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After the Millennium Development Goals ended in 2015, the Sustainable Development Goals also
raised the goal of eradicating poverty as a prerequisite for social and economic development. 2015 figures
showed that about 734 million people of the world's population maintain a standard of living below US$ 1.9
a day. Recently, the COVID-19 epidemic crisis has caused a significant impact on the poor, including job
losses, rising prices, and health and education shortages. There would be an additional 40 million to 60

million people falling in severe poverty (below US$1.9/day) by 2020 as a consequence of COVID-19

(World Bank).

Microfinance is a panacea for poverty that emerged on a global scale, providing a pivotal strategy
to reduce poverty and a sustainable method leading to lasting development. The year 2005 was chosen as
"Intemational Year of Microcredit" as a United Nations endorsement of the role of microcredit in the fight
against poverty around the world. However, the number of people without access to banking and financial
services is currently approximately 1.7 billion globally. This situation is especially worst in developing
countries, Africa and Asia, in particular. For example, the number of inhabitants without a bank account

remains at 190 million in India, while this number is 100 million in Pakistan.

Recently, investors and donors have been interested in investing their money in the microfinance
market to obtain a high financial return in the long run. Pursuing financial objectives, however, can hinder
the development of microfinance guidelines focusing on the poor’s benefits. Microfinance is characterized
by a balance between two objectives, social objective (poverty reduction) and financial objective to ensure

stable profitability. Various questions that need more intensive answers such as, What kind of supervising



system are popular in the microfinance industry? Can social objectives go along with the financial objective
of microfinance in the long run? Also, how can policymakers maintain long-term access to the poor to
combat poverty without donor funds? These issues remain hidden behind the weak dissemination of
reporting standards, deficient financial disclosures, and few public information gateways on the
microfinance industry. Then, developing a sustainable microfinance sector is an essential object in the

process of integration and development.

Viemam is home to more than 96 million people. With relentless efforts in poverty reduction,
Vietnam has transformed from the most impoverished country to a lower-middle-income country. However,
about one-third of Vietnam's population is still poor or near-poor, and poverty is always a significant
concem in Government policies. World Bank currently selected Vietnam as one of 25 priority countries in
the Universal Financial Access by 2020 due to the imbalance between a large population and a meager rate
of financial inclusion. The percentage of adults who have not been aware of formal financial services is
approximately 69%. A large proportion of Vietnamese people, especially poor people, prefer borrowing

from money lenders at very high-interest rates.

The microfinance system in Vietnam is managed mainly by the state banks. Policy-makers are still
familiar with charitable financial aid programs, and alien to the mainstream financial mechanisms when
developing financial assistance plans for the poor. The state banking system has hardly expanded and
provided financial services to remote and mountainous areas in a stable manner. It has made a part of
impoverished people unaware of financial services. There are many issues to consider that still hidden

behind the public achievement of the microfinance sector in Vietnam.

The present dissertation chooses Vietnam as a typical case to address the gap in microfinance
studies. Instead of focusing on the beneficiaries of the microfinance system, as many studies have been done,
the subjects of this study are microfinance institutions (MFIs). The objective is to suggest a balanced
sustainability approach for MFIs in Vietnam that refers to governance practices, legal environmental, and social
and financial objectives as equally important. Particularly, it identifies the constraints and the potential, and

suggests workable approaches to support Vietnam microfinance providers in extending and developing services



throughout the country in a financially sustainable manner.

The thesis consists of six chapters in which chapter I provides a general introduction about the topic's

research, objectives, structure, methods, and importance.

Chapter II reviewed the history, development, and simplified models of the microfinance sector
throughout the world as well as discussed recent issues. Microfinance is a collection of financial services
and non-financial services to reach people who are segregated by the traditional financial system due to the
lack of physical collateral, high risk of default, and unprofitability. It is worth noting that most of the existing
microfinance institutions face the challenge of achieving sustainability, institutionalization, and governance

practices that might cause some failure in delivering financial services efficiently.

Chapter III provided broader research on the characteristics, practices, and regulatory environment
of the microfinance sector in Vietnam. Total assets of all MFIs only account for just 2% of that of the
banking sector. The range of provided products is limited with credit and compulsory savings, and the
doorstep method is prevalent. A system of part-time and non-specialized staff working in both the mass
organizations and MFIs has caused the problem of punctuality and responsibility. The State Bank of
Vietnam and government bodies heavily involve the microfinance operation with a high proportion of
subsidized credit. Many MFIs are then at stake because of their role as a microfinance-as-charity mission,
and their operation can grow only with the proportionate increase in subsidies. The present contexts have
also precluded a fair and competitive environment for the microfinance market. The regulatory framework

has gradually completed, but it might not serve the sector in the right way.

Chapter IV was composed of evaluations on the efficiency and financial sustainability of MFIs.
Vietnamese MFIs are efficient in general, and the leading cause of the inefficiency is that MFIs are operating
in a range incompatible with existing resources and management capabilities. Moreover, the specifications
indicated the difference in the social and financial achievements of Vietnamese MFIs. Accordingly, MFIs
are focusing primarily on the goal of providing loans and increasing profits while they do not succeed in
serving poor women and especially not in reducing poverty. NGOs engaged in microfinance activities

achieved higher social efficiency results than other MFIs. Regarding the determinants assessed efficiency



scores, the study pointed out essential indicators that result in both social and financial efficiency to MFTs.
As an essential factor for both social and financial goals, ROA is applied as the dependent variable in
another regression model; then, the result explored that OSS, GLP, FAR, and PAR>30 have strong effects.
Over time, technology applications of Vietnamese MFIs have been paying more attention to improving the
team's technical capacity. However, indicators of improvement in operation and management tend to

decrease and lead to a waste of available resources.

Chapter V included a comparative analysis tracing policy intervention, national statistics, structure,
and lending practices of Vietnamese MFIs to peer organizations in neighboring countries. Cambodia is the
leading performer with high records on the loan portfolio, assets, and personnel. The Philippines has been
prosperous in encouraging policy and regulatory frameworks to support private players providing a diverse
array of microfinance products and services. Despite still in the early stages of development, Lao PDR has
promoted the use of technology in delivering microfinance products to reach the poor in disadvantageous
areas efficiently. The authorities in the three mentioned countries have followed financial deregulation
supporting market-driven rather than directly joining and providing microfinance services. In contrast,
Vietnam’s microfinance has targeted policy lending with substantial subsidies from the govermnment and
intemational donors. Despite following the same approach of microfinance for social development and
poverty alleviation, the country employs the dual approach, including market-driven and state-driven, to
control microfinance operations. The major problem for Vietnamese MFIs is their weak operational

autonomy and their reliance on external funding.

Chapter VI summarized the key findings of the study related to the research objectives and

concluded with the policy implications, study limitations, and suggestions for further research.



