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Banking Sector

Legal Reform to Enhance Bad Debt
Recovery and Regulatory Intervention, a
Credit Positive for Banks

On 27 June 2025, the National Assembly approved to revise the 2024 Credit Institution
Law' (CI Law), significantly strengthening banks’ ability to recover bad debts and
empowering the State Bank of Vietnam (SBV) to intervene more effectively in struggling
financial institutions (Exhibit 1).

The revised law restores banks’ legal authority to seize undisputed collateral, including in
certain criminal cases—a critical tool previously enabled by Resolution 422 (2017-2023).

During its tenure, Resolution 42 boosted monthly bad debt resolutions by 65% and
increased voluntary repayments to 36% of total bad debts, up from 23% over 2012-2017
prior to its introduction (Exhibit 2).

Its expiration in December 2023 left banks reliant on borrower cooperation or protracted
legal proceedings, sharply reducing recovery rates.

In H1 2024, banks addressed nearly half of their bad debts through provisioning and write-
offs, accounting for 30—-40% of their total equity on average (Exhibit 3 and 4). Coupled
with the sluggish real estate market, bad debt recovery income also declined from 40% of
total write offs in 2021-2022 to 27% in 2024 (Exhibit 5).

In addition, according to several banks (e.g., VPB), less than 30% of bad debts were taken
to the courts for resolution. The court proceedings may take up to 5-7 years.

The revised law now reinstates banks' rights to seize collateral, facilitating quicker debt
collection and improving asset quality and profitability, particularly for retail-focused
banks with limited exposure to speculative projects.

From 2022 to 2025, problem loan ratios at banks such as ACB, HDB, OCB, VIB, VPB, and
MBB rose from an average of 1.6% to 2.2%, driven by real estate-backed mortgages and
retail business loans (Exhibit 6).

While residential real estate liquidation was supported by robust demand, banks faced
challenges with hospitality-related collateral assets due to oversupply and cautious
market sentiment.

Crucially, the revised Cl Law also authorizes the SBV to issue special loans at 0% interest
to distressed banks, enabling earlier regulatory intervention and reinforcing financial
system stability.

We expect this legal reform will support bank profitability through improved debt recovery
and lower operational costs, aided by a rebound in real estate transactions in 2025 (Exhibit
7).

1 Refer to 2024 Credit Institution Law
2 Refer to Resolution 42/2017/QH14 piloting the bad debt handling of credit institutions
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Exhibit 1: Summary of key changes in the revised law

Key policies

Collateral seizure

Details

» Credit institutions and their asset management company (AMC) are

authorized to seize undisputed collaterals

Implication

Support banks’ bad debt recovery
Improve banks’ asset quality and profitability from
faster, cost-effective collateral resolution

N @

Collateral protection

» Collaterals shall not be taken to cover other obligations except for

alimony, life/health compensation, or with creditor consent

» The prosecuting agency must return bad debt collateral (e.g.,

evidence, means of transport, etc) to the secured creditor upon
request if it does not impact the criminal case

Promoting creditors’ rights on collaterals and debt
collection progress

%: Special loans
=

» Authorize SBV to approve special loans with 0% interest rate to weak

banks

More SBV's power to support weak banks and maintain
financial stability

Source: Credit Institution Law, SBV, VIS Rating

Exhibit 2: Increased voluntary repayments by borrowers during Resolution 42
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Exhibit 3: Banks increased provision to handle bad debts after Resolution 42 expired
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Source: SBV, Ministry of Jurisdiction, VIS Rating
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Exhibit 4: Retail banks increased write-offs to address bad debts
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Source: Bank data, VIS Rating
Exhibit 6: Problem loan ratios from several retail-focused banks
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Exhibit 5: Lower bad debt recovery income in 2023-2024 given sluggish property market and
lacking banks’ rights to seize collaterals
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Exhibit 7: Improving real estate secondary transactions will support collateral sales for banks
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APPENDIX

The banks included in our analysis are as follows:

Short name Full name Classification
1 ABB An Binh Commercial Joint Stock Bank Small
2 ACB Asia Commercial Joint-Stock Bank Large
3 AGRIBANK Vietnam Bank For Agriculture And Rural Development State-owned
4 BAB Bac A Commercial Joint Stock Bank Small
5 BID Joint Stock Commercial Bank for Investment and Development of Vietnam State-owned
6 BVB Viet Capital Commercial Joint Stock Bank Small
7 CTG Vietnam Joint-Stock Commercial Bank for Industry and Trade State-owned
8 EIB Vietnam Commercial Joint Stock Export Import Bank Mid-sized
9 HDB Ho Chi Minh City Development Joint Stock Commercial Bank Large
10 KLB Kien Long Commercial Joint Stock Bank Small
11 LPB Fortune Vietnam Joint Stock Commercial Bank Mid-sized
12 MBB Military Commercial Joint Stock Bank Large
13 MSB Vietnam Maritime Commercial Joint Stock Bank Mid-sized
14 NAB Nam A Commercial Joint Stock Bank Mid-sized
15 NVB National Citizen Commercial Joint Stock Bank Small
16 OCB Orient Commercial Joint Stock Bank Mid-sized
17 PGB Prosperity and Growth Commercial Joint Stock Bank Small
18 SGB Saigon Bank for Industry and Trade Small
19 SHB Saigon - Hanoi Commercial Joint Stock Bank Large
20 SSB Southeast Asia Commercial Joint Stock Bank Mid-sized
21 STB Saigon Thuong Tin Commercial Joint Stock Bank Large
22 TCB Vietnam Technological and Commercial Joint-Stock Bank Large
23 TPB Tien Phong Commercial Joint Stock Bank Mid-sized
24 VAB Vietnam Asia Commercial Joint Stock Bank Small
25 VBB Vietnam Thuong Tin Joint Stock Commercial Bank Small
26 VCB Joint Stock Commercial Bank for Foreign Trade of Vietnam State-owned
27 VIB Vietnam International Commercial Joint Stock Bank Mid-sized
28 VPB Vietnam Prosperity Joint Stock Commercial Bank Large
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