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By Minh Thu

PwC’s Global Basel IV Lead
last week shared the interna-
tional experiences with Viet-
namese banks’ leaders when
talking about new approaches
for risk-weighted assets.

The State Bank of Viet-
nam’s Circular No.41/2016/
TT-NHNN has been deemed
a progressive move to intro-
duce a new generation of
risk-weighted assets (RWA)
in capital adequacy regula-
tions for Vietnamese banks.
Circular 41 is widely known
as the first to adopt Basel II
standards in Vietnam. How-
ever, the major shakeup of
the circular is the adoption of
the revised  standardised ap-
proach for credit risks, drawn
from the latest revisions to
the Basel Framework, 
referred to as “Basel IV”.

For global banks, Basel
IV has been changing all ex-
isting methods for the calcu-
lation of RWA, regardless of
the type of risk and regardless
of whether a bank uses stan-
dardised approaches or inter-
nal models. This means that
the total calculation of capital
ratios will change.

“Circular 41 has adopted
the latest generation of credit
risk RWA introduced in the
Basel standards for imple-
mentation in Vietnam. This
reflects the forward-looking
vision of the banking super-
visory authorities in leverag-
ing the leading practices on
RWA for the benefit of the
Vietnamese banking sector,”

Martin Neisen, PwC’s Global
Basel IV Lead, said at a
workshop held by PwC Viet-
nam for Vietnamese bank
leaders in Hanoi and Ho Chi
Minh City last week. 

“The benefits include im-
proved risk sensitivity of
capital requirements, a better
link between the standard-
ised approach and the inter-
nal model approach, and
enhancement of policies and
procedures. The new ap-
proach also brings a greater

opportunity for the banking
supervisor to compare capi-
tal adequacy among banks,
thus ensuring safety and sta-
bility for the whole banking
system,” Neisen said. “Else-
where in the world, interna-
tional banks are dealing with
unprecedentedly comprehen-
sive changes in RWA with
the advent of Basel IV. To
overcome the challenges,
many are adjusting their cap-
ital management strategies
and restructuring their asset

portfolios, products, and 
operational models.”

RWA calculation can re-
veal some fundamental chal-
lenges that banks might
face, such as a lack of capi-
tal, and business strategies
or asset portfolios inappro-
priate for achieving capital
optimisation.

Vietnam’s banking sector
is starting a new journey
with the implementation of
the next generation of RWA
as per Circular 41. PwC’s

experience with RWA imple-
mentation in international
and Vietnamese banks shows
that the new RWA approach
is by no means an easy and
simple task. It requires a
thorough understanding of
the RWA methodology,  de-
tailed data collection and
processing, and a robust
RWA system. This process
could take nine to 12
months, or up to two years in
large banks.

After the RWA calcula-

tion results are in, banks will
be able to identify their own
problems and take action.
However, after they have de-
cided to change their business
strategy or restructure their
asset portfolios, it could take
banks one to two years before
any capital optimisation 
impact shows, Neisen said. 

That means that it could
be a two- to three-year jour-
ney in total for banks to
comply with Circular 41.

“Non-compliance with
capital adequacy regulations
is not an option for banks.
The compliance is to demon-
strate their financial and risk
management capacity, and
deliver the transparency
level that the market, in-
vestors, and credit rating
agencies expect,” Dinh
Hong Hanh, Financial Serv-
ices Consulting director at
PwC Vietnam, said at last
week’s workshop.

“Regardless of your
bank’s size, non-compliance
with Circular 41 by the date
it goes into effect could cost
you your advantage among
your peers in the eyes of the
market, the investors, and
the credit rating agencies.
The clock is ticking and Cir-
cular 41 takes effect in just
over two years. There is no
time left for hesitation,”
Hanh said.

“Compliance will only be
possible if you start the RWA
implementation now and give
100 per cent of your focus to
this important transformation,”
she added.n

By Phuong Thu 

The Ministry of Industry and
Trade’s decision to tem-
porarily suspend Vietnam’s
competitive power genera-
tion market from October 1
will not affect the retail elec-
tricity price, but gas and oil
power projects are expected
to benefit.

Under Decision No.3698/
QD-BCT, the reason given
for the temporary suspension
is to serve the mobilisation
of gas power plants over the
remaining months of the
year. 

The Ministry of Industry
and Trade (MoIT) stressed
that “this decision is a tem-
porary measure”, but there is
no indication of how long the
suspension will last. 

A crudely simple expla-
nation of why the suspension
was made now might come
down to two factors: an ex-
tended cold spell – which

could lower the demand for
power, causing it to only
grow 3.5 per cent instead of
the 10-12 per cent as pre-
dicted – and an abundant
water supply, causing many
dams to discharge huge vol-
umes of water and generate
unexpectedly high levels of
power at a low cost.

Further press reports sug-
gest that the National Load
Dispatch Center will select
supplies only on the lowest
cost power, presumably,
while hydropower remains
abundant. 

“In the current context,
the combination of addi-
tional gas and oil power proj-
ects aims to exploit all gas
consumption and limit the
overload on 500-kilovolt
lines,” said Nguyen Anh
Tuan, head of the Electricity
Regulatory Authority of
Vietnam, during a news
briefing.

According to Rong Viet

Securities, the decision will
still ensure stability for the
electricity market. The total
mobilised power will not be
affected, but there will be a
reallocation of electricity
generated from each power
group, mainly between gas,
coal, and hydropower plants.

State-run Electricity of
Vietnam (EVN) buys most
electricity based on the
prices stated in the power-
purchase agreements it has
signed with power produc-
ers. Under the scheme,
power with low selling
prices will be given priority,

especially hydropower. 
Director of Clean Devel-

opment at Dragon Capital
Group Gavin Smith said,
“The move will cause con-
sternation among any power
investors who believed the
assurances of the multilateral
donors that they would facil-
itate a liberalisation of the
power market.”

Chairman of the Vietnam
Energy Association Tran Viet
Ngai said that this decision
means that Vietnam does not
have a truly competitive
power generation market. 

He suggested that more

effort needs to be put into en-
couraging private projects as
well as completing legisla-
tive frameworks that help
guide the industry.

But he wondered, “How
can we encourage investors
to invest in the power sector
while offering them low
profits due to the low power
tariffs? And finally, how long
can EVN suffer losses
through buying electricity
from other investors at high
prices, but selling directly to
consumers at the low price
fixed by the government? In
light of this, I believe in-
creasing the power tariff is a
good solution to encourage
more investment in this sec-
tor and ensure power 
security.”

In July 2011, Vietnam
launched a pilot operation of
the competitive power gener-
ation market in a move to
limit the state monopoly and
supply companies and cus-

tomers with more freedom.  
After six years with a

competitive power genera-
tion market, there are now 76
power plants with a capacity
of 30 megawatts (MW) or
more in the country, for a
total capacity of 20,728MW,
a 2.45-fold increase com-
pared to 2012 when there
were only 31 plants, accord-
ing to a recent report from
the Electricity Regulatory
Authority of Vietnam.

The roadmap for Viet-
nam’s electricity market re-
form offered by MoIT
includes four phases. In
2010, it allowed foreign and
private investors to produce
and sell electricity to EVN. It
formed a competitive power
generation market from
2011-2014, and developed a
competitive power trading
market (2015-2022). In the
future, a competitive retail
power market is planned, 
beginning in 2022.n
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How can we encourage investors to invest in
the power sector while offering them low
profits due to the low power tariffs?

– Tran Viet Ngai
Chairman, Vietnam Energy Association

“
Suspended market benefits gas, oil

Next generation of risk-weighted
assets requires swift actions

The State Bank of Vietnam’s Circular 41 introduced new risk-weighted assets to the Vietnamese market


