity, and that severe doubts were raised about their
ability to survive in an increasingly competitive environment. Restruc-
turing, consolidation and increased efficiency and productivity remain
the sine qua non for the survival and growth of these enterprises. While
this results in improved labour productivity and wages, this approach
is not compatible with highly labour-intensive growth.

Analysis of the Winners
The most important outcome of the study of the fast-growing
enterprises is that there is no prototype of a successful enterprise. The
fast-growing enterprises constitute a very broad range of units in
terms of size and mode of operations. These enterprises have demon-
strated an enormous amount of adjustment and change, reflecting
their flexibility and adaptability in the period between the two surveys.
Growth in value added has not only been accompanied by greater
quantities of assets, employment, etc.; more importantly, it has occurred
along with changes in the entire mode and level of functioning of the
enterprises. Specifically, this changing (or changed) face of rural enter-
prises is a huge milestone in the transformation of rural industry in
Vietnam. The performances of household and co-operative enterprises
have not fallen short of other non-state forms. There is ample evidence
that urban–rural, intra-rural, intra-urban and north–south differences
have been narrowed down, although not eliminated, not only in terms
of assets, investment and employment; but also in qualitative terms
like mechanisation, production flexibility and so on. On the whole, the
six years between 1991 and 1997 have seen major changes in the
character of fast-growing enterprises.
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In the period between the two surveys, enterprises have changed
ownership forms, lines of activity and location, more noticeably
among urban units. The importance of the enterprise to the owner-
households has increased enormously, particularly among rural units.
Annual average asset growth rates have stood at 56 per cent for rural
and 38 per cent for urban units; about 66 per cent of the rural units
shifted from use of hand tools to power driven machinery. Wage
employment, production flexibility, continuity of operations and
capacity utilisation have all increased, for both urban and rural units.
The adaptability is seen best among forward linkages of urban
enterprises, in terms of both categories and location of buyers. Ha Tay
in the rural sample has seen a major transformation as well. High asset
growth rates and reliance on firm-generated revenue stand out as the
most common features among fast-growing enterprises. Entrepren-
eurial skill has, no doubt, been a very decisive factor behind all these
changes. These entrepreneurs are behind the survival and growth of the
fittest enterprises in the private sector in Vietnam.

Analysis of the Closures
Mortality rates among resurveyed enterprises have been highest in
Haiphong, followed by Hanoi and Ho Chi Minh City. Inability to sell at
profit was the most common reason for closure and most entrepreneurs
have continued self-employment in other lines of business after the
closure of the unit. Entrepreneurs over the age of 50 were the prevalent
category and they mainly owned household and private enterprises
started in the late 1980s, in both regions. The lifespan of the enterprises
seems to be limited to the lifespan of the owner. There were distinct
scale differences between urban and rural units, but rural units were
more homogeneous. A serious factor common to both locations was the
near absence of external credit usage, both at start-up and during
operative years. In terms of linkages, urban and rural units behaved
similarly in 1990, with very strong linkages to urban and very weak
linkages to rural areas. Since co-operatives formed a major percentage,
the urban closure sample had very strong links to the state sector.

There is an overall distinction between two sets of closures (exclud-
ing co-operatives) in both urban and rural areas in the 1991 survey: the
first set comprises of small household enterprises, with little or no
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labour, who work close to full capacity and cater largely to a local
market. The other set is of larger enterprises, mainly non-household
forms, with a slightly larger geographical reach and better modes of
operation. In the rural areas, it appears that the small household enter-
prises have been basically supplemental income sources; hence, with
the advent of greater competition, these entrepreneurs (mainly older
than 50 years) have ceased trading.

Irrespective of size, location and type of enterprise, firms have had
to depend on high rates of internally generated capital, which in turn
emphasised the need for strong output markets. With the relative ease
of entry and exit into the entrepreneurial sector and a passive
government, there have been too many entrepreneurs investing their
savings on mainly household consumption goods, trying to sell in
cities, with the result that too much competition has driven away a lot
of them, irrespective of size. This volatility, which is unfortunately not
uncommon to transition economies like Vietnam, is inevitable to
maintain the presence of only the most efficient enterprises.

Policy Implications
The methodology of the two surveys offers some unique perspectives
for the study of non-state manufacturing enterprises in Vietnam. The
six years between the two surveys have seen a whole range of dramatic
changes, that could only be captured by the re-survey of enterprises in
1997 in addition to repeating the survey for a second set of enterprises.
From among the whole series of findings and analyses, certain themes
emerge, which form a basis for formulating policies aimed at fostering
a healthy, non-state manufacturing sector in the future.

Some of the main themes may be described as follows. First, the
1990s have seen a rapid development towards market integration in
Vietnam, with the result that the differences between north and south
Vietnam, urban and rural areas and intra-urban and intra-rural areas
have narrowed down considerably with regard to enterprise size,
efficiency and wages. Second, there continues to be an unparalleled
reliance on own capital and a near lack of external capital sources both
for establishment as well as operation of the enterprises. This tendency
is clearly borne out by the 1991 survey, the 1997 survey of ‘new’
enterprises, as well as the analyses of winners and closures. The need
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for capital accumulation, on the one hand, has been very high and the
reliance on own capital on the other hand, has been equally high. This
has been common to all enterprises, irrespective of ownership form or
location. Next, all the studies clearly show that dynamism and flex-
ibility have been widespread, the household and co-operative enter-
prises being no exception. This is, perhaps, one of the most important
outcomes from the repeat survey. The small household enterprises are
often neglected in the statistics and policy discussions, as a minor
periphery of the non-state sector. However, we have seen that the
highest proportion of fast-growing enterprises was found among
household enterprises, both in rural and in urban areas, and they also
provide a major source of wage employment. Which leads to the
conclusion that ownership forms per se do not determine survival and
growth. In the light of the above, a few basic policy conclusions may
be drawn from all the studies, most of which concern in one way or
another the need to promote flexibility.

Policies to encourage new start-ups and facilitate closures of less 
successful firms

The studies clearly document that the establishment of new enterprises
and the closure of the less successful existing enterprises are key
components in the overall development and transformation of the
non-state manufacturing sector. The establishment of new enterprises
has been a main factor behind the growth in size and strength of the
enterprises as well as the most important source of employment
creation. The passivity of the government sector stands out clearly in
the analyses of winners and closures. A main policy conclusion must
therefore be to remove, as far as possible, bureaucratic, administrative
or other obstacles to the establishment of new enterprises, as well as
to provide a legal and administrative framework for an orderly
closure of enterprises. Apart from reviewing and revising existing
legislation, it is also very important that authorities concerned in the
field assume a truly facilitating rather than obstructive or indifferent
attitude to the local establishment of enterprises. 

Facilitate endogenous growth and graduation into new ownership forms

Endogenous growth of enterprises plays a vital role in the develop-
ment of the sector as a whole. The growth of the, initially small, house-

EntrepVN_book  Page 341  Friday, October 13, 2000  5:32 PM



ENTREPRENEURSHIP IN VIETNAM

342

hold enterprises stands out as particularly important and noteworthy.
It is important that such growth is as far as possible facilitated and not
obstructed by administrative barriers. It is very clear from the winners
that enterprises have used various means to stay in operation and
grow, with changes in ownership forms, location and nature of
activity. In this context, there would seem to be a need to review the
relevance of the present division of enterprises into different owner-
ship forms and the criteria used for this division, and, in particular, to
ensure that enterprises can change from one ownership form to
another with a minimum of bureaucratic hassle. The most urgent
issue would seem to be to facilitate household enterprises to change
into ‘more advanced’ ownership forms. However, it is also important to
ensure that the procedures for transforming private and co-operative
enterprises into limited liability companies are made as easy as
possible. The fiscal legislation and policies also need to be reviewed
and streamlined to ensure that they do not discriminate against certain
types of enterprises or provide disincentives to change the ownership
form of an enterprise.

Government support for flexibility

There is also scope for the government and local authorities to play a
proactive role in promoting flexibility. There is an increasing need for
well-functioning and efficient labour market institutions, capable of
playing an effective role in the mediation of labour as well as in
providing short-term training and re-training of workers. There is also
likely to be a need to offer training in rudimentary business adminis-
tration and entrepreneurship to managers and owners of household
enterprises in order to facilitate the growth and development of these
enterprises, as the knowledge needed to run a ‘larger’ enterprise in
many ways differs from that needed to run a small household enter-
prise. A case can also be made for providing consultancy and other
services to small-scale enterprises locally, particularly in the field of
marketing information and more general business intelligence.

Taxation policies

The very high rates of capital accumulation needed to ensure not only
growth, but also the long-term viability of an enterprise, have implica-
tions for the taxation of the enterprises. An obvious conclusion is that
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profits should not be taxed as long as they are reinvested in the
enterprise, but should only be taxed once they withdrawn from the
enterprise. 

Promote efficient financial sector

The studies show that credits play an increasing and positive, but still
limited role for this sector. While there is clearly still a great need  to
expand and improve the credit facilities for the non-state manufac-
turing enterprises, there is a danger in regarding credits as a panacea.
As a policy instrument, increased availability of credit has its limits
and is only effective as part of a more comprehensive policy package.
Accumulated own capital is likely to remain the main source of fund-
ing both for the start-up and expansion of businesses. First, the high
mortality rate among new firms implies that lending to new small
enterprises will inevitably be a high-risk business and demand premium
interest rates. Second, the very high rates of capital accumulation
needed for growth cannot be secured on a sustainable basis primarily
through credits, but can best be achieved through a judicious mix of
own capital and loans. Rather than devising schemes for subsidised
credits to small-scale enterprises, the best long-term service to this sec-
tor would no doubt be the promotion of the development of an efficient
and comprehensive financial sector, accessible to small-scale enter-
prises and offering credit on a strictly non-discriminatory and com-
mercial basis. Removal of all government guarantees for loans taken
by state enterprises would, by itself, be a major step in this direction.

Do not try to pick winners

The present study as well as more in-depth studies on successful
enterprises and on enterprises that have closed down, based on the
cohort of enterprises surveyed in 1991 and in 1997, reveal the extreme
difficulty of identifying individual determinants for the success or
failure of an enterprise. A main conclusion must be that it would be
both futile and counter-productive to try to pick ‘winners’ in advance,
either with regard to branches of industry, ownership forms or indi-
vidual enterprises on the basis of predetermined criteria. This is a
strong argument to counter discriminatory policies which target pre-
selected types of enterprises and, instead, to focus on universally
applied policies and measures.
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Regional policies

However, a case can be made for one type of non-universal policies,
namely regional policies. The marked reduction in the regional
differences in enterprise characteristics and performance – with
regard to capital intensity, efficiency, productivity, etc. – which has
accompanied the overall transformation of the non-state manufac-
turing sector in the 1990s, is obviously a most welcome development.
However, it puts the enterprises in the less developed and rural areas
under an enormous pressure to restructure and increase their efficiency.
The case of Ha Tay clearly shows both the difficulties as well as the
potential benefits of this process. However, while Ha Tay today stands
out as something of a success story, there are obviously many other
areas, not covered by the survey, which are in a more disadvantaged
position and where the prospects for successful development are far
from certain. A strong case can therefore be made for policy measures
designed to facilitate the restructuring, strengthening and overall
development of the small-scale manufacturing sector in less developed,
primarily rural areas, particularly as such policies would work in
tandem with an ongoing spontaneous overall development of market
integration. While it is beyond the scope of the present study to
provide a blueprint for such policies, any plan needs to focus on such
issues as: improved physical infrastructure, particularly electrification;
improved credit facilities and credits earmarked for specific regions,
but not for specific branches or types of enterprises; fiscal incentives;
assistance with marketing information and provision of other extension
services; and incentives to local authorities to facilitate the develop-
ment of local enterprises.
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nature of,

by location, T 2.8
by ownership form, T 2.9

ownership 
by location, T 2.8
by ownership form, T 2.9

Product change/improvement,
1991–97 cohort

discontinued enterprises,
rural, Tabale 9.25
urban, T 9.11

fast growing enterprises,
rural, T 8.26
urban, T 8.11

effect of,
discontinued enterprises,

rural, T 9.25
urban, T 9.11

fast growing enterprises,
rural, T 8.26
urban, T 8.11

Production, development in 
manufacturing by ownership 
form, all Vietnam, T 1.6

Production capacity, use of, 
1997 survey

by location, T 2.10
by ownership form, T 2.11

1991–97 cohort,
in 1990

discontinued enterprises,
rural, T 9.27
urban, T 9.13

fast growing enterprises,
rural, T 8.28
urban, T 8.13

in 1996
fast growing enterprises,

rural, T 8.28
urban, T 8.13

Productivity, 1991–97 cohort,
average annual growth rate by rate of 

growth of value added, T 7.20
annual growth by growth 

performance of enterprise,
by location, T 7.21
by ownership form,

urban enterprises, T 7.22
rural enterprises, T 7.23

Profit, 1997 survey,
by location, T 2.1
by ownership form, T 2.4
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Road, access to,
1991 survey,

by location, T 2.8
by ownership, T 2.9

1997 survey,
by location, T 2.8
by ownership, T 2.9

Salaries, see Wages

Sales, 
1997 survey, 

mode of selling,
rural enterprises, T 4.14
urban enterprises, T 4.5.

number of customers, 
rural enterprises, T 4.14
urban enterprises, T 4.5

structure by location of customer,
by location of enterprise,

rural, T 4.12
urban, T 4.3

by ownership form of enterprise,
rural, T 4.13
urban, T 4.4

structure by type of customer, 
by location of enterprise

rural, T 4.10
urban, T 4.1

by ownership form of enterprise,
rural, T 4.11
urban, T 4.2

unsaleable goods, 1991 survey
rural enterprises, T 4.17
urban enterprises, T 4.9
reason for,

rural, T 4.17
urban, T 4.9

unsaleable goods, 1997 survey
rural, T 4.17
urban, T 4.9
reason for,

rural, T 4.17
urban, T 4.9

1991–97 cohort
mode of selling in 1990 and 1996,

fast growing enterprises,
rural, T 8.31
urban, T 8.16

structure by location of customers 
1990
discontinued enterprises

rural, T 9.28
urban, T 9.14

fast growing entreprises
rural, T 8.29
urban, T 8.14

structure by location of customers 
in 1996
fast growing enterprises

rural, T 8.29
urban, T 8.14

structure by type of customers in 
1990
discontinued enterprises,

rural, T 9.28
urban, T 9.14

fast growing enterprises,
rural, T 8.29
urban, T 8.14

structure by type of customers in 
1996
fast growing enterprises,

rural, T 8.29
urban, T 8.14

Sample structure,
1991 survey

by location, T 1.1
by ownership, T 1.1
by size, T 1.1

1997 survey,
by location, T 1.10
by ownership form, T 1.10

Size structure, 1997 survey, 
by location, T 2.2
by ownership form, T 2.5
by year of establishment,

by location, T 7.1
by ownership form,

rural enterprises, T 7.5
urban enterprises, T 7.4

Social benefits, 1997 survey
by location, T 6.24
by ownership form,

rural enterprises, T 6.26
urban enterprises, T 6.25

Source of capital
1991–97 cohort

initial
discontinued enterprises,

rural, T 8.21
urban, T 9.8
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fast-growing enterprises,
rural, T 8.23 
urban, T 8.8

during 1991–97
fast growing enterprises,

rural, T 8.23
urban, T 8.8

Stratification of survey sample,
in 1991, T 1.9
in 1997, T 1.9

Subcontracting, 
1991 survey,

rural enterprises, T 4.15
urban enterprises, T 4.6

1997 survey,
rural enterprises, T 4.15
urban enterprises, T 4.6

Suppliers of inputs, 
1997 survey,

criteria for selecting,
rural enterprises, T 4.28
urban enterprises, T 4.22

method of selecting, 
rural enterprises, T 4.28
urban enterprises, T 4.22

structure by location of suppliers,
by location of enterprise,

rural, T 4.26
urban, T 4.20

by ownership of enterprise,
rural, T 4.27
urban, T 4.21

structure by type of supplier,
by location of enterprise,

rural, T 4.24
urban, T 4.18

by ownership of enterprise,
rural, T 4.25
urban, T 4.19

1991–97 cohort
number of customers in 1990 and 

1996
fast growing enterprises

urban, T 8.16,
rural, T 8.31

structure by location of suppliers in 
1990
discontinued enterprises,

rural, T 9.29
urban, T 9.15

fast growing enterprises, 
rural, T 8.30
urban, T 8.15

structure by location of suppliers in 
1996
fast growing enterprises,

rural, T 8.30
urban, T 8.15

Survey of repeat enterprises in 1997,
distribution by location, T 1.7
distribution by ownership form, T 1.7
main area of activity, T 1.8
survival/non-survival, T 1.8

Taxes, 1997 survey,
as % of income by location and type 

of ownership, T 5.1
as % of income 1990 and 1996, T 5.2
recipient,

by location of enterprise, T 5.5
by ownership form, T 5.6

total paid,
by location, T 2.1
by ownership form, T 2.4

types of,
by location, T 5.4
by ownership form, T 5.3

Taxes and informal costs,
by location, T 5.8
by ownership form, T 5.7

Telecommunications
1991 survey,

by location, T 2.8
by ownership form, T 2.9

1997 survey of not previously 
surveyed enterprises,

by location, T 2.8
by ownership form, T 2.9

Value added, 
1991 survey,

by location, T 2.3
1997 survey,

by location, T 2.1
by ownership form, T 2.4
by year of establishment, 

by location, T 7.1
by ownership form

rural enterprises, T 7.5
urban enterprises, T 7.4
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1991–97 cohort of enterprises,
growth rate (ranges),

by location, T 7.14
by ownership form,

rural enterprises, T 7.16
urban enterprises, T 7.15

growth rate (percentiles)
by location, T 7.17
by ownership form

rural enterprises, T 7.19
urban enterprises, T 7.18

total change,
by location, T 7.11
by ownership form,

rural enterprises, T 7.13
urban enterprises, T 7.12

Value added per unit of asset, 1997 
survey,

by location, T 2.1

Value added per worker, 
1991 survey,

by location, T 2.3
1997 survey,

by location, T 2.1
by ownership form, T 2.4
by year of establishment,

by location, T 7.1
by form of ownership,

rural enterprises, T 7.5
urban enterprises, T 7.4

Wage cost, 1997 survey
by location, T 2.1
by ownership form, T 2.4

Wage cost per worker, 1997 survey,
by location, T 2.1
by ownership form, T 2.4

Wage workers, 
1997 survey,

mobility and turnover,
by location, T 6.4
by ownership form,

rural enterprises, T 6.6
 urban enterprises, T 6.5

recruitment practices,
by location, T 6.7
by ownership form,

rural enterprises, T 6.9
urban enterprises, T 6.8

total number,
by location, T 2.1
by ownership form, T 2.4

1991–97 cohort of enterprises,
number in 1990 

discontinued enterprises
urban, T 9.10
rural, T 9.24

fast growing enterprises,
rural, T 8.25
urban, T 8.10

number in 1996
fast growing enterprises,

rural, T 8.25
urban, T 8.10

total change,
by location, T 7.11
by ownership form,

rural enterprises, T 7.13
urban enterprises, T 7.12

Wages, 1997 survey
basis for determination,

by location, T 6.20
by ownership form,

rural enterprises, T 6.22
urban enterprises, T 6.21

basis for payment,
by location, T 6.10
by ownership form,
rural enterprises, T 6.11
urban enterprises, T 6.12

compared with 1991 survey results,
by education

rural enterprises, T 6.19
urban enterprises, T 6.18

by gender,
rural enterprises, T 6.19
urban enterprises, T 6.18

by location
rural enterprises, T 6.19
urban enterprises, T 6.18

by ownership form
rural enterprises, T 6.19
urban enterprises, T 6.18

correlation with productivity, T 6.23
distribution,

by education,
rural enterprises, T 6.16
urban enterprises, T 6.17

by gender,
rural enterprises, T 6.17
urban enterprises, T 6.16
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by location, 
rural enterprises, T 6.17
urban enterprises, T 6.16

by ownership form,
rural enterprises, T 6.17
urban enterprises, T 6.16

form of payment,
by location, T 6.10
by ownership form, 

rural enterprises, T 6.11
urban enterprises, T 6.12

postponement/reduction
by location, T 6.27
by ownership form,

rural enterprises, T 6.29
urban enterprises, T 6.28

Water facilities, 
1991 survey

by location, T 2.8
by ownership form, T 2.9

1997 survey of not previously 
surveyed enterprises

by location, T 2.8
by ownership form, T 2.9

Work status of labour force, 1997 survey,
by location, T 6.10
by ownership form,

rural enterprises, T 6.12
urban enterprises, T 6.11

Year of establishment, 
1997 survey,

rural enterprises,
by location, T 3.11
by ownership form, T 3.12

urban enterprises,
by location, T 3.1
by ownership form, T 3.2, 
see also T 7.2

1991–97 cohort,
discontinued,

rural enterprises, T 9.17
urban enterprises, T 9.1

fast growing, 
rural enterprises, T 8.18
urban enterprises, T 8.2

EntrepVN_book  Page 354  Friday, October 13, 2000  5:32 PM


	Book Title
	Contents
	Acknowledgements
	1. Introduction
	2. General Characteristics
	3. Origin and Development History
	4. Linkages with the Rest of the Economy
	5. Payment of Taxes and Fees
	6. Employment, Labour and Wages
	7. The Transformation of the Non-state Manufacturing Sector in the 1990s
	8. The Non-state Manufacturing Sector in Vietnam 1991–97: An Analysis of the Winners
	9. The Non-state Manufacturing Sector in Vietnam 1991–97: An Analysis of the Closures
	10. Summary and Conclusions
	Index of Figures and Tables

