
 

Extraordinary Vietnam fraud case exposes
the inherent vulnerabilities of banks
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The financial crisis of 2008 showed just how much the world depends
on banks being well run. Since then, regulators have been given new
powers to keep some of the biggest institutions on a much shorter leash
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to stamp out risk, greed and corruption.

But this approach hasn't worked everywhere. On April 11, 2024, a
businesswoman in Vietnam was sentenced to death for taking out US$44
billion (£35bn) in fraudulent loans from one of the country's biggest
banks.

Truong My Lan took the money—most of which is unlikely to be
recovered—out of Saigon Commercial Bank (SCB) by bypassing a
Vietnamese law that prevents anyone from owning more than 5% of a
bank's shares. By using hundreds of shell companies (among other
methods) she ended up owning more than 90% of the bank.

Meanwhile, the loans that she took out (worth just under 10% of
Vietnam's GDP for 2024) made up 93% of the bank's entire lending
portfolio. On several occasions she withdrew huge amounts in cash,
which she stored in her basement.

Lan is expected to appeal the court's verdict. But on a basic level, this
extraordinary case of fraud exposes the inherent vulnerabilities of banks,
which use deposits to fund loans. Put simply, for every £10 deposited, a
bank could lend up to £9 to fund mortgages or corporate loans, keeping
just £1 as a reserve to allow for withdrawals.

But while depositors can theoretically withdraw their money whenever
they want, if they demand a particularly large amount of cash, the bank
may not have enough in reserve to cover it. After Lan's arrest in 2022,
SCB faced a bank run (when large numbers of customers try to withdraw
their money) and the bank has been under state control ever since.

To avoid this kind of situation, banks in most countries are carefully
regulated. And since the global financial crisis, many are required to
hold higher levels of capital and liquidity to absorb losses in times of
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https://news.sky.com/story/vietnam-property-tycoon-truong-my-lan-sentenced-to-death-after-countrys-biggest-fraud-trial-13111375
https://www.imf.org/external/datamapper/profile/VNM
https://www.imf.org/external/datamapper/profile/VNM
https://www.reuters.com/world/asia-pacific/vietnam-tycoon-sentenced-death-12-billion-fraud-case-state-media-reports-2024-04-11/
https://www.bloomberg.com/news/articles/2022-10-14/vietnam-faces-limited-risks-from-scb-bank-run-s-p-says


 

stress.

The scale of fraud and corruption that took place at SCB highlights the
devastating impact that a corrupt environment can have on the financial
sector. Different studies show that corruption can adversely affect the 
stability of banking, reduce lending and increase the probability of
banking crises.

Vietnam has been facing the challenges of corruption for a long time,
and the SCB trial was an important part of the so-called "Blazing
Furnace" campaign that targeted politicians and business leaders as part
of an attempt to eradicate corruption from the Vietnamese government
and economy.

But it may not be that simple.

There is an argument that in some cases, corruption can actually have 
social benefits—that it can "grease the wheels" of an otherwise stagnant
economy. Some have argued that what happened with SCB is fairly
widespread (on a smaller scale) in the Vietnamese economy, and that the
significant economic growth the country has experienced in recent years
(the economy has tripled in size since 2010) is largely thanks to high
levels of corruption.

This idea is backed up by research which suggests that corruption is not
always economically destructive, but can in fact play a supportive role.

The theory is that in places of slow-moving administration and endless
red tape, corruption can occasionally speed things along, bypassing the
inefficient limitations of bureaucracy.

Corrupting influences
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https://www.sciencedirect.com/science/article/abs/pii/S0261560611001124?via%3Dihub
https://doi.org/10.1016/j.jebo.2020.08.023
https://doi.org/10.1007/s10551-019-04410-6
https://doi.org/10.1016/j.jbef.2020.100365
https://doi.org/10.1016/j.jbef.2020.100365
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4736914
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4736914
https://www.reuters.com/world/asia-pacific/vietnam-police-arrest-deputy-trade-minister-bribery-probe-2023-12-21/#:~:text=HANOI%2C%20Dec%2021%20(Reuters),years-long%20campaign%20against%20graft.
https://phys.org/tags/business+leaders/
https://phys.org/tags/social+benefits/
https://www.bbc.co.uk/news/world-asia-68778636
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?end=2022&locations=VN&start=2010
https://www.transparency.org/en/cpi/2022/index/vnm
https://www.transparency.org/en/cpi/2022/index/vnm
https://doi.org/10.1007/s11127-005-3988-0
https://doi.org/10.1007/s11127-005-3988-0
https://doi.org/10.1007/s11127-011-9871-2
https://www.jstor.org/stable/30026673


 

In some cases then, corruption can lead to businesses and institutions
functioning more efficiently. Projects get started, jobs are created,
contracts are awarded. Things get done.

That's not to argue for more corruption of course—just to illustrate that
its effects can be more nuanced than we might think. And we should
remember that the regulatory world itself can be corrupted too.

While financial regulation which targets corruption may be effective,
when authorities have too much regulatory power, this can breed
corrupting practices. Research suggests that it brings about opportunities
to receive payment for regulatory favors, subsidies and government
contracts.

It has even been argued that regulations put in place after the global 
financial crisis in the US, specifically aimed at preventing another crisis,
created new risks of increased corruption.

But international cooperation can help. Advanced economies such as the
UK, US and EU are all members of the Basel Committee on Banking
Supervision where regulatory guidelines for the banking sector are
adopted collectively. This protects the member states—and their
citizens—against corruption by establishing shared standards, monitoring
each other's procedures and exchanging information.

As a result, an extreme case such as the one observed in Vietnam is
unlikely to unfold in the west. But continuous vigilance is required, as
even the procedures and regulations put in place to maintain high
standards are themselves susceptible to the kind of corruption they are
designed to prevent.

This article is republished from The Conversation under a Creative
Commons license. Read the original article.

4/5

https://doi.org/10.1016/j.worlddev.2017.12.015
https://doi.org/10.1007/s11127-015-0263-x
https://www.jstor.org/stable/24562065
https://phys.org/tags/financial+crisis/
https://www.bis.org/bcbs/membership.htm
https://www.bis.org/bcbs/membership.htm
https://phys.org/tags/corruption/
https://theconversation.com
https://theconversation.com/extraordinary-vietnam-fraud-case-exposes-the-inherent-vulnerabilities-of-banks-227809
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