BANKING & FINANCE

Revival almost
assured
Though not escaping the ill-effects of last year, major consumer lenders
in Vietnam remain in sound shape as economic recovery unfolds.
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inevitably led to a major interruption of commercial activities in various sectors of the
economy. Nevertheless, the direct impact of
the pandemic on the consumer lending sector
was not overly pronounced. As of the end of
the year, FE Credit, the country’s leading
lender, had increased its Ending Net Receivables (ENR) by 9 per cent year-on-year and
improved its capital adequacy ratio (CAR)

Managing risks

In such diﬃcult circumstances, FE Credit
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he Vietnam Prosperity Joint Stock
Commercial Bank (VPBank) on April
28 oﬃcially announced it had sold 49
per cent of the charter capital of the VPBank
Finance Company Ltd. (FE Credit) to Japan’s
Sumitomo Mitsui Financial Group (SMFG).
VPBank’s ﬁnancial arm was evaluated at $2.8
billion. With the transaction completed, FE
Credit expects to receive support in terms of
funding, corporate governance, and knowhow in consumer ﬁnance in Asia from one of
the leading consumer ﬁnance companies in
Japan. The deal is an example of the increasing
interest of foreign investors, especially Japanese
ﬁnancial giants, in Vietnam’s booming nonbank loan market. After growing at over 30
per cent per annum during the 2015-2019
period, the sector grew just 10 per cent or so
during the challenging 2020. The country’s
consumer lending sphere, however, is still
expected to recover and post strong growth
in the years to follow.

from 15.19 per cent in 2019 to 19.14 per cent,
while reducing its cost-income ratio (CIR)
from 30.2 per cent in 2019 to 27.6 per cent.
As a result, VPBank’s ﬁnancial arm posted
pre-tax proﬁt of $161 million for the year.
“We overcame the year of pandemic impacted
less than other ﬁnancial companies, and all
parameters are improving,” Mr. Kalidas Ghose,
CEO of FE Credit, proudly told VET. “We not
only protected the business during the pandemic but also set a strong base for any speed
up in the future.”
Embracing a more conservative approach,
Shinhan Finance strived to strengthen its services and stable growth, including in the provision
of general consumer loans, during the pandemic.
“The company continued to promote sales
ﬁnance loans, auto loans, and personal loans
of various kinds,” said Mr. Oh Taejoon, General
Director of Shinhan Finance. “Consumer loans
outstanding at the end of 2020 amounted to
$316.8 million; $22.4 million more than a year
earlier, for growth of 7.62 per cent.”
The estimated growth of Vietnam’s consumer ﬁnance sector in 2020 is only around
10 per cent; considerably lower than the compound annual growth rate (CAGR) of 30.6
per cent posted during the 2015-2019 period.
“Borrowers suﬀered from losing their jobs
and/or having their income cut, and creditworthiness was also negatively impacted by
the pandemic,” said Mr. Le Xuan Dong, Head
of Market Research and Consulting Services
at FiinGroup. “Demand for consumption as
well as consumer ﬁnance fell accordingly. In
the context of economic uncertainties, both
commercial banks and consumer ﬁnance
companies were more cautious in their lending
practices. They tended to tighten their new
loan appraisal procedures, focused on debt
collection to maintain strong liquidity, and
preferred to provide loans to new and/or
existing customers with a good credit history
and/or strong income streams.”
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Maintaining resilience

Determined to quickly curb the spread of
the coronavirus, the Vietnamese Government’s
response was strong and thorough, which
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quickly adapted by changing its internal
processes, cutting operational costs, diversifying products and services, and applying
technologies and new processes to control
costs and revenue, all while maintaining a
high level of liquidity by ensuring stability in
cash ﬂows. “The pandemic had serious consequences for all countries and the situation
remains unpredictable,” Mr. Ghose said. “Many
countries are experiencing a double crisis in
health and economic development. We are
proud that Vietnam is one of only a few countries to have controlled Covid-19 well.”
But the pandemic certainly did disrupt
the ﬁnancial industry and presented numerous
unprecedented challenges. “Credit risk, digitalization readiness, cyber threats, business
continuity, and crisis management are among
our top concerns,” Mr. Oh said. “Facing these
uncertainties, Shinhan Finance adheres to
fulﬁlling a role it deems essential - providing
credit and ﬁnancial support to the economy.
The direction and coordination from local
authorities and the State Bank of Vietnam
(SBV) have been remarkable. Shinhan Finance
and its parent company, Shinhan Card, acted
with a common goal of promoting ﬁnancial
stability and ensuring that ﬁnancial products
reached those who needed them most during
Covid-19.”
FiinGroup reported that both commercial
banks and ﬁnancial companies would be
facing imminent obstacles from digital transformation and risk management due to stricter
regulations set by the SBV in the years to
come. Digital transformation, which is happening quickly across the ﬁnancial sector,
including consumer ﬁnance, and supporting
improvements in target customer reach and
the customer experience, will require vast
resources to be successful.
Booming unconventional lending, such
as peer-to-peer (P2P) and online, can easily
entail looming default risk, though there are
currently no regulations on the practices.
“The credit history of borrowers in these
areas is not oﬃcially recorded and/or monitored by oﬃcial lenders, including commercial
banks and ﬁnancial companies,” Mr. Dong
warned. “There are various customers who
borrow both from consumer ﬁnance lenders
and P2P or online lenders. The failure to
settle P2P and online borrowing leads to
cross-defaults on consumer loans.”
Furthermore, Circular No. 18 issued by the
SBV in 2019 obliges ﬁnancial companies to
gradually reduce their cash loans to a maximum
of 30 per cent of their loan portfolio and to
improve debt collection procedures prior to
January 1, 2024. Cash loans, while being considered the riskiest segment, usually account
for a large proportion of the portfolios of
ﬁnancial companies in Vietnam. “These would
require signiﬁcant eﬀorts from ﬁnance companies to restructure their loan portfolio, develop
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new products like credit card loans, vehicle
loans, and consumer durable loans, among
others, to meet this tight deadline, while avoiding
sudden impacts on loan book growth, net interest margin, and proﬁt,” Mr. Dong said.
Growth momentum

Vietnam’s consumer ﬁnance sector is forecast to recover and grow at around 13-17 per
cent this year as the economy rebounds, consumer demand spikes, and lenders’ risk
appetite improves, according to FiinGroup.
Long-term key growth drivers for the sector
come from a low consumer ﬁnance penetration
rate, a golden population structure, rising
disposal incomes, the government’s support
for ﬁnancial inclusion, and its eﬀective Covid19 containment measures.
In particular, the ratio of consumer ﬁnance
to GDP in Vietnam is just 28 per cent, which is
signiﬁcantly lower than in neighboring countries
such as Malaysia (66.4 per cent), Singapore
(65.6 per cent), and Thailand (35.4 per cent).
Consumption demand continues to increase
in line with improved incomes, Mr. Dong said.
On the regulatory side, the government and
the SBV have partnered with various international organizations such as the World Bank
and the Asian Development Bank as part of
the country’s ﬁnancial inclusion strategy, to
improve regulations and encourage the development of consumer ﬁnance and subsequently
help eradicate poverty and improve living
standards while also tackling black credit.
The eﬀective containment of the pandemic
is also a key growth driver. The government’s
measures supported positive economic growth
last year and an expected strong recovery in
the years to come, minimizing the impact on
employment, incomes, and spending. Mr. Ghose
noted that the current share of consumer
lending in Vietnam, excluding the real estate
sector, is only 8.7 per cent of total outstanding
loans in the entire economy, which is appreciably
lower than the 15-35 per cent in some of its
regional peers.

During the recovery, Mr. Oh believes, banks
and ﬁnancial institutions will take the lead in
driving economic recovery while building up
their own resilience and restoring trust in the
ﬁnancial sector. “We have an opportunity to
help build conﬁdence post-pandemic, through
adapting products and services to meet the
needs of more uncertain customers and situations,” he said. “The focus will remain on
digital transformation, to be ready for the
‘untact economy’ [one with less face-to-face
contact] in the long run. Meanwhile, we are
striving to develop more diversiﬁed and personalized value propositions that consider
diﬀering circumstances and meet the latest
ﬁnancial regulations from the SBV.”
FE Credit, meanwhile, is also betting heavily on digitalization. Having recognized the
shift in consumer behavior due to the pandemic, it actively pushed ahead with an ongoing change in its portfolio mix to focus on
minimizing risk from existing customers and
increase incentives for those with a high
credit rating. “All of our new customers came
on board via electronic signatures,” Mr. Ghose
told VET. “We have also extended our partnerships to other lending, payment, and
wealth management platforms to be present
at all customer touchpoints and have appropriate products to drive credit behavior in a
fully digital environment. We have nearly
1.6 million customers that have applied for
loans via $NAP and nearly 2 million customers
already using our mobile app to manage their
loans and credit cards.”
Taking advantage of digital transformation,
capital, human resources, and early preparation back in 2020, he said FE Credit is ready
for sustainable growth as the pandemic comes
to an end. “Our pre-tax proﬁt in 2021 is
expected to increase by 20-25 per cent,” he
explained. “The number of active customers
is to rise by 7-8 million over the next ﬁve
years. These customers will be able to access
a variety of aﬀordable credit products through
technology platforms.” %
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