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Abstract
Joining the ASEAN economic community (AEC) brings both positive and negative impacts to
Laos. The Lao banking sector is directly affected by ASEAN economic integration, specifically
Lao state-owned commercial banks. Recently, Lao state-owned commercial banks are facing
difficulties of joining ASEAN economic community because this integration requires Lao
banks to improve and amend their financial regulations to meet the international standards.
Moreover, AEC will create a high level of business competition among ASEAN members and
business partners. This means that AEC will change business environments of ASEAN, create
business challenges and offer business opportunities for ASEAN members. Consequently, Lao
state-owned commercial banks need to understand and analyze their weaknesses, strengths,
challenges and business status so that can create business strategies to again competitive

advantages and compete with foreign banks who will come to invest in Laos.

This qualitative research study aims to investigate the perspective of managers on the financial
regulatory challenges of Lao state-owned commercial banks in joining AEC, particularly in
terms of reaching the international financial standards as well as exploring the business
strategies of Lao banks to compete with foreign banks. In order to achieve the goals of the
research, the semi-structured interview is employed to collect data from 11 participants (bank

managers) of Banque Pour Le Commerce Exterieur Lao Public (BCEL).

According to the research findings, it reveals that the challenges of Lao state-owned
commercial banks consist four main factors which are lacking skilled labour of Lao banks, the
limitation of upgrading and supporting IT systems to improve service qualities and banking
products, lacking of funds to support business activities and the increasing of banking foreign
investment. Besides, there are seven areas that Lao banks needs to take into their business
strategies including improving human resource development, IT system development, financial
regulation development, organisation development, customer relationship development,

banking co-operation development and capital development.

Finally, this research study also recommends some key areas that Lao state-owned commercial
banks can take into consideration such as promoting the knowledge of AEC more, promoting
the awareness of the advantages and disadvantages of financial regulations and capital
management, promoting Lao banking co-operation as well as improving customer

relationships.
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Chapter One: Introduction

1.1 Background.

Laos is considered as one of the least developed countries (LDCs) in the world and has a low
level of human assets, economic vulnerability, and income per capita (United Nations, 2018).
Due to the low level of income, many people in Laos experience a high level of poverty and
deprivation so that to end poverty in Laos and no longer be underdeveloped, the Lao
government is striving hard to develop a country through promoting trade-investment,
enhancing education systems and opening the country to international markets (Bader, Bieri,
Wiesmann, & Heinimann, 2016; United Nations, 2018).

According to the Laos national socio-economic development plan, being a member of an
international organizations such as World Trade Organization (WTO) and ASEAN Economic
Community (AEC) will assist Laos in promoting trade, investments and services, and its results
will bring more opportunities for long-term development (Ministry of Planning and
Investment, 2016). AEC, for example, is aimed at boosting the economic growth of the
Association of Southeast Asian Nations (ASEAN) members through promoting and working
on five core elements. The elements are the free flow of goods, services, investment, capital,
and skilled labour. Laos will gain benefits from the reduction of tariffs and the increase in non-
tariffs among the AEC countries leading to improving international trade (UNDP, 2016). Laos
can also benefit from the free trade agreements between ASEAN and other countries including
China, Japan, Korea, India, Australia and New Zealand (Association of Southeast Asian
Nations, 2016).

For the financial sector related to banking, ASEAN has set a strategic framework called
ASEAN banking integration framework or ABIF to assist all ASEAN members to strengthen
the banking systems including payment and settlement systems, cross-border payment systems,
and the transparency of banking systems (Maria, Urata, & Intal, 2017). However, there are
some challenges in the financial systems of ASEAN members. (Wihardja, 2014) has pointed
that there were some diversities and differences in banking and financial development, the
principle of financial regulations, political structure, the structure of economy and the
economic priorities of each member so that its results lead to the challenges of banking
integration. Moreover, connecting to the regional market and the global market, Laos has a
long way to go in terms of competitiveness and it still has a number of challenges and
limitations that need to be addressed such as improving the quality of goods and services,

infrastructure, law and legislation (Soisaya, 2011).



According to the report of the 8" five-year national socio-economic development plan 2016-
2020 of the ministry of planning and investment, Lao banks need to reduce and suspend their
credits products due to financial issues. Besides, Lao banks need to control and manage the
foreign exchange and the policies and regulations of international remittance (Ministry of
Planning and Investment, 2016). Moreover, to improve the stability of Lao banking and be
ready for the financial integration of ASEAN, Lao banks need to improve the banking law to
be compatible with regional and international banking, and financial regulations (The ministry
of justice, 2009).

1.2 Problem description.

Banking plays an important role in economic integration as well as in economic development
(Petkovski & Kjosevski, 2014). This importance comes from the key role banks play in acting
as financial institutes to facilitate financial activities for businesses such as providing loans,
bank guarantee, payments (domestic and international funds transfer) and foreign currency

exchange.

In Laos, banking is one of the most important sectors of economic development. Recently,
however, the World Bank (2017) found that for Laos economic growth, the current structure
and the management of fiscal and financial sector is limiting Laos economic development.
Moreover, the report of the World Bank also shows that the level of public debt of Laos reached
70 percent of gross domestic product (GDP) and highlights that Lao banks, especially state-
owned banks, do not have sufficient capital to support businesses and face many of the

problems associated with non-performing loans (NPLs) (The World Bank Group, 2017).

Furthermore, the Central Bank of Laos or Bank of the Lao P.D.R (BOL) pointed out that the
insufficiency of capital and capacity, high competition from foreign banks, the floating of the
exchange rate and current interest rates are the main challenges faced by the Lao banks in
contributing to economic integration and sustainable economic growth (Bank of the Lao P.D.R,
2017). Consequently, for Lao state-owned banks to be competitive locally and in ASEAN
countries and cope with their issues, strategies for improvement and development are needed.
One way that Lao banks can facilitate and support businesses in trading and financial services
across ASEAN countries is to meet the standard of qualified ASEAN banks (QABSs). This
means improving the financial report to meet the IFRS standards (International financial
reporting standards) and improve the banking risk management to qualify with Basel
requirements (Anh, 2017; ASEAN, 2016; PricewaterhouseCooper, 2016).



Improving the financial regulations of Lao banks is challenging. In order for ASEAN banks
including Lao banks to expand banking operations with other ASEAN members, each member
needs to improve their banking regulations to meet the standard of qualified ASEAN banks
(ASEAN, 2015a). According to (Kurniati, 2016) QABs acts as a condition of ASEAN banking
integration and it allows banks to enlarge banking services across the region. However, in this
condition, there are only five out of ten members that meet the QABs standards including
Thailand, Singapore, Malaysia, Indonesia and the Philippines, while the other five countries

members need to improve their regulations to meet QABs standards (Massmann, 2015).

Moreover, for the IFRS standards, Lao banks also need to amend entire financial reports to
meet the international standards. Regarding this point, (Lertskulsri, Silaphet, Yangklan, &
Phalalum, 2017) found that the IFRS standards will benefit both the private and public sector
in terms of creating the reliability or transparency of financial reports. However, Lao firms are
facing the difficulty of changing and adapting the IFRS standards to their business due to
lacking a roadmap or guideline for preparing and applying this international financial standard
(Lertskulsri et al., 2017).

While the Basel standards is also one of the challenging factors that Lao banks need to cope
with, (Hohl, Sison, Stastny, & Zamil, 2018) pointed out the negative impacts of adopting Basel
standards in banking systems. Applying the principle of Basel will directly affect the sizes of
risk profiles and will create complexities in banks because the Basel committee on banking
supervision (BCBYS) itself remains unclear about applying Basel standards in global banking
rules. Moreover, based on the survey of the financial stability institute (FSI) 2015 it is shown
that Laos was one of ten countries that did not prepare for applying Basel 11 in banking system
(Jones & Zeitz, 2017). Therefore, in joining AEC, to improve the corporate governance in
banking, it requires Lao banks to apply the Basel standards into their banking operation and
improve regulations to control risks (Financial stability institute, 2015; Sourigna, Zhu, & Ali,
2017).

Therefore, it is evident that Lao banks are facing problems from the international financial
regulations. The purpose of this research is to explore the financial regulatory challenges of
Lao state-owned banks in joining AEC. This research will explore how Lao state-owned banks
can apply strategies to be competitive and overcome those challenges through the case study
of Banque Pour Le Commerce Exterieur Lao Public (BCEL) which is one of the leading state-

owned banks in Laos.



1.3 Research aim and objectives.

The aim of this research study is to explore “the perspective of managers on the financial
regulatory challenges of Lao state-owned commercial banks in joining AEC, particularly in
terms of reaching the international financial standards as well as exploring the business

strategies of Lao banks to compete with foreign banks”.

To achieve those two aims, the four main objectives of this research that need to be answered

are as follows:

- Toidentify the understanding of bank managers about the significant points of ASEAN
Economic community.

- To examine the awareness of bank managers in joining AEC and the impact of AEC on
banking in Laos.

- To examine the challenges of adapting and amending the international financial
regulations of Lao banks.

- To explore the business strategies that Lao banks will employ to deal with the

challenges of financial regulations and foreign banks.

1.4 Research questions.
The central question of this research is “What financial regulatory strategies can
management in Lao state-owned commercial banks implement in joining AEC?” the

following questions are the sub-questions that will be asked in this research:

1. What are the benefits and disadvantages for Lao banks in joining AEC?
2. What are the financial regulatory challenges management face in joining AEC?
3. What financial regulatory strategies should the management of Lao banks adopt to

compete with other ASEAN member banks?

1.5 Outline of thesis.

In this thesis, there are six chapters:

Chapter one: Researcher will focus on the overview of the research project including the

background and problem description expanding the reasons for conducting the research project

as well as discussing the aims, objectives, and questions of the research.

Chapter two: Researcher will review the literatures that relates to the research topic. In this
chapter, it critically reviews the pros and cons of AEC, the benefits and challenges of the

ASEAN banking integration including Lao banks as well as the challenges of implementing



international financial regulation of Lao banks such as IFRS, Basel standards and QABs.
Moreover, business management and the banking management are reviewed in the last part of

this chapter.

Chapter three: Researcher will discuss the methodology and method employed in conducting
the research project. Besides, the reasons for employing the interpretivist paradigm, qualitative
approach, semi-structure interview, data collection, scope, sample selection, the process of data

analysis, validity and ethical issue of the research are illustrated.

Chapter four: Researcher will present the findings and research results of using the semi-
structured interviews based on the perceptions of management of the financial regulatory

strategies of Lao state-owned commercial banks in joining AEC.

Chapter five: Researcher will present the discussion of the research findings from chapter four
and the relevant literature review of chapter two regarding the knowledge of AEC, pros and
cons of joining AEC, the challenges of financial regulations in joining AEC, and the business

strategies of Lao banks.

Chapter six: Researcher will conclude the significant points gained from chapters four and
five of the research. In addition, the recommendations and limitation of the research study are

presented in the last part of the research.

The next chapter is focused on the literature review that relates to research study such
as the benefits and drawbacks of joining AEC, the challenges of the ASEAN banking
integration associated with international financial regulations, business management and

banking management.



Chapter Two: Literature Review

2.1 Introduction.

As the research’s purpose is to explore the challenges and the strategies of the Lao state-owned
commercial banks in joining AEC, this part of the study provides a literature review and
theories related to the economic integration of ASEAN and Lao banking system. This chapter
reviews the benefits and challenges of joining AEC and specifically focusing on the advantages
and financial standards that Lao banks will gain and deal with including the QABSs standards,
Basel financial regulations and international financial reporting standards (IFRS).
Additionally, the banking management systems, that Lao banks should apply in order to
manage and run their business effectively and efficiently, have been reviewed in the last part

of this chapter.

2.2 The advantages of joining AEC.

To turn ASEAN goals to the reality, ASEAN has created an AEC blueprint 2015 and 2025 as
a direction and guideline for ASEAN members to follow. Based on the ASEAN secretariat
(2008), the AEC blueprint 2015 can be categorized into four main parts which are creating
single market and production base, enhancing ASEAN economy to be a highly competitive
economic region, reducing disparities and gaps of economic development of members and
pushing ASEAN onto the global stage. The AEC blueprint 2025 comprises five criteria
continued and adopted from AEC blueprint 2015 including an integrated and cohesive
economy at a high level for a competitive, innovative and dynamic ASEAN. The emphasis is
improving and cooperating the connectivity of each economic sector, improving and promoting

firms, and focusing on global trade agreements (ASEAN-Scretariat, 2008; Schanz, 2017).

According to AEC framework or AEC blueprint 2015, there is some research about the benefits
of the economic integration of ASEAN. The empirical literature in this area has been developed
during 2010. Some of the researchers argued that the first advantage of AEC is to promote
trade and investment among ASEAN members. AEC can assist ASEAN members increase
trade and investment because AEC creates a free flow of goods, services and investment
through tariff reduction among ASEAN members. This means that AEC offers the facilitation
of running businesses for firms and investors (Kamolpun, 2015; Petri, Plummer, & Zhai,
2010b). In addition, (Romprasert, 2013) has reviewed an effect of exporting of ASEAN
countries, particularly Thailand by identifying the macroeconomic variables of exports. In his

research, he revealed that AEC will bring a positive impact for increasing the amount of exports



and bring more opportunities for exporting countries because of the streamlining of trade
policies which relate to tariff reduction. The results lead to a lower production cost and an
increasing trade between ASEAN members. Likewise, (Kawai & Naknoi, 2015) have assessed
the economic outcomes of ASEAN by using the progress and statistics of trade and the foreign
direct investment index during 2002-2012. They found that economic integration had increased
the amount of trade and foreign direct investments (FDI) between ASEAN countries.
Moreover, they suggested that the goals of AEC can be met only if ASEAN members continue
reducing trade barriers and promoting trade and FDI liberalization. Apart from that, the second
benefits of AEC are to promote GDP of Asia region. In this point, (Petri et al., 2010b) have
analysed the impact of AEC by measuring three areas namely the trade-investment policies,
the development and effectiveness of businesses, and the impact of foreign investors which are
relevant to economic development. In their research, they found the positive impact of AEC
on ASEAN GDP that AEC not only strengthens trade and investment between ASEAN
members and other partnerships, but also benefits regional economic development, the GDP
of ASEAN will be increased by 5.3% due to the trade-investment policies such as free trade
agreements. Therefore, joining AEC and following its framework including trade and
investment activities, improving trade policies, and financial cooperation will bring many
benefits to ASEAN members.

Figure 1. The AEC Blueprint 2015
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Figure 2. The AEC Blueprint 2025
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Figure 3. The progress of ASEAN Economic Community 2000-2013
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2.3 The challenges of joining AEC.

Even though ASEAN members will gain benefits from the economic integration, there are
some concerns that the progress of development will be slow and ASEAN members might not
achieve AEC goals by 2020 as set (Chia, 2013; Kawai & Morgan, 2014).

The first concern is reducing the trade bloc of each member. On this point, (Das, Menon,
Severino, & Shrestha, 2013) revealed that the slow progress of economic integration of
ASEAN resulted from the difficulty of non-tariff elimination of some ASEAN members. They
argued that reducing tariff and non-tariff barriers have been addressed inadequately in both
border countries and beyond the border of each member. (Chia, 2013) further explained about
this difficulty that it was not easy for ASEAN members to reduce and eliminate tariffs because
some countries are importers, but some are exporters as well, and the rate of tariff of each

country is different.

The second challenge is from the willingness of each member. (Menon & Melendez, 2015)
have reviewed the progress of ASEAN economic integration performances during 2008-2013
through looking at the four pillars of AEC blueprint 2015. In their research, they found that
ASEAN members could only perform roughly 77.5 per cent of the AEC goals. ASEAN
members have faced big challenges with economic reforms due to the carelessness of
cooperation to amend domestic laws of each member (Menon & Melendez, 2015). With regard
to the research of (Kawai & Morgan, 2014), the new member of ASEAN including Cambodia,
Laos, Myanmar and Vietnam need to support and promote regional cooperation more in order

to increase regulatory performance of region.

Moreover, in a recent study, by interviewing academics, policymakers, and entrepreneurs
during 2015-2016 and analysing the data related to AEC projects from 2003-2015, (Das, 2017)
found the significant points that the slow progress of AEC have resulted from economic and
organizational conflicts between businesses, governors, governors and ASEAN members. For
the economic conflicts, Das (2017) explained that some businesses want to enlarge their
business to other countries but are reluctant due to having a lack of understanding of economic
liberalization and fearing to deal with a high competition from big companies, consumers,
culture, as well as regulations of business activities. The organizational conflicts, however,
refer to the conflicts occurring within the government agencies of each country. This means
that each agency prioritizes their tasks differently, its results led to unwillingness to help others

such as exchanging human resources and financial resources (Das, 2017). Therefore, ASEAN



members are still in a long way to successfully achieve their economic development goals

because there are many challenges for ASEAN members that need to deal with (Chia, 2013).

2.4 ASEAN banking integration and Lao banks.
2.4.1 The benefits of ASEAN banking integration.

One of the AEC goals is to create the free movement of capital to build a stronger ASEAN
economy. These goals, therefore, directly relate to the banking sector. A strong banking sector
not only leads to the robust financial sector, but also increases the economic growth because
its financial activities are directly connected to business (Ahmed & Bashir, 2016).
Consequently, banking integration of ASEAN members act as a catalyst for financial and

economic development (Hee, 2014).

(Astriana, 2014) pointed out benefits of banking integration is that businesses or firms will
have more chances to access to funds or loans from banks due to the competition of interest
rates between ASEAN members. By employing the test of interest rate movement and financial
performance during 1992-2012 of ASEAN banking sector, (Hamid & Lean, 2016a) found that
after the global financial crisis and ASEAN financial crisis, the differences of interest rates

among ASEAN countries have decreased over the years.

Moreover, another study of the benefits of banking competition, (Noman, Gee, & Isa, 2017)
have investigated the impact of ASEAN banking integration on financial stability through
measuring competition indices, non-performing loan ratio (NPL) and equity ratio during 1990-
2014. The findings of their research showed that the more competition increases, the more
financial stability is promoted in the banking sector. However, both studies only focused on
the five ASEAN member countries which are Thailand, Malaysia, Singapore, The Philippines,
and Indonesia (Hamid & Lean, 2016a; Noman et al., 2017).

2.4.2 The challenges of ASEAN banking integration.

Even though ASEAN members will obtain benefits from the economic integration of ASEAN,

challenges still exist in banking sector.

According to Duenas (2016) one of the risks of banking integration is domination of foreign
banks. Due to the fact that ASEAN members have different levels of economic development,
now only five old members (ASEAN-5) namely Thailand, Philippines, Malaysia, Singapore
and Indonesia are ready to operate their banking services in other countries (Asian Banking &
Finance, 2018; Duenas, 2016).
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Likewise, (Anderhuber, 2016) also reported that the qualified ASEAN banks or QABs can
create the challenges and gaps in banking regulations. He argued that due to the strength and
the readiness of the financial sector of the ASEAN-5, those five countries will gain a lot of
benefits from the financial integration. Brunei Darussalam, Cambodia, the Lao People’s
Democratic Republic, Myanmar, and Viet Nam (BCLMV) countries, on the other hand, will
have to work hard on improving and developing their standard and regulations in order to meet
the QABSs conditions.

Moreover, (Vinokurov, 2017) has reviewed the process of the financial integration between the
ASEAN, the European Union (EU) and the Eurasian Economic Union (EAEU). By comparing
and analysing the financial framework, microeconomic and macroeconomic structure,
opportunities and limitations of those three communities, (Vinokurov, 2017) concluded that
the financial crisis in ASEAN in 1997-1998, EU in 2009-2011 and EAEU in 2008-2009
directly affect the performance of the financial integration, particularly the capital market and
banking sector. In the research, therefore, he suggested that for ASEAN members to avoid
problems of the banking sector such as an issue of the cross-border banking services, ASEAN

members need to pay attention to the harmonized legislation.

2.4.3 The concept of Lao state-owned commercial bank.

In the nineteenth century, the English economist David Ricardo has defined the meaning of
bank as “a dealer or transactor in money” and it associates with lending and managing money
from customers or to publish (Kaptan, 2002) (Kaptan, 2002, p. 2; Machiraju, 2008) (Machiraju,
2008). However, in this era, a bank is defined as a financial firm providing banking and
financial products and services to individual customers, firms, organizations and governments
to deposit, withdraw, exchange, loan and other services related to business activities (Dilley,
2008; Somashekar, 2000).

(Scott, 1914) explained the classification of banking institutions that even if each bank has
different character, functions and methods of running its business, banks can be grouped
together by their features and specialization. According to (Somashekar, 2000), banks can be
classified into two main groups comprised of commercial banks and central bank. The
commercial banks serve their banking services and products to customers for generating
revenues and benefits, while the central bank responds with the control and management of
commercial banks, financial activities and other financial institutions (Machiraju, 2008;
Somashekar, 2000).
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According to the law on commercial banks of Laos 2006, the commercial bank refers to a firm
that forms to operate banking services and products such as deposits, offering credit, foreign
currency exchange, trading, investment and other payment services (Lao national assembly,
2006). With regard to the statistic from the central bank of Laos, the commercial banks consist
of three main types which are public banks, private banks and foreign banks. Those three main
types of commercial banks can be categorized into six different groups based on their functions,
establishment and organizational structure. The six groups of Lao banks include the state-
owned commercial bank, specialized bank, joint state commercial bank, private bank,

subsidiary bank and foreign commercial bank (Bank of Lao P.D.R, 2019).

Lao state-owned commercial banks are classified based on their functions in which they are
specialized. The state-owned commercial banks of Laos are the banks that operate under
supervision by the central bank (bank of Lao P.D.R) and Lao government (ministry of finance)
and their stake or share are mainly held by Lao government (Anderson, 1996; Keovongvichith,
2012).

Currently there are three state-owned commercial banks in Laos including agricultural
promotion bank (APB), banque pourle commerce exterieur Lao public (BCEL), and Lao
development bank (LDB) (Bank of Lao P.D.R, 2019). These three state-owned commercial
banks have been established and transformed after the Lao government had reformed their
economic system in 1988 (Anderson, 1996). According to (Anderson, 1996), (Keovongvichith,
2012) stated that this was due to the worse financial circumstances in banking system during
1980s-1990s, that resulted from non-performing loans, Lao government has decided to
recapitalize and restructure the commercial banks by merging banks together. The first bank
was BCEL, it has been transformed from the branch of the state bank or Lao central bank to be
a commercial bank in 1989, then follow by APB which was emerged from Nakhoneluang bank
and Setthathilath bank in 1993 to promote lao farmers and agricultural sector, the last state-
owned commercial bank was LDB, it was formed by emerging from two commercial banks
which are Lane Xang bank and Lao May bank in 2003 to focus on small and medium
enterprises (Anderson, 1996; APB, 2017; BCEL, 2015; LDB, 2018).
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Figure 4. List of Lao commercial banks.

1

2

3

Bank Name
State - Owned Comerclal Bank
BANQUE POURLE COMMERCE EXTERIEUR LAO PUBLIC
Lao Development Bank

AGRICULTURAL PROMOTION BANK

www.bcel.com.la
www.ldblao la

www.apb.com.la

Telephone

856-21 213 200
021 213 300-04

021-713 060

4

Speclalized Bank
NAYOBY BANK
Joint State Comercial Bank

www.nbblao.org

021-264 407-21

5

B

7

LAO-VIET BANK COLTD
Bangue Franco-Lao Ltd
Lao China Bank Co.Ltd

Private Bank

www.laovietbank.com.la
www.banguefrancelac.com

www.laochinabank.com

021-251 416

021-285 111

021-418 888

14

15

JOINT DEVELOPMENT BANK
PHONGSAVANH BANK LTD

ST BANK CO.LTD

INDOCHINA BANK LTD

Booyoung Lao Bank Ltd

Lao Construction Bank Limited
MARUHAMN Japan Bank Lao Co. ltd

BIC Bank Lao Co., Ltd

www.jdbbank.com.la

www.phengsavanhbank.com

www.stbanklaos.com
www_Iindochinabank.com
www.booyoungbank.com

www.lc-bank.com

www.maruhanjapanbanklao.com

www _biclaos.com

021-213 531-6
021-212 666
021-241 558-62
021-455 000
021-454 500-2
021-285 555
021-266 000

(856-21) 250 388

16

-

T

18

=

9

Subsidiary Bank

AMNZ BANK (LAO) LIMITED

ACLEDA BANK LAO.LTD

RHB Bank Lao Limited

KASIKORNTHAI BANK Limited

SAIGON THUONG TIN BANK LAO CO.LTD
VietinBank Lao limited

Canadia bank Lao CO. LTD

Salgon-Hanol Bank Lao Limited

Foreign Comercial Bank Branch

WwWWww.anz.com

www.acledabank.com

www_rhb.com.la

www kasikombank.com.la

www.sacombank.com.vn

www.vietinbank.com.la

www.canadlabank.com.kh

www._shb.com.vn

021-222 700-703

021-264 994

021-455 116-117

021-410 B85

021-265 726

021-263 997

021-227 999

25

26

27

28

29

30

31

3z

(=)

3

Bangkok Bank public co.ltd Vientiane Branch

KRUNG THAI BANK LIMITED VIENTIANE BRANCH

BANK OF AYUDHYA PCL., VIENTIANE BRANCH

TME BMAK PUELIC COMPANY LIMITED

SIAM COMMERCE BANK LTD VIENTIANE BRANCH

PUBLIC BANK BERHAD

Public Bank Wattay Branch

Public Berhad Bank L, Savannakhet Branch

BANK OF AYUDHYA PCL., SAVANNAKHET BRANCH

Military Commercial Joint Stock Bank - Lao Branch

Industrial and Commercial Bank Of China Limited Vientiane Branch
Public Bank, Pakse Branch

CIMB THAI BANK PUBLIC COMPANY LIMITED-VIENTIANE BRANCH
Cathay United bank-Vientlane capltal Branch

Bank of China Limited, Vientiane branch

First Comercial Bank LTD, Vientiane Branch

Bangkok Bank Pcl, Pakse Branch

Malayan Banking Berhad Nongduang Branch

Malayan Banking Public Limited Company Lao Branch

www.bangkokbank.com
www.ktb.co.th
www krungsrl.com
www.Imbbank.com
www.sch.co.th
www.pbebank.com
www_pbebank.com
www.pbebank.com
wWww.krungsri.com
www.mbbank.com.vn
hitp:/ivientiane.icbc.com.cn
www.pbebank.com
www.cimbthal.com
www.cathaybk.com.tw
htipzfwww.boc.cn/en
www firstbank.com.tw
www.bangkokbank.com
www.maybank.com

www.maybank.com

Source: (Bank of Lao P.D.R, 2019)
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021-216 486
021-213 500
021-223 394
021-219 BG68
041-252 131
041-262 360
021-990 901
021-258 B88
031-218 111
021-265 355
021-255 688
021-228 B88
021-415 318
031-267 265
021-258160-1

(856-21) 263 100



2.5 Lao banks in joining AEC.

Generally, the issues of the domestic economy, the limitation of skilled labours, and the
capability in running the business of firms are the three main challenges for Laos to integrate

to the global economy (Leebouapao, 2008).

In 2012, Keovongvichith conducted the research on the financial performance of Laos. In his
research, he used the CAMEL model which included Capital, Asset, Management, Earning and
Liquidity secondary data from banking statistics and data from the Bank of Lao PDR during
2005-2010 to analyse the performances of Lao banking. His findings found that even if the
performance of those factors has been improved, two of them including capital adequacy and
earning need to be improved. In addition, he also pointed out that policies and measures be
designed as they are the key to improving the competitiveness and performance of Lao
banking.

In regard to the deputy governor of the bank of the Lao PDR, (Dalaloy, 2016) he has revealed
that the ASEAN banking integration framework (ABIF) provides both opportunities and
challenges to for Lao banking. She highlighted that Lao banks will gain benefits from the cross-
border activities (Financial and trading services) and this ABIF will assist Lao banks to
improve their regulations to meet the requirement of QABSs. Besides, for Lao commercial banks
to integrate into the financial sector of ASEAN, those commercial banks are required to
improve their capital positions, risk management, branch networks, and financial

infrastructure.

Moreover, the most challenging problem of ASEAN is the differences of the financial
regulations of each member which consists of four main parts namely borrowing regulation,
foreign exchange regulation, source of financing regulation, and special regulations (ASEAN,
2012). Especially, for Lao banks, and according to the protocol to implement the sixth packages
of commitment on financial services under the ASEAN framework agreement on services, the
regulations of banking and financial services that Lao banks need to improve consist of twelve

areas:

a) acceptance of deposits and other repayable funds from the public (Central product
classification (CPC) 81115-81119).

b) lending of all types (consumer credit, mortgage credit, factoring and financing of
commercial transaction) (CPC 8113).

c) financial leasing (CPC 8112).
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d) payment and money transmission services (CPC 81339).

e) guarantees and commitments (CPC 81199).

f) trading for own or customers account (CPC 81321).

g) participation in security issues (CPC 8132).

h) provision and transfer of financial information (CPC 8131).

i) money broking (CPC 81339).

j) asset management (CPC 81323).

k) settlement and clearing services for financial assets (CPC 81339 or 81319).

I) advisory, intermediation and other auxiliary financial services (CPC 8131 or 8133)
(ASEAN, 2015b).

2.6 International financial regulations.

Financial integration of ASEAN is a new phenomenon in which the financial sector in Asia,
regional and world economy are closely connected (S. H. Lim & Reyes, 2014). Therefore, apart
from reaching the QABSs, each member needs to work on the other two international financial
regulations which are the Basel standards of the Basel committee on banking supervision
(BCBS) and international financial reporting standards (IFRS) to meet the standards of
international financial organizations and connect to global economy (Joshi, Yapa, & Kraal,
2016; S. H. Lim & Reyes, 2014).

2.6.1 Basel standards.

Due to the issue of foreign exchange and banking systems in Germany in 1974, the Basel
committee was formed by the group of ten countries (G10) to deal with those issues (BIS,
2018a). The first Basel standard (Basel 1) had been developed in Basel, Switzerland in 1988 to
serve and enhance the stability of finance though improving banking quality of the G10
countries as well as global banking (BIS, 2018a; Lall, 2012). The main purpose of the Basel |
is to focus on the sufficiency of capital and credit risk of banks by setting up a minimum capital
requirement that banks need to hold capital of 8 per cent of the risk-weighted assets (Balin,
2008; BIS, 2018a; Lall, 2012).

However, even though the first financial framework of BCBS could assist G10 countries and
other international banks in assessing capital adequacy and credit risk management, other tasks
of banking systems are needed to take into evaluation, namely market risks, liquidity and
operational risks (Balin, 2008; Warner, 2014). According to (BIS, 2018a) it explained that to

continue improving and controlling financial standards the BCBS has released the new
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financial framework - Basel 11 in 1999 and applied in 2004. This new framework includes three
pillars: the first pillar is the minimum requirement of holding capital by 8 per cent calculated
by three more risks including credit risks, market risks and operation risks. The second pillar
is reviewing the supervisory process of banks’ activities which comprise of assessing internal
performance, responsibility of supervisory authority, preventing capital decline and improving
dialogue of supervisor of bank. The last pillar is strengthening market discipline and
encouraging more practices of bank through reporting financial performance, structure, risks,
financial status to their central bank and public (Balin, 2008; Shakdwipee & Mehta, 2017).

Moreover, because of the global financial crisis in 2008-2009, Basel 111 or new norms of basel
were proposed in 2010 to ensure that banks could cope with excessive debt and risk
management (BIS, 2018a; Shakdwipee & Mehta, 2017). This new financial regulation of
BCBS aims to strengthen Basel 1l and promote more resilient banks and banking systems
(Shakdwipee & Mehta, 2017). The new rules of Basel 111 compose of the new ratio of leverage,
new capital adequacy requirement (capital buffers, equity, quality and quantity of capital), new
liquidity risk requirement for the liquidity ratio of short-term and long term, stress testing,
supervision and resolution for cross-border banks, and net stable funding ratio (BIS, 2018a; M.
R. King, 2013; McDonald, Weber, & Handy, 2012; Shakdwipee & Mehta, 2017).

Basel lll

 Enhancement of the 3
Pillars of Basel Il

Figure 5. The difference of Basel I, 11 and 111

Basel | Basel Il
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Risk Risks

+ Liquidity & leverage
Management:

* Minimum level of » 3 Pillars:
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Source: (Warner, 2014)
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2.6.2 International financial reporting standards.

IFRS is one of the international regulations that banks, financial institutes and other firms need
to employ when enterprises publish their financial statements, financial reports and financial
performance to the public (Bank of Thailand, 2011; IFRS foundation, 2017a; Limijaya, 2017).
IFRS has been developed by the international accounting standards committee (IASC) since
1973 and its purpose is to create the international standards that are transparent, accountable
and efficiency of accounting and reporting for firms to provide accurate information to
stakeholders, public and investors in using information for comparing and making decision in
investment (Adzis, 2012; Bank of Thailand, 2011; IFRS foundation, 2017a).

According to the data from IFRS foundation, recently the international accounting standards
(IAS) and IFRS consist of 41 IAS and 17 IFRS respectively (IFRS foundation, 2017b).
However, the standards associated with banking are IAS 7 statement of cash flow, IAS 12
income taxes, IAS 19 employee benefits, IAS 21 the effects of changes in foreign exchange
rates, IAS 39 financial instruments: recognition and measurement, IFRS 7 financial
instruments: disclosures, IFRS 9 financial instrument, IFRS 15 revenue from contract
customers and IFRS 16 leases (BCEL, 2017b; IFRS foundation, 2017b;
PricewaterhouseCooper, 2016).

In regard to the report of world bank about the financial standards of Laos in 2009, the world
bank stated that the Lao accounting system is different and incompatible with the IFRS’
requirements. The reasons why Lao accounting and financial reports do not meet the
requirements of IAS and IFRS is from several factors such as there is no legal backing for
applying IFRS. The Lao government has its own accounting system and structure associated
with taxation sector and accounting law. There is a lack of accountants who are qualified to
conduct international standards, and some companies do not have budgets and resources to
prepare and employ IFRS (Limijaya, 2017; World bank, 2009).

However, in 2013, the Lao government amended the Lao accounting law and accepted the
IFRS standards as a part of Lao accounting reports which can be used in three sectors namely
government, public and non-public (Lao national assembly, 2013). This amendment assists
Laos improving, reforming the accounting system and preparing for joining AEC and global
economy. This also provides benefits for foreign companies who invest in Laos as they can
implement IAS and IFRS standards in their accounting and financial reports as well as using
Lao, foreign languages and currency are acceptable (DFDL, 2014; Lao national assembly,
2013; Limijaya, 2017).
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Therefore, each ASEAN members not only need to work on improving financial regulations to
reach the criteria of QABSs, but also need to focus on upgrading and improving international
financial regulations namely Basel standards and IFRS to meet the requirements of global

financial markets at the same time.

2.7 Business management.

Business management refers to managing business in effective and efficient ways by managers
(Burrow & Kleindl, 2013). However, to ensure that firms can reach the organisational goals,
managers need to implement business approaches effectively by considering increasing

productivity, motivating staff, and allocating resources (Gill & Pio, 2007).

According to (Cole & Kelly, 2011) and (Griffin, 2012) stated that successful business

management needs to manage through the following management processes and functions:

¢ Planning: this task relates to creating organisational goals and objectives and designing
how to reach those goals and objectives. In other words, this process acts as a business
guideline to assists managers in allocating resources and making decisions on their
short term plan and future development (Cole & Kelly, 2011; Griffin, 2012).

¢ Organizing: this function, managers need to organize, allocate and group staff, business
activities and other resources together. This means that afters plans are set the first
process, managers need to determine, assign and coordinate business activities and
responsibilities to accomplish their plans (Cole & Kelly, 2011; Griffin, 2012).

e Leading: in this process, managers need to work on motivating staff to work together
in order to work effectively and achieve organisational goals. However, this process is
one of the most challenge parts of managerial functions (Cole & Kelly, 2011; Griffin,
2012).

e Controlling: the last process is controlling or monitoring. To ensure that plans and goals
are performed properly and effectively, managers need to monitor and measure every
progress of business activities of their organization so that managers can gain more
profits, control and take an action to solve issues that might occur in their business
(Cole & Kelly, 2011; Griffin, 2012).
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Figure 6. Management process.
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2.8 Banking management.

Banking business is more convoluted and become a highly competitive market due to a change

in global business environments (Burton, Nesiba, & Brown, 2010; Chowdhury, 2011; D. Mehta

& Fung, 2004). The bank is not only responsible for serving banking services and products,

but also dealing with trust and reliability of customers as well as financial regulations to provide

the best services, create a satisfaction to customers and increase revenues and profits to all

stakeholders. It requires bankers or managers to understand the banking environment, manage,

control of all tasks related to financial and business activities and create an effective strategy

for their company (D. Mehta & Fung, 2004; Wernz, 2014).

It was stated by (Choudhry, 2012) that the principle of banking management consists of four

areas which are liquidity management, asset management, liability management and capital

management as following:
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e Liquidity management

Liquidity management refers to maintaining liquid assets or reserves to meet deposit
withdrawal of depositors and reserve requirement of central bank (Choudhry, 2012; Choudhry
& Masek, 2011). Moreover, (Matz, 2011) stated that liquidity can be defined as “the capacity
and the perceived ability to meet known near-term and projected long-term funding
commitments while supporting selective business expansion in accordance with the bank’s
strategic plan” (Matz, 2011, p.7). There are three types of liquidity risks including market risk,
liquidity risk in business and prudential liquidity risk (Matz, 2011). These elements also link
to two liquidity risks of Basel Ill requirements that banks need to measure their liquidity
coverage ratio to show that they can pay money back within 30days, and measuring net stable

funding ratio to demonstrate avoiding asset misconduct (BIS, 2018a; Wernz, 2014).
e Asset management

The profits of banks are attributed to bank assets, increasing sources of income and interest
rate (Burton et al., 2010). Asset management refers to using funds and maximizing profits
through earning from highest interest returns such as loans, securities and deposits at other
financial institutions (Mishkin, 2013; Wernz, 2014). Moreover, asset management is also
associated with Basel II and III requirements that banks need to disclose the bank’s risks and
measure its risk weighted assets to define the need of capital for the bank (BIS, 2018a; Wernz,
2014).

e Liability management

Liability management refers to managing and balancing funds received from deposits to meet
the demand of loans (Jahera, 2018). Liability management also assists banks to cope with risks
arising from liquidity, interest rates and misalignment between assets and liabilities of the bank
(Chantterjee & Dutta, 2017; Novickyte & Petraityte, 2014; Ryan, 2013). Liability management
can be managed through six key areas including avoiding undue concentration, establishing
percentage of deposits, finding other sources of funds, estimating lending capacity, establishing
reserve of credit lines and developing the ability of selling assets (The Hong Kong institute of
bankers, 2018). According to the Basel Il standards, banks need to calculate derivative
liability amounts to maintain their stable funding and it can be calculated and categorized in
five different levels (0%, 50%, 90%, 95% and 100%) depending on the amount of available
stable funding factors (BCBS, 2014).
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e Capital management

Capital management acts as a cushion for the bank to deal with unserved losses that might
occur in the bank because the bank can be failed or bankrupt if it cannot maintain proper capital
to meet the requirement of banking regulations (Choudhry, 2018; Weert, 2011). Even if the
capital management of bank can be calculated by following the minimum regulatory capital
requirement of each bank’s regulation and the central bank. According to the international
financial standards or the requirement of Basel I, 11, 111 (capital accord) banks need to hold at
least 8% of capital ratio, and the risk weighted-asset of their bank (BCBS, 2014; Saita, 2007).

Moreover, according to (Liaw, 2012) who explained that the successful factors and the key
areas of banking management that need to be managed and controlled consist of human

resource management, IT management, service management and risk management.
e Human resource management

The bank is similar to other businesses that need human resources to accomplish organisational
goals (Chui, 2015). Human resources management in the context of the banking sector
associates with business’s outcomes. It was found by (E. Mehta, 2016) that “human resource
practices are vital not only in inculcating empowerment amongst the employees but also helps
in shaping a healthy organizational culture, which leads to higher growth and performance of
banks” (Mehta, 2016, p. 92). Consequently, in order to ensure that employees are competent
and expert in their field, managers need to provide training programme to enhance skills and
knowledge, creating human resource planning and set up performance evaluation, and

rewarding regularly (Chadha, 2017).
e [T management

Advanced technology directly affects business’s performance because it can assist bank to
reduce operational cost and bring a competitive advantage to a bank (Davis, 2002). Banks can
apply advanced technology to improve its organisation, cost management and create new
services and products by facilitating and offering self-service to customers (Davis, 2002; Rapp
& Patrick, 2002). (Chishti & Barberis, 2016) explained that the bank industry is entering into
a new era of doing business which is fintech (finance and technology). It means that banks are
merging finance and technology together to create new business model, financial innovation
and new customer experience (Chishti & Barberis, 2016). Thus, banks can also apply advanced
technology to gain competitive advantage and business opportunities by offering innovative

services and products to customers.
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e Service management

Customers always move away or take their businesses to other companies due to dissatisfaction
from old services. (Evenson, 2012) explained that the dissatisfaction of customers is principally
attributed to employees, managers and the companies’ owner that cannot service what
customers’ needs. Mostly, service providers always make an assumption that they understand
and know what customers want without doing a good research (Evenson, 2012; Yang, 2012).
For example, (Mital, Agrawal, & Gupta, 2019) found that customers of different gender have
different expectation, satisfaction and loyalty. Therefore, to create new business models and
great customer experience, it is important to note that providing a great service is not about
serving what you think your customer wants but it is about serving what your customers want
(Evenson, 2012; Hobe & Alas, 2016).

To provide a great service, managers can apply customer relationship management (CRM)
which uses information technology in creating strategic development, values, integration,
information management and assessing performance (Payne, 2005; Yang, 2012). Yang (2012)
explained that using CRM, banks can improve customer services, create effective sales,
increase motivation of staff, create profits for bank as well as improve innovative products and
services because the CMR of the bank is associated with three service capabilities which are

human resource, 1T and marketing.
¢ Risk management

Risk refer to the harmful effect on wealth or possible losses (Bessis, 2010; Tursoy, 2018). In
order to protect assets of customers and bank itself, it demands banks to manage, control and
address uncertain of financial risks that might occur in running business (Bessis, 2010;
Horcher, 2005; Tursoy, 2018). (Horcher, 2005) explained that risks in banking consists of
interest rate risk, foreign exchange risk, commodity risk, credit risk, operational risk, equity
price risk, liquidity risk and systemic risk. However, based on the Basel regulations, banks need
to focus on three main types of risks which are credit risk, operational risk and market risk
(BIS, 2018b).

For credit risk management, there are two approaches that banks can use to evaluate risk
including a standardized approach and internal ratings-based approach. Operational risk
consists of three main aspects to follow: governance, risk management environment and the
role of disclosure. The market risk can be evaluated by a standardized approach for market risk

and an internal models approach (BIS, 2011, 2017, 2018b). Consequently, managing risk not
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only assists banks to create a competitive advantage, but it also supports banks to meet the

international financial regulations.

2.9 Summary.

In this chapter the researcher reviewed the literatures in relation to advantages and
disadvantages of ASEAN economic integration. Furthermore, the benefits and challenges of
the banking integration of ASEAN are illustrated as one of the key parts of the research. The
research has narrowed down to the Lao bank context including the concept of the Lao state-
owned commercial bank, the benefits and challenges of the Lao banks in joining AEC, as well
as the international financial regulations that Lao banks need to pay attention to namely Basel
standards and IFRS.

In the last part of the chapter, the researcher demonstrated the process and function of business
management that banks can use to manage their business effectively and efficiently. Besides,
the key elements of banking management including liquidities, assets, liabilities, capitals,
human resources, IT, services and risks have been discussed for the Lao bank to consider and

apply those elements in their business strategic plans.

In chapter three, the methodology and method of research used in this research study is

discussed.
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Chapter Three: Research Methodology

3.1 Introduction.

In this chapter, the research methodology and research method that will be applied in the
research study are discussed. The first focus of this chapter starts with the research
methodology and research paradigm. The researcher will then discuss the quantitative and
qualitative research approaches. The researcher will move to a discussion of the semi-structure
interview and illustrate the reason for choosing the qualitative approach for this research study.
The scope of the research, the process of sample selection, the data collection as well as the
data analysis will be articulated. Lastly, the researcher will present the ethical issue of the

research.

3.2 Methodology.
3.2.1 Research methodology.

(Creswell, 2018) stated that research methodologies are the processes and plans for doing
research and helps researchers in terms of collecting, analysing and interpreting data.
Furthermore, research methodology allows researchers to implement specific techniques to
uncover the answers to the research questions (Kumar, 2014). (Kumar, 2014) and (Creswell,
2018) explained that from the viewpoint of enquiry mode, the quantitative approach, the
qualitative approach and mixed methods approach are the three approaches that are commonly
used in social research. However, selecting the research approach depends on the types of
research problems, issues, and personal experiences of researchers or participants (Creswell,
2018).

3.2.2 Research paradigm.

In order for researchers to conduct research effectively, understanding philosophical
worldviews or philosophical paradigms are needed (Creswell, 2018). In other words, such
understanding will assist researchers to know the philosophy of existence, the philosophy of
where knowledge comes from, and then select a research approach properly (Chilisa, 2012).
The paradigms of philosophy consist of four paradigms which are post positivism,
constructivism, transformative and pragmatism (Creswell, 2018; Wahyuni, 2012).
Nevertheless, the constructivist paradigm (social constructivism or interpretivism) will be used

as a research paradigm for this research.
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The constructivist paradigm can be used in many fields of research studies, it is a research
approach that researchers can apply to construct the knowledge and understanding of
researchers (Adom, Yeboah, & Ankrah, 2016). The role of constructivist paradigm in social
context is to acknowledge, respond and collaborate to an ethic (Allen, 2008). Besides,
(Creswell, 2018) explained that the constructivist paradigm allows researchers to construct,
question, interact and understand the varying and complex views of participants through

applying open-ended questions.

As this study the researcher will explore how businesses (Lao banks) implement strategies and
react to the new change of business environments (economic integration of ASEAN), therefore

the constructivist or interpretivist paradigm will be conducted in this research.

3.3 Quantitative and qualitative approaches.

3.3.1 Quantitative approach.

The quantitative approach is commonly referred to analysing data through numerical
interpretation, statistic data and quantitative information (Vogt, 2011). The quantitative
research attempts to explore or discover new knowledge through simplifying complexities in
the set of contrivance (O’Dwyer & Bernauer, 2014). Moreover, quantitative research aims to
explore, or investigate about scientific experiments and systematic measurements (Hoy, 2010).
Quantitative research relates to statistics and measurement because those are based on the
observation and mathematical expressions that helps researchers to analyse the quantitative
data, organise data and understand the numbers (Hoy, 2010; Paolo, 2011). According to
(Antonius, 2002; Maxim, 1999) stated that quantitative research is a scientific method, it has a
unique process that aims to help researchers learn and understand the assessment of the validity
and logical connection of data of the observation of social phenomena and human beliefs.
Moreover, (Blaikie, 2003) has explained that in order to understand deeply about new
phenomena in society, practical puzzles and to fix, or solve, practical issues there are four
critical issues that researchers need to explore. This includes answering the question of the
composition of scientific knowledge, answering the reasons why scientific knowledge is
different from other knowledge, exploring the criteria of judgment and answering how to

explore the new knowledge or develop knowledge that has already existed.
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3.3.2 Qualitative approach.
While the quantitative approach focuses on scientific and statistical techniques, the qualitative
approach focuses on the qualities of existence, significance and processes which are not

captured, the number, frequency and intensity (Denzin & Lincoln, 2000).

The qualitative approach is to investigate the histories of human’s life and behaviour
(Silverman, 2000). A similar viewpoint by (flick, 2006) stated that the qualitative research is a
definite connect to the relationship of society because of the pluralization of human’s life. It,
therefore, requires a new research study to respond to the empirical study of social problems
(flick, 2006).

The qualitative approach will assist researchers to explore and understand social contexts
which include problems and relationships of the human of both the individual and group in
society; it is an open, flexible and unstructured research which can help researchers to
investigate the diversity of feelings, viewpoints and experiences of participants (Creswell,
2018; flick, 2006; Kumar, 2014). Moreover, (Denzin & Lincoln, 2000) stated that the
qualitative researchers commonly focus on the reality of nature of social construction, the
relationship between researchers and the areas of research studies, the limitation of empirical

studies which create questing.

The qualitative approach can assist the researcher to explore and understand social contexts
which include problems and relationships of human in society. The qualitative approach is
open, flexible and unstructured research. This research, therefore, uses the qualitative approach
as a research methodology. As the purpose of this research study is to focus on the viewpoints
of bank managers on the ASEAN economic integration, the qualitative approach not only
assists this research to find out the problems and strategies of Lao banks in joining ASEAN
economic community. It will also help the researcher to investigate the diversity of feelings,
viewpoints and experiences of participants which will lead to collecting accurate, valid and

reliable data for the research study.

3.4 The rational for applying qualitative research approach.

The reasons for applying the qualitative research approach in this research study are explained

as follows:

Initiatively, this research study aims to explore the perspectives of bank managers on the

challenges of financial regulation and business strategies of Lao banks in joining AEC which
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is not related to the statistical data, scientific information, and or observation. Therefore, the

suitable research approach for this research study is the qualitative research approach.

Secondly, the qualitative approach will be applied to conduct this research study because this
approach will allow the researcher to apply the semi-standardized interview to collect data from
interviewing bank managers’ perspective in details. As (flick, 2006) explained the semi-

standardized interview is widely used to interview the viewpoint of participants.

Thirdly, in Lao context, it is difficult to interview people who are in high positions because
those people are afraid to share their company’s information. Thus, using semi-standardized
interview method from qualitative research will help the researcher to collect data and conduct
the interviewing smoothly. The semi-standardized interview method of the qualitative
approach is flexible to create flows of interviewing which means the questions can be asked in
varied ways. This can make participants less stressful, feel comfortable to share their
experience, information and feelings during interviewing (Creswell, 2018; flick, 2006; Kumar,
2014).

Therefore, using the qualitative research approach is the most suitable one to allow the

researcher to conduct research in a proper way and gain more accurate data from participants.

3.5 Sample selection.
3.5.1 Non-probability sampling and purposive sampling.

The purpose of this research aims to explore the challenges and the strategies of Lao state-
owned banks in joining AEC. The non-probability sampling and the purposive sampling will
be employed in this research. According to (Ritchie & Lewis, 2003), selecting the population
for qualitative research can be done by using non-probability sampling. For the non-probability
sampling, researchers can select the specific characteristics of population and those selections
are deliberate. The purposive sampling, on the other hand, is the process of selecting samples
or participants and is based on criteria and purposes (Ritchie & Lewis, 2003). (Ritchie & Lewis,
2003) stated that by using this selection, it allows researchers to explore and understand the
central ideas and issues of the research study more because this selection relates to selecting
the specific roles, experiences, characteristics and behavior of participants. The purposive
sampling not only helps researchers to ensure that the participants are relevant to the objective
of the research study, but also helps researchers to consider the diversity of population (Ritchie

& Lewis, 2003). Therefore, these two approaches are appropriate for this research study as it
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will explore the perspectives of bank managers who will create and apply banking strategies in

new business environment.

The researcher will apply the non-probability sampling and purposive sampling in this
research so that the criteria of selecting participants are from the responsibility, work-
experience and characteristic of participants. The participant in the research must be the leaders
who have experience in banking for more than 5 years and the participants or leaders can be
the head or deputy director of a division. However, for the researcher to select the fitting
participants, the approach will be to ask the HR manager of BCEL for a list of their managers

that fit with criteria.

3.5.2 Research participants.

The participants (interviewees) who will be involved in this research are 11 people (the head
of division) including Human Resources Division, Credit Management Division, Finance
Division, Operation Center, Corporate and Private Banking Division, Research and
Development Division, Marketing Division, Electronic Banking and Card Services Center,
Risk Management and Anti-Money Laundering Division, Treasury and International Services
Division, Accounting Division. Those 11 participants are chosen because they are in a
managerial position and roles that are directly related to creating and applying the business
strategies of the bank. Therefore, the work experiences, knowledge and perspectives of those

participants will be useful for this research study.
3.6 Research Methods.

It is important for researchers to design the methods for collecting data. (Lapan, Quartaroli, &
Riemer, 2012) stated that research methods refer to the types of tools or techniques that

researchers apply to collect data in their studies.

Even if there are many research methods have been developed for collecting data in qualitative
approach, it can be categorized into two main groups which are naturally occurring data and
generated data (Ritchie & Lewis, 2003). The first group of approaches is naturally occurring
data. It consists of participant observation, observation offers, documentary analysis, discourse
analysis, and conversation analysis, whereas the second group is generated data which contains
biographical methods, individual interviews, paired interviews, focus groups or group
discussions (Ritchie & Lewis, 2003). This research, however, adopted the approach of

individual interviews for the research.
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3.6.1 Individual interviews.

The purpose of interviewing is to ask or question people or participants to gain ideas,
experience, views and data from interviewees (Byrne, 2017). Moreover, (Byrne, 2017) stated
that the interviewing in qualitative research consists of three types which are the structured
interviews, semi-structured interviews and unstructured interviews. However, in this research
study the individual interview or semi-structured interview approach will be employed to

collect data.

The individual interview approach is commonly applied in the qualitative research. The
interview approach also known as the semi-standardized interview, or the semi-structured
interview, can help researchers to investigate perspectives or experiences of interviewees,
processes and complexity of the systems in depth through open-ended questions (flick, 2006;
Ritchie & Lewis, 2003). Moreover, this approach allows researchers to have control over the
line of collecting data or interviewing (Creswell, 2018). As the interviewees of this research
are the leaders of banks, the individual interview will be more suitable than paired interviews
or focus groups interviews. This is because the semi-structured interview will offer an
opportunity for interviewees to share and clarify their perspectives, knowledge and experiences

freely.

The semi-structured interview applies open-ended questions to explore the research’s questions
and normally the questions can be asked via WH questions (Newcomer, Hatry, & Wholey,
2010). Moreover, (Jamshed, 2014) and (Newcomer et al., 2010) stated that the semi-structured
interview can help researchers to conduct the interview with the right time-frame of
approximately an hour for interviewing to prevent the participants and researchers getting

fatigued or tired of the interview.

This research will use Banque Pour Le Commerce Exterieur Lao Public (BCEL) as a case study
and will apply the semi-structured interview to investigate perspectives or experiences of
interviewees through open-ended questions. As the interviewees of this research are the leaders
of bank, the individual interview will be more suitable than paired interviews or focus groups
interviews. Thus, the semi-structured interview will offer an opportunity for interviewees to
share and clarify their perspectives, knowledge and experiences as well as to allow researcher

to collect data to properly meet the purposes of the research.
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3.6.2 Data collections.

In order to explore the answers for this research study, collecting data is one of the most

important processes.

(Flick, 2018) stated that the data collection of qualitative research is “the selection and
production of linguistic (or visual) material for analysing and understanding phenomena, social
fields, subjective and collective experiences and the related meaning-making processes” (Flick,
2018, p. 14). Data collection’s method in qualitative research can be used in different ways
based on the purpose of research study such as interviews, focus groups and observation
(Barrett & Twycross, 2018).

In this research study, the interview approach or semi-structured interview of the qualitative
research is employed as mentioned above. Moreover, the data collection or interviewing
participants will mainly take place in the head of office of BCEL and the participants consist
of 11 leaders which come from 11 divisions (mentioned in 3.5.2). A copy of the interview
questions both the English and Lao versions will be used as bank managers use Lao language
as the first or official language. The interviews will be conducted in a quiet location chosen by
the participants and each interview is expected to take around 45min — 1 hour. Before
conducting an interview, the researcher will contact a key contact person from human resource
department of BCEL or administrative officer to ask for permission, time and place of
interview. However, the researcher’s schedule is flexible, so the participants will decide the
meeting times and If the meeting time happens to be in work time, the researcher will ask
permission for this from the participants’ employers. During interviewing, the researcher will
use audio recording and the participants will be informed and provided with a project

information sheet and asked to sign the consent form.
3.6.3 Pilot study.

A pilot study is aimed to test and check whether or not the questions, that will be asked in
interviews, are understandable or if they need greater clarification before starting the real
interviews (Maxwell, 2005; Yin, 2011). Pilot study assists researchers to develop and improve
the knowledge and understanding of the research’s concepts and theories related to research
study for participants as participants are the main people who are answering the research
questions (Maxwell, 2005; Yin, 2011). Pilot study also assists researchers to provide meaning
and raise up perspectives of participants on the research’s topic and research study so that

researchers can gain valid and valuable data from participants (Maxwell, 2005).
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In this research study, the researcher has sent the information including the research topic, the
purpose of the research, the consent form, and the research questions. The ethic approval
(number 2018-1052, date 51" September 2018) from the Unitec Research Ethics Committee to
conduct the research project was given to the human resources department of BCEL and all
participants to provide the research concepts and ideas and to test whether the interview
questions are understandable and whether they need to be improved or clarified or not. By
doing so, the researcher believes that all participants will gain more ideas and concepts prior

to starting the real interviews.

3.6.4 Data analysis.

(Creswell, 2018) explained that data analysis is the process of transferring raw data into the
result of research study. Its process consists of data preparation, analysis conduction, data
presentation and data interpretation. Furthermore, (Ritchie & Lewis, 2003) and (Kumar, 2014)
concluded the process of analyzing the contents of interviews that there are four main steps
involved in this process. The steps are (1) identifying the main themes or concepts of research,
(2) assigning codes, labelling or tagging the data to the main themes, (3) sorting or classifying
responses under the theme or concept, and (4) summarizing, synthesizing, integrating the data,

themes and responses into the report.

This research uses the qualitative approach and semi-structured interviews to investigate the
perspectives of bank managers on the challenges of financial regulation in joining AEC and
applying business strategies into the new business environment. Thus, in order to interpret
significant points of data collection which relate to the research questions and purposes, this

research study will employ a thematic approach for analyzing data.

(Guest, Macqueen, & Namely, 2012) stated that the thematic approach or thematic analysis is
a “grounded theory and development of cultural models” (p. 14) and it requires the researcher
to get involved and interpret the data that was collected from participants. There are six steps
in the process of thematic analysis which are (1) organising information or familiarisation with
the data collected from participants, (2) creating codes or coding, (3) creating themes or
construct the themes for research, (4) reviewing themes, (5) defining and naming themes or

interpret themes, and (6) writing the report (Cassell, Cunliffe, & Grandy, 2017).
The following steps are the six steps of thematic analysis of the research study:

1. Organising information or familiarisation with the data collected from participants.
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(Cassell et al., 2017) stated that the first step of analysing data is to become familiar with the
data collected from participants. For this process researchers need to engage and become
immersed in transcribing, re-reading and listening to the recordings gained from interviews to

understand the content, ideas and perspectives of participants (Braun & Clarke, 2006).

This research employs the semi-structured interview to collect data so that all interviews will
be recorded and translated or transcribed by the researcher. In this process, the researcher will
transcribe the conversations of interviews into English because the interviews are Lao
language. After, translation is done, it will be sent to participants to recheck the accuracy of
the data and transcription as stated in the Ethics form. This process will help the researcher to

become familiar with the data and organise the data for the second step.
2. Coding or creating codes.

The second process is coding. (Braun & Clarke, 2006) and (Cassell et al., 2017) stated that
after the first process is done, the next step is to create the specific codes that can be used to
identify the significant features of data and the codes of data should be numbered with specific

letters relevant to the data.

In this process, the researcher will start to organise data and create the specific codes to
represent the identity of participants. However, regarding the ethical considerations, the names
of all participants are anonymous to preserve the personal identity of each participant and to
ensure that there is no harm to any of the participants. The researcher has created the specific
codes for all participants by using letters and numbers which are BK01, BK02, BK03, BK04,
BKO05, BK06, BK07, BK08, BK09, BK10 and BK11.

In this research study, the participants are not grouped together. There is only one participant
from each division of BCEL and they can be representative of all management perspectives of

Lao state-owned banks in Laos.
Researcher will apply
3. Creating themes or construct the themes for research.

Constructing themes for research is another process of thematic data analysis. In this process
researchers need to examine the codes and compare data to identify themes for research as well
as comparing, combining or dividing data that is relevant and meaningful to research study
(Braun & Clarke, 2006; Cassell et al., 2017). Therefore, in this process, the researcher will
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carefully highlight the significant points, combine and divide the relevant data, using codes

from the coding to create subthemes and themes and then join them together.
4. Reviewing themes.

This process requires researchers to recheck or review the candidate themes created in the third
process to ensure that the data and themes are relevant, logical and coherent (Braun & Clarke,
2006; Cassell et al., 2017). Moreover, this process can help the researcher to identify that some
themes cannot be a real theme of research and some themes can be divided into other themes
(Braun, 2006). Reviewing themes can be done through two steps including reviewing coded
data extracts and reviewing the process of creating themes (Braun, 2006). In case, if the data
that has been coded and the themes are not fitting together, the researcher needs to sort the
problems out. Thus, this process is one of the most important steps that the researcher needs to
pay attention to because it assists the researcher to ensure that data, codes and themes are

logically linked to each other.
5. Defining and naming themes or interpret themes.

The researcher needs to interpret themes by developing and enhancing details of an analyst of
themes to ensure that the researcher can present the name and details of themes to readers
(Braun & Clarke, 2006; Brown & Stockman, 2013 ). Moreover, in this process, researchers are
required to refine, define the themes’ essence and provide names for themes (Braun & Clarke,
2006; Cassell et al., 2017). (Creswell, 2018) stated that this process assists researchers to apply
narrative passage to transfer or convey the findings gained from analysis and this process needs
to include the discussion of chronologic events, themes and relationship or connection of
themes. In this interpreted theme, tables, figures and visuals can be employed to help
researchers create discussions (Creswell, 2018). By using tables, (Creswell, 2018) explained
that with figures and visuals, the researcher can illustrate a model’s process of grounded theory,
create and draw a specific site of research, and convey and transfer participants’ data or

information into tables.

In this research, the researcher will apply a table to illustrate the data gained from interviewing.
This will help the researcher to analyse the data and create themes more easily and accurately

as well as helping readers to understand the concepts and ideas of the themes.
6. Writing the report.

Writing the report is the last process of the six steps of the data analysis that researchers need

to present the research’s findings and interpretation (Clarke & Braun, 2013). This process

33



requires the researcher to produce a report that has to be concise, coherent, logical, no repetitive
and provide an interesting point of data related to themes (Nowell, Norris, White, & Moules,
2017). (Nowell et al., 2017) further added that direct quotes and short quotes can be used to
highlight the specific points of the findings and themes, to make the final report clear and
understandable as well as to convince readers to believe in the validity and merit of the analysis.
Additionally, when writing the final report, the researcher needs to provide, or state the
information of the research project clearly to enable the reader to evaluate the quality of the
research (Nowell et al., 2017). Researchers can also apply literature reviews and research
questions to support the findings of a research study in order to make a valid dispute for
selecting themes (Jodi, 1995; Nowell et al., 2017; Wigdorowitz, 2018). Thus, for this last
process researchers need to focus how they are writing reports because researchers need to
apply and combine relevant data, literature, questions and findings together to make a strong

argument for the research study.

3.6.5 Validity of results.

In the research study, it is very important for researchers to ensure that the findings of the
results are reliable and valid (Leung, 2015). The validity of results refers to the accuracy of the
research findings which means that the validity helps researchers to check whether the findings
are accurate or not. The reliability of findings refers to the consistency of the research results
in that there is a similarity of findings with other research studies (Creswell, 2014; Leung,
2015). According to (Brink, 1993; Creswell, 2014) the process of checking the accuracy and
reliability of findings can be done through (1) triangulation-using more than two data resources,
tools, theories, examiners and approaches; (2) member checking-rechecking for the accuracy
of the results with participants; (3) use of a rich or expert consensual validation from others-
recheck of the research findings with experts to analyse the data and gain more perspectives
and themes; (4) checking the bias-researchers need to do self-reflection to ensure that
researchers do not bring any bias to the research study; (5) presenting negative information-
researchers should state the contradictory data or information into the findings gained by
participants; (6) multiple or spend more time in the field-researchers can spend more time to
understand the research results, or the new phenomenon, or to see different viewpoints; (7)
peer debriefing-researchers can apply peer to debrief, recheck and question their research
study; (8) using auditor-researchers can hire external auditor to review all details of the research

study to help the researcher check the accuracy of the research.
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To ensure that this research project is reliable and valid, the researcher will apply the processes

or the steps of conducting the project as follows:

Firstly, prior to starting the project, the researcher has sent the proposal letter to BCEL and
target participants. Other documents relevant to research study were attached with the proposal
letter such as the introduction of the research study, the criteria of participants, questions for

interviewing, the approval of ethics and the consent forms.

Secondly, the research questions were formed and checked with supervisors to ensure that
those questions were met the purpose of the research, were clear and understandable to gain
the validity and reliability of data.

Thirdly, the places of interviews were chosen by participants in order to make participants feel
comfortable and relax to enable them to share their ideas freely and assist the researcher to gain
t accurate data from the interviewing. In addition, to gaining accurate information during the
interviewing, the researcher also used a voice-recorder to record the conversation of

participants and the researcher.

Fourthly, once the researcher completed the transcript and interpreted findings, the researcher
will send those results to recheck with supervisors and participants to avoid any mistake and

gain the accuracy and reliability of the research.
3.7 Ethical Considerations

(Kumar, 2014) stated that as there are many people who get involved in the research study, it
is important to consider the ethical issue when conducting research. When doing research there
are three main stakeholders in a research that need to be considered. They are the participants
or subjects of the research, the researchers and the funding body or organization (Kumar,
2014).

Ethical issues which relate to the participants are: “collecting data, seeking informed
consent, providing incentives, seeking sensitive information, the possibility of causing harm to

participants, and maintaining confidentiality” (Kumar, 2014, p. 284-286).

Ethical issues which relate to the researchers are: “avoiding bias, provision or deprivation
of a treatment, using inappropriate research methodology, incorrect reporting, and

inappropriate use of information” (Kumar, 2014, p. 286-288).

Ethical issues which relate to organization are: “restrictions imposed by the sponsoring

organization, and the misuse of information” (Kumar, 2014, p. 288).
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However, this research will employ the Unitec Research Ethics Committee (UREC) guidelines
2014 to conduct and avoid any issues relating to the research study. As this research will
interview the managers of BCEL bank which operates in Laos, and to avoid issues, the
participants’ names and information provided by them will be kept confidential and will not be

shared with those who do not relate to this research study.
3.8 Conclusion:

In this chapter, the researcher has discussed the methodology employed in the research.
Researcher has explained the reasons of employing the interpretivist paradigm as a research
paradigm, the qualitative research approach, applying the semi-structure interview to collect
data from eleven bank managers, scope and sample selection of research study. The researcher
also discussed the process of data analysis of the research which is the six steps of thematic
analysis. The process of checking the accuracy and reliability of the research and the ethical

issues were discussed in this chapter.

In the next chapter, the researcher will present the research’s results or findings gained from

interviews.
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Chapter Four: Findings

4.1 Introduction.

In this chapter, the all data results and empirical findings are summarised and presented based
on the semi-structured interview questions. Three research questions in which the sub-
questions are also added to clarify and generate the answers from eleven participants. All of
participants are on the position of managerial level of the BCEL bank. The findings of this
research reflected and answered the research questions and objectives of the research. This
research has been designed to investigate the management’s perspectives on the financial
regulatory strategies that management of Lao banks can adopt to compete with other ASEAN
member banks. Consequently, the results of the findings have pointed out the key areas that
Lao banks need to improve in order to adopt business strategies to the new business

environments; those data results are also sufficiently conducive to analyse in the next chapter.

4.2 Interview results and findings.

According to ethical considerations, the name of all eleven participants are anonymous to
preserve the personal identity of the participants and to ensure that there is no harm to the
participants in this research study. The researcher has created specific codes for each of the
eleven participants, who are from eleven different departments of BCEL bank, by using letters
and numbers which are BK01, BK02, BK03, BK04, BK05, BK06, BK07, BK08, BK09, BK10
and BK11. In this research study, the participants are not grouped together as they are only one
participant from each division of BCEL bank and they can be a representative of all

management’s perspectives of Lao state-owned banks in Laos.

4.2.1 ldentifying the understanding of AEC.

To evaluate the understanding and knowledge of management about AEC, research has
designed three general questions to ask participants including “what is your understanding of
AEC? what do you think about the benefits of joining AEC? What do you think about the
disadvantage of AEC?”. These three questions are designed not only for checking how much
the management understand and know about AEC and assisting the researcher to ensure that
both researcher and participants are on the right track, but also help the researcher to evaluate

whether all eleven participants need more clarification about AEC or not.

4.2.1.1 What is your understanding of AEC?

The findings show that all participants understand and are familiar with the term “AEC” and
its main purposes. Most of the participants can illustrate clearly about the meaning of AEC that
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it stands for ASEAN Economic Community and its purposes are to contribute the sustainable
economic growth of ASEAN members together. Besides, there are two participants who have
explained about AEC that AEC is a corporation that will reduce the gap of economic
development, as well as amend laws and regulations relating to trade and investment of
ASEAN members.

My understanding is that AEC or ASEAN Economic Community is a consequence and
direction of ASEAN members and the purposes of establishment are to boost,
strengthen, share economic growth in the long run (BK01, BK02, BK03, BK04, BK06,
BKO7, BK08, BK09, BK10).

AEC is an association of ASEAN members to create harmonious laws and regulations
of trade and investment, and reduce the gap of economic development between ASEAN
members (BK05, BK11).

Table 4.1 Understanding of AEC

Answers | AEC stands for To boost, To harmonize the | To reduce the

ASEAN strengthen and laws and economic
Economic share economic regulations of development gap

Managers Community growth trade and of ASEAN

investment

BKO1 v v

BKO02 v v

BKO03 v v

BKO04 v v

BKO05 v v

BKO06 v v

BKO07 v v

BKO08 v v

BKO09 v v

BK10 v v

BK11 v v

Total 9 people 9 people 2 people 2 people
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4.2.1.2 What do you think about the benefits of joining AEC?

Understanding the benefits of joining AEC is crucial because it will assist management to
foresee what will happen in their business and what strategies can management adopt for new
business environments. By asking the benefits of joining AEC, the researcher can see the views

of management of new business opportunities for their businesses.

Based on findings, eight participants (BK01, BK03, BK04, BK07, BK08, Bk09, BK10, BK11)
have expressed their ideas on the benefits of joining AEC that AEC will offer business
opportunities to ASEAN members including trade and investment between ASEAN and global
markets. Laws and regulations related in trade and investment will be revised and updated to
make it compatible as well as the skills and knowledge of people in each country will be
improved. Moreover, there are two participants (BK02, BK05) have emphasised that AEC will
not only benefit Laos in country development, social development and economic development,
but it also benefits Lao firms to improve their businesses to be ready for new business

environments.

The advantage of AEC is that it will connect to international markets, provide
opportunities for business in investment, improve regulations, enhance skills and
knowledge of people and create business competition among ASEAN members. Then,
its results lead to economic development and human resource development (BKO1,
BKO03, BK04, BK07, BK08, BK11).

We need to join AEC because we cannot stand alone in this era. AEC will provide us a
thousand lessons and experience to improve and develop ourselves into international
levels (BK09).

The benefits of AEC are to encourage developing countries to improve and develop

themselves for new changes, trade and investment will increase (BK10).

After joining AEC, Laos can have same rights and other benefits like other members to
develop country, economic and social development. AEC can help Lao businesses

improve abilities to enter to the global markets (BK02, BK05).

However, there is one participant that has shared an opposite view on the benefits of joining

AEC that it might be hard for Laos to get benefits from this economic connection.
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Laos won't gain much benefits from AEC. It's because Laos is a small country compared

to other ASEAN members. It is hard for us to deal business with others due to our

readiness and business limitations (BK06).

Table 4.2 The benefits of AEC

Benefits | Offer business Country, economic and Laos might not gain

opportunities (global social development; benefits
trade, law and ability to trade globally.

Manager regulations, human
resource development)

BKO1 v

BKO02 v

BKO03 v’

BKO04 v

BKO05 v

BKO06 v

BKO7 v

BKO08 v

BKO09 v

BK10 v

BK11 v’

Total 8 people 2 people 1 person

4.2.1.3 What do you think about the disadvantages of joining AEC?

This question is used to find out the ideas of participants whether they are aware of drawbacks

and threat of doing business that might occur after joining AEC. From this question, the

researcher can know and evaluate the fear of joining AEC of participants and this question will

allow participants to generate ideas relating to the next questions.
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Mostly, the respondents were concerned about four factors of doing business which can
measure the readiness of Lao firms on AEC including funds, skilled workers, technology and
business competition. The interviewees have explained that this inflation will have negative
impacts on Lao businesses because Lao businesses have a lack of IT systems, human resources,
capital for expanding businesses, increasing in trades and investments from foreigners which
lead to high competition. Apart from that, one participant (BK09) has also added that disparities
of economic development including funds, laws and regulations become a major obstacle to

do businesses.

Laos cannot compete with other countries who have a strong economy because Laos is
a small country and has a lack of skilled labour, funds, and IT to support running
business. Moreover, the competition in trading will raise rapidly due to the increasing
of the foreign direct investment (FDI) and Laos might not gain benefits like others
because Laos is an importer country (BK01, BK02, BK03, BK04, BK05, BK06, BK07,
BK08, BK11).

In ASEAN, it still has a huge gap of development such as funds for business
establishment, regulations and laws are needed to be amended and supported from
government. Laos, for example, only meet the standard of Basel | and working on Basel
1l project but other members are jumping into Basel II1l and IV. So, it’s hard for running

businesses and trade with foreigners (BK09).

Additionally, one of the participants has shared the view on the drawback of joining AEC that

it relates to the risk of anti-money laundering.

The disadvantage of joining AEC would be money laundering because in Laos people
can open more than three accounts such as LAK, USD and THB, they can transfer

money freely to do businesses in black markets (BK10).
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Table 4.3 The disadvantages of joining AEC

Disadvantages

5 n
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BKO1 v’ v Ng v’
BK02 e v v v
BKO03 v’ v Ng v’
BKO04 v v v v
BKO05 v v v v
BKO06 v v v v
BKO07 v v v v
BKO08 v v v v
BKO09 v v
BK10 v
BK11 e v v v
Total 9 people | 10 people | 9 people 9 people 1 person 1 person

4.2.2 Examining the awareness of AEC and banking in Laos.

In order to find out answers for the sub-research question one “What are the benefits and

disadvantages for Lao banks in joining AEC?” and objective of the research study, three

questions below are questioned to explore the management’s perceptions on the advantages

and disadvantages of joining AEC of Lao banks.
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4.2.2.1 Inyour opinion, what benefits will Lao banks gain from joining AEC?

This question is specifically asked to investigate the perception of management about the

benefits of AEC which are associated with the Lao banking sector.
- Improving quality of services

Four of interviewees have stated that after joining AEC trade and investment among ASEAN
members will be increased and it requires Lao banks to improve their services otherwise, they

might not compete with foreign banks.

| think that Lao banks will obtain same rights and other benefits as other ASEAN
members. For example, financial cooperation development will allow Lao banks meet
international standards and improve service qualities. so that, Lao banks can expand

their services and branches in other countries (BK03, BK05).

Lao banks could survive in new business environments, if we could adapt and improve
ourselves to this change. Moreover, trade and investment will be increased and its
results will directly relate to improving banking services and offering optional services
for our customers (BK04, BK09).

- Improving IT systems

For this point, there were four interviewees stated that the IT system is one of the most
important sections that will be improved. They believed that AEC will support Lao banks to
improve their IT systems and it can help Lao banks to be a competitive business as well as
assist their organisation to get into international level of finance and banking which can offer

internet and mobile banking to society instead of using banknotes.

Generally, joining AEC will benefit Lao banks in improving their IT systems to compete

with other competitors and meet the standard of the basel’s requirement. (BK02, BK07,
BKO08).

In the near future, when Lao banks can improve and develop their IT systems, it can
help Lao banks reduce using banknote in our economic system and the trend of using

internet banking and mobile banking or Fintech will be increased (BK10).
- Improving banking laws and regulations

There are three participants (BK03, BK06, BK11) who have believed that Lao banks will gain

benefits from AEC because this integration directly forces Lao banks to review and revise their
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laws and regulations to be compatible with other countries. As a result, Lao banks could

upgrade their internal regulations and meet the international financial requirements.

Joining AEC will lead to the biggest change and improvement of Lao banks. It requires
Lao banks to follow the international financial standards and regulations (BKO3,
BKO06).

The main benefit that Lao banks will gain is from the amendment of laws and
regulations relating to banking and financial sector of our government and BOL who
control and guide us in operating services. From this change, we can adapt and
improve our regulations to meet the requirements of the international financial

standards and compete with other foreign banks (BK11).

- Improving skilled labour

Some of the participants have referred to the benefits of AEC relating to human resource

development that their employees will have more chance to join a training programme and

exchange work experience with their business partners.

The benefits of AEC for Lao banks are exchanging knowledge and experience with
other foreign banks and our partners who have a good experience in banking. This will
benefit our employees in improving employees' skills and knowledge in both short-term
and long-term (BKO1, BKO7).

Table 4.4 The benefits for Lao banks
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BKO05 v

BKO06 v

BKO7 v v
BKO08 v

BKO09 v

BK10 v

BK11 v

Total 4 people 4 people 3 people 2 people

4.2.2.2 Do you think joining AEC will bring benefits to BCEL? How do you

think the benefits can be achieved?

This question helps the researcher to specifically focus on examining the perspectives of
management of Lao owned-state commercial bank (BCEL bank) on the benefits of gaining
from joining AEC as well as some of the ideas about business strategies that they will apply in

order to gain those benefits.

All participants have agreed that they will gain benefits from economic integration of ASEAN
and they have to improve and invest a huge-budget in their business development. The areas
of improving of BCEL include human resources development, upgrading IT systems,

international financial standards, service quality, regulations and capital.
- Improving employees’ skills

Five of the participants (BK04, BK05, BK07, BK09, BK10) have highlighted that one of the
most significant elements that they need to focus on is their employees’ skills and knowledge.
They need to ensure that they have talented staff who are ready for dealing with businesses and

serving the best services to their customers.

For BCEL, I think that it is a great opportunity to expand our operation to big markets
of ASEAN which have over 600 million customers. We will get a lot of benefits from
AEC or international payment transactions among ASEAN members such as

international funds transfer services and joining ATM with ASEAN countries. In order
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to get those benefits, we need to improve our internal resources constantly like human
resources to be proficient employees and be ready for new business environments and
ensure that our staff can provide the best services to our value customers (BK04, BKO05,
BKO07, BK09).

As | mentioned before. BCEL will get positive effects from joining AEC if we can
improve and develop or upgrade our human resources, IT systems and regulations.
Without these three key elements, we might not run our business smoothly and might
not compete with other foreign banks who are going to invest in Laos in a next few
years (BK10).

- Improving international financial standards and regulations

To meet the requirements of QABs and international financial standards, three of executives
of BCEL have stated that they have a lot of projects and tasks to complete namely international
financial report standard (IFRS), risk management project, and Basel Il project. Furthermore,
one participant has mentioned about improving their regulations. This participant has explained
that it is necessary to review and improve their regulations, then it will assist them to obtain a

competitive advantage from AEC.

Actually, Bank of the Lao PDR (BOL) has encouraged us to meet the QABs’ standards
and be a model for Lao Banks. So, this can bring a lot of benefits to BCEL because if
we are the first bank who can meet the international standards, it will be good for our

reputation and we will have more customers (BK08).

We can take a lot of opportunities of doing business and improving ourselves from
joining AEC. We are improving our corporate governance, risk management and other
tasks related to Basel Il project (BK06).

| think BCEL will gain a lot of benefits from joining AEC. Right now, we are improving
our organisation to meet QABs. We have a lot of works to do and need to get it done by
2019-2020 we have hired EY company to help ask complete Basel Il, IFRS and Risk
management project (BK01).

As | mentioned before. BCEL will get positive effects from joining AEC if we can
improve and develop or upgrade our human resources, IT systems and regulations.
Without these three key elements, we might not run our business smoothly and might
not compete with other foreign banks who are going to invest in Laos in a next few
years (BK10).
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- Improving IT systems

To provide the advanced technology for banking products and services, and secure their
customers’ information, five of the respondents of BCEL have demonstrated that they are
investing in IT systems which will assist them to improve their services and gain benefits from
joining AEC.

I think that if BCEL would like to gain benefits from this economic integration, BCEL
needs to improve IT systems. We need to use advance technology to help us develop
our products and services and meet international banking standards and at the moment
we are dealing with some IT companies to improve, upgrade and move our data centre
to Singapore (BK01, BK04, BK09, BK10).

In my opinion, BCEL will gain a lot of benefits from this integration, if we can improve
and develop technology for our products and services. For example: Right now, we
have worked with Ministry of finance to create the new feature in our application
(BCEL-One) call road tax and land tax. from those features, Government can collect
tax more into their system and BCEL will gain a huge amount of money (fee) from that
operation (BK02).

- Improving service quality

From the view point of improving service qualities, three participants (BK03, BK04, BK09)
have stated that they have a plan to invest and expand their businesses abroad so that they need

to improve their services to meet the international standards.

Joining AEC will bring some huge benefits to us. | could say that this integration is one
of the big changes in our organisation because right now we are improving ourselves
to grow up our business in a new level of banking meaning that we are not only serving
our services to local, but we are also going to expand our services to international
markets (BK03, BK09)

So far, we have received many international awards relating to banking services but

we need to keep improving and promoting our bank on global stages more (BK04).
- Raising capital

Similar to the view of improving regulations, there is only one participant who have stated

about raising money for their businesses. The participant (BK09) indicated that they need funds
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to support and expand their products and services so that they will gain benefits from their

business operations.

| think that if BCEL would like to gain benefits from this economic integration, BCEL
needs to improve skills and knowledge of employees, service qualities, increase funds

to provide more credit and invest in new business as well as IT systems (BK09).

Table 4.5 The benefits of AEC for BCEL
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4.2.2.3 In your opinion, what disadvantage will Lao banks gain from joining
AEC?

This question was designed to narrow down the awareness of management about the

disadvantages that Lao banks will face after joining AEC.

Based on the answers of participants, over half of participants were concerned about
insufficient funds for supporting businesses, followed by a lack of human resources, a

competition between Lao banks and foreign banks, IT systems and regulations respectively.
- Lack of funds

According to the research, almost all of respondents have disclosed that they are worried about
capital for running businesses of Lao banks. Lao banks require a huge of funds for providing
and supporting their customers as well as upgrading their businesses otherwise they might not

compete with foreign banks who can offer more funds for Lao businesses and customers.

| think that Lao banks will encounter with high competition in banking services.
Moreover, Lao banks do not have sufficient funds to provide and support their
customers (BK03).

The challenge of AEC is that it is still an invisible community in banking and Lao banks
have a lack of funds so that we do not have bargaining power to deal with foreign banks
meaning that Foreign banks can support more banking services and loans for business
firms (BK04, BKO05, BK08).

| am afraid that Lao banks might not be able to compete with other foreign banks. It is
because foreign banks are stronger than us. They have more experience and funds to
run their businesses (BK06, BK09).

We need to upgrade our businesses but this change directly affects our financial
statement and upgrading whole systems requires millions dollar to support our
developments (BK10, BK11).

- Lack of Human resources

There were five respondents have responded that the disadvantage of joining AEC related to
Lao banks is having a lack of skilled labours. Employees who have a great work experience
of international businesses are limited. Therefore, it will be difficult for Lao banks to gain a

competitive advantage from business competitors.
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Banking sector is similar to other sectors in Laos. What | mean is that we have a lack
of human resources (skilled labour), advance technologies and capital. Therefore, we
could not guarantee that Lao banks will 100 per cent gain benefits from this new

business environment or not (BK06).

Lao banks won't be able to compete with foreign banks due to Lao banks have a lack
of employees who have work experience, knowledge and capability of doing
international businesses (BK02, BK04, BK09).

We have a lack of banking specialists and employees who can speak English are limited
(BKO1).

- High level of competition

Some participants (BK02, BK04, BKO05) said that after opening the country the level of
competition will be increased, local banks will lose market segments to foreign banks and Lao

banks will get negative effects from that.

The level of competitions between commercial banks and state banks will be higher
compare to the current situation. So, Lao banks will not gain much benefits as other
members (BK02).

Foreign banks will establish their branches more in Laos to serve their own customers
who come to invest and run businesses in Laos and Lao banks will lose their market
shares to foreign banks (BK04).

The disadvantage for Lao banks might be the high competition from foreign banks.

Foreign banks can support more banking services and loans for business firms (BK05).
- IT systems

In contrast to other concerns and drawbacks, there was only one participant has stated that Lao

banks has a lack of advance technologies for supporting their businesses.

Banking sector is similar to other sectors in Laos. What | mean is that we have a lack
of human resources (skilled labour), advance technologies and capital. Therefore, we
could not guarantee that Lao banks will 100 per cent gain benefits from this new

business environment or not (BK06).

50



- Regulations

Similar to the viewpoint of IT systems, there was one participant has pointed out the drawback

of joining AEC and reaching the financial standards that it has created a complicated process

and difficulty to their services.

I think some of international regulations create a difficulty of providing services to our
businesses and customers. For example, Anti-money laundering (AML) requires our

customers to provide a lot of information and fill up so many forms, if they would like

to open an account (BKO7).

Table 4.6 The disadvantages of AEC for Lao banks
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4.2.3 Examining the challenges of financial regulations of Lao banks.

The question below was formed to uncover the answers for sub-research question two “what
are the financial regulatory challenges management face in joining AEC?” and objective of the
research study as well as to explore the management’s perceptions about the challenges of

financial regulations in joining AEC of Lao banks.

4.2.3.1 In your opinion, what will be the main financial regulatory challenge
for Lao banks in joining AEC?

This question was asked to examine the perceptions of management about the main financial
regulatory challenges that Lao banks have faced after joining AEC. This question also helps
management understand issues of their business and find out some solutions to solve that
problems. Additionally, the answers given by participants can help both participants and the

researcher to discuss further the next three questions which are about business strategies.

According to the findings of research, there are four main factors that lead to the challenges of
financial regulations of Lao banks including human resources, support from management,

funds and regulations.
- Lack of human resources

More than half of the participants have stated that one of the factors that lead to the challenges
of financial regulation for Lao banks in joining AEC is human resources. They argued that they
do not have banking specialists and financial employees who have experience about
international trade and international financial regulations so that it is hard for Lao banks to

improve and meet the standards of international regulations.

| think the main challenges of Lao banks which relate to financial regulations are lack
of human resources. So, it is hard for us to improve or amend our financial regulations
(BKO01, BKO03, BK07, BK11).

I think the main challenge for Lao banks right now is that we have less experience in
global markets and do not have much talented teams. The standards of doing business
in international markets are quite new for us. So that, our manpower is needed to be
reinforced to work on improving regulations to meet the international standards
(BK02).
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It would be great, if AEC had same financial regulations and every member follows the
same standards. However, the main challenge for Lao banks is lacking financial

specialists to work and deal with other countries (BK05).
- Lack of support from management

There were five participants who felt that they need more support from BOL and government.
The participants have explained that BOL and Ministry of finance themselves still have a lack
of management systems, guidelines and regulations (BK06, BK09, BK10, BK11). Moreover,
one participant has stated that they also did not get supports from their top management
(BKO03). Therefore, it is hard for them to improve financial regulations to meet the international

standards and this becomes one of the challenges of Lao banks in joining AEC.

The financial regulatory challenges are not from banks themselves, but also come from
our government. The banking and financial regulations from our central bank and
Ministry of finance are needed to be improved to harmonize with the international

financial regulations (BK06).

Joining AEC puts a lot of pressure on our banking system. Private banks, state banks,
central bank as well as government need to improve and revise financial regulations
together. Honestly, the challenge for us is that the central bank and our government do
not have guidelines for us and the regulations that they have right now are needed to
be updated (BKQ9).

| could say that the main challenges for us are from ourselves (internal factor) and
BOL (external factor). For external factor, BOL don't have a guide book for us to
improve our operation or systems and their regulations are far away from international
standards (BK10).

The main challenges of financial regulations are not only from lacking skilled and
experienced human resources but also from BOL. We do not have the specific banking
electronic regulation from BOL and government which is hard for us to operate and
deal with foreign banks. For example, right now we only follow and adapt regulations

from Visa centre to create our own regulations without approval from BOL (BK11).

I think the main challenges of Lao banks which relate to financial regulations are lack
of human resources, lack of support from top managers, lack of capital (funds) and lack

of management system from BOL (BK03).
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- Lack of Funds

Regarding the views of two participants, they have stated that insufficiency of funds is one of
the main challenges of Lao banks in improving their businesses. These participants have
explained that in order for them to upgrade whole systems, or improve their financial
regulations to meet the criteria of international standards, it requires plenty of funds to support

their business.

I could say that the main challenges for us are from ourselves (internal factor), we have
a lack of capital (funds). For us, we need to invest a million dollar for upgrading
financial regulations. For example, international financial report standards (IFRS), we
need to send our staff to train abroad and hire external resource to do in-house training
which costs us a lot of money (BK03, BK10).

- Lack of financial regulations

In this point, two participants have pointed out that the financial regulations that Lao banks
have and apply are different from other ASEAN members namely risk management, capital
management, foreign currency policy and anti-money laundering regulations. In order to

amend those policies and regulations, time is required.

| think that the capital management, the policy of using foreign currency and the
regulation of anti-money laundering are the three main challenges for Lao banks in
joining AEC (BK04).

| could say that mostly Lao banks are still weak in risk management which is one of the
requirements of international financial standards. Also, most of our financial
regulations are incompatible with other countries. So, we need more times to get
everything done (BK08).
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Table 4.7 The financial regulatory challenges for Lao banks
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4.2.4 Examining business strategies of Lao banks.

Two questions below were intended to reflect how management of Lao banks apply business
strategies to gain competitive advantage from ASEAN members. The findings will help
researcher unravel the sub-research study question three “What financial regulatory strategies

should the management of Lao banks adopt to compete with other ASEAN member banks?”.
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4.2.4.1 What should be the overall business strategies for Lao banks to

compete with other ASEAN member banks?
Strategies are important for every business to reach organisational goals, visions and missions.
Thus, this question was created to obtain the opinions of management about overall business

strategies for Lao banks to compete with foreign banks after joining AEC.

The findings showed that in order to create best business strategies, Lao banks need to focus
on investing in their employees more, upgrading IT systems, revising financial regulations,
changing organisation structure, maintaining customer relationship, funds and creating a

banking community.
- Human capital development

Seven of eleven participants have stated that employees are the most valuable assets of an
organisation and it is essential to build a strong workforce to support their businesses.

Therefore, management of Lao banks need to enhance employees’ knowledge and skills more.

To get ready for the high competition, gain competitive advantage from new business
environment and to overcome challenges, the knowledge and skills of our human
resources are needed to be improved (BK02, BK04, BK08, BK10, BK11).

The most important thing that Lao banks should sort out right now is human resources
development, they are our main assets who will help us to run banking activities and
complete our goals (BK05).

| think that Lao banks should develop their human resources first. Otherwise, Lao
banks might not be already for AEC (BK07).

- IT system development

Apart from human resource development, IT systems also play a significant role in banking
development. Based on the findings, there were five participants who have agreed that Lao
banks need to improve their IT systems to gain competitive advantage from banking
competition. Moreover, one of five participants who has agreed to invest in IT systems stated
that banking is entering to new era of digital banking or Fintech so that Lao banks need to be

ready for new changes.

Lao banks should focus on enhancing the knowledge of their human resources (skilled
labours) and improving the IT systems at the same time to be ready for high competition
in the near future (BK02, BK04, BK07, BK10).
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Lao banks should have competitive advantage strategies by enhancing Human
resources and IT systems. It is because the trend of banking is going to turn to Fintech

era which stands for financial and technology (BK11).
- Financial regulation revision

In this point, two of participants have stated that the incompatible regulations are one of the
main challenges of financial regulations of Lao banks. In order for Lao banks to adopt the
regulations to businesses and compete with ASEAN banks, Lao government and BOL who

control and create banking policies need to amend the regulations immediately.

Financial regulations are the main crucial things that Lao banks need to improve and
| think that both Government and BOL need to be in a hurry to update or revise the
financial and banking regulations. If they could do that earlier, we as a commercial
bank could follow and adapt ourselves to the new regulations and can compete with
foreign banks in the near future (BK08, BK09).

- Organisational development

Two participants (BK03, BK10) have pointed out that Lao banks should create business
strategies related to improving organisational culture and business reputations to attract

investors who will invest and become their business partners.

From my perspective on the business strategies, Lao banks need to change their
workplace culture or organisational culture for new business environments and Lao
banks should improve their business reputations to attract more foreign investments by
improving their business standards to get rid of the status of country at risk of money
laundering (BK03, BK10).

- Customer relationship management

There was only one participant who has stated that maintaining customer relationship is an
important part of business competition. This participant has explained that when foreign banks
come to invest in Laos, they will offer and serve their services to their own foreign customers
and Lao customers as well so that Lao banks need to keep maintaining customer relationship

as a part of business strategies.

The foreign banks will invest and expand their services in Laos to serve both their
own customers who come to run business and our local. So, what we need to work on

is to maintain our customer relationship and satisfaction (BK06).
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- Banking cooperation

Banking cooperation is an important part of running businesses. One of the eleven participants
has stated that Lao banks should build a banking community to help each other run business as

one part of their business strategies.

| think each bank should improve their own business strategies, help customers to
improve their business more, and Lao banks should form banking community to work

together to improve new banking standards and regulations (BK01).
- Capital management

Capital is also one of the most vital parts of business strategies that management needs to pay
attention to. Firms will not be able to run their businesses effectively, if they do not have
sufficient funds. Regarding this point, there was one participant who has mentioned about
funds for supporting businesses. The participant has stated that what Lao banks should improve

right now is finding a source of investment funds to support their business activities.

The most important things that Lao banks should sort out right now are human
resources development, source of investment funds and material to support banking
activities (BK05).

Table 4.8 Business strategies for Lao banks
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Total 7 people | 5people | 2 people | 2 people | 1person | 1 person | 1 person

4.2.4.2 What will be the business strategy of your department/organization

to compete with ASEAN members?
The purpose of this question is to investigate the perceptions of management of BCEL about

their long-term development strategies.

The findings showed that all participants could demonstrate their long-term strategies related
to their responsibilities and their organisational strategic plans. The long-term strategies consist
of improving financial standards, human resource development, IT development and capital

development.
- Financial standard strategy

Based on research findings, improving the organisation to meet international financial
standards is the first prioritised task of BCEL. Five of eleven participants have stated that their
long-term development strategies relating to improving financial standards involve the
accounting section, credit section, financial section and risk management. Moreover, they will
work with the central bank and Lao government to improve laws and regulations which

associate with their businesses.

By 2025, we need to complete 25 projects relating to our credit risk management,
accounting-and financial reports to meet the criteria of international financial
standards-basel 11 and 11l project (BK01, BK03, BK09).

For the business plan, we are going to improve the regulations that relate to financial

sections such as income-tax, tax-contact, and purchasing contact (BK02).

We need to work with BOL and government to improve and develop laws and

regulations relating to financial and banking sector (BK10).
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- I'T development strategy

For the long-term development plan connected to IT, there were four participants who have
mentioned about using IT to improve their work. These four Participants have expressed that
they planned to apply IT to build a new division called data and statistic centre to store all data
they have in one place. Also, they will create more electronic products and services such as

online credit and foreign exchange through a machine.

What we would like to do for our business strategic plan is to rearrange our structure.
We are going to establish data and statistic centre to collect all data of our bank in one
division (BK08).

For our plans, we will turn our bank to be a leading and modern bank by investing
more in our IT systems. We want to create new electronic products such as electronic
credit, money exchange through our ATM machine and other electronic services
(BKO1, BKO06, BK11).

- Human Resources development strategy

It is clear that human resources are the main thing that managers need to put into their business
development strategies. For this view point, three of the managers of BCEL have stated that
they not only plan to improve skills and knowledge of employees in general, but also invest in
specific areas namely marketing team and risk management team to create talented workforces

and specialists.

For the business strategy, I need support from top managers to develop our employees'
knowledge, skills and capabilities (BKO05).

Our business strategies, we are going to improve and control our risk management,
improve skills and knowledge of our human resources and risk management staff need
to get ACAMS certificate (Association of Certified Anti-Money Laundering Specialists)
(BKQ9).

Our strategic plans are enhancing the knowledge and skills of marketing team to
expand our services and products to local more, retain our good reputation in banking
section and find a good business partner for expanding services, products and markets
(BKO4).
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- Capital development strategy

As capital is important for running businesses, managers need to ensure that they have
sufficient money to support their business. There was one participant who has revealed that
they will focus on capital or financial plans for their long-term strategies. The participant has

stated that they will focus on raising funds for their business through both wholesale and retail

customers.

For the development plans, we will not only focus on big companies or wholesale
banking but also retail banking for raising funds and enlarging our financial activities
(BKOQ7?).

Table 4.9 Business strategies of BCEL
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BK11 v

Total 5 people 4 people 3 people 1 person

4.3 Summary.

This chapter demonstrates the results and findings of semi-structured interviews based on the
perceptions of management on the financial regulatory strategies of Lao state-owned
commercial banks in joining the AEC. The findings of this research are based on four main
key issues that are associated with joining AEC within the context of Lao state-owned

commercial banks and the summaries of those four main key issues are presented as follow:

- Identifying the understanding of AEC: mostly participants have a clear understanding of
the meaning and the purpose of AEC that AEC stands for ASEAN Economic Community and
it was established to integrate, strengthen and promote the economic growth of ASEAN
members. However, although the participants see this economic integration as business
opportunities offering a good chance for them to improve their laws, regulations and human
resources. There are some participants who also shared their different viewpoints on AEC that
Lao might not gain benefits from AEC due to the readiness of Lao firms, high business
competition, lack of skilled workers, insufficient funds and the weakness of trade policies and

financial regulations.

- Examining the awareness of AEC and banking in Laos: participants have shared their
awareness of joining AEC in both benefit and negative effects. The participants stated that Lao
banks will gain from joining AEC, it will help Lao banks to amend their financial regulations,
improve their service qualities, employees and IT systems. Specifically, the management of
BCEL bank pointed out that even though BCEL will gain benefits and business opportunities
from the economic integration of ASEAN, they need to improve and invest in business
development more. For BCEL, there are six specific areas they need to pay attention to
including human resources development, IT systems, international financial standards, service
quality, regulations and capital. In contrast to the benefits, the participants are also concerned
about the disadvantages gained from joining AEC that Lao banks might not have enough funds
to support their businesses, lack of employees, high competition between Lao banks and

foreign banks, lack of advanced technology and regulatory challenges.

- Examining the challenges of financial regulations of Lao banks: there are four main

factors leading to the challenges of financial regulations of Lao banks. The initial factor is
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human resources. More than half of participants explained that Lao banks do not have financial
and banking specialists who have experience about improving international financial
regulations. The second factor is from the lack of support of top management. For this point,
there were six participants who claimed that they need a constant support of the central bank
of Laos, ministry of finance and the top management of their organisation to improve financial
regulations to meet the international standards. The third challenging factor is lack of funds.
Some participants stated that in order to improve whole systems to meet the international
standards, huge budgets are required. In fact, presently Lao banks do not have sufficient funds
to improve and upgrade their businesses. Lastly, the fourth factor is financial regulations. Two
of the participants have pointed out that it requires more times for Lao banks to improve
financial laws and regulations because those laws and regulations that Lao banks have are

incompatible with international standards.

- Examining business strategies of Lao banks: regarding the perspectives of management on
applying business strategies of Lao banks to gain competitive advantages, Lao banks overall
should focus on seven aspects which are human resource development, IT systems
development, amending financial regulations, organisation development, customer
relationship management, funding, and creating a Lao banking community. However, for
BCEL bank to meet the criteria of QABs and compete with ASEAN banks, they will apply
four main strategies for their business strategies including improving human resources, 1T

systems, financial standards and capital development for their sustainable development.

The next chapter is the discussion chapter using the data in the finding chapter and the literature

review chapter in chapter two to discuss in-depth.
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Chapter Five: Discussion
5.1 Introduction.

In chapter four, the data results of the interviews from eleven participants were discussed. This
chapter focuses on the discussion of the findings with the relevant literature review and theories
discussed in chapter two. All significant points of the findings are discussed, and the chapter’s
structure is based on four objectives and sub-research questions of the research study. In order
to answer and respond to the objectives and research questions, the categorised themes from

findings in chapter four are critically discussed.

5.2 Discussion of the interviews.

5.2.1 The understanding of AEC.

This research aims to explore the perceptions of bank managers on the challenges and the
strategies of the Lao state-owned commercial banks in joining AEC. Before exploring the
financial regulatory challenges and strategies of Lao banks, it is important to examine the
understanding of managers about AEC. This is to assure that all participants have an
understanding and be aware of the impact of joining AEC on their business. There were three
questions that the researcher used to examine the understanding of AEC of bank managers as

follows:
5.2.1.1. What is your understanding of AEC?

Regarding to the first question, there were nine of the eleven participants who have explained
the term “AEC’ that it stands for ASEAN economic community and demonstrated the AEC’s
objectives are that it has been formed to support members of ASEAN in promoting,
strengthening and sharing their sustainable economic development growth in the long run.
Additionally, other two participants have shared their perspectives on AEC that it is an
association which assists ASEAN members to end the disparity of economic development and
promote their economy through facilitating and improving laws and regulations related to trade
and investment. As can be seen in table 4.1, it is clear that the majority of managers of Lao
state-owned commercial banks have an understanding of the term “AEC” and its purposes that
it is an economic community to help ASEAN members in building a strong economic of
ASEAN and contributing their regional economic development growth together. These
findings are supported by (Petri et al., 2010b) and (Sahlan, 2016) that the economic integration
of ASEAN or AEC is a specific community to develop the strong economy of ASEAN

64



members and the competitive Asia regional economy by promoting trades and investments
between ASEAN members themselves and other ASEAN partnerships. Moreover, according
to (Das, 2016), the integration aims to promote and reduce the barriers of trades and
investments as well as create a free movement of goods, services, labour and funds among
ASEAN members and special trading with regional comprehensive economic partnership
(RCEP) to do free trade agreement such as Australia, China, Canada, India, Japan, New
Zealand, Russia, Germany, Korea, Norway, Pakistan, Turkey, United States, Switzerland and

European union.

AEC stands for ASEAN Economic
Community

AEC will boost, strengthen and
share economic growth

AEC will harmonize the laws and
regulations of trade and investment

AEC will reduce the economic
development gap of ASEAN

Figure 7. ASEAN Economic Community.

Consequently, it can be concluded that bank managers of Lao state-owned commercial banks
have a knowledge about AEC which will benefit them to be prepared and ready for the new
business environment impacting their businesses’ status as well as create business strategic

plans for their organisation to gain competitive advantages in both short-term and long-term.
5.2.1.2. What do you think about the benefits of joining AEC?

Benefit is one of the main factors that managers use to determine whether it is worth or not to
invest their money in something. Therefore, by asking the benefits of joining AEC, it will assist
managers to think of the business opportunities gained from economic integration and share
their expectations of joining AEC as well as business strategic plans which can be used and

adopted to the new business environments.
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According to (Das, 2013) and (Menon & Melendez, 2015), ASEAN members could perform
only 68,2 per cent during 2008-2011 and roughly 77,5 per cent of the 2008-2013. However,
even though the results of AEC performances which was measured by the balanced scorecard
showed that ASEAN members could not achieve the four main objectives of the ASEAN
blueprint 2015 as shown in figure 1 of chapter two, ASEAN members still believe that AEC
will bring benefits to their economic development including international trade liberalization
resulting from ASEAN free trade agreement (AFTA) (C. W. K. King & Ismail, 2013).

In the findings of the question two, ten of eleven interviewers have seen joining AEC as
providing business opportunities and believe that they will gain benefits from this integration.
There were eight of ten participants, who have viewed AEC as business opportunities, stated
that AEC creates business opportunities to ASEAN members in terms of trading among
ASEAN members and global markets, revising and updating laws and regulations of running
business and enhancing human resources’ capabilities, skills and knowledge. Besides, two of
ten participants have had broaden views on the benefits of AEC that it will benefit and help
Lao people to develop country, society and economy as well as enhancing their abilities of
doing business to be ready for entering to international markets. From this, it is obvious that
almost all bank managers see this integration as a business opportunity because the main
purpose of AEC is to focus on promoting and improving ASEAN economic development so
that all business activities will directly be of benefit to all members. The benefits of AEC can
be confirmed by (Kamolpun, 2015) and (Petri et al., 2010b) that AEC will create free
movement of goods, services, funds and skilled workers. Moreover, other factors related to
business opportunities are that each member needs to follow the rules of AEC strictly in order
to meet their goals, as well as promote trade and investment by improving trade policies and
reducing tariffs to zero per cent which will benefit to both import and export countries
(Romprasert, 2013).

However, apart from the positive believe of AEC’s benefits, one out of the eleven participants
has expressed concern about Laos in joining AEC that Laos, as a small country, will get less
benefit from economic integration compared to other members. This participant has concerned
about the ability of Lao firms in doing business and the readiness of business competitions with
other members. Even if this is a small point of view, this should be taken into account by
managers who are responsible for dealing with international business integration in order to be
ready for new changes. As (H. Lim & Nyunt, 2010) explored, the process of reforming legal
regulatory and changing policy of Laos during 2015-2020 is slow. They explained that “Lao
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PDR still does not have legislation which provides specific rights of appeal against actions by
government bodies in the trade area” (Lim & Nyunt, 2010, p. 33). Moreover, (H. Lim & Nyunt,
2010) also pointed out that the obstacle of doing business related to business registration and
licensing in Laos as it takes more than five months to get approval which is longer than other
ASEAN members.
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Figure 8. Benefits of joining AEC.

To conclude, mostly bank managers believe that AEC will bring business opportunities to all
ASEAN members in many ways such as promoting trade and investment among members and
global markets, proving and upgrading policies, laws and regulations, enhancing human
resources’ knowledge and skills. Notwithstanding, there is some concern that Laos might not
gain benefits like other members as they wished unless ASEAN members could erase the gap
of economic integration. This concern can be a demonstration of Laos’ incompetence and the

readiness for confronting with new business competitors.
5.2.1.3. what do you think about the disadvantages of joining AEC?

Apart from question two which asked to identify the perspective of bank managers on the
benefits of joining AEC, this question has been formed to determine another perspective that

is the disadvantages of economic integration of ASEAN.

Joining AEC provides both positive and negative impacts to all members. (Chia, 2013) and

(Kawai & Morgan, 2014) revealed that the progress of development will be slow and ASEAN
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members might not achieve AEC goals by 2020 as set. This is because in ASEAN there are
disparities or gaps of economic development, new members such as BCLMV are still facing
difficulties of improving and adapting themselves to the new change of this economic
integration (H. Lim & Nyunt, 2010).

Based on the findings, bank managers have exposed six areas of negative impacts of joining
AEC. In this question, each manager has shared their perspectives to the researcher in more
than one answer. Lack of funds or capital, lack of human resources or skilled labour, lack of
IT systems and increasing of business competition are the first four main areas that bank

managers were worried about and considered these areas as the disadvantages of joining AEC.

Capital: there were eleven participants who have pointed out that the lack of funds is one of
the disadvantages of joining AEC which was the highest answer compared to other points.
They believed that they might have insufficient funds to support their business so that they
could not compete with other members. This finding can be supported by (Das, 2017) that
insufficiency of funds in ASEAN members (specifically in developing countries), led to the
difficulty and challenge of economic integration. Furthermore, (Insiri, 2016) revealed that AEC
will benefit foreign investors, who have a huge capital to invest in industry, more than local
investors. As a result, local businesses who have less funds to support their business will face

the difficulty in providing goods and services (Kyophilavong & Nozaki, 2015).

Skilled-workers: nine of eleven bank managers were concerned about the skilled-labour, they
have stated that Laos will face a problem and could not gain benefits from AEC due to a lack
of skilled-labour. The labour shortage of ASEAN members becomes the big challenge of
joining AEC as (Yue, 2011) stated that even if ASEAN has set the framework called mutual
recognition arrangements (MRASs) to enhance human resources development and free
movement of skilled-labour of ASEAN members, this implementation did not work effectively
because of the complexity of development levels of each member. Additionally, (Adhisti,
2017) found that in ASEAN there are six country members that have low skilled workers which
consist of Philippine, Indonesia, Cambodia, Laos, Myanmar and Vietnam. The skilled labour
of these countries have migrated to other developed countries to find a job and get a higher
income. As a result, the free movement of the skilled labour moving from less developed
countries to rich countries leads to the imbalance of employment between ASEAN members
(Adhisti, 2017).
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Lack of IT systems: Another disadvantage that bank managers were worried about is a lack
of information technology systems. As managers regard Laos as a small country, it was found
that nine of eleven managers believed that the technological factor will bring negative impacts
to their business because they do not have a high level of technology to support their business.
This idea can be supported by (Kanlaya, Insisienmay, Phonamat, Souannavong, & Dalasane,
2013) that the difficulties of IT systems that Laos will gain from joining AEC are from two
factors including unprepared IT firms will be taken over by foreign investors. The IT job will
be taken by IT experts from other countries which means that Laos will lose opportunities in
this area and the competition and price will be high so that its results will directly affect Lao

businesses in long-term (Bahrini & Qaffas, 2019).

High competition: the last highest negative impact of joining AEC that bank managers were
concerned about is high competition among ASEAN members will be increased. There were
nine participants who have stated that Laos will gain negative effects from the economic
integration due to the increasing of foreign direct investment. As (Chia, 2013) and (Wong,
Liew, & Arip, 2017) illustrated that reducing the tariff of each country to facilitate investors
leads to high competition in markets. It will bring negative impacts to importer countries rather
than exporter countries because mainly all policies related to economic development of AEC
try to eliminate tariff and promote foreign investors to take advantage from poor countries
(Petri, Plummer, & Zhai, 2010a). Moreover, (Wong et al., 2017) have concluded that even
though promoting trade through ASEAN free trade area (AFTA) between ASEAN members
and other partnerships has created a competitive era of ASEAN, the performance of AEC and

high competition among ASEAN countries under AFTA is not as effective as they proposed.

Furthermore, there are two areas that bank managers also disclosed as disadvantages including

laws and legislations, and money laundering.

Laws and legislations: Due to the fact that there are different levels of economic development
of each member, ASEAN members face many challenges of economic integration (Petri et al.,
2010a). Based on the findings, one of the bank managers has shared the concern about joining
AEC that in order to run a business effectively, they need to improve their laws and regulations
to assimilate to the laws and regulations’ of other countries and international standards but their
budgets are limited. This bank manager also shared the challenge related to their bank that
while they are trying to meet the standard of the Basel Il, other ASEAN members are working
on Base Il and IV. From this, it is evident that Lao banks are struggling with laws and

regulation amendment. Therefore, support from government to reach international
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requirements are needed. This finding supports the research of (H. Lim & Nyunt, 2010) that
amendment of laws and regulations of members to meet the goals of AEC are challenging,
specially the BCLMV countries who are a new members of ASEAN. Now only five old
members (ASEAN-5) namely Thailand, Philippines, Malaysia, Singapore and Indonesia are
ready to operate their banking services in other countries (Asian Banking & Finance, 2018;
Duenas, 2016).

Money laundering: the last concern of the disadvantages of joining AEC is money laundering.
one of participants has shared the view on the drawback of AEC that it relates to the risk of
anti-money laundering. This manager stated that in Laos customers not only can open account
in Lao currency but also foreign accounts such as US dollar and Thai baht. People, therefore,
can create transactions freely to launder money from black markets. (Levi, 2002) and
(Simanjuntak, 2018) have explained about money laundering activities of money laundering
are associated with international financial services and trans-national crime that transform
money from black money into clean money. It mainly relates to crime in societies, economic
crime, drug trafficking, fraud and corruption as well as money laundering in Asia that can occur
from many factors such as an issue of structure, using cash, remittance systems, a level of
criminal activity, and social, cultural and legal (Desai, 2012; Levi, 2002). For ASEAN, there
is an anti-money laundering law related to AEC which is the ASEAN treaty 2004 on mutual
legal assistance in criminal matters, this treaty will assist ASEAN members to reduce the crime

of international transactions (Simanjuntak, 2018).
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Figure 9. The disadvantages of joining AEC.
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To conclude, there are six aspects of the disadvantages of joining AEC that bank managers
were concerned about. These include lack of funds to support the development or businesses,
labour shortage. There is also a lack of advanced information and technology systems, an
increase in market competition among ASEAN members and other partnerships. An
amendment of laws and regulations to facilitate running a business, and money laundering are

other issues which ASEAN members might be faced from the international transfer crime.
5.2.2 The awareness of bank managers on AEC and banking in Laos.

Three questions below were designed to explore the perceptions of management on the
advantages and disadvantages of joining AEC of Lao banks. These questions also assisted to
find out the answers for the sub-research question one which is “What are the benefits and

disadvantages for Lao banks in joining AEC?”

5.2.2.1. In your opinion, what benefits will Lao banks gain from joining
AEC?

This question is specifically asked to investigate the perception of management about the

benefits of AEC which associate with Lao banking sector.

According to the findings, there are four main things that bank managers have considered as
the benefits that Lao banks will gain from economic integration. The four benefits of joining
AEC consist of service quality improvement, upgrading information technology, amendment

of banking laws and regulations, and the enhancing of human resources’ skills (see the table
4.4).

Improving quality of services: As one of the four main aims of AEC is to promote the free
flow of goods and services among ASEAN members, four of the bank managers believed that
joining AEC will help them to improve their service quality. In this point, bank managers have
explained that Lao banks will obtain benefits from financial cooperation development and
meeting the standard of international financial standards so that its results will impact the
quality of services of Lao banking positively. Moreover, after joining AEC trade and
investments among members will be increased, therefore to get ready for higher competition
in providing a greater service, Lao banks need to improve their services to compete with other
foreign competitors. This perspective is similar to (Singhavara, 2016) who has studied the
service quality management of Lao stated-owned commercial banks that joining AEC leads to

improving banking service qualities in Laos because competitors from international banks and
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international regulations have forced Lao banks to upgrade their banking services otherwise
Lao banks will not connect and compete with others. Moreover, improving the quality of
services can assist Lao banks to create customers’ satisfaction as well as loyalty (Singhavara,
2016; Thepphongeun, 2014). Therefore, it is crucial for Lao banks to improve their quality of
services as it can attract the customers to use their services and maintain the relationship,

loyalty and satisfaction of customers (Munusamy, Chelliah, & Mun, 2010).

Improving IT systems: The second benefit that bank managers have pointed out is the
development of information technology systems. The findings showed that four participants
agreed that AEC will help Lao banks to improve their IT systems, provide digital banking
services to customers and reduce the using of cash or banknotes in society. Moreover, bank
managers believed that upgrading IT systems will not only benefit Lao banks in reaching the
international standards requirement, but also help Lao banks to combat with other foreign
banks who will come to invest in Laos. To support this view, (Spantig, 2015), who has
researched the financial sector related to economic growth of Laos, stated that cutting-edge
technology helps Lao banks to cut costs and reduce the service fees. In the similar point, (Furst,
Lang, & Nolle, 1998) has explained that technology innovation in banking will change the way
of payment from cash to electronic payments more quickly. It will help banks to develop and
offer new electronic products for business such as business to business payments as well as
consumer to business payments and its results will lead to increasing of incomes and profits of
the banks. Therefore, banks need to invest in their technology systems to generate more profits,
to sustain the business growth, be a competitive advantage bank and get ready for the new
fintech era which has been combined by finance and technology together (Frame, Wall, &
White, 2018).

Improving banking laws and regulations: According to the findings, three bank managers
have demonstrated that Lao banks will receive positive impacts from AEC resulting from
improving laws and regulations. They believed that amendment of laws and regulations will
help them to meet the standards of international financial regulations and be compatible with
other members. These findings have been highlighted by (Chen, Godwin, & Ramsay, 2016)
that the amendment of laws and regulations is an important part of economic integration of
ASEAN. In order for ASEAN members to deal with their business together, ASEAN members
need to revise their laws and regulations to make them compatible and harmonious. For
example, every member needs to work on reducing tariffs to zero percent to facilitate each

member in importing and exporting goods and services (Kamolpun, 2015; Petri et al., 2010b).
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Moreover, (Arner & Park, 2010) explained that improving laws and regulations related to
banking not only helps banks reach the global financial standards, but it also benefits banks in
cross-border cooperation so that Lao banks and other ASEAN banks will have more
opportunity to expand their businesses to operate in other countries.

Improving skilled labour: The last point of the benefits that Lao banks will gain from joining
AEC is human resources development or improving skilled labours. Two out of eleven
participants believed that AEC will benefit Lao banks in terms of exchanging knowledge and
work experience as well as training with other foreign banks and business partners. Its results
will help Lao banks to enhance their human resources’ skills and knowledge in the future.
(Knowles, 2015) reported that to develop the human resources of Lao banks, Lao government
has created a human resource development strategy supported by Asian development bank
(ADB). One of the six development strategies that targets to archive by 2020 relating to
banking development is focusing on enhancing knowledge and competency of bankers by
providing skills development, vocational training and skills testing module based on
international standards (Knowles, 2015). Moreover, (Nishimura, Kimura, Ambashi, & Keola,
2016) have pointed out that human resources are important elements of banking development
and currently Lao banks could enhance their staff skills via internship and training programs
with both overseas companies resulting from free trade agreement policies that investors have

to provide free training or scholarship to enhance labors skills and knowledge of host country.

1.
Improving
quality of

services

4.
Improving

skilled
labour

3.
Improving
banking
laws and
regulations

Figure 10. The advantage of joining AEC of Lao banks.
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To sum up, bank managers believed that Lao banks will gain benefits from joining AEC in
terms of improving the quality of their services resulting from the international financial
cooperation, the international financial standards and the high level of competition. The
improving of IT systems will help banks to cut the cost of services and offering the digital
banking to Laos; reviewing banking laws and regulations to meet the international
requirements and can connect to other countries. It will also enhance the knowledge and skills

of bank staff to be capable and talented workers.

5.2.2.2. Do you think joining AEC will bring benefits to BCEL? How do you

think the benefits can be achieved?

Regarding the findings, the perspectives of bank managers on the benefits that BCEL will gain

from joining AEC are demonstrated as follows:

Employees’ skills: This perspective is similar to the view of the benefits of Lao banks in
joining AEC, there were five bank managers who believed that BCEL as a state-owned
commercial bank will gain benefits from economic integration of ASEAN. This will involve,
for example, expanding their business to internal markets which have around 600 million
consumers, receiving incomes from operating international transfers and other cross border
services like joining ATM with ASEAN members. However, BCEL needs to enhance their
human resources to be an expert in their fields and get ready for the new business environment
which will be facing the high levels of competition from other foreign banks. According to the
business report of BCEL 2019, human resource development is one of the six prioritised areas
that BCEL needs to focus on and they have created 4 main projects and 57 working plans to
enhance their human resources (BCEL, 2019). It could be stated that for BCEL to reach the
international standards and the requirements of joining AEC, BCEL needs to invest in their
human capital along with other aspects of banking development. To support this view point,
(Kyophilavong, 2011a) discoursed that human resources in Lao banking sector need to be
developed because Lao banks have a lack of human capital which is the key factor to contribute
to their business development. Therefore, in joining AEC, human capital of banks will be
enhanced and developed in positive ways and its results will bring positive impacts to Lao

banks in terms of banking development as well as country development.

Improving international financial standards and regulations: Based on the findings, bank
managers of BCEL stated they have invested in improving financial standards to meet the

international criteria and QABs such as IFRS project, Basel 1l project and risk management
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project. Besides, BCEL has hired a consultant company to help them reach their financial
standards goals. Additionally, there was one of the bank managers who believed that if they
could meet the financial standards, it would benefit BCEL in promoting their business
reputation in society. As a requirement of international financial standards that directly forces
every ASEAN member to improve and upgrade their financial standards, ASEAN members
will follow and operate their financial services with the same standards so that banks can easily
expand their services to other members and global markets (Joshi et al., 2016). To support this
view point (Yapa, Kraal, & Joshi, 2015) have found that ASEAN members have been
supported by many international organisations such as world bank and Asia development bank
(ADB) to improve their financial regulations to meet the international financial standards.
Moreover, (Nejad, Salleh, Ahmad, & Rahim, 2019) have pointed out that improving the
financial standards can increase the inflow of foreign investors. This improvement is crucial
and associated investment because when ASEAN members could meet the financial standards,
it shows that they are ready for connecting to global economy and it is beneficial for investors
to check financial reports of companies that they are interested in and make a decision to invest
their money with ASEAN members (Nejad et al., 2019).

Improving IT systems: According to the findings, five bank managers have believed that
utilising advanced technology into their bank services will help them to provide a good service
to their customers and reach the financial standards. Bank managers also stated that they are
currently working on improving their IT systems by hiring IT companies to help them secure
their database in Singapore relating to upgrading security. Moreover, BCEL are assisting Lao
government to link banking services to help government collect tax and fees into government’s
systems. Based on the BCEL’s mission, BCEL will create and develop an effective
management information system to meet the requirement of the international standards through
upgrading database operational systems and IT systems including 11 projects and more than
87 working plans (BCEL, 2019). To support the view point of the importance of IT system in
banking, (Pilarczyk, 2016) has confirmed that IT system becomes an important part of banking
development and banking competition; in order for banks to provide and deal with
requirements of customers, the IT systems are needed. Moreover, advanced technology not
only brings business opportunities for banks to produce digital banking products to their
customers, but also creates the trust of using banking more if banks could provide the right
technology and reliable systems (Georgescu & Jeflea, 2015). Therefore, it is clear that reaching

the requirements of international standards and being a part of the economic integration of
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ASEAN will assist BCEL to develop their banking information technology systems and serve

the best services to their customers.

Improving service quality: The managers of BCEL have stated that they will receive a lot of
benefits from joining AEC and recently they are improving their service qualities as well as
planning to expand and establish their services to other ASEAN countries. The bank managers
said that BCEL has received international awards relating to providing good banking services
and reaching the requirements of international standards. The view point that AEC creates new
conditions of banking services is accordance with the research of (Suhidayat, Affandi, &
Sidharta, 2016) that new satisfaction of customers can be made by ASEAN banking
competition because the results of competition lead to improvement of services and products.
Besides, (Nady, Shlash, Alolayyan, & Hawary, 2018) has confirmed that improving service
quality is crucial, it influences the profitability of firms, and satisfaction and loyalty of
customers. This is because “there is a close relationship between the banks’ ability to continue
and survive and their ability to produce services that fit in with the increasing and changing needs
of the customers” (Nady et al., 2018, p.545). Therefore, the more BCEL could improve their

service, the more BCEL would gain benefits from economic integration.

Raising capital: According to the findings, there is one bank manager who has mentioned the
raising of funds for supporting their business including offering more credit to customers,
investing money on new business and using funds to improve their IT systems. Capital pays a
vital role of banking development because without money or funds banks could not operate
their services and run their businesses smoothly so that joining AEC requires BCEL to reserve
more capital in their business developments (BCEL, 2017c). According to the prospectus of
BCEL 2017, BCEL has increased its capital 360 billion LAK by fundraising from their existing
shareholders and public to support its business activities and meet the requirement of Basel Il
that banks need to have capital adequacy ratio greater than 8% of risk assets (BCEL, 2017c).
Moreover, based on the banking regulation set by bank of the Lao PDR (BOL), commercial
banks need to reserve and balance their loan and deposit ratio 60-80% meaning that banks can
only offer credit or loan not more than 40% of deposit received from customers (Spantig, 2015).
Therefore, for BCEL to gain benefits from joining AEC and compete with foreign banks,

BCEL must have sufficient capital to support their business.
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Figure 11. The benefits of joining AEC of BCEL.

In conclusion, even though bank managers have stated that there are four main benefits that
Lao banks will gain from ASEAN economic integration (see the figure 2). For BCEL the bank
managers have shared their perspectives that there are five beneficial areas that BCEL will gain
from this economic connection. They include enhancing human resources, upgrading financial
regulations, improving IT systems, improving their service quality and increasing funds to

support their business activities.

5.2.2.3 In your opinion, what disadvantage will Lao banks incur from joining
AEC?

This question is designed to focus on the perspective of bank managers about the disadvantages
of joining AEC that Lao banks will gain. The findings show that bank managers have pointed
out the similar viewpoints between the disadvantages of joining AEC (see the figure 1) and the
disadvantages that Lao banks will face from joining AEC. The disadvantages that Lao banks
will incur consist of lack of capital, labour shortage, high business competition, lack of

advanced technology and regulations.
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Lack of funds: When asking about the disadvantages of joining AEC that Lao banks will gain,
the first concern that bank managers were worried about is lack of funds to support business.
They have said that for Lao banks to provide banking services and compete with foreign banks,
a hug capital is required. Bank managers are afraid that Lao banks might not compete with
foreign investors because they think that foreign banks who will come to invest in Laos have
more capacity, skills, experience, funds to do business so that foreign banks will steal market
share from local banks. The lack of funds of Lao banks in running businesses can be supported
by the (United Nations, 2017). Lao firms, specifically small and medium sized enterprises
(SMEs) could not access credit, loan and finance from banks because Lao banks do not have
sufficient funds to provide financial services. Therefore, joining AEC will offer more chances
to foreign banks to expand their banking services and products rather than Lao banks (Insiri,
2016).

Lack of Human resources: Five of the bank managers have responded to the viewpoint of
lack of human resources that it becomes one of the disadvantages of joining AEC because Lao
banks do not have enough workers who have experience, skills and knowledge of doing
international businesses. The issue of labour shortage will become a difficulty of their business
management and it is hard for them to gain a business competitive advantage from AEC. For
the research related to labour shortages, (Iredale, Toner, Turpin, & Esquinas, 2014) found that
labour shortage can occur if employers could not fill vacancies for job requirements. The main
reasons for labour shortages consist of 11 causes which are inadequate information and
uncertainty, an inappropriateness of training investment, capital market imperfections. There
is a mismatch between industry need and training system output, a rapid structural change, a
geographic immobility, difference in business and training cycles, low initial foundation skills,
a skill under-utilisation, cultural and social barriers, and migration. Moreover, according to the
main aim of AEC is that workers can move freely to work in other member countries, and this
will have a negative impact on Lao banks directly (Adhisti, 2017). Consequently, Lao banks
need to be prepared for the above issues, otherwise Lao banks will face and gain negative

impacts of the skilled labour shortages in both the short-term and long-term.

High level of competitions: There were three managers who have shared their perspective on
the disadvantages of joining AEC that it will create a high level of business competition. These
three bank managers were worried that Lao banks will be faced with the competitions from
foreign banks due to opening the country for ASEAN members to invest in Laos. They believed

that market shares of Lao banks will be stolen by foreign banks who can support more funds,
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banking services and products to local businesses and foreign investors. This view point has
been confirmed by the research of (Wibowo, 2017) that performance of banks, banking
systems, economic development, financial systems and monetary policy of the central bank
can be affected by increasing of banking competition. For example, the financial issue of Laos
in 2007 was associated with the budget deficits of government, currency deficits from
international trade, saving rates, exchange rates and the debt issues of Lao commercial banks
(Kyophilavong & Ko, 2010). Thus, the increasing of foreign investments resulted from AEC
not only leading to the high level of banking competitions, but also affected the whole

economic system of Laos.

IT systems: The research found that one bank manager said that Lao banks have a lack of IT
systems for supporting their business activities so that this leads to the concern that Lao banks
will not compete with other banks and gain benefits from joining AEC. Due to the fact that the
banking sector has been eclipsed by advanced technology, banks use advanced IT systems to
improve their business and facilitate customers through using banking online services (Driga
& lsac, 2014). This idea can be confirmed by (Koskosas, 2011) that if banks could apply
advanced technology into banking systems, its online services would benefit customers to
access to their accounts and create transactions every time they need. Customers could save
their time by not needing to go to bank and that banks can save the cost of operational services.
Therefore, in this era, if banks failed to apply advanced technology in their business, they won’t
be able to gain a competitive advantage and compete with their business competitors
(Gorelchenko & Ivanov, 2017).

Regulations: The last view point that bank manager was worried about is the complexity of
international regulations that Lao banks need to meet. One of the bank managers stated that
reaching the requirement of international financial standards leads to the difficulty of serving
banking services to their customers such as opening new account. Customers need to fill up a
lot of information because of the regulation of anti-money laundering (AML). It is undeniable
that to promote the stability of the banking sector and financial sector of ASEAN, each member
needs to adopt their financial regulations to make it compatible. However, it is difficult for new
members of ASEAN including BCLMYV countries that need to work harder than the old five
members to meet the criteria of QABs (Anderhuber, 2016). Especially, for Lao banks, refer
back to the literature review in chapter two, there are twelves areas that Lao banks need to
compete (ASEAN, 2015b). Moreover, according to (Haqgi, 2017) other criteria that ASEAN
banks need to work on are corporate governance, standard of capital adequacy, operational
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security, consumer protection, risk management systems and prudential regulations. Therefore,
adopting and amendment of financial and banking regulations lead to raising up the awareness

and drawback of Lao banks in joining AEC.
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Figure 12. The disadvantages of Lao banks in joining AEC.

All in all, when asked about the specific disadvantages of joining AEC associated with Lao
banks, it found that there are five areas that are similar to the findings of question 5.2.1.3 so
that it can be concluded that the disadvantages of Lao banks in joining AEC consist of five
different areas: lack of funds to support their banking activities, lack of skilled labours who
have working experience in international trade, increase of banking competition from foreign

banks, lack of IT systems to support and upgrade banking services and products.
5.2.3 The challenges of financial regulations of Lao banks.

The following question was formed to investigate the perspectives of bank managers on the
challenges of financial regulations that Lao banks have faced in joining AEC. The question
below also helps to find the answers for sub-research question two “what are the financial

regulatory challenges management face in joining AEC?” and the research study’s objective.
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5.2.3.1 In your opinion, what will be the main financial regulatory challenge

for Lao banks in joining AEC?

This question is specifically formed to examine the bank managers’ perceptions about the main
financial regulatory challenges that Lao banks have faced in joining AEC and help to
understand issues of AEC related to financial regulations. Furthermore, this question is aimed

to help the researcher to discuss further questions which are about business strategies.

Based on the findings, there are four main factors that create difficulties and challenges of
improving financial regulations of Lao banks in joining AEC including the lack of human
resources, lack of support from management, lack of funds to support banking development

and incompatibility.

Lack of human resources: The first financial regulatory challenge for Lao banks in joining
AEC is Lack of human resources. In this point, over half of bank managers have demonstrated
that Lao banks are facing labour shortage. Bank managers stated that they do not have banking
and financial specialists with experience in international trade and international financial
market. Also Lao banks have less experience about amending international financial
regulations and this economic integration is a new task for them. This perspective of bank
managers is confirmed by (Leebouapao, 2008) that labour shortage or limitation of skilled
labour is one of the most challenges of Laos in entering into global economic integration.
Human resources is the key main factor to drive a company to meet its business goals so that
it is important for employers to find out solutions to solve this issue (Chui, 2015). Especially,
for the banking industry, it is crucial to plan carefully about the skilled labour because when
labour shortages occur, it takes times to resolve and it directly affects performance and the
whole system of the bank (Messmer, 1998; Monahan, 1999). Therefore, the most challenging
factor is human resources and it is a significant point that Lao banks should focus on in order

to overcome financial regulatory challenges.

Lack of support from management: The second financial regulatory challenge is lack of
support from top management. According to the findings, five of the bank managers have
shared their perspectives that Lao banks need more support from the Lao central bank, the Lao
government as well as their top management to deal with financial regulatory challenges and
to reach the international financial standards. Moreover, bank managers also shared that the
challenges of financial regulations do not come from the banks, but it comes from the Lao

central bank and ministry of finance. It is important that Lao banks, the central bank and Lao
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government need to work together because bank managers have said that Lao central bank and
Lao government does not have guidelines for Lao banks to overcome or improve their financial
regulations to meet international requirements. Based on the report of (International Monetary
Fund, 2006) there are three main reasons that the Lao central bank cannot support Lao
commercial banks including poor supervision, poor capacity and inadequate government. To
improve the banking system in Laos, (Sourigna et al., 2017) suggested that the Lao central
bank needs to improve its supervision tools, financial soundness indicators, stress testing
system, international funding regulations and risk control management in order to monitor and
control commercial banks. Consequently, it is evident that not only Lao commercial banks are
facing the difficulty of improving financial regulations, but the Lao central bank also faces the

same problem of improving banking and financial regulations.

Lack of funds: the third financial regulatory challenge is lack of funds to support business.
Two out of eleven bank managers have stated that they have insufficient funds to improve their
business and financial regulations. Bank managers explained that for them to improve and
upgrade their regulations to meet the international standards, and hug money is needed. It is
because their staff need to be trained for specific areas such as the IFRS standard so that banks
need to disburse a lot of money for oversea and domestic training programmes. It is true that
the fund is one of the most important elements of doing business, without the funds companies
will not perform their business smoothly and cannot gain a competitive advantage (Sherman,
2012; Smithin, 1999). Moreover, (Kyophilavong, 2011b) stated that the financial and banking
sector of Laos are quite small and they are at the first level of development so that sources of
funding are limited. Thus, lack of funds become the challenging factor of Lao banks to improve

their financial regulations.

Lack of financial regulations: The last viewpoint of the financial regulatory challenges is lack
of financial regulations of Lao banks. It was found that two of bank managers see their financial
regulations as a challenging factor of improving international financial standards. They
explained that because the financial regulations applying in Lao banks right now are different
and incompatible with other countries such as the rule of capital management, risk
management, policy of foreign currencies and anti-money laundering regulation. In fact,
according to the report of the bank of Lao P.D.R 2002, Lao government has introduced the new
law in 1996 relating to accounting for commercial banks and this new accounting law was
aimed to modernise the accounting in Lao banks and make it closer to international accounting

standards (Bank of Lao P.D.R, 2002). However, the new accounting has created the difficulty
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of financial reports for Lao banks such as interest rate of loan, debts and balance sheet (Bank
of Lao P.D.R, 2002). In order for Lao banks to develop and improve the financial regulations,
the ministry of finance of Laos needs to take responsibility on improving “accounting laws,
regulations and procedures and establishment of financial disclosure requirements” (Bank of
Lao P.D.R, 2002, p.6). From that data, it can be seen that the Lao government, financial and
banking sector have poor implementation and supporting financial regulations (Kyophilavong
& Lamphayphan, 2014). It, therefore, needs more times for Lao banks to amend their

regulations to meet the international financial standards.

2. Lack of support from
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Figure 13. The financial regulatory challenges for Lao banks in joining AEC.

In conclusion, there are four main factors that bank managers have considered as the challenges
of improving financial regulations to meet international requirements including lack of human
capitals, lack of support from managements, lack of funds and lack of financial regulations,
respectively. However, when compared the findings between question 5.2.2.3 and question
5.2.3.1, it can be seen that there are three significant points became both the disadvantages and
challenges of Lao banks in joining AEC consist of (a) a lack of human resources for Lao banks
to drive and support their business activities, (b) lack of funds to improve the quality of
services, products and employees and (c) the problems of Lao banks’ financial regulations

themselves.
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5.2.4 Business strategies of Lao banks.

After finding out the disadvantages, benefits and challenges of Lao banks in joining AEC, the
two questions below were purposed to reflect how bank managements apply business strategies
to overcome those issues and to gain competitive advantage from ASEAN members. By asking
about the business strategies, its findings will assist to unravel the sub-research question three
“what financial regulatory strategies should the management of Lao banks adopt to compete

with other ASEAN member banks?”

5.2.4.1 What should be the overall business strategies for Lao banks to

compete with other ASEAN member banks?

The question was asked to ensure that bank managers are aware of business competitions and
prepared for the new business environment occurring from joining AEC. Based on the findings,
it found that there are seven areas that bank managers would like to focus on. They are human
resources development, IT system development, revising financial regulations, organisational
development, improving customer relationship management, banking cooperation and capital

management.

Human capital development: Human resources development becomes the main aspect that
bank managers would like to develop as one of business strategies. For this viewpoint, there
were seven of the bank managers who have stated that as employees are the value assets of the
company, they need to improve the knowledge and skills of them. By enhancing the capacity
of employees, bank managers believed that the bank will be ready for competition and gain
competitive advantage from new business environment. To support this view point, in joining
AEC human resources development is one of the four areas that Laos needs to improve
(Kyophilavong & Lamphayphan, 2014). Besides, (Chui, 2015) stated that human resources are
the key for pushing companies ahead to meet their business goals and objectives. Human
resources are important in building a strong organization, creating the high performance and
sustaining the development growth of banks (E. Mehta, 2016). Moreover, investment in human
resources not only helps companies to build knowledge and skilled employees, but also creates
specialists in specific fields (Philips, 2005). Therefore, to reach the organisational goals,
enhancing human resources needs to be done in the new business environment and the era of

the high level of business competition.

IT system development: As IT system plays an important role in transforming old banking

system to fintech era, IT becomes the second aspect of Lao banks that they will use in their
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business strategies. The five bank managers have agreed that Lao banks need to improve their
IT systems to help them provide and develop banking services and products as well as getting
ready for new changes and gain benefits from banking competition. (Kyophilavong &
Lamphayphan, 2014) has highlighted in their research that IT system development is also one
of four areas that newer ASEAN countries, including Laos, need to focus on. Currently, IT and
banking are inseparable because the trends of banking development is associated with using
technology to create more and more electronic services and products and banks can adapt
technology to reduce their business costs and make more profits (Mahadevan, 2019). The
trends of using technology in banking are blooming in developing countries because its results
provide a lot of benefits to banks such as “improve banks efficiency, usefulness, flexibility,
cost saving, competitive advantage, data collection and management, and service quality of
interactions with customers” (Elgahwash & Freeman, 2013, p.16). Importantly, (Ganguli &
Roy, 2011) have confirmed the positive effects of using technology in banking. When banks
use technology to improve their service qualities, its results directly create the positive
satisfaction and loyalty from customers. Consequently, adapting technology into business
strategies is needed because it will help Lao banks to improve services and get ready for

banking competition from other ASEAN members.

Financial regulation revision: the third business strategy that Lao banks will apply is revising
financial regulations. This viewpoint was shared by two of bank managers, they stated that
revising financial regulations are the main significant task that Lao banks need to complete.
However, bank managers also added that this task needs to be done by government and the
bank of Laos also because as the local commercial banks, they will follow and adapt themselves
with the new regulations created by government and BOL. Improving financial regulations of
Lao banks to meet the international standards not only assists Lao banks to compete with
foreign banks, but it also benefits Lao banks to avoid a financial crisis that might occur from
financial risks (Barrell & Davies, 2011). Based on the literature review, the requirements of
Basel related to financial regulations, banking and financial activities that banks need to focus
on are sufficiency of capital, credit risk, market risk, liquidity, operational risk, supervising and
reporting (Balin, 2008; Shakdwipee & Mehta, 2017; Warner, 2014). Moreover, revising the
regulations of banks are vital because the soundness and resilient of the financial system are
from efficient banking systems and its results will also benefit the economic development of

Asia Nations (Chan & Karim, 2016). Thus, improving the financial regulations of Lao banks
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are inescapable because its results not only bring business opportunities to Lao banks, but it

also benefits Lao economy at large.

Organisation development: the fourth aspect of business strategies that bank managers have
suggested is organisation development. Regarding the findings, there were two of bank
managers who stated that Lao banks should focus on improving their organisational culture
and their reputation in order to get ready for the new business environment and to attract
business partners such as improving business standards to get out from the list of high risk of
money laundering countries. According to the report of the (Bank of Lao P.D.R, 2002), private
banks could attract investors more than state-owned commercial banks because of its business
transparency. Regional economic integration of ASEAN can raise corruption risk up because
it associates with cross-border transaction and free movement of capital so that laundered
money can occur easily (Transparency international, 2015). In ASEAN, corruption is one of
the ingrained issues that is hard to be solved as in the report of transparency international in
2014 there were only two countries of ASEAN members (Singapore and Brunei) that were
listed on the list of countries that are incorruptible. (Transparency international, 2015). Apart
from the transparency viewpoint, improving business structure is another point that Lao bank
needs to consider. Lao state-owned commercial banks have larger organisational structures
than private banks so that it creates a limitation of the flexibility in their structure and
competitive response (Bank of Lao P.D.R, 2002). The complexity of bank organisational
structure will affect a bank’s performance, lending processes and investment decisions
(Bunkanwanicha, Gupta, & Wiwattanakantang, 2016). Changing and designing organisational
structure of banks depend on business circumstances, business strategies and business purposes
(Szafarczyk, 2008). Thus, in order for Lao banks to gain more a positive reputation and attract
foreign investors and customers, it is important for Lao banks to prove that their business is
transparent and accountable. This can be achieved through improving financial regulations to
meet international standards; and changing their organisational structure needs to be careful to

make it suitable for business situations.

Customer relationship management: The fifth aspect that Lao banks need focus on and take
into their business strategies is maintaining customer relationships. There was one bank
manager who has stated that maintaining the relationship and satisfaction is required when
joining AEC. It is because as AEC offers business opportunities to foreign investors, foreign
banks will come to invest and expand their banking services and products more in Laos and its

results will directly affect the performance and market shares of local banks. According to
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(Tetteh & Vanessa, 2014) pointed out the importance of customer relationship management
saying that customer relationship management is relatively significant for maintaining
customers’ loyalty and satisfactions because it involves employees, marketing tools,
technology and other business activities to build a strong relationship between company and
customers. To support this point of view, (Kebede & Tegegne, 2018) have confirmed that the
customer relationship management is an important part of a bank. It can help banks to perform
in a positive way, increase bank profits more than 30 per cent and more importantly spending
cost for maintaining customer relationships is cheaper than getting new customers 5 times. It
is, therefore, critical for Lao banks to take this important task into their business strategies to

maintain customers’ loyalty and satisfaction and gain more benefits from it.

Banking cooperation: The sixth aspect that should be listed in business strategies of Lao banks
is banking cooperation. Based on the findings, one of the bank managers has expressed the idea
of creating business strategies through banking cooperation that Lao banks should form a Lao
banking community to help each other improving banking standards and regulations. To gain
more effective financing from joining AEC. It is important for Lao banks to work together to
handle with financial challenges and improving financial regulations. Banking cooperation can
benefit banks in terms of improving capital flows, solving economic inflation, improving
monetarily policy and improving financial systems (Hamid & Lean, 2016b; States news
service, 2011). In fact, ASEAN has created a banking group called “ASEAN bankers
association” and each country also has its own group namely the banking group of Laos is
known as “Laos bankers association” which is the banking cooperation of Lao banks with the
aim of strengthening and promoting the Lao banking system (ASEAN Bankers Association,
2014). Therefore, in order for Lao banks to improve their financial regulations and banking
system together, Lao banks can work and share their ideas, experience and knowledge through

the Lao bankers’ association.

Capital management: The last perspective of bank managers on their business strategies is
managing capital. In this point, there was one bank manager who has shared the view that what
Lao banks should do right now is to raise capital resources to support their bank activities.
Capital is also one of the most vital parts of business strategies that management needs to pay
attention to because it relates to a success of business. This view point can be supported by
(Shollapur & Baligatti, 2010) that if banks can manage their funds or capital resources
effectively, banks will gain benefits from returning on investments. Moreover, according to the

report of (BIS, 2010), funding is defined as “the sourcing of liabilities” so that banks need to
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be aware of funding strategy to properly maintain their funds to prevent financial risk. As a
result of that, banks need to be careful of managing funds because banks mostly gain funds
from deposits and borrowing then use those funds for offering loans and credits which is a high
risk of banking investments (Haslem, 2015). Thus, it can be concluded that capital management
of Lao banks is crucial because Lao banks need to have sufficient funds to manage their funds
effectively, otherwise Lao banks might be confronted with financial issues and unable to
compete with ASEAN members.
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Figure 14. The business strategies of Lao banks

In conclusion, based on the perspectives of bank managers, there are seven areas that Lao banks
need to focus on and take into creating business strategies to compete with ASEAN members
which are investing in human resources, upgrading their IT systems to be ready for fintech era,
revising and improving financial regulations to meet the international standards. The improving
of organizational structure to be easy for managing transparency and reputation. Improving
customer relationship to maintain the loyalty and satisfaction. Creating banking co-operation
and improving capital management to strengthen and expand banking services as well as to
avoid financial issues of banks.
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5.2.4.2 What will be the business strategy of your department/organization

to compete with ASEAN members?

The purpose of this question is to investigate the perceptions of management of BCEL about
their business development strategies. The findings showed that bank managers will apply four
main aspects into their business strategies which are improving financial standards, human

resource development, IT development and capital development.

Financial standard strategy: The first aspect that bank managers of BCEL will take into their
business strategies as a prioritised task is improving their financial standards. There were five
of the bank managers who have stated that there are twenty-five projects related to improving
credit risk, accounting and financial reports that BCEL needs to complete by 2025 to meet the
standards of Basel Il and I1l. Moreover, BCEL also plans to work with the Lao central bank
and government to improve their financial regulations. As bank managers have illustrated in
question 5.2.4.1 above about revising financial standards of Lao banks, BCEL which is one of
state-owned commercial banks, needs to follow the international financial standards of BIS
(Basel standards) and IASC (IFRS standards). According to the business performance report
for the first quarter of BCEL, the international financial standards that BCEL still to achieve
are (a) the corporate governance task includes three projects and four working plans and (b)
the system of risk management consists of four projects and twenty-two working plans (BCEL,
2019). BCEL needs to improve, develop and complete their international financial standards
goals instantly because last year BCEL has faced some difficulties from international financial
report standards and failed to publish their financial report of 2018 to Lao stock market and
public on time (Lao securities exchange, 2018). Therefore, it can be concluded that improving
financial standards is an important task for BCEL and it needs to be completed as soon as

possible.

IT development strategy: IT development becomes the second business strategic plan of
BCEL. In this viewpoint, there were four bank managers who have mentioned about applying
IT to develop and improve their banking services and products. BCEL has a plan to create the
data and statistic centre to support data storage of their bank as well BCEL will develop new
electronic services and products for their customers namely online credit and exchange money
through machine. From this perspective, it evident that BCEL has prioritised IT development
as one part of its business strategies. It is important for BCEL to apply technology to improve

their banking services and products as its benefits will help BCEL to perform effectively. It
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will cut the cost of business management, obtain competitive advantages and create customer
satisfaction and loyalty (Elgahwash & Freeman, 2013; Ganguli & Roy, 2011). This idea is
also supported by (Almekinders, Fukuda, Mourmouras, Jianping, & Zhou, 2015) that
technology is one of the key factors to support ASEAN connectivity in financial integration
and it has a correlation between capital, human resources, knowledge and organizing
production processes. Based on the latest business report of BCEL 2019, the IT development
associated with international regulations, that BCEL should accomplished, consist of six
projects and forty working plans for establishing a database system and five projects and forty-
seven working plans for improving IT systems (BCEL, 2019). Consequently, it can be regarded
that BCEL has invested in IT development to improve their services, products and financial
regulations to meet the requirement of international standards. However, BCEL will need to
work hard on completing this task because there are more than eleven big projects and eighty-
seven working plans that they need to focus on, otherwise BCEL might not integrate with other

ASEAN members as expected.

Human Resources development strategy: The third aspect that BCEL needs to take into their
business strategic plans is improving their human resources. For this viewpoint, three of the
bank managers have stated that they are planning to enhance their employees’ skills and
knowledge as well as invest in specific areas namely the marketing and risk management teams
to create a talented workforce and specialists. For the risk management staff, BCEL has aimed
that every member of the risk management staff is required to get ACAMS certificate
(Association of Certified Anti-Money Laundering Specialists). Moreover, regarding the
business report 2019 of BCEL, it was planned by BCEL to develop their human resources
through four main projects and fifty-seven working plans (BCEL, 2019). However, even if
BCEL has created plans for enhancing its employees, BCEL should not meet to take the trend
of free flow labour movements created by AEC into their calculation in order to create and
shape business strategy. As it was discussed the negative impacts of joining AEC in gquestion
5.2.2.3 above that one of the agreements of AEC is to allow skilled-workers to move to work
in ASEAN members freely, its results will affect banks in a negative way meaning that BCEL
might be faced with labour shortages if they miss to plan properly (Adhisti, 2017; Iredale et
al., 2014). Therefore, BCEL need to play attention more on strategy to enhance their human

resources otherwise its results could provide both positive and negative effects to their bank.

Capital development strategy: The last point that bank managers of BCEL will take into their
business strategic plans is capital management. Based on this findings, one manager has

90



revealed that BCEL will focus on raising funds to support their business and BCEL through
funds for their company from wholesale and retail customers. The capital management is
related to international standards of Basel that banks need to have a capital adequacy ratio
greater than 8% of risk assets (BCEL, 2017c). Regarding this point, BCEL needs to plan and
take action on this strategy carefully. Some researchers have highlighted that ASEAN
members will face difficulty in running business because of its financial challenges and local
business have insufficient funds to support their business compared to foreign investors (Das,
2017; Insiri, 2016; Kyophilavong & Nozaki, 2015). According to the business report of BCEL,
BCEL is planning to raise funds through selling 19% of their share which is held by ministry
of finance Laos to expand and support their business activities as well as to meet the capital
adequacy standard set by Basel committee (BCEL, 2017a, 2019). Therefore, it is clear BCEL
has create a financial plan to solve their financial issues, expand and support their business as

well as to meet international standards.

1. Improving
financial
regulations

4. Capital 2 [T

development

strategy development

3. Human
resource
developmet

Figure 15. The business strategy of BCEL in joining AEC.

To sum up, there are four main areas that BCEL will focus on. Those areas are improving

internal financial standards, upgrading IT systems, enhancing human resources and raising its
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capital based on international financial standards. However, even though BCEL has created a
real action plans for improving its company, BCEL needs to work hard and pay attention as

there are more than one hundred working plans to complete before 2025.
5.3 Summary.

The researcher discussed the findings in chapter five based on the four research objectives and
three sub-research questions. The findings of the research, the relevant research and the
literature reviews in chapter two have been used to support each other consisting of the
knowledge of AEC, pros and cons of joining AEC, the challenges of financial regulations in

joining AEC, and the business strategies of Lao banks.

According to the discussion, participants have the knowledge and understanding about AEC
which lead to evaluation of Lao banks and preparing business strategies to deal with the new
business environment and competition from foreign banks. Bank managers believed that
joining AEC will provide positive and negative effects to Lao banks. However, after the
discussion, it can be seen that the key elemental factors that become both positive and negative
for Lao banks joining AEC consist of five main factors which are resources, IT, financial

regulations, capital, and business competition.

For the negative or challenging viewpoints, firstly the human resources factor mainly related
to lacking skilled labour of Lao banks, secondly the IT factor is related to the limitation of
upgrading and supporting IT systems to improve service qualities and banking products, thirdly
the capital factor refers to the lack of funds to support business activities and the last point is
the competition factor has been referred to is the increasing of banking foreign investment that

will come to invest in Lao banking industry.

In contrast to the negative viewpoints, the positive of those five factors also has been risen by
bank managers as follows: The human resources factor — bank managers have stated that it is
a good opportunity for banks to enhance their bank staff to get ready for the new change and
be able to compete with foreign banks. For the IT factor, Lao bank can take this opportunity to
upgrade and develop their IT systems to support their services and products. For the financial
regulations factor, Lao banks can improve their internal financial regulations to meet the
requirement of international standards. The capital factor — it will also be a good business
opportunity for Lao banks in raising funds to support all business activities and reach the

international financial standards. Also, for the high level of competition, Lao banks can turn it
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into improving their business, services and products as well as creating and shaping business

strategies to gain competitive advantage from business competition.

Moreover, for Lao banks to cope with the challenges of the financial regulations and to gain
the competitive advantages from economic integration of ASEAN, business strategies for Lao
banks are needed. Based on the findings, there are seven areas that Lao banks needs to take
into their business strategies. They are improving human resource development, IT system
development, financial regulation development, organisation development, customer

relationship development, banking co-operation development and capital development.

The next chapter is about the conclusions and recommendations of the research study.
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Chapter Six: Conclusions and Recommendations

6.1 Introduction.

In chapter five, the findings and literature review were discussed. The conclusions and
recommendations related to the research objectives and research questions are summarised in
this chapter. The first part of this chapter summarises the significant findings from chapter four
and the discussions of chapter five that answer the four objective and three sub research
questions. This will include identifying the understanding of AEC, examining the awareness
of AEC and banking in Laos, examining the challenges of the financial regulations of Lao
banks and examining business strategies of Lao banks. This chapter then outlines the strength,

limitations and recommendations of the research study.
6.2 Conclusions.

The main purpose of this research study is to explore the financial regulatory challenges and
the business strategies of Lao state-owned commercial banks in joining AEC. This research is
aimed at exploring how can Lao state-owned banks apply strategies to be competitive and
overcome those challenges through the case study of Banque Pour Le Commerce Exterieur
Lao Public (BCEL).

In this research, a semi-structured interview was designed and applied as a research method of
this qualitative research to investigate the challenges and strategies of Lao state-owned banks
in financial integration and the business strategic plans. Furthermore, the participants of this
research consist of 11 managers who have experience in banking and their roles are related to

creating and applying business strategies of the bank.

The conclusion and recommendations relating to findings, literature reviews, objectives and

sub research questions have been drawn and presented as follows:

6.2.1 Identifying the understanding of AEC.
6.2.1.1. Question One: What is your understanding of AEC?

The findings of this question showed that participants understand the term “AEC” that it stands
for ASEAN economic community and demonstrated the AEC’s objectives that it has been
formed to support members of ASEAN in promoting, strengthening and sharing their
sustainable economic development growth. AEC is an association which has been created to
assist ASEAN members to end the disparity of economic development and promote their

economy through facilitating and improving laws and regulations related to trade and
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investment. These ideas were supported by (Petri et al., 2010b) and (Sahlan, 2016) that the
economic integration of ASEAN or AEC is a specific community to develop the strong
economy of ASEAN members and the competitive Asia regional economy by promoting trades
and investments between ASEAN members and other ASEAN partnerships. On the same point,
(Das, 2016) stated that the integration of ASEAN aims to promote and reduce the barriers of
trades and investments as well as create a free movement of goods, services, labours and funds
among ASEAN members. It includes special trading with regional comprehensive economic
partnerships (RCEP) with Australia, China, Canada, India, Japan, New Zealand, Russia,
Germany, Korea, Norway, Pakistan, Turkey, United States, Switzerland and European union

to obtain a free trade agreement.
6.2.1.2. Question Two: What do you think about the benefits of joining AEC?

The findings showed that more than half of bank managers believed in the benefits of joining
AEC and that AEC will create business opportunities for ASEAN members and Lao will gain
this benefit as well. The business opportunities of AEC include increasing trading among
ASEAN members and global markets, revising and updating laws and regulations of running
business and enhancing human resources’ capabilities, skills and knowledge. Besides, bank
managers have added that AEC will assist Lao to develop society, economy and the country at
large, enhance business capacity to get ready for international trades. The findings are similar
to the literatures of King & Ismail (2013), (Kamolpun, 2015), (Petri et al., 2010b) and
(Romprasert, 2013) that AEC will bring benefits to economic development of ASEAN
members including international trade liberalization. This has resulted from the ASEAN free
trade agreement (AFTA), free movement of goods, services, funds and skilled workers, and

reducing tariffs to zero per cent which will be of benefit to both import and export countries.

However, one bank manager has shared the concern that Laos will gain less benefits from AEC
because Laos is small country with less ability to run businesses so that Laos might be unable
to compete with other members. As (H. Lim & Nyunt, 2010) have explored, “Lao PDR still
does not have legislation which provides specific rights of appeal against actions by
government bodies in the trade area” (Lim & Nyunt, 2010, p. 33). Moreover, (H. Lim & Nyunt,
2010) also pointed out that the obstacle of doing business related to business registration and
licensing in Laos takes more than five months to receive approval which is longer than other
ASEAN members.
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Therefore, even though most bank managers believed that AEC will bring business
opportunities to all ASEAN members in many ways such as promoting trade and investment
among members and global markets, proving and upgrading policies, laws and regulations,
enhancing human resources’ knowledge and skills. However, it cannot conclude that Laos will
gain benefits like other members as wished. This is because Laos is still faced with their internal

laws and regulations which is the big challenge of economic integration.

6.2.1.3. Question Three: What do you think about the disadvantages of
joining AEC?

There are six areas that bank managers have considered as the negative of joining AEC which
are lack of funds or capital, lack of human resources or skilled labour, lack of IT systems,

increasing business competition, lack of laws and legislations, and money laundering.

With regard to findings, the highest concern of the disadvantage in joining AEC is lack

of funds.

All the bank managers agreed that Laos is faced with insufficient funds to support or run
business so that Laos cannot compete with other ASEAN members. This perspective is
supported by (Das, 2017) that the difficulty and challenge of economic integration resulted
from insufficiency of funds in ASEAN members. AEC will benefit foreign investors, who have
a huge capital to invest in industry, more than local investors (Insiri, 2016). It means that local
businesses that have less funds to support their business will face difficulty in the providing of

goods and services (Kyophilavong & Nozaki, 2015).
The second disadvantage is lack of human resources.

Bank managers were concerned that Laos will be faced with skilled-labour shortage which is
worse for Lao business and economy. This perspective is confirmed by (Yue, 2011) who stated
that even if ASEAN has set the framework called mutual recognition arrangements (MRAS) to
enhance human resources development and free movement of skilled-labour of ASEAN
members, this implementation did not work effectively because of the complexity of
development levels of each member. In ASEAN, there are six countries that have low skilled-
labour including Philippine, Indonesia, Cambodia, Laos, Myanmar and Vietnam and mostly
the low skilled-labour from these countries always move to work in other developed countries

which leads to the imbalance of employment between ASEAN members (Adhisti, 2017).
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The third disadvantage is lack of IT systems.

In this point, bank managers believed that technology can be the negative factor in joining AEC
because they do not have high technology to support their business. For Laos, (Kanlaya et al.,
2013) stated that there are two main factors that lead to the difficulties of IT systems in Laos.
They include taking over unprepared IT firms from foreign investors and the IT job will be
taken by IT experts from other countries. Besides, (Bahrini & Qaffas, 2019) have added that
Laos will lose opportunities in this area. The competition and price will then be high so that

its results will directly affect Lao businesses.
The fourth disadvantage of joining AEC is high competition.

The findings identified that bank managers were worried about the increasing of business
competition after joining AEC. They are concerned that the increasing of foreign direct
investment will bring negative effects to Laos. This perspective is in line with the research of
(Chia, 2013) and (Wong et al., 2017) who indicate that high competition in ASEAN markets
is from eliminating the tariffs of ASEAN members to facilitate the import and export of goods
and services among ASEAN members and other business partnership as well as allowing
investors to invest in ASEAN countries. Reducing tariffs will create high competition and bring
negative impacts to importer countries including Laos rather than exporter countries (Petri et
al., 2010a).

The fifth disadvantage of joining AEC is laws and regulations.

There was one bank manager who stated that improving laws and regulations is challenging.
They are struggling with amendment to laws and regulations because of their limitation of
funds. The Bank manager has shared that while they are trying to meet the standard of the Basel
I1, other ASEAN members are working on Base Ill and IV. This finding is supported by the
research of (H. Lim & Nyunt, 2010) that it is challenging for BCLMV countries as a new
members of ASEAN to the amending of laws and regulations to meet the goals of AEC and
international standards. Furthermore, according to the report of Asian banking & finance
(2018) and Duenas, 2016 revealed that only the ASEAN-5 including Thailand, Philippines,
Malaysia, Singapore and Indonesia, which are the old members of ASEAN, are ready for the

economic integration.
The last disadvantage of joining AEC is money laundering.

The finding showed that one of the bank managers had concerns about money laundering. It is

because in Laos customers can hold other foreign accounts and people can transfer money
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abroad freely which might lead to the risk of anti-money laundering. This view can be
supported by (Levi, 2002) and (Simanjuntak, 2018) that money laundering is associated with
international financial services and trans-national crime. In Asia, money laundering can occur
from many factors such as an issue of structure, using cash, remittance systems, a level of
criminal activity, social, cultural and legal (Desai, 2012; Levi, 2002). For that reason, money
laundering might become an issue of ASEAN economic integration and ASEAN members are

required to monitor this issue carefully.

6.2.2 Examining the awareness of bank managers on AEC and banking in

Laos.

6.2.2.1. Question Four: In your opinion, what benefits will Lao banks gain

from joining AEC?

According to the findings, there are four main areas that bank managers have considered as the
benefits that Lao banks will gain from economic integration. Those four benefits consist of
service quality improvement, upgrading information technology, amendment banking laws and

regulations, and enhancing human resources’ skills.

The first benefit of joining AEC related to the Lao banking sector is improving banking

service quality.

The findings found that bank managers believed that the quality of banking services will be
improved because of the financial co-operation of ASEAN, the competition of the banking
industry and the requirement of international financial standards that Lao banks need to follow.
These perspectives are confirmed by (Singhavara, 2016) who has studied the service quality
management of Lao stated-owned commercial banks stated that when the competition
occurred, it directly forced Lao banks to improve their service quality otherwise they might not
compete with foreign banks. Moreover, improving the quality of services can assist Lao banks
to create customers’ satisfaction, relationships as well as loyalty (Munusamy et al., 2010;
Singhavara, 2016; Thepphongeun, 2014).

The second benefit that Lao banks will gain from joining AEC is improving IT systems.
Lao banks can gain benefits from improving IT systems because it helps Lao banks to produce
more digital banking services, meet the financial standards and be able to confront foreign
banks. This view point can be supported by (Furst et al., 1998), and (Spantig, 2015) that using

advanced technology can help Lao banks to save costs, reduce the service fees for customers,
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change a way of payment from cash to electronic payments and offer new electronic products
to customers. Therefore, (Frame et al., 2018) have concluded that to generate more profits,
sustain the business growth, gain competitive advantage and get ready for the new fintech era,
banks need to invest in their technology systems.

Improving banking laws and regulations is the third benefit that Lao bank will gain from

joining AEC.

It is compulsory that Lao banks need to improve their financial regulations to meet the
international financial standards created by BIS and IASC so that Lao banks can connect to
ASEAN finance and global financial markets. These findings are highlighted by (Chen et al.,
2016) that in order for ASEAN members to deal with their business together, ASEAN members
need to revise their laws and regulations to make them compatible and harmonious. Moreover,
improving laws and regulations not only helps banks reach the global financial standards, but
it also benefits banks in cross-border cooperation so that Lao banks and other ASEAN banks
will have more chances to expand their businesses to operate in other countries (Arner & Park,
2010).

The fourth benefit that Lao banks will gain from joining AEC is improving human

resources.

Bank managers believed that their human resources will be enhanced through exchanging
knowledge and experience and training with other foreign banks and business partners.
According to the report of (Knowles, 2015), Lao government has created a human resource
development strategy supported by Asian development bank (ADB). One of the six
development strategies, are the targets to be archived by 2020, relating to banking
development, is focusing on enhancing knowledge and competency of bankers by providing
skills development, vocational training and a skill testing module based on international
standards. Moreover, (Nishimura et al., 2016) have added that Lao banks could enhance the
skills of their staff through the joining of internship and training programs overseas. The
programs have resulted from free trade agreement policies with investors that have provided

free training or scholarship to enhance labors’ skills and knowledge of Lao.
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6.2.2.2. Question Five: Do you think joining AEC will bring benefits to
BCEL? How do you think the benefits can be achieved?

Although bank managers have shared that Lao banks will gain four benefits from joining AEC
(see 6.2.2.1), when asking about BCEL, bank managers have pointed out that there are five

areas that BCEL will gain from joining AEC.

Firstly, Bank managers said that human resources of BCEL will be improved as BCEL

has a plan to expand their banking services in other countries.

Joining AEC requires BCEL to enhance their employees’ skills to be an expert in banking and
get ready for the new business environment. As (Kyophilavong, 2011a) discoursed the human
resources in Lao banking sector need to be developed because Lao banks have a lack of human
capital which is the key factor to contribute to their business development. In fact, according
to the business report of BCEL 2019, human resource development is one of the six prioritised
areas that BCEL needs to focus on and they have created 4 main projects and 57 working plans
to enhance their human resources (BCEL, 2019). From this data, it can be stated that the skills
and knowledge of BCEL’s staff will be enhanced in positive ways to meet their business

development plans.

Secondly, AEC will assist BCEL to improve and meet international financial standards

and regulations.

Based on the findings, bank managers stated that joining AEC requires BCEL to improve their
internal standards to meet the requirements of international financial standards such as QABS,
IFRS standards and Basel standards. Recently, BCEL has hired external consultant company
to help them reach their financial standards goals. Bank managers believed that improving
financial standards will benefit their bank in promoting their business reputation in society. To
support this view point (Joshi et al., 2016) stated that AEC directly forces every ASEAN
member to improve and upgrade their financial standards and ASEAN members will follow
and operate their financial services with the same standards so that banks can easily expand
their services to other members and global markets. Moreover, (Nejad et al., 2019) have added
that financial improvement is crucial with associated investment because then ASEAN
members could meet the financial standards, it shows that they are ready for connecting to a

global economy.
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Thirdly, AEC will help BCEL to improve their IT systems.

For the IT system development viewpoint, managers of BCEL stated that using advanced
technology in their bank services will help them to provide a good service to their customers
and reach the financial standards. Bank managers also shared that BCEL is currently working
on improving and upgrading their IT systems by hiring IT companies to move and store their
database in Singapore for the security reasons. Moreover, to meet the international standards,
BCEL needs to finish 11 projects and more than 87 working plans related to IT development
(BCEL, 2019). For the improving of IT, it is clear to sum up that meeting the requirements of
international standards and be a part of the economic integration of ASEAN will assist BCEL
to develop their banking information technology systems to serve the best services for their

customers.

Fourthly, improving service quality is another area that will benefit BCEL in joining
AEC.

Bank managers said that recently BCEL is focusing on improving their service qualities and
they are planning to expand their bank services to other ASEAN countries. The bank managers
also said that BCEL has received international awards relating to providing good banking
services and reaching the requirements of international standards. (Nady et al., 2018) has
confirmed that improving service quality is crucial, it influences the profitability of firms,
satisfaction and loyalty of customers. Besides, the view point that AEC can help banks to
improve service quality and creates new conditions of banking services is in accordance with
the research of (Suhidayat et al., 2016) that the new satisfaction of customers can be made by
ASEAN banking competition because the results of competition lead to the improvement of
services and products. Therefore, it can be concluded that the more BCEL could improve their

service, the more BCEL would gain benefits from economic integration.
The last benefit that BCEL will gain from joining AEC is raising capital.

For the raising of funds to support their business activities and banking services, it found that
BCEL has increased their capital to 360 billion LAK by fundraising (selling their shares) from
their existing shareholders and public to support their business and to meet the requirement of
Basel Il which BCEL needs to have capital adequacy ratio more than 8% of risk assets (BCEL,
2017c). Besides, based on the requirement and banking regulations of the bank of the Lao PDR
(BOL), commercial banks including BCEL need to reserve and balance the loan and deposit

ratio not less than 60-80% meaning that banks can only offer credit or loan not over 40% of
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deposits received from customers (Spantig, 2015). Therefore, if BCEL could raise their funds
more, it will help them to expand their business by offering credits, loans, compete with foreign

banks and invest in other investments more.

6.2.2.3 Question Six: In your opinion, what disadvantage will Lao banks

gain from joining AEC?

Regarding the answers of question three, bank managers have shared that there are six areas
that can be the disadvantages of joining AEC. However, when research asked about the
disadvantages that Lao banks will gain from joining AEC, it found that there are only five areas

related to the disadvantages of joining AEC. Those five areas are identified as follows:
The first disadvantage that Lao banks will gain from joining AEC is lack of funds.

It found that bank managers are concerned about lack of funds to support the business of Lao
banks. Bank managers have shared that they might not have sufficient funds to support their
business because after joining AEC other foreign banks will come to invest in Laos so that
local banks will not confront the competition and Lao banks will lose their market share at the
end. This viewpoint is in t line with the report of (United Nations, 2017) that Lao banks could
provide or support funds to the small and medium sized enterprises (SMESs) because of their
limitations of funds. Therefore, (Insiri, 2016) has pointed out that joining AEC will offer more

chances for foreign banks to expand banking services and products in Laos.

The second disadvantage that Lao banks will gain from AEC is lack of human resources.
In this point, bank managers have stated that Lao banks are facing skilled-labour shortages.
Bank managers concerned that having insufficient workers who have experience, skills and
knowledge about international businesses will become a difficulty of their business
management and will be hard for Lao banks to gain a business competitive advantage from
AEC. This disadvantage can be confirmed by (Adhisti, 2017) that AEC allows ASEAN’s
workers to move and work around ASEAN member countries freely so that skilled workers
will move to work in rich countries and its results will directly affect Lao banks. Consequently,
in order to avoid this issue, Lao banks need to be prepared for development and enhancement
of their employees otherwise Lao banks will face again negative impacts of the skilled labour

shortages in both the short-term and long-term.
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The third disadvantage that Lao banks will gain from joining AEC is high level of

competition.

Bank managers believed that AEC will create a high level of business competition among
ASEAN members. From the high competitions, bank managers were worried that Lao banks
might not compete with foreign banks, and that Lao banks will lose the customers and lose
market shares in the end. This viewpoint has been confirmed by the research of (Wibowo,
2017) that increasing of banking competitions have negative impacts on the banks’
performance, banking systems, economic development, financial systems and monetary policy
of the central bank because it relates to the saving rate, exchange rate and credit debts
(Kyophilavong & Ko, 2010). Thus, the increasing of competition from foreign banks can bring

negative aspects to Lao banks and it will affect the whole economic system of Laos.
The fourth disadvantage that will affect Lao banks in joining AEC is IT systems.

Based on the findings, there was a concern that Lao banks will not compete with other ASEAN
members and cannot gain benefits from joining AEC due to lack of IT to support their bank. It
is true that the banking sector has been eclipsed by advanced technology meaning that banks
can use advanced IT systems to improve their business and facilitate customers through using
banking online services (Driga & Isac, 2014). As a result of that, in this era if banks failed to
apply advanced technology in their business, they will not be able to gain a competitive

advantage and compete with their business competitors (Gorelchenko & lvanov, 2017).

The last disadvantage that will affect Lao banks in joining AEC is financial regulations.
It found that the complexity of international regulations that Lao banks need to meet becomes
one of the disadvantages of Lao banks. There was one bank manager who shared that
international financial standards can create the difficulty of banking services to customers. The
bank manager has taken anti-money laundering (AML) standard as an example that customers
need to provide and fill out a lot of information if they propose to open new bank accounts.
Moreover, based on the literature review in chapter two about, the regulations that Lao banks
need to improve in order to reach the international standards consist of twelves areas (ASEAN,
2015Db). Besides, (Haqqi, 2017) discoursed other criteria that ASEAN members need to work
on are corporate governance, standard of capital adequacy, operational security, consumer
protection, risk management systems and prudential regulations. Consequently, it can be seen
that there are a lot of financial regulations that Lao banks need to develop and it is challenging

for Lao banks to complete those criteria.
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6.2.3 Examining the challenges of financial regulations of Lao banks.

6.2.3.1 Question Seven: In your opinion, what will be the main financial

regulatory challenge for Lao banks in joining AEC?

Based on the findings, the financial regulatory challenges for Lao banks in joining AEC consist
of four main factors including lack of human resources, lack of support from management, lack

of funds to support banking development and incompatibility of financial regulations.

Lack of human resources is the first factor led to the challenge of financial regulations.
The research finding indicated that over half of bank managers were concerned about the labour
shortage, which is similar with the viewpoint of the disadvantage of Lao banks in question six
(6.2.2.3). Bank managers illustrated that Lao banks do not have specialists in the banking and
financial area and amendment of financial regulations is new for Lao banks. The viewpoint
that Lao banks are facing is skilled-labour shortages is in t line with the research of
(Leebouapao, 2008) that labour shortage or limitation of skilled labour is one of the most
challenges of Laos in entering to global economic integration. For the labour shortage,
(Messmer, 1998) and (Monahan, 1999) suggested that bank managers need to plan carefully
about skilled-labour shortages because when this issue occurs, it affects the bank’s

performance and systems as well as it takes time to short this problem out.

The second challenging factor related to financial regulations is lack of support from

management.

Five of the bank managers stated that Lao banks need more support from top management,
BOL and Lao government. Bank managers further added that the challenges of financial
regulations do not come from the bank itself, but it comes from the Lao central bank and
ministry of finance. To support this point, the (International Monetary Fund, 2006) found that
the reasons Lao central bank cannot support Lao commercial banks are from three main things
including poor supervision, poor capacity and inadequate government. The Lao central bank
needs to improve its supervision tools, financial soundness indicators, stress testing system,
international funding regulations and risk control management in order to monitor and control

commercial banks (Sourigna et al., 2017).
The third challenging factor that relates to financial regulations is lack of funds.

This viewpoint is also similar to the answer for question six (6.2.2.3) that Lao banks have

insufficient funds to improve their business and financial regulations. It means that to improve
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financial regulations, Lao banks need to invest a lot of funds into that. Bank managers have
shared that their employees do need to be trained for specific areas such as IFRS standards and
it requires hug money to do that. To support this point, (Kyophilavong, 2011b) has confirmed
that as the financial and banking sector of Laos are small and they are at the first level of
development so that sources of funding are limited as well. Therefore, it can be made a
conclusion that having a lack of funds of Lao banks can lead to the financial regulation

challenges.

Lack of financial regulations become the last challenging point of Lao banks in joining
AEC.

Bank managers stated that the financial regulations that Lao banks use right now are
incompatible with the financial regulations of other ASEAN members so that it is hard for Lao
banks to connect their banking system with others. Even though the Lao government had
created accounting Law for commercial banks to follow in 1996, it is still hard for Lao banks
to move closer to the international standards (Bank of Lao P.D.R, 2002). In this point,
(Kyophilavong & Lamphayphan, 2014) has concluded that Lao government, financial and
banking sector have poor implementation and supporting financial regulations (Kyophilavong
& Lamphayphan, 2014). Therefore, improving financial regulation is still a long way off and

it requires Lao banks, Lao government and the Lao central bank to work together.

6.2.4 Examining the business strategies of Lao banks.

6.2.4.1 Question Eight: What should be the overall business strategies for

Lao banks to compete with other ASEAN member banks?

In order to compete with ASEAN member banks, there are seven areas that Lao banks should
take into their business strategies. Those seven areas consist of human resources development,
IT system development, revising financial regulations, organisational development, improving

customer relationship management, banking cooperation and capital management.
The first business strategic plan is improving human resources of banks.

There are more than half of bank managers that stated Lao banks need to improve the skills
and knowledge of their employees because they believed that they can compete with foreign
banks, if Lao banks can enhance and improve the capacity of their employees. As

(Kyophilavong & Lamphayphan, 2014) stated human resources development is one of the four
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areas that Laos needs to improve and focus on. Therefore, enhancing human resources skills

needs to be taken seriously if Lao banks are to improve their banking system.
The second business strategic plan is improving IT system of Lao banks.

The research findings demonstrated that IT is important for Lao banks to improve their banking
services and bank managers agreed that banks do need to improve their IT systems to help
them provide and develop banking services and products. This is also ready for new changes
and gain benefits from banking competition. As (Mahadevan, 2019) suggested that IT and
banking are inseparable, banks can adapt technology to reduce their business costs and make
more profits. Moreover, (Ganguli & Roy, 2011) have confirmed the positive effects of using
technology in banking that it can create the positive satisfaction and loyalty of customers.

Therefore, Lao banks should not overlook this viewpoint when shaping business strategy.
The third business strategic plan is revising financial regulations of Lao banks.

The findings indicated that Lao banks need to revise their financial regulation to meet
international standards. Furthermore, to work effectively Lao banks should work with the Lao
central bank and Lao government to assist each other reach the international financial
standards. (Barrell & Davies, 2011) have supported this point that improving financial
regulations of Lao banks are crucial as it will help Lao banks to compete with foreign banks
and deal with a financial crisis in the feature. Lao banks, therefore, should finish improving
their financial systems as soon as possible otherwise they will miss the opportunities as the

result of joining AEC.
The fourth business strategic plan is developing the organisation of Lao banks.

The findings found two of bank managers highlighted that in order to get ready for the new
business environment and to attract business partners, Lao banks should improve their
organisational culture and their reputation. This viewpoint is supported by the report of the
(Bank of Lao P.D.R, 2002) that private banks could attract investors more than state-owned
commercial banks because of its business transparency. Moreover, the report of the (Bank of
Lao P.D.R, 2002) also revealed that Lao state-owned commercial banks have larger
organisational structure than private banks so that it creates a limitation of the flexibility in
their structure and competitive response. Thus, it is important for Lao banks to prove that their

business is transparent and accountable.
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The fifth business strategic plan is improving customer relationship of Lao banks.

Regarding this point, there was one idea from bank managers that Lao banks need to work on
maintaining the relationship and satisfaction of customers. The bank manager has shared that
because AEC offers business opportunities to foreign investors, and foreign banks will come
to invest and expand their banking services and products in Laos and its results will affect the
performance and market shares of local banks. This idea that Lao banks should improve
customer relationship can be supported by (Kebede & Tegegne, 2018) that the customer
relationship management helps banks to perform effectively and creates banks’ profits more
than 30 per cent. Therefore, it is important for Lao banks to focus on improving customer

relationship in their business strategy.
The sixth business strategic plan is banking co-operation of Lao banks.

Based on the results of the research study, one bank manager has shared the perspective on the
banking co-operation and that Lao bank should form a Lao banking community to improve
banking standards and regulations. As Hamid & Lean, 2016 and States news service, 2011
have hightlighted that improving capital flows, solving economic inflation, improving
monetary policy and improving financial systems result from the benefits of banking co-
operation. In fact, Lao banks already have the Laos bankers’ association that acts as a banking
co-operation and this association is also supported by AEC. Therefore, Lao banks can use the
Laos bankers’ association as a banking co-operation to help each other improve Lao financial

regulations.
The seventh business strategic plan is managing capital of Lao banks.

In the finding, one of bank managers stated that Lao banks should be looking for funds to
support their banking services and business activities. Banks need to manage their capital
effectively because if you could do that, banks will gain benefits from returning on investments
(Shollapur & Baligatti, 2010). Moreover, banks need to be careful of managing their funds
because banks mostly gain funds from deposits and borrowing then use those funds for offering
loans and credits which is a high risk of banking investments (Haslem, 2015). Therefore, it is
important for Lao banks to ensure that they have sufficient funds to enable them to manage

funds properly.
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6.2.4.2 Question Nine: What will be the business strategy of your

department/organization to compete with ASEAN members?

For BCEL, bank managers have shared that they will focus on four aspects of their business
strategies including improving financial standards, human resource development, IT

development and capital development.

The first aspect that bank managers of BCEL will focus on is improving financial

standardes.

The findings showed that BCEL is already working on improving their financial regulations to
meet the international standard. Bank managers stated that for BCEL aims to reach the
international standards by 2025. In this regard they have twenty-five projects that relate to
improving credit risk, accounting and financial reports that they need to accomplish. Moreover,
BCEL needs to work on their corporate governance task that includes three projects and four
working plans, the system of risk management consists of four projects and twenty-two
working plans (BCEL, 2019). However, BCEL needs to complete their financial regulation as
soon as possible because BCEL has put its company into the stock market and BCEL has failed
to publish their financial report of 2018 to public on time due to the fact that they could not

meet the requirement of an international financial report (Lao securities exchange, 2018).
The second aspect that bank managers of BCEL will focus on is improving IT systems.

In this point, bank managers of BCEL has shared that BCEL also has plans to create the data
and statistic centre to support data storage of their bank as well as BCEL will develop new
electronic services and products for their customers namely online credit and exchange money
through machine. Besides, based on the latest business report of BCEL 2019, the IT
development associated with international regulations consist of six projects and forty working
plans of establishing a database system and five projects and forty-seven working plans for
improving IT systems (BCEL, 2019). For the IT development, it can be regarded that BCEL
has invested in IT development to improve their services, products and financial regulations to

meet the requirement of international standards.

The third aspect that bank managers of BCEL will focus on is improving human

resources.

Three of the bank managers stated that BCEL is planning to enhance their employees’ skills

and knowledge as well as invest in specific areas namely the marketing team and risk
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management team to create a talented workforces and specialists. For the human resources
development, it is similar to two points above that BCEL was planned to develop their human

resources through four main projects and fifty-seven working plans (BCEL, 2019).
The last aspect that bank managers of BCEL will focus on is capital management.

This viewpoint was shared by one bank manager that BCEL will focus on raising funds to
support their business and BCEL will raise funds for their company from wholesale and retail
customers. The capital management is one of the most important aspects that BCEL needs to
focus on because it relates to international standards of Basel that banks need to have capital
adequacy ratio greater than 8% of risk assets (BCEL, 2017c). Moreover, according to the
business report of BCEL, BCEL is planning to raise funds through selling 19% of their share
which hold by the ministry of finance Laos to expand and support their business activities as
well as to meet the capital adequacy standard set by Basel committee (BCEL, 2017a, 2019). It
is clear that BCEL has created a financial plan to solve their financial issues and support their

business as well as to meet international standards.

6.3 Recommendations.

6.3.1 Recommendation One: Promoting the knowledge of AEC.

The results of the findings showed that the bank managers are familiar with the term AEC,
know the full name of it “ASEAN Economic Community” as well as can illustrate its purpose
to contribute the sustainable economic growth of ASEAN members together. However, for the
viewpoint of harmonizing laws and regulations as well as reducing gap of economic
development, there was only one of the participants mentioned it. Therefore, Lao banks need
to promote the information of AEC more. It is important for Lao banks to understand deeply
about AEC because AEC is related to Lao people, Lao business, the Lao banking sector as well
as the other ASEAN members. Also, it will bring benefits to Lao banks in terms of preparing

for banking competition and improving financial regulations.

6.3.2 Recommendation Two: Promoting the advantages and disadvantages

of financial regulations.

According to the finding results, it is evident that bank managers did not have much awareness
about the disadvantage and advantage of revising their financial regulations to meet the
international standards. For the disadvantage perspective of the laws and financial regulation,
only one of the eleven bank managers who mentioned it. For the advantage viewpoint, there

were three bank managers who mentioned that AEC will assist Lao banks to improve their
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financial regulations to meet international requirements. An understanding of the
disadvantages and advantages of improving financial regulations are crucial for Lao banks.
This is because the revising of the financial regulations is the main factor that all ASEAN
members need to focus on and to get it done as soon as possible. As was stated by (H. Lim &
Nyunt, 2010) the amendment of laws and regulations of members to meet the goals of AEC
are challenging, specially BCLMYV countries who are a new members of ASEAN. There are
only five old members (ASEAN-5) namely Thailand, Philippines, Malaysia, Singapore and
Indonesia that are ready to operate their banking services in other countries (Asian Banking &
Finance, 2018; Duenas, 2016). Therefore, Lao banks need to raise more awareness of the pros
and cons of financial regulations related to economic integration. If Lao banks fail to revise or
amend the financial regulations, Lao banks will not be able to integrate or connect to AEC

successfully.

6.3.3 Recommendation Three: Promoting the advantages and disadvantages

of capital management.

It is important for Lao banks to have a greater understanding of the advantages and
disadvantages of capital management. Based on the findings, more than half of bank managers
could see that Lao banks are facing insufficient funds to support business activities and banking
services. In contrast, when asking about the business strategies of Lao banks there was only
one bank manager has stated that Lao banks need to take capital management into
consideration. Bank managers of Lao banks need to understand that capital management is
important to their business because it not only supports Lao banks to improve their business
development and offer loans or credits for customers, but it also links to reaching the

international financial standards of Lao banks.

6.3.4 Recommendation Four: Promoting Lao banking co-operation.

The results show that there was only one bank manager who has considered using banking co-
operation in their business strategic plans to help Lao banks improve the financial regulation
and develop Lao banking systems together. In fact, even though Lao banks have already
established Lao bankers’ association which acts as banking community of Lao banks to work
on improving lao banking systems, the information of the banking association is limited.
Therefore, in order for Lao banks to help each other improve their financial regulations more,

effectively bank managers should promote and take advantage of the Lao bankers’ association.
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6.3.5 Recommendation Five: Promoting customer relationship.

Based on the research findings, and although it is similar to banking co-operation there was
only one bank manager who mentioned about applying customer relationship into business
strategies. Improving customer relationship is important for banks as the benefits of customer
relationship can help banks to create customers’ satisfaction and loyalty, Lao banks should
focus on this point more. (Kebede & Tegegne, 2018) have confirmed that the customer
relationship management is an important part of a bank, it can help banks to perform in a
positive way and increase banks’ profits. Moreover, it is surely that the high level of
competition from foreign banks will be increase in the near future. Therefore, if Lao banks
would like to maintain their customers and do not want lose their market share to foreign banks,

Lao banks should take this customer relationship into their business strategies.

6.4 Strengths and limitations.
6.4.1 Strengths of the research.

The first strength is the reliable and valid data collection of the research study. In this research,
the researcher has applied a semi-structured interview as a research method of the qualitative
research to examine the challenges and business strategies of Lao state-owned banks in joining
the economic integration of ASEAN. The second strength of this research is that the 11
participants interviewed are in the high level of bank managers and all participants are from 11
different departments which assisted the researcher in gaining more perspectives and valued

information from bank leaders.

Moreover, as the aim of this research is to investigate the challenges and business strategies of
Lao banks in joining AEC, the results of the research study can be used as a guideline for Lao
banks to improve their banking management and business strategies to gain competitive
advantage for a new business environment. It will also help Lao banks to be prepared and be
aware of high level of banking competition occurring from economic integration of ASEAN.
Lastly, this research study is an initial project which can fulfil the gap of literature about the
challenging financial regulations in the Lao context and this research study will be useful for

researchers who would like to continue research in the banking field.

6.4.2 Limitations of the research.

The first limitation of this research study is that the sample or participants of interview are from
only one of the Lao state-owned commercial banks. As a result, the outcome of the research

might be different as each bank has a different style of managing business. Furthermore, the
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findings of the research can be used in the context of the Lao state-owned commercial banks

excluding private banks and foreign banks.

Another limitation of the research study is that the limitation of literature reviews related to
Laos. Mostly, the empirical research is based in the developed countries of ASEAN members

such as Thailand, Philippines, Malaysia, Singapore and Indonesia.

6.4.3 The opportunities of future research study.
As this research study only focuses on the Lao stated-owned banks, there are opportunities to
research in other banking types such as private banks and foreign banks that come to invest in

banking in Laos.

According to the findings of the research, the business strategic plans that Lao banks will apply
in their company consist of seven areas including human resources development, IT system
development, financial regulations development, organisational development, customer
relationship management, banking co-operation and capital management which is not deeply
investigated yet so that the further research can take these areas as a research topic and explore

them.

Moreover, as this research study only investigates one Lao stated-owned bank, future research
can extend the size of sample by taking more banks to be involved in a research study to gain

different results from different banks.

6.5 Research summary.
This research study aims to investigate the challenge of financial regulation of Lao state-owned
commercial banks in joining AEC and explore the business strategies that Lao banks can apply

to compete with foreign banks.

Joining AEC can provide either positive or negative impacts to ASEAN members depending
on the readiness and the level of economic development of each country. Laos is one of the
newest members of ASEAN and has been considered as a poor or under-developed country.
Therefore, it is challenging for Laos to get ready for the ASEAN economic integration. The
banking sector, specifically, is facing a lot of problems entering into global markets such as
amendment of financial regulations to meet the international financial standards. This research,
therefore, investigates the reasons that underline the causes and the challenges of financial

regulations of Lao banks in joining AEC.
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From the research findings, it can be concluded that the main challenges of financial
regulations of Lao banks consist of four factors that are a lack of human resources, lack of
support from management, lack of funds to support banking development and incompatibility

of financial regulations.

Moreover, according to the findings, the business strategies that Lao banks can apply in dealing
with financial regulations’ issues and compete with foreign banks include seven areas: (a)
improving human resources, (b) improving IT systems, (c) revising financial regulations, (d)
organisation development, (e) customer relationship development, (f) banking co-operation

and (g) capital management.

However, it found that recently the Lao state-owned bank (BCEL) is applying four business
strategies to improve their business and meet the criteria of international requirement namely
improving the financial standard of its company, improving and upgrading their IT systems,

improving human resources and managing capital to support its business.
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