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Chapter 3 

 

 Reform of State-Owned Enterprises and the 

Equitisation Process in Vietnam 

 

 

 
3.1. Introduction 

 

Chapter 2 has reviewed the theoretical and empirical literature on privatisation. 

Before closely examining the impact of equitisation on firm performance, this 

chapter provide an overview of the reform of state-owned enterprises (SOEs) in the 

context of the overall programme of economic reform in Vienam. The policy of 

economic reform in Vietnam officially started in 1986 and is   named doi moi in 

Vietnamese. As a main component of the economic reforms, some comprehensive 

measures to restructure the SOEs have been launched. These measures have 

focused on enhancing the performance, competitive capability and reducing the 

number of SOEs. Among other measures, equitisation has been seen as a main 

instrument to reform the SOEs effectively and quickly. 

The rest of this chapter is structured as follows. Section 3.2 describes the economic 

reforms in general, with an emphasis on SOE reforms. Section 3.3 more 

specifically focuses on the process of equitisation. Finally, Section 3.4 concludes 

the chapter. 

 

 

3.2. Reform of state-owned enterprises in the context of the overall 

programme of economic reform 

 

After the defeat of the French in 1954, Vietnam was temporarily divided into two 

parts, the North and the South. In the North the government immediately adopted a 

Soviet-style central-planning model to take care of the tasks of economic 
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reconstruction and social development. The main elements of the model are quick 

industrialisation, collectivisation of agriculture and strong central control of the 

economy. In order to achieve these objectives the Vietnamese leaders at that time 

claimed that state-owned enterprises (SOEs) should play a leading role in the 

economy. Consequently, the SOE sector was rapidly established through both a 

comprehensive nationalisation programme of existing privately-owned enterprises 

and creating new ones. Indeed, by the end of 1960, 100 percent of the industrial 

enterprises, 99.4 percent of the commercial enterprises, and 99 percent of the 

transportation enterprises, which used to belong to foreign and domestic capitalist 

owners, were nationalised and transformed into SOEs. Additionally, in the first 

five-year plan for the years 1961-1965, the government invested, on average, 61.2 

percent of total budget expenditures in establishing new SOEs (Vu, 2002).  

Under the central planning the SOEs were directly controlled and managed by 

corresponding ministries of the central government or departments of the local 

government. They were seen as pure production units and had no freedom to decide 

either what they produced or whom they produced for. Indeed, their tasks are 

simply to receive inputs and implement production plans formulated by the various 

ministries and departments in question. Regardless of their quality finished 

products are directly transferred to the ministries and departments. Importantly, 

operating profits, which were also pre-determined in the plan, were transferred to 

the government budget, and losses were compensated from the government’s 

budget.  

After the unification of the country in 1975, the Vietnamese government started 

imposing central planning on the South within the five-year plan for the years 

1976-1980. Following a similar procedure as was conducted in the North after 

1954, many private and public enterprises under the former government in the 

South were quickly and forcefully transformed into northern-style SOEs through a 

nationalisation programme. In the beginning of 1978, 1,500 private enterprises, 

which employed 130,000 workers or 70 percent of the workforce in this sector, 

were nationalised and converted into 650 SOEs (Nguyen, 1980). In addition, 

substantial investments were done on new industrial SOEs. Specifically, according 

to Vu (2002), the state’s investment in heavy and light industry accounted for 21.4 

and 10.5 percent of the total state’s investment in 1976 respectively. In spite of a 

large amount of investment in the industrial sector and the rapid expansion of the 

SOEs, the 1976-1980 five-year plan was a complete failure. None of the targets 

established in the plan were met. Specifically, the average growth rate of GDP was 

only 1.7 percent instead of between 13.0 and 14.0 percent per year as targeted.  

Furthermore, the Vietnamese economy came under serious strain during the late 

1970s due to the political and economic isolation of Vietnam from most of the 

world, combined with a bad agricultural harvest. Consequently, the state was not 
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able to supply inputs to the production units (SOEs) and food to the people. Facing 

the threat of economic crisis, the government started to reconsider the merits of the 

model that it was pursuing. At the Fifth Plenum of the Fourth National Party 

Congress in July 1979, initial changes to the model were made. The issuance of 

Decree 25/CP, on January 21 1981, is seen as the most important decision that 

marked the change in economic strategy. Specifically, the so-called Three-Plan 

System, under which a state-owned factory must have a single plan with three 

elements, is the main element of the Decree. The most important element is called 

Plan A, which is mandatory. Under this Plan the factory has to produce and supply 

output at low prices to the state, using inputs provided by the state. Moreover, 

profits obtained from this Plan have to be transferred to the state budget. When the 

factory has surplus capacity, they could use a second plan, Plan B. In this case the 

factory freely acquires inputs by itself, but it could only produce the products 

specified in Plan A. Output of Plan B is regularly sold to trading SOEs, and the 

factory could also dispose of its products in the free market. A third plan, Plan C, is 

non-compulsory and to be established by the factory (Fforde and De Vylder, 1996). 

Under this Plan output usually concerned minor products that are made through the 

factory’s own attempts at diversification. This production is absolutely free in both 

acquiring inputs and disposing of outputs in the free market. It is important to note 

here that profits under the second and third plan could be retained by the factory 

with a predetermined proportion.  

Despite having some considerable achievements with respect to industrial 

production, reform measures in the 1980-1985 were not able to save the system of 

central planning. Specifically, the economy was still stagnating with a high state 

budget deficit and inflation. In an attempt to revive the economy and control 

inflation, a policy package (price, wage and monetary reform) was launched in 

September 1985. This policy package was a failure, because it did not fully solve 

the roots of the problem. Consequently, prices were still centrally determined and 

SOEs were given more subsidies. Soft budget constraints resulted in a substantial 

state budget deficit. The deficit could only be financed by printing money, which 

strongly contributed to the pre-existing inflationary tendency. In fact, in 1986 alone 

the consumer price index increased by 487 percent (see Table 3.1). The unexpected 

macroeconomic impact of the policy package urged the State to take more drastic 

economic-reform measures in the second half of the 1980s. 

The Sixth National Party Congress of December 1986 marked an important shift in 

the economic reforms. Specifically, the central planning mechanism was officially 

abandoned and replaced by a market economy. This policy is often referred to as 

economic reform (doi moi). The first and most important measure in the framework 

of doi moi was included in Decision 217/HDBT, issued in November 1987. Under 

this Decision the elements of the old planning mechanism on the SOEs are 
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removed. Specifically, the SOEs were granted autonomy to establish and 

implement their own production plans based on socio-economic development 

guidelines issued by the state. In addition, the mechanism in which inputs are 

supplied by the state and outputs have to be transferred to the state was abolished. 

Instead, the SOEs could directly sell their products to other trading companies or 

even to final consumers. Moreover, profits computed on the basis of real costs were 

retained by the SOE and used at their own discretion, except for compulsory 

transfers to the state budget. Furthermore, prices of products were determined on 

the basis of supply and demand conditions in the market in the case of non-price-

controlled products. For the case of price-controlled products, the SOEs had to 

refer to price tables (floor and ceiling prices) before setting prices for their 

products. However, the number of price-controlled products was rapidly reduced. 

The change in management mechanism of the SOEs under Decision 217/HDBT, 

combined with other policies, for instance the issuance of the Law on Foreign 

Direct Investment in 1987, resulted in a large number of SOEs facing difficulties 

and incurring losses. To deal with this problem, the state issued Decree 388/HDBT 

on 20 November 1991, which provides a legal framework for restructuring the 

SOEs. Under this Decree conditions for establishing new SOEs and closing 

existing SOEs are clearly defined. Specifically, an SOE could be forced to be 

dissolved or to merge with another if they are in one of the following categories: 

(1) poor performance (continuous loss-making), (2) lack of capital or technology, 

(3) insufficient market demand for its products. Moreover, based on a resolution of 

the tenth session of the Eighth National Assembly, the Prime Minister issued 

Decision 202-CT to launch an equitisation (privatisation) programme in mid-1992. 

These efforts in restructuring the SOEs achieved an impressive result in reducing 

the number of SOEs. In fact, the number of SOEs decreased from 12,297 in 1991 to 

6,264 by April 1994 (Vu, 2002). 

The SOEs were further restructured following the issuance of Decision 90 and 91 

in 1994 on the establishment of General Corporations, namely General Corporation 

90 and 91. Specifically, Decision 90 called for the establishment of state 

corporations with at least five voluntary SOE members and minimum legal capital 

of VND 100 billion while Decision 91 called for formation of much larger 

corporations with at least seven SOE members appointed by the state and minimum 

legal capital of VND 1,000 billion. With respect to management, the General 

Corporation 90 belongs to corresponding ministries or provincial governments 

while the General Corporation 91 is directly under the control of the Prime 

Minister. The reason behind the establishment of state corporations is to enhance 

the competitive capacity of the Vietnamese SOEs in the context of globalisation of 

the economy. 
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The SOEs have been significantly reorganised after the enactment of the Law on 

SOEs in 1995. According to the Law, SOEs are classified into two groups. The first 

group refers to profit-seeking SOEs, the primary objective of which is making 

profit while the second group is defined as non-profit SOEs, which produce and 

distribute public services or take responsibilities on national defence or security 

activities. Moreover, the roles of ministries and provincial governments in 

controlling the SOEs (controlling agencies) are clearly defined in the Law. 

Specifically, the controlling agencies have the authority to restructure or dissolve 

SOEs as well as appoint senior positions in the SOEs (the Chairman and other 

members of the board of directors, the manager and chief accountant). 

Furthermore, the responsibilities of the Ministry of Finance (MOF) in managing the 

state’s capital in the SOEs, the relationship between MOF and other controlling 

agencies of the SOEs are determined in the Law. Importantly, the SOEs are 

allowed to decide what, how and for whom to produce. Additionally, they are free 

to do business with each other and with non-SOEs, including foreign companies in 

the form of joint ventures or business contracts. Also, the SOEs are almost 

independent in using their capital and assets received from the government, 

borrowing and investing, except for big projects or important equipment that 

requires the approval of the finance authority. Finally, net income fully belongs to 

the SOEs and is distributed into three funds, namely a welfare, reward, and 

business development fund.  

The SOE reform measures in this period, combined with the success of 

macroeconomic reform, led Vietnam to achieve a high rate of economic growth, 

especially between 1992 and 1997. In addition, inflation was controlled (see Table 

3.1). However, the SOEs entered a difficult phase since the end of 1997 due to the 

financial crisis in Asia. Indeed, they faced serious problems in selling their 

products in both the domestic market and the international market because of the 

currency devaluations of neighbour countries. Consequently, the SOEs’ 

performance generally deteriorated, and many of them incurred losses. In fact, 

according to Vu (2002), loss-making SOEs accounted for 60 percent of the total 

SOEs at the end of 1997. Poor performance of the SOEs partly resulted in a 

decrease in economic growth for the period of 1998-1999.  

To overcome the poor performance of the SOEs and avoid the burden for the state 

budget, some impressive measures on SOEs reform have been continuously 

conducted since 1998. These measures have focused on improving performance 

and concurrently reducing the number of SOEs. The most important policy 

regarding SOE reform in this period is the issuance of Decree 44 on June 27 1998 

to end the pilot stage and launch the expansion stage of the equitisation 

programme. This Decree has a strong effect on the progress of the equitisation 

process. In addition, the state issued Decree 103/ND-CP in September 1999 on 
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“transfer, sale, management contract and lease of SOEs” applying for small and 

loss-making SOEs that do not satisfy conditions for equitisation
1
. 

 

Table 3.1: Some economic performance indicators of Vietnam, 1985-2003 

 

Year Annual GDP growth rate (%) Annual inflation rate (%) 

1985 3.8 Na 

1986 2.8 487.0 

1987 3.6 317.0 

1988 5.1 311.0 

1989 8.0 35.0 

1990 4.5 67.0 

1991 6.1 68.0 

1992 8.6 18.0 

1993 8.1 5.0 

1994 8.8 14.4 

1995 9.5 12.7 

1996 9.3 4.5 

1997 8.2 3.6 

1998 5.8 9.2 

1999 4.8 0.1 

2000 6.8 -0.6 

2001 6.9 0.8 

2002 7.1 4.0 

2003 7.3 3.0 

Source: Fforde and De Vylder (1996) and the General Statistics Office’s website 

(www.gso.gov.vn)  

Note: na: not available 

 

 

In short, this section provides an overview of the main elements of economic 

policies, in general, and SOE policies, in particular, in Vietnam for the period from 

1976 onwards. It is important to stress here that economic reform in Vietnam 

officially only started in 1986. The Vietnamese economy has since entered a new 

development phase with many impressive achievements. As the main component of 

the economic reform, the state has launched some measures to reform the SOEs 

                                                           
1
 More details about the equitisation process and the “transfer, sale, management contract and 

lease of SOEs” are presented in the next sections.  
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with the aims of improving the performance and reducing the number of SOEs. 

Among other measures, equitisation has been seen as a main one to reach these 

objectives. As a result of these measures, the number of SOEs has significantly 

decreased, from 12,297 in 1991 to 5,364 by the end of 2002 (GSO, 2004). 

However, SOEs still play an important role in the Vietnamese economy. In fact, 

they have held an essential position in many key economic sectors and contribute 

for a considerable portion to Vietnam’s GDP (see Table 3.2). 

 

Table 3.2: Shares of the state-owned and non-state sectors in GDP, 1989-2003 

 

Year SOE sector (%) Non-SOE sector (%) 

1989 33.2 66.8 

1990 32.3 67.7 

1991 33.2 66.8 

1992 34.3 65.7 

1993 35.4 64.6 

1994 36.7 63.3 

1995 40.2 59.8 

1996 39.9 60.1 

1997 40.5 59.5 

1998 40.0 60.0 

1999 38.7 63.1 

2000 38.5 61.5 

2001 38.4 61.6 

2002 38.4 61.6 

2003 39.1 60.9 

Source: Computed from Dodsworth et al. (1996) for the period of 1989-1994 by Le (2003) and 

the General Statistics Office for the period of 1995-2003  

 

 

3.3. Overview of the equitisation process in Vietnam 

 

The privatisation programme in Vietnam, officially called “Equitisation 

Programme” (co phan hoa) started in 1992 as part of the State-Owned Enterprise 

Reform Programme, in the context of overall economic reforms. Equitisation is 

defined as the transformation of SOEs into joint-stock companies and selling part 

of the shares in the company to private investors in order to improve the 

performance of the firms in question. Equitisation differs from privatisation in the 
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usual western sense in that it does not necessarily mean that the government looses 

its ultimate control over the firm. To the contrary, in the case of Vietnam the 

government still holds decisive voting rights in many cases. Another remarkable 

difference with usual Western privatisation practices is that employees and 

managers of the firms acquire a substantial portion of the shares in the equitised 

firms. Details of the equitisation process are discussed in the following sub-

sections.  

 

3.3.1. Stages of equitisation 
 

The equitisation process in Vietnam can be divided into two stages. The first one is 

called the pilot stage, ranging from 1992 to 1996, and the second is the expansion 

stage, from 1996 onwards. 

 

The pilot stage of the equitisation programme (1992 -1996) 

 

Based on a resolution of the tenth session of the Eighth National Assembly, the 

Prime Minister issued Decision 202-CT to launch the equitisation programme on 

June 8, 1992. According to this Decision, SOEs involved in the pilot equitisation 

programme should be small or medium-sized and profitable or at least potentially 

profitable enterprises, but should not be “strategic enterprises”. Moreover, the 

Decision stipulates that employees of equitised enterprises have a first right to buy 

the shares at preferential terms. Being afraid of a social collapse such as in Eastern 

and Central European countries, the Vietnamese government launches the 

equitisation process very carefully. In the pilot period from 1992 to 1996, only five 

SOEs were equitised. It involves small SOEs from the transportation, shoes, 

machine and food-processing industries. In most of those enterprises, the 

employees hold the dominant portion of shares, and the state still owns nearly 30 

percent of the shares. The capital and ownership structure of the first five firms in 

the pilot stage is summarised in Table 3.3. 

 

The expansion stage of the equitisation programme (1996 – present) 

 

Recognising the need for a more aggressive approach, the Government issued 

Decree 28-CP in May 1996 to end the pilot stage and to start a new stage of the 

equitisation process. This decree maintains the general principles of the pilot 

equitisation programme, extends the scope of equitisation to all non-strategic small 

and medium-sized SOEs, and requires SOEs’ controlling agencies (ministries, 

People's Committees of provinces and state corporations) to select enterprises for 

equitisation. However, since this Decree went into force the pace of the equitisation 
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process did not quickly improve compared to the previous period. In fact, only six 

SOEs were completely equitised in the second half of 1996, and additional four 

SOEs were equitised in 1997. 

 

Table 3.3: Capital and ownership structure of the first five equitised firms in the 

pilot period  

 

Ownership structure (%) 
Firm name 

Capital 

(Billion VND
*
) State Employees Outsiders 

Transportation Service Co. 6,200 18.0 77.0 5.0 

Refrigeration & Electrical Engineering Co. 16,000 30.0 50.0 20.0 

Hiep An Shoes Co. 4,793 30.0 35.2 34.8 

Animal Food Processing Co.  7,912 30.0 50.0 20.0 

Long An Export Product Processing Co.  3,540 30.2 48.6 21.2 

Source: Chu (2002). 
* 

The USD/VND exchange rate on Dec. 31
st
, 2004 is 15,745 VND per USD. 

 

 

The equitisation process has accelerated since the promulgation of Government 

Decree No. 44/1998/ND-CP in mid-1998. The Decree provides a fairly clear and 

comprehensive framework for transforming SOEs into equitised firms. 

Consequently, annually hundreds of SOEs have been equitised following the issue 

of this Decree. Although Decree 44 has played an important role in stimulating the 

equitisation process, it still has some shortcomings, e.g., concerning the firm-

valuation method. As a result, the government issued Decree 64 in mid-2002 to 

replace Decree 44. The new decree, that has about 10 major changes compared 

with the former Decree 44, such as firm-valuation methods, initial public-offering 

requirements, founders’ obligation, has a strong effect on cranking-up the pace of 

the equitisation process. Indeed, the number of SOEs, which were successfully 

transformed into equitised firms in the period 2003-2004, reaches 1,292, 

accounting for about 57.6 percent of the current total number of equitised firms.  

Over 12 years of implementation, the equitisation process in Vietnam has led to 

some important results. Up to the end of 2004, a total of 2,242 SOEs, with a total 

capital of about VND 17,700 billion, have completed the equitisation process. 

However, the process has progressed slowly, and it is hard to achieve the 

Government’s goal of equitising about 3,000 SOEs by 2005. In addition, most of 

the SOEs that have been selected for equitisation are small and medium-sized. 

Indeed, according to a report of the National SOE Reform Board, firms that have 

less than VND 10 billion in capital account for 81.5 percent of the total number of 
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equitised firms. It is important to note here that “strategic” SOEs are not included 

in the equitisation programme. Regarding the ownership structure of equitised 

firms the report reveals that insiders (employees and management board) hold 

dominant shares in the firms, and the state still owns over one-third of the total 

shares of the firms. Specifically, in 2,242 firms equitised by the end of the year 

2004, insiders, on average, control 46.5 percent, and the state still holds 38.1 

percent, on average, of the total shares of the firms. The rest, only 15.4 percent on 

average, belongs to outside investors. Furthermore, firms in which the state owns 

more than 50 percent of the shares account for 29.5 percent of the total number of 

equitised firms
2
. Table 3.4 provides a comparison of the ownership structure of 

equitised firms in Vietnam with privatised firms in other transition countries, 

showing that, with the exception of Georgia, the share of outsiders in Vietnamese 

equitised firms is low even compared with other transition economies. Table 3.5 

presents the number of equitised firms in Vietnam for the period from 1993 to 

2004. 

 

Table 3.4: Ownership structure of privatised firms in Vietnam (2004) and other 

transition countries (%) 

 

Country The state Insiders Outsiders 

Vietnam (2004) 38.1 46.5 15.4 

Georgia (1997) 23.3 64.4 12.4 

Kazakstan (1997) 16.1 37.6 46.3 

Kyrgyz Republic (1997) 5.6 70.8 23.6 

Moldova (1997) 23.8 38.0 38.2 

Russia (1997) 14.7 59.6 25.7 

Ukraine (1997) 15.4 61.5 23.1 

Source: Nguyen (2005) for Vietnam and computed from Djankov (1999) for the other transition 

countries 

 

 

3.3.2. Role of the National Steering Committee for Enterprise Reform and 

Development (NSCERD) in implementing the equitisation process 

 

In order to efficiently implement the reform of SOEs, in general, and the 

equitisation process, in particular, the Vietnamese government decided to establish 

                                                           
2
 These figures are drawn from the report of the National SOE Reform Board, according to 

Nguyen (2005). 
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a National Enterprise Reform Committee in June 1998. The committee has the 

responsibility to assist the government in planning, coordinating and guiding the 

implementation of SOE reform consistently. The committee was replaced by the 

National Steering Committee for Enterprise Reform and Development (NSCERD) 

in 2000, but basically kept the same responsibilities. The organisation of the 

NSCERD is illustrated with Figure 3.1. 

 

Table 3.5: Number of SOEs to be annually equitised for the 1993-2004 period 

 

Year 
Number of equitised 

firms 

Total capital 

(mil. VND) 

Mean of capital per firm 

(mil. VND) 

1993 2 22,200 11,100 

1994 1 4,793 4,793 

1995 2 11,452 5,726 

1996 6 19,032 3,172 

1997 4 55,800 13,950 

1998 101 480,223 5,163 

1999 254 1,311,636 12,171 

2000 212 n.a. n.a. 

2001 206 n.a. n.a. 

2002 164 n.a. n.a. 

2003 537 n.a. n.a. 

2004 753 n.a. n.a. 

Total 2,242 n.a. n.a. 

Source: Dang (2000), Nguyen (2004b) and Nguyen (2005) 

 

 

By regulation, the Director of NSCERD should be a Deputy Prime Minister. 

Additionally, vice-directors, specialized members, who work full-time for the 

NSCERD, and concurrent members, who just work part-time for the NSCERD, are 

senior officers to represent the Economic Department of the Central Communist 

Party, related Ministries and governmental agencies. Moreover, the Department for 

Enterprise Reform and Development, a unit of the Central Government Office, 

serves concurrently as an assistant agency of the NSCERD. Besides, the Committee 

for Enterprise Reform and Development in ministerial and provincial level 

authorities and general state corporations is also established in order to help these 

agencies manage all activities regarding SOE reform within their scopes. 
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Figure 3.1: Organisation of the NSCERD 

 

 

With the given authorities, the NSCERD has played a central role in implementing 

the SOE reform and equitisation process in Vietnam. Specifically, the roles of the 

NSCERD can be briefly summarised as follows: 

- to prepare general plans and strategies related to SOEs reform, including 

equitisation plans, for each given period and submit them to the government for 

approval; 

- to direct and supervise the implementation of the programme and plans 

regarding to SOE reform that are approved; 

- to assess achievements and shortcomings in implementing these programme, 

and, based on observed results, to give recommendations in order to overcome 

these problems; 

Director of the Committee 

Specialized members 

of the committee 
 

Department for SOE Reform and 

Development (Under the Central 

Government Office) 

Committee for SOE Reform and 

Development (Under Ministries 

and General Corporation) 

Committee for SOE Reform 

and Development (Under 

Provincial Governments) 

Vice-Directors of the 

Committee 

Concurrent members 

of the committee 
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- to cooperate with authorised agencies to prepare the legal framework for SOE 

reform and equitisation; 

- to verify plans on SOE reform of Ministries, provinces and state general 

corporations before submission to the government for approval. 

 

 

3.3.3. The equitisation procedure of  SOEs in Vietnam 

 

By regulation, the implementation procedure for equitisation of a given SOE must 

consist of several steps. First, the government agency that controls the SOE 

(ministers, provincial people’s committees and state corporations) forms the 

steering committee for equitisation. Then, the committee is responsible for 

selecting a list of SOEs that fulfil the requirements for equitisation and submit it to 

the NSCERD and the Prime Minister for approval. Subsequently the agency in 

question will inform each candidate company about the decision on equitisation. 

Also the agency issues the decision to establish the company’s equitisation board 

and offer training for the equitisation-board members and concerned company 

officials. 

The second step is that the company’s equitisation board will have to explain the 

government’s equitisation policies and regulations to employees. The board also is 

responsible for preparing the company’s financial statements over the last three 

years, a report on the company’s personnel, an inventory of assets comprising 

assets in use, assets unneeded, assets to be liquidated, and social assets (housing for 

employees and schools for employees’ children invested by the company’s fund, 

etc.) to be transferred to the company trade union, and an estimate of expenditures 

for equitisation up to the moment that the first general meeting of shareholders is 

closed. 

In the next step the general manager of the selected SOE has to settle debts, clarify 

the status of unsold materials, and liquidate assets identified for liquidation, open 

an account at the State Treasury for depositing proceeds from sales of the equitised 

enterprise’s shares, and establish a register for listing prospective shareholders. 

In the fourth step the company equitisation board must prepare a three-year 

business plan for the post-equitisation period and establish a council to re-evaluate 

company valuation based on regulations and guidance of the Ministry of Finance. 

Practically this work is the most complex and time-consuming in the process
3
. In 

addition, the board also prepares a detailed equitisation plan to be presented in an 

extraordinary congress of employees for reviews and comments. Then, the results 

                                                           
3
 A detailed description of the company evaluation for equitisation is presented in the following 

section. 
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of the company re-evaluation and the final equitisation plan are submitted to the 

controlling agency for approval. Before finishing this step, the board has to draft 

the equitised company's statutes and send it to the controlling agency for 

comments. 

In the following step, the controlling agency takes measures for approval of the 

final equitisation plan and proposes nominees to represent the state on the board of 

directors and supervisors of the company. In this step the controlling agency also 

directs the company equitisation board to organise the first meeting of shareholders 

and issues the decision to transform the SOE into an equitised company. 

After receiving the decision to transform the ownership structure, the company’s 

equitisation board must publicly announce its pre-equitisation financial status and 

plan to sell its shares. Based on the equitisation plan, the board organises the sales, 

transfers proceeds to the account at the State Treasury, and then reports the 

outcome to the controlling agency. Furthermore, the board proposes a list of 

candidates for the board of directors and supervisors and seeks for the agreement 

from the controlling agency. Then the company equitisation board convenes the 

first meeting of shareholders in order to elect the board of directors, the board of 

supervisors and adopt the statutes of the equitised company. 

Following the first shareholders meeting, the company director and chief 

accountant of the former SOE, in the presence of the company equitisation board 

and the controlling agency, transfer the management responsibilities of the 

company to the newly elected board of directors. 

Finally, the Board of directors applies for the new seal of the equitised company, 

complete the procedure for transferring ownership from the SOE to the equitised 

company, and organises the inauguration of the equitised company. 

To sum up, the equitisation process in Vietnam can be divided into eight steps. 

Practically, the evaluation of the company is the most difficult step and takes much 

time to implement. In addition, the company equitisation board plays an important 

role in the process. Indeed, they are involved in almost all steps and have to prepare 

all required documents. However, the local government agency (provincial 

Committee for Enterprise Reform and Development) has full power to pass the 

entire equitisation process.  

 

3.3.4. Main features of the equitisation programme 

 

As briefly mentioned at the beginning of this section, the equitisation programme in 

Vietnam has its own characteristics that differ from the privatisation process in 

other countries. The main features of the programme can be summarised as 

follows. 
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Objectives of the equitisation  

 

The following issues are defined in the government’s policy on the SOE reform as 

objectives of the equitisation programme:  

- improving the performance and competitiveness of enterprises by ownership 

diversification; 

- mobilising capital from employees and outside investors, including domestic 

and foreign investors, for renewing technologies and developing enterprises’ 

business; 

- balancing interests of the state, employees and shareholders in the equitised 

enterprise. 

 

Forms of equitisation 

 

In order to convert the SOEs into equitised enterprises, the enterprises can choose 

one of the following forms of equitisation depending on their characteristics: 

- maintaining the existing capital of the SOE and issuing additional shares to 

mobilise more capital for developing their business; 

- selling a part of the existing state capital of the SOE; 

- selling the entire existing state capital of the SOE; 

- partially or entirely selling the existing state capital of the SOE and 

concurrently issuing additional shares to mobilise more capital. 

 

Valuation of the SOEs to be equitised 

 

The valuation of the SOEs is the most important and difficult work in the 

equitisation implementation process. Since the interest of the government and 

investors (many of them are employees of the enterprise to be equitised) regarding 

the valuation of the enterprises usually conflict, it is hard and usually time-

consuming to achieve the agreed value. According to Decree 187/2004/ND-CP 

issued by the Prime Minister on November 16 2004, the valuation of the SOEs can 

be determined by the following methods: 

- the asset method;  

- the discounted cash-flow (DCF) method. 

 

The asset method 

 

According to the asset method, the value of the SOE at the time of equitisation is 

determined by the following formula: 
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Enterprise value = Total assets value – Total liabilities + Commercial advantages 

 

where: Total assets value = Total fixed assets value + Total current assets value 

 

For tangible fixed assets and physical current assets the values are computed on the 

basis of quantity, market price of new and comparable assets at the time of 

equitisation and remained quality based on the following formula:  

 

Assets value = Actual quantity x Market price x Remained quality (%) 

 

The value of other assets is based on the accounting book value. Similarly, 

liabilities are based on the accounting value at the time the SOE is to be equitised, 

including debt payable, reward and welfare funds for employees. 

Furthermore, the commercial advantages (geographical location, brand names, etc.) 

are calculated on the basis of an excess rate of return for the last three year before 

equitisation by the following formula: 

 

Commercial advantages = Total state capital x Excess rate of return 

 

where: 

 

Excess rate of 

return 
= 

3-year average rate of 

return on equity of the SOE 
- 

10-year state bond 

rate 

 

The discounted cash flow (DCF) method 

 

With this method, the value of the SOE is determined on the basis of projections of 

net income for dividend and the discount rate, regardless of the SOE’s current asset 

values. By regulation, the method is applicable to SOEs operating in financial and 

consulting services, construction designing, informatics and technology transfer, 

and having an average return on equity in five consecutive years before equitisation 

higher than the return on 10-year government bonds.  

 

Organisation of the valuation of the SOEs 

 

According to Decree 187, if the SOEs under equitisation have total asset values of 

VND 30 billion or more, their valuation must be conducted by a professional 

organisation such as an auditing company, a securities company, a price evaluation 

organisation or an investment bank, either domestic or foreign. However, if the 

SOEs have total asset values less than VND 30 billion, it is not absolutely 
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necessary to hire any valuation organisation to determine their valuation. In this 

case, the SOEs are permitted to evaluate themselves, but the valuation results have 

to be submitted to the authorised agency for approval. 

 

First shares offering 

 

The structure of first shares issue (the percentage of share held by the state, 

employees, outside investors) is included in the equitisation plan and approved by 

the authorised agency. First of all, in principle, the state holds a portion of shares 

depending on the kind of SOE. The remaining shares, then, are sold to employees 

and strategic investors of the enterprise with a special discount. It is important to 

clarify here that strategic investors should be domestic investors who play an 

important role in the enterprises’ business such as regular suppliers of raw 

materials, customers who undertake to buy the products of the enterprises on a 

long-term basis. According to Decree 187 the strategic investors are allowed to 

purchase a maximum of 20 percent of the total shares for sale at a discount of 20 

percent compared to the average auction price. However, they are obligated to hold 

these shares for a period of three years after the date when business registration 

certificates are issued to the equitised enterprises. In special cases the strategic 

investors can transfer their shares to other investors, but the deal must be approved 

by the board of directors. Finally, the remaining shares are offered to other outside 

investors, including foreign investors through a public auction. However, foreign 

investors are not allowed to hold more than 30 percent of the total shares in an 

equitised company.  

The form of the public auction is dependent on the value of shares that is allocated 

to the outside investors. Specifically, the auction must be conducted through an 

intermediary financial organisation if the value is greater than VND one billion. 

Especially, the auction should be held at the Securities Trading Centre in the case 

that the value exceeds VND 10 billion. However, the auction can be implemented 

at the enterprise if the value of shares offered to the public is equal to or less than 

VND 1 billion.  

 

Preferences for equitised companies  

 

According to Decree 187 equitised companies will receive preferential treatment 

from the government. The main preferences as follows: 

- preferences with respect to the enterprise income tax in line with any newly-

established enterprises (in the normal case, the enterprise is exempted from income 

tax for the first two years and a 50 percent reduction of income tax for the third and 

fourth year after equitisation); 
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- exemption from the registration fee for registered assets of the new companies; 

- entitlement to borrow from state commercial banks and other state financial 

organisations using the same mechanisms and interest rates that are applied to 

SOEs; 

- entitlement to continue using social assets, such as nursery schools, clubs, these 

assets are not included in the enterprise value); 

- compensation for equitisation expenses from the proceeds. 

 

Preferences for employees in equitised enterprises  

 

Employees of SOEs that are selected for equitisation receive some special 

treatment from the government following equitisation. Specifically, they will be 

entitled to buy a maximum of 100 shares (VND 10,000 for each) for each year they 

have worked for the SOEs at a 40 percent discount on the basis of an average 

auction price. Especially, since 2005 these shares are freely transferred regardless 

of how long they are kept. Moreover, the employees will be retrained if their skills 

are not suitable to work for the newly-equitised enterprises. Finally, employees 

who are laid-off as a result of the equitisation process will receive a lump-sum 

compensation from the government. 

 

 

3.4. Conclusions  

 

This chapter reviews SOE policies along with the general economic policies in 

Vietnam since 1976. Initially adopted in 1954, the central-planning model caused 

many problems for the Vietnamese economy. Specifically, the economy came 

under serious strain during the period from 1979 to 1985. In an attempt to revive 

the economy, the government initiated remarkable economic reforms (doi moi) in 

1986, which ended the central-planning era and adopted the market economy. 

Subsequently, the country’s economy showed impressive results in terms of 

economic growth and inflation, especially since 1989. Along with the economic 

reforms some comprehensive measures to restructure SOEs have been launched 

since 1986. Among other measures, equitisation has been seen as the best way to 

restructure the SOEs effectively and quickly. Specifically, the equitisation process 

in Vietnam started in 1992 with two stages, a pilot stage from 1992 to 1996 and an 

expansion stage from 1996 onwards. As an achievement of over 12 years of 

implementation, by the end of 2004 a total of 2,242 SOEs with a total capital of 

about VND 17,700 billion have been equitised.  

 




