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Introduction

According to the GSO’s classification, the Vietnam economy is divided into three sectors by ownership, namely the state sector, non-state sector and foreign invested sector (FIS). The non-state sector is comprised of collective, private and household segment in which the private segment has expanded rapidly in the past years and increasingly played an important role in the development of Vietnam. Given its importance to the economy, private sector is often used to refer to the non-state sector in the literature. 

In this study, we refer only to the private sector as it defined by the GSO. The development of this sector started officially in early 90s when the Company Law and Law on private enterprises went into effect in 1991 and has motivated since 2005 with the implementation of the Enterprise Law. However, the sector is still small in terms of GDP and employment. Currently, it has produced around 12% of GDP and employed 6.4% of total economically active population.    
The private sector is widely recognised as operating efficiently. Evidence can be seen in the high growth rate of sector’s productivity in the past period. But how efficient this sector has operated is still a subject for studying. This paper is therefore a contribution to assessing the efficiency of the private sector in Vietnam. Using data from the enterprise surveys conducted by the GSO for the period 2006-2008, we assess the operational efficiency of this sector by calculating several commonly used indicators, namely ROA, ROS and ROE. Finally, we measure the private sector’s technical efficiency by applying data obtained from the SME surveys conducted by ILSSA-DANIDA project from 2006 to 2008.  

The paper begins with a selective literature review. It is followed by an overview of Vietnam’s private sector development, data description and measurement of the sector’s operational efficiency and technical efficiency.  
1. Literature Review
Studies related to Vietnam’s private sector can be dated back to the early 1990s. The list of topics varies from characteristics of the business environment to the development of the private sector. Although such studies do not focus on efficiency assessment of the private sector, they still provide valuable information for this purpose. The following are some notable studies and their key findings.

· ILSSA, Stockholm School of Economics (2001) “The Private Manufacturing Sector in Vietnam in the 1990s” analyzes the performance of the private manufacturing sector based on two in-depth surveys conducted in 1991 and 1997. The 1991 survey collects data from 923 enterprises in three urban areas (Hanoi, Hochiminh City, and Haiphong) and five rural ones (Ha Son Binh, Quang Ninh, Vinh Phu, Long An and Cuu Long). The 1997 survey covers 371 units from the 1991 survey, and adds another 500 enterprises in the same areas. Based on data from these two surveys, the report analyzes the differences between surveyed enterprises in 1991 and the “new” ones in 1997. In addition, it also analyzes the transformation of 371 surveyed enterprises in 1991 during a six-year period.    

· Asian Development Bank (2005), “Private Sector Assessment” analyzes major constraints on Vietnam’s private sector development (PSD) with focus on private sector participation (PSP) in infrastructure investment. Based on data from GSO, ADB, IMF as well as numerous surveys/census
 involving the private sector, the study puts forth three key findings. First, despite the introduction of new key legislation to foster PSD, the overall business climate was still considered unfavorable as seen in its low international rankings
. The unfavorable business climate in turn hindered the development of higher value-added domestic industries. Second, there were various obstacles to business investment which tended to drive private firms toward operating informally. These obstacles included limited access to credit and capital; limited access to suitable land/business premises; limited access to information; lack of a level-playing field; intrusive bureaucracy; complex legal and regulatory framework for doing business; and absence of reliable dispute resolution mechanisms. Third, even though demand for infrastructure investment was quite large, private firms could hardly participate in due to a number of legal, regulatory, and resource constraints. Regulatory constraints included ambiguous Government attitude towards the forms and sectors in which PSP was actively encouraged. Legal ones consisted of outdated BOT framework and unequal treatment of domestic and foreign participants in a BOT; weakly regulated markets and financially opaque single buyers; complicated tendering and licensing procedures; and weak dispute resolution framework. Resource constraints contained limitations on collateral and guarantee for foreign lenders; and difficulties in raising domestic finance and diversifying risk via securitization due to undeveloped capital market. 

· Katarina Hakkala and Ari Kokko (2007) “The State and the Private Sector in Vietnam” analyzes obstacles to PSD with focus on the state-private sector relationship. In particular, the study identifies three obstacles to PSD of which preferential treatment of SOEs over private firms is considered the main culprit. The first obstacle is limited access to markets. Bias towards SOEs could be seen in the eligibility criteria in public bidding process. For example, bidding documents required many years of experience, which private firms simply could not satisfy given their short history. In addition, SOEs’ softer budget constraints make it easier for them to channel funds for bribes or “bonuses” in public investment and procurement. The second obstacle is limited access to investment capital. State-owned commercial banks (SOCBs) preferred lending for SOEs due to long-standing relationship, which crowded out available credit for private firms
. Moreover, SOEs have lower credit risks than private firms due to the Government’s implicit guarantee for their debts. Banks also tended to focus more on collateral than on business prospect, with certificates on land-user rights (CLURs) being the most common type of collateral. Private firms thus found it hard to compete for credits, since SOEs in general had much larger holdings of land for commercial and industrial activities. This leads to the third obstacle to PSD, which is limited access to land. The reason was that most industrial land had already been allocated to SOEs, and the conversion of agriculture land to industrial land occurred too slowly due mostly to land compensation problem. Also the land market has not functioned efficiently, and SOEs were not permitted to sub-lease their unused/under-used land to private firms
.

· CIEM and ILSSA (2009) “Characteristics of the Vietnamese Business Environment: Evidence from an SME survey in 2009” provides extensive data and rich analysis on the performance of non-state manufacturing SMEs. The report is the latest in a series of three, with the other two published in 2006 and 2008. Data are collected from a survey of 2543 non-state manufacturing SMEs, most of which were also surveyed in the past two reports. The seven areas being addressed are: enterprise growth and dynamics; bureaucracy, informality, and informal payments; employment; production, technology and efficiency; trade and sales structures; investment and access to finance; and environment. In terms of efficiency, the report assesses technical efficiency
 of firms through using a stochastic frontier production model with two different sets of output and input measures. Estimation results show that non-state manufacturing SMEs in general have low technical efficiency, which may suggest that markets in Vietnam are quite tolerant towards inefficient enterprises
. In addition, when correcting for the total cost of intermediate inputs, most enterprises have about average technical efficiency. 

2. Overview of the private sector in Vietnam 
Growth trend
In Vietnam, private sector firms are enterprises operating under Enterprise Law, privately owned by individuals or groups of individuals such as limited liability companies, joint stock companies or partnerships. They also include equitised state enterprises with the state’s shares of less than 50%, but exclude those with state’s controlling power regardless of its share. Private sector in this report are grouped into 3 categories: private firms, joint stock,  limited liability companies without state’s capital and equitised state enterprises with state capital under 50% share.
Private sector has experienced a rapid growth which is reflected in the number of enterprises during 2006-2009 period. Table 1 shows that the number of private firms experiences the highest growth rate of 19.06% on average during 2006-2009 and accounts for the largest number of enterprises country- wide (87.56% in 2009). Among them, joint stock companies and companies with limited liability without state capital are on the lead, both in terms of number and growth rate (growing from 55.82% in 2006 to 66.10% in 2009, achieving an average annual growth rate of 24.55%). Joint stock companies with state capital account for the smallest share (less than 1.5% in 2009). These are equitised or mergered SOEs. Despite the ongoing equitization process their number and share remain modest.  

Table 1:  Structure of manufacturing firms by ownership, 2006-2008
	
	Percentage to total enterprise sector (%)
	Growth rate  (%)

	
	2006
	2007
	2008
	2009
	

	Private sector
	84.65
	85.34
	87.01
	87.56
	19.06

	Of which:
	
	
	
	
	

	· Private firms
	26.92
	24.21
	22.09
	20.08
	6.77

	· Joint stock and Ltd
	55.82
	59.44
	63.39
	66.10
	24.55

	· Privatized with state capital under 50%
	1.91
	1.69
	1.52
	1.38
	5.65

	SOEs
	3.41
	2.91
	2.15
	1.85
	-4.01

	FIEs
	11.95
	11.75
	10.84
	10.59
	13.11

	Total
	100.00
	100.00
	100.00
	100.00
	17.73

	Number of private firms
	25,147
	29,906
	36,441
	41,034
	

	Share of private manufacturing firms in total private sector 
	18.46
	18.19
	17.81
	17.09
	


Source: Based on GSO enterprise survey 2006-2009

Manufacturing firms tends to increase overtime. However, they only account for 18.46% of the total firms in 2006 and decreased to 17.09% in 2009 indicating that number of private firms in other sectors grows faster than in manufacturing.

        Job creation in private sector 

Private firms in manufacturing sector not only grow in number, but also employ a large number of workers, experiencing a 2-digit growth rate (see Table below). However, the share of manufacturing employment is lower than that regarding the number of enterprises (46.20% vs. 87.56% in 2009), meaning that the size of employment in these enterprises is smaller than in other economic sector. The number of workers in joint stock companies, limited liability companies without state capital and private firms grows slower than average. Private firms experience even a slowdown in employment growth rate. On the other hand, joint stock companies with state capital experience a growth in terms of employment after equitization and restructure. The growth rate of labor employed in these companies is higher than average by 6.41 percentage points. It is an evidence showing that they operate more effectively after equitization.
Table 2: Employment in private manufacturing sector 

	Employment

	As percentage to total (%)
	Growth rate of firms (%)

	
	2006
	2007
	2008
	2009
	

	Private sector
	43.60
	44.92
	45.89
	46.20
	11.18

	Of which:
	
	
	
	
	

	· Private firms
	6.10
	5.23
	5.10
	4.69
	-0.09

	· Joint stock/Ltd
	32.31
	33.92
	34.97
	35.88
	12.93

	· Privatized with state capital under 50%
	5.19
	5.78
	5.81
	5.63
	12.06

	SOEs
	16.18
	13.54
	10.98
	9.73
	-7.96

	FDI
	40.22
	41.54
	43.13
	44.07
	12.43

	Total
	100.00
	100.00
	100.00
	100.00
	9.05

	Number of employees (person)
	3,050,437
	3,522,842
	3,761,124
	3,955,968
	

	Share of employees in private manufacturing firms in total employees in private sector firms
	45.47
	44.87
	41.71
	39.45
	


Source: Based on GSO enterprise survey 2006-2009

Labor Productivity 

Table 3 below illustrates changes in labor productivity
 calculated for the surveyed firms during 2005-2008. There was a slight productivity reduction in 2008 in the private sector due to the negative impact of the global financial crisis since the second half of 2008. The reduction of labor productivity in the privatized SOEs in the survey sample is abnormal and uncommon since only 14 of them were included in the survey. They were in the process of equitization and no attention was paid to production activities. 

Table 3: Labor Productivity calculated based on average Gross output per employee per year (Mill. VND)
	
	2005
	2006
	2007
	2008
	Growth rate (%)

	Private firms and household 
	54.58
	54.84
	77.14
	70.01
	8.66

	Joint stock/Ltd.
	103.37
	109.72
	142.86
	138.32
	10.20

	Privatized with state capital 
	130.96
	136.66
	43.40
	32.82
	-36.95

	Total
	64.87
	66.42
	94.37
	87.87
	10.64


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)

Again, productivity based on worker’s income shows that private enterprises gained efficiency. The lowest level of productivity and the lowest growth rate are found in privatized SOEs (table 4).
Table 4: Productivity calculated based on employees’ income
 (Mill. VND per employee/year)

	
	2005
	2006
	2007
	2008
	Growth rate (%)

	Private firms and households
	4.55
	4.66
	6.70
	6.26
	11.20

	Joint stock/Ltd.
	8.25
	8.60
	11.58
	11.04
	10.19

	Privatized with state capital
	9.35
	9.36
	6.96
	5.99
	-13.81

	Total
	5.33
	5.49
	7.98
	7.51
	12.13


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)

Within the manufacturing sector, all categories gained a 2-digit growth rate with the exception of non-metallic products and wood and furniture. The highest growth rate is observed in firms producing metal products, equipment and machinery (24.39%). Again, all sub-sectors experienced a slight productivity reduction in 2008 mostly due to the global financial crisis and domestic high inflation.  
Table 5: Labor Productivity calculated based on average Gross output (Mill. VND per employee per year) in manufacturing firms   
	
	2005
	2006
	2007
	2008
	Growth rate (%)

	Food processing
	52.19
	53.48
	74.89
	70.68
	10.64

	Textiles. garments. footwear etc.
	92.69
	96.36
	141.41
	133.43
	12.91

	Wood and furniture etc.
	88.45
	85.40
	114.87
	105.69
	6.12

	Non-metallic products etc.
	77.85
	77.99
	93.26
	89.57
	4.78

	Metal products. equipment and machinery
	70.48
	80.95
	163.92
	135.63
	24.39

	Electrical machinery and transport means
	49.87
	48.59
	81.86
	75.12
	14.63

	Other manufacture
	47.51
	49.73
	72.55
	66.98
	12.13

	Total
	64.87
	66.42
	94.37
	87.87
	10.64


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)
3. Data description

In Vietnam, there are many surveys, such as the GSO comprehensive enterprise survey or SME survey of ILSSA conducted with the support of DANIDA. Each survey provides rather complete information needed for the study. However, in-depth information such as detailed production activities, obstacles in doing business, is not contained in GSO annual surveys, but this type of information is found in SME surveys conducted by ILSSA. Therefore, the data used in this paper are from two sources: (1) from GSO enterprise surveys for the period 2006-2008; and (2) from ILSSA surveys conducted in 2007 and 2009 that are proceeded by two consecutive years with full information.   

For the analysis, observations that appear only once, duplicate or those having incomplete information regarding key criteria such as gross output, capital, intermediate expenses and employment have been removed. Some enterprises in the SME surveys, especially in textile and foot wear, run at loss (zero or negative after tax profit), but their percentage is small. So they are still examined in the study as others.  
To measure technical efficiency we use the SME surveys conducted by ILSSA. Three variables being used as inputs for the econometric analysis using stochastic production function include number of employment, capital, and intermediate cost at the end of the year. Dependent variable is gross output which is recalculated at the end of each year. Cash value variables such as gross output, capital, profit, etc are converted to comparative price using GDP deflator in order to eliminate price factor effect.

All manufacturing industries in the private sector with ISIC codes ranging from 15 to 37 meeting the above criteria are considered in this study and reclassified in the same way employed for the Mozambican case. As a result, seven industry groups are considered of which the number of incidence of the first six industries accounts for almost 69.3% of all observations in the manufacturing industries. In particular, ISIC 15 (Food processing) accounted for 3.2% total unbalanced samples, textiles and garment (ISIC 17, 18, 19) account for 8.8%, wood and furniture (ISIC 20, 36) account for 2.2%, non-metallic product etc. (ISIC 22, 24, 25, 26) account for 37.5%, metallic products and other equipment (ISIC 27, 28, 29) account for 6.0%, electrical machinery and transport means  (ISIC 31, 34, 35) account for the smallest percentage of 11.7%, and unclassified industries account for 30.6% (Table 6)
The study also considers 2 samples
 in the same ILSSA SME data set of 2005-2008 period (4 years), one unbalanced panel sample with 6,143 observations on 1,890 enterprises (at least 2 observations per enterprises during the reference period) and one balanced panel sample of 3,536 observations on 884 enterprises (each enterprise appears in each of the 4 years during the reference period). However, when enterprises with 5 or more employees are taken into consideration, the number of observations and corresponding enterprises reduce accordingly. In fact, there are 3,878 observations on 1,273 enterprises in the unbalance panel and 1,776 observations on 444 enterprises in the balanced sample.

The table showing that both real gross output (output) and real intermediate costs (input) tend to rise while 2008 values are higher than those from 2006 to 2008 within the unbalanced sample. But real capital and employment decreased in 2008. The major reason for this is that data was collected at the end of 2008 when the global financial crisis and domestic recession have affected enterprises negatively. 
Table 6: Statistics Summary
	
	Unbalanced sample
	Balanced sample

	
	2006-2008
	2008
	2006-2008
	2008

	
	Mean
	Std. dev.
	Mean
	Std. dev.
	Mean
	Std. dev.
	Mean
	Std. dev.

	Real gross output (mill. VND)
	1742
	8320
	1836
	6171
	1455
	6172
	1588
	5264

	Real capital (mill. VND)
	1209
	4547
	1201
	2931
	1024
	3034
	1119
	3079

	Real intermediate costs (mill.VND)
	1313
	6468
	1391
	5060
	1113
	5427
	1194
	4269

	Employees (persons)
	17
	132
	15
	29
	17
	170
	15
	31

	Firm structure by employment size (%)

	Small-sized (less than 10 employees)
	64.3
	0.479
	63.7
	0.481
	66.6
	0.472
	67.6
	0.468

	Medium-sized (from 10 to 99 employees)
	33.1
	0.470
	34.1
	0.474
	31.1
	0.463
	30.2
	0.459

	Large-sized (from 100 employees and above)
	2.7
	0.161
	2.2
	0.147
	2.3
	0.150
	2.1
	0.145

	Firm Age (Year of establishment)  
	1990
	97
	1995
	11
	
	
	
	

	Share of firms aged 0-10 years   
	56.5
	0.496
	53.1
	0.499
	52.1
	0.500
	46.0
	0.499

	Share of firms aged 11-20 years 
	30.8
	0.462
	32.1
	0.467
	32.5
	0.469
	36.0
	0.480

	Share of firms aged above 20 years   
	12.7
	0.333
	14.8
	0.355
	15.3
	0.360
	18.0
	0.384

	Gross output growth (note 1)
	9.2
	
	9.2
	
	9.2
	
	9.2
	

	Employment growth (note 1)
	-15.7
	
	-15.7
	
	-15.7
	
	-15.7
	

	GO per employee growth (note 1)
	7.0
	
	7.0
	
	7.0
	
	7.0
	

	Firm Structure  by manufacturing industry  

	Food processing (ISIC 15)
	3.2
	0.175
	3.1
	0.173
	2.6
	0.159
	2.6
	0.159

	Textiles- garment- foot wear (ISIC 17, 18 & 19)
	8.8
	0.283
	9.7
	0.297
	8.4
	0.277
	8.4
	0.277

	Wood and furniture etc. (ISIC 20 & 36)
	2.2
	0.146
	2.1
	0.143
	1.5
	0.120
	1.5
	0.120

	Non-metallic products etc. (ISIC 22. 24. 25 & 26)
	37.5
	0.484
	38.7
	0.487
	40.0
	0.490
	40.0
	0.490

	Metal products. equipment and machinery etc. (ISIC 27. 28 & 29)
	6.0
	0.237
	5.6
	0.230
	4.6
	0.210
	4.6
	0.210

	Electrical machinery and transport means etc. (ISIC 31. 34 & 35)
	11.7
	0.322
	11.0
	0.313
	8.8
	0.284
	8.8
	0.284

	Other manufacture (ISIC
	30.6
	0.461
	29.8
	0.458
	34.0
	0.474
	34.0
	0.474

	Total
	1.000
	
	1.000
	
	1.000
	
	1.000
	

	Total observations (firms in parenthesis)
	6143
	(1890)
	1530
	(1530)
	3536
	(884)
	884
	(884)


Note 1: Growth rates from 2005 to 2008. Estimates based on 884 firm observations.
Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)

Regarding enterprise size, private manufacturing enterprises are mostly small and medium sized of which small sized enterprises (fewer than 10 employees) account for almost 2/3 (64.3%) and medium sized enterprises account for around 1/3.  On average each enterprise has 16 employees. This number decreased to 15 in 2008 due to the global financial crisis and domestic inflation. 

4. Assessing the efficiency

4.1. Measuring the operational efficiency

Methodology

Theorically, a firm should be trying to enhance its operational efficiency to be able to survive and compete with its main competitors in the long-term. Therefore, increasing efficiency will boost the productivity of the firm without any change in the number of inputs employed. Based on this theory, efficiency is defined as a factor to assess how well the production process is performing. To assess efficiency is however not easy. The most commonly used indicators are ROA, ROE and ROS. ROA tells us how efficiently a firm turns its assets into profit without considering the effect of borrowed capital. Thus it depends much on the industry of company. ROE measures how much profit a company generates with the money shareholders have invested. ROS is also used as an indicator to measure a firm’s operational efficiency. It tells us how much profit is being produced per 1 VND of sales. 

Trends in these ratios can be used to assess a firm's operational efficiency over time or compare them to other companies in the industry. An increasing ROA, ROS or ROE indicates the company is growing more efficient. 
ROA, ROS and ROE are calculated as follows: 
(1) ROA = Net income/Total assets value (in percentage)
(2) ROS = Net income/Net Turnover
(3) ROE = Net income/ Equity capital 
These formulas are applied to calculate ROA and ROE based on Enterprise Surveys data from 2006-2008 for the private sector in Vietnam. 
Results

▪ Although the ratio of private enterprises reporting loss tends to decrease, it is still high due mainly to domestic private enterprises   
Overall, the number of private enterprises reporting loss remains high and tends to increase; however, in relative term, the ratio of such enterprises over total private enterprises has dropped. For domestic private ones, the figure fell from 31.27% in 2006 to 27.3% in 2008. For privatized SOEs, there were around 12% reporting loss in 2008. Among enterprises making loss, 99% were domestic private ones (established under the Enterprise Law).  
Figure 1: Share of Enterprises making loss from 2006 to 2008
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Source: Calculation based on ES data 2006-2008.
Possible reasons for the high ratio of private enterprises reporting loss include: (1) many enterprises are newly established; (2) enterprises report loss in order to avoid taxes and other responsibilities; (3) performance in the private sector is poor. For private enterprises, the third reason seems unlikely. In contrast, there have been cases in both state sector and private sector that firms reported false loss to avoid taxes and other responsibilities. However, it should be noted that there has not been a solid explanation for this high ratio.
Wholesale/Retail/Reparation of automobiles, motorcycles, and other motor vehicles is the sector with the highest ratio of enterprises making loss, followed by the manufacturing sector and the construction sector. While the figure has not changed much for manufacturing, it tends to decrease in cases of the remaining two sectors.   

Figure 2: Share of Enterprises making lost from 2006 to 2008
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Source: Own’s calculation based on ES data 2006-2008.

For the SME surveys, in 2006 there were 30.69% enterprise making loss. The percentage of firms making businesses at a loss in the 2008 SME survey was low, probably due to the exclusion of those that were shut down and not included in the survey. Furthermore, SMEs are generally less affected by the global financial crisis and high inflation than larger ones.
Table 7: Distribution of surveyed SMEs by making profit or loss (percentage)

	
	2005
	2006
	2007
	2008

	Non/negative profit
	1.56
	1.23
	0.85
	0.65

	Positive profit
	98.44
	98.77
	99.15
	99.35

	Total
	100.00
	100.00
	100.00
	100.00

	Number of firms
	1,540
	1,543
	1,530
	1,530


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)

Production of electricity, gas, hot water, and steam; water supply; finance-banking-insurance; health-social care; and education and training are sectors with high ratio of enterprises making profit, accounting for over 99%. This proves that private enterprises can still perform well in sectors that SOEs play the leading role (e.g. water supply, education, health care), which seems to contradict conventional belief. 
▪ Agriculture-forestry-fishery; information and communications; education-training are sectors with the highest ROA, while construction the lowest. Industrial firms in general do not have high ROA, of which private manufacturing firms rank at the bottom.   
In terms of ROA, among top sectors domestic private firms show better performance than privatized SOEs. The reason may be that domestic private firms produce goods or services which require less capital than those of privatized SOEs in the same sector. For example, domestic private firms in the information and communications sector often provide software installation services which clearly do not require huge amount of capital.
The education-training sector is dominated by private schools, ranging from kinder garden to university, as there is no stipulation on privatizing existing public schools. ROA of private enterprises in this sector has skyrocketed during recent years, which shows that this sector is becoming more and more attractive to private firms in Vietnam. In contrast, firms which provide health services do not have high ROA; this may be explained by the fact that infrastructure investment in health care is much larger than that in education and training.
Industrial or construction firms in general have low ROA, and on average domestic private firms have lower ROA than privatized SOEs in these sectors. Low ROA is common in these sectors probably because industrial or construction firms need to invest quite a substantial amount of capital for factories/machineries/equipments. 
For the manufacturing sector, ROA of domestic private enterprises remains low, equivalent to only half of privatized SOEs’one. It can be seen that in capital-intensive sectors domestic private enterprises in general do not perform well, which can be pointed to certain advantages of SOEs, even privatized ones. 
        Figure 3: ROA of enterprises in Industry and Construction in 2006-2008
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Source: Calculation based on Enterprise surveys 2006-2008, GSO. 
▪ Apart from four sectors with the highest ROE, in all the remaining, ROE of domestic private enterprises is lower than that of privatized SOEs, especially for the manufacturing and construction sector. 

ROE calculations are for private enterprises reporting non-negative profits in the three Enterprise Surveys. The following figure shows the results in sectors with highest ROE, namely agriculture-forestry-fishery; information and communications; finance-banking-insurance; and education-training. The declining ROE of firms in the finance-banking-insurance sector in 2008 is due to macroeconomic instability (high inflation). Tight monetary policy to fight inflation and risks from real estate loans and stock has had direct negative impact on the ROE of firms in this sector.

Figure 4: Industries having the highest ROE
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Source: Calculation based on Enterprise Surveys 2006-2008. GSO.

In nearly all sectors, domestic private firms have lower ROE than privatized SOEs. Domestic private firms in the manufacturing and construction sector are among those with the lowest ROE.   

Figure 5: ROE of enterprises in Industry-construction sector
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Source: Calculation based on Enterprise Surveys 2006-2008. GSO.

In fact, private manufacturing firms often face the following difficulties:    

· High infrastructure costs, especially that of land and factories as this sector requires large ground area for production activities. 

· Difficulty in participating in certain activities with high ROA due to state monopoly. 

· Low level of owner’s equity which inhibits economy of scale. 

· Difficulty in accessing business support services such as state investment and trade promotion. 

· Domestic private enterprises operate in a competitive environment and thus are more susceptible to macroeconomic risks such as inflation, exchange rate or world price fluctuations. It is also harder for domestic private enterprises to access state preferential loans, such as those from the Government’s interest rate subsidy program in 2008. 

However, taking into account their high cost of obtaining loans and other disadvantages compared to privatized SOEs (e.g. land access, administrative burden), such modest increases in ROA and ROE still deserve praise.  
▪ Private firms in SME surveys have a higher rate of ROA and ROE than those in the whole private manufacturing sector.     
In general, operational efficiency tends to increase slowly among private firms and households and reduce among privatized SOEs based on ROA and ROE rates. This trend is inconsistent with the results obtained above using the ES data from 2006 to 2008, probably due to the sample selected of which over 64 percent of firms are small-sized with an average number of employees less than 10. 
Table 8: ROA and ROE of Manufacturing SMEs by Ownership2005-2008.

	
	ROA
	ROE

	
	2005
	2006
	2007
	2008
	2005
	2006
	2007
	2008

	Private firms and households
	0.098
	0.113
	0.117
	0.111
	0.103
	0.125
	0.127
	0.123

	Joint stock/Ltd
	0.140
	0.153
	0.162
	0.151
	0.180
	0.200
	0.204
	0.196

	Privatized SOEs 
	0.109
	0.204
	0.095
	0.075
	0.139
	0.292
	0.218
	0.158

	Total
	0.124
	0.141
	0.145
	0.136
	0.147
	0.173
	0.174
	0.167


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)

Table 9 indicating that only private firms in wood and furniture processing have experiences a decreasing operational efficiency measured by ROA and ROE. All firms in other sub-industries could increase their efficiency during 2005-2008.   

Table 9: ROA and ROE of SMEs by Sub-industry 2005-2008.

	
	ROA
	ROE

	
	2005
	2006
	2007
	2008
	2005
	2006
	2007
	2008

	Food processing
	0.100
	0.129
	0.122
	0.127
	0.110
	0.141
	0.140
	0.151

	Textiles, garments. footwear etc.
	0.152
	0.136
	0.151
	0.169
	0.199
	0.185
	0.176
	0.205

	Wood and furniture etc.
	0.216
	0.193
	0.171
	0.134
	0.242
	0.215
	0.195
	0.166

	Non-metallic products etc.
	0.113
	0.130
	0.136
	0.137
	0.132
	0.166
	0.153
	0.161

	Metal products. equipment and machinery etc.
	0.126
	0.167
	0.126
	0.122
	0.161
	0.203
	0.210
	0.195

	Electrical machinery and transport means etc.
	0.101
	0.091
	0.155
	0.148
	0.107
	0.102
	0.169
	0.166

	Other manufactured 
	0.120
	0.136
	0.168
	0.118
	0.137
	0.159
	0.193
	0.138

	Total
	0.124
	0.141
	0.145
	0.136
	0.147
	0.173
	0.174
	0.167


Source: Calculating from ILSSA’s SMEs funded by DANIDA (Denmark)
4.2. Measuring the technical efficiency of the private manufacturing sector
We measure technical efficiency of the private manufacturing sector in Vietnam by using the standard production function with the following technology as John Rand and Sandra (2010) employed for the Mozambican case.    
          (1)               
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In this production function, Y is revenue which is performed by only two factor inputs, where L is number of employees and K is fix capital. The contribution of invisible factors or the so- called TFP is reflected by u. To estimate the production function (1), the stochastic frontier model is used in which the error term is comprised of effects on output from random shocks (v) and inefficient use of inputs (w). 

            (2)             
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The random error v is assumed to be uncorrelated with factor inputs, identical across all firms and time and has a zero mean and constant variance. The error term w is assumed to be nonnegative and measures the inefficient level of using inputs by firm i at time t.  
According to this approach, we have estimated the technical efficiency based on the data set obtained from the SME surveys as described in section 3. The difference here is that the gross output is employed instead of income in the case of Vietnam.

Table 10 shows the results for both the time-invariant (the first 4 columns) and time varying decay stochastic frontier (last 4 columns) models on unbalanced and balanced samples. The result excludes enterprises having fewer than 5 employees. The estimated coefficient of fix capital varies between 0.029 and 0.030 for the unbalanced samples or between 0.025 and 0.029 for the balanced samples. This implies the small contribution of capital to the changes in gross output of manufacturing SMEs. Regarding employment and the estimated coefficient varies between 0.156 and 0.188 on the unbalanced samples and between 0.146 and 0.194 on the balanced samples. The estimated coefficient of intermediate costs is quite high in all samples. All these variables have significance at 1%.

Regarding technical efficiency the average value varies between unbalanced and balanced samples. It is at the lowest level of 0.258 and 0.252 (corresponding to full employment and 5 employees and more) when employing the time-invariant frontier production function on unbalanced sample. The technical efficiency is at the highest value varying between 0.460 and 0.605 corresponding to full employment and 5 employees and more when employing on balanced sample. All these estimations are below the values returned by the Mozambican model. 
Table 10: Estimated Production Function and Technical Efficiency  
	
	Frontier, TI
	Frontier, TVD

	
	Unbalance sample
	Balanced sample
	Unbalance sample
	Balance sample,

	
	Full employees
	5 employees and above
	Full employees
	5 employees and above
	Full employees
	5 employees and above
	Full employees
	5 employees and above

	Capital (log) 
	0.030***
	0.030***
	0.026***
	0.031***
	0.029***
	0.029***
	0.025***
	0.029***

	
	(0.002)
	(0.003)
	(0.003)
	(0.004)
	(0.002)
	(0.003)
	(0.003)
	(0.004)

	Employment (log)
	0.185***
	0.156***
	0.190***
	0.146***
	0.188***
	0.161***
	0.194***
	0.154***

	
	(0.004)
	(0.006)
	(0.006)
	(0.008)
	(0.004)
	(0.006)
	(0.006)
	(0.008)

	Intermediates (log) 
	0.806***
	0.815***
	0.803***
	0.820
	0.804***
	0.812***
	0.800***
	0.815***

	
	(0.003)
	(0.003)
	(0.004)
	(0.005)
	(0.002)
	(0.003)
	(0.004)
	(0.005)

	Average technical efficiency/ 
	0.258
	0.252
	0.349
	0.499
	0.356
	0.308
	0.460
	0.605

	relative productivity
	(0.035)
	(0.035)
	(0.042)
	(0.052)
	(0.049)
	(0.043)
	(0.056)
	(0.065)

	Number of observations
	6143
	3787
	3536
	1776
	6143
	3787
	3536
	1776

	Number of groups
	1890
	1273
	884
	444
	1890
	1273
	884
	444


Note: Year dummies included in all specifications. Standard errors in parenthesis. *, **, *** indicates significance at a 10%, 5% and 1% level, respectively. All estimations were carried out in Stata 11.
The result implies the inefficient use of inputs by private SMEs while capital is not enough for increasing production scale. In fact, most of fixed capital is in the form of land values. According to the SMEs survey respondents, land accounts for 47.06% of total fixed assets in general or 51.63% in 2008.
 Figure 6 supports the finding that the most difficult issue which SMEs have to facing with is the lack of capital and credit. Lending policies have been significantly improved, but having access to capital remains a major issue to many private firms, especially SMEs in Vietnam.
Figure 6: Constraints in Doing Business in manufacturing SMEs
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Note: Factors problematic for the operation and growth of businesses (Code: 1 = serious obstacle,  2 =  major obstacle, 3 = moderate obstacle).
In conclusion, the estimation showing that the technical efficiency of manufacturing firms in the SME surveys is rather low.  Apart from capital shortage, private manufacturing SMEs have to face with many constraints including lack of fuel and energy, lack of know-how etc. that can influence their business negatively. Figure 6 showing that improving business environment should be still a priority in coming years in Vietnam.  
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� World Economic Forum survey; Provincial Competitiveness Index survey; subnational surveys; Vietnam household living standard survey; the Establishment Census; Chamber of Commerce’s Companies Survey; JETRO survey of investment-related cost; etc.  


� For example, Vietnam places 79th out of 103 countries in the “Quality of the National Business Environment” criteria in the World Economic Forum’s Global Competitiveness Report 2004 – 2005, a decrease of 17 places compared to the previous year.  





� According to the authors, the four major SOCBs “extended 45 percent of their credit to SOEs, while other banks, including joint-stock banks, joint-venture banks, branches of foreign banks, two small state-owned commercial banks, and the Central People’ Credit Fund extended only 14 percent of their credit to SOEs”.


� In reality, some SOEs still sub-lease their land to private firms through informal contracts. However, this type of contract is precarious since SOEs can reclaim the land whenever they want or lease the land to other firms for higher rental fees. 


� Technical efficiency indicates that enterprises are able to produce the highest possible level of output from a given bundle of inputs.


� Two possible explanations are offered: first, surveyed firms “may be operating in market niches that are unattractive to more advanced enterprises, allowing enterprises to stay within their line of activity even though they are not technically efficient; second, rapid growth of enterprises may induce them to continuously change technologies of production, which may not allow them to fully benefit from learning-by-doing in order to produce more efficiently.”


� All values were converted to constant price, using GDP deflator published in GSO statistical year book.


� This was also converted to comparative price using GDP deflator.


� Unbalanced and balanced samples in this study are both panel data on SMEs for period 2005-2008. Unbalanced sample includes repeated observations at least for 2 year. Balanced sample include just observations those were available through reference period (4 years).


� Calculated from ILSSA’s  SMEs  survey with 6143 observations or 1890  firms in 4 years 
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