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Executive summary Highlights September 2008 Outlook for 2008-09



• The ruling Communist Party of Vietnam will maintain its firm grip on power in 2008-09, rejecting calls from some quarters (especially groups of overseas Vietnamese) for political pluralism. • The new income tax structure will broaden the tax base by making benefits as well as salaries taxable, and will apply the same tax rates to Vietnamese and foreign workers from January 1st 2009. • It appears unlikely that the State Bank of Vietnam (the central bank) will tighten monetary policy further this year. • The dong is set to depreciate by around 2.3% against the US dollar in 2008 on an annual average basis, dropping to around D16,800:US$1 by the end of the year. • The Economist Intelligence Unit forecasts that the current-account deficit will widen to the equivalent to 12.1% of GDP this year; the deficit will narrow in 2009, as growth in the import bill slows.



Monthly review



• A deputy minister of transport, Nguyen Viet Tien, has been dismissed from his position on account of his involvement in a corruption scandal relating to Project Management Unit No. 18 under the Ministry of Transport. • Vietnam and Japan are progressing on negotiations for an Economic Partnership Agreement, which is intended to reduce barriers and create greater predictability in economic relations between the two countries. • Consumer prices rose by 28.3% year on year in August. With the exception of July!s figure, month-on-month inflation in August was slower than in any month since November 2007. • Lending interest rates at some of the large state-owned commercial banks have begun to fall, reflecting the market’s sense that inflation will slow in the months ahead. • A revival in interest in the stockmarket has resulted from market confidence that inflation will moderate, lower interest rates and a sense that a currency crisis has been averted. • The exchange rate of the dong against the US dollar was relatively stable in August, after a period of over six months during which the dong depreciated from its high in mid-March by around 4.5% against the US dollar. • Foreign direct investment (FDI) is flowing into Vietnam in record amounts. In the first eight months of the year total FDI commitments came to US$47bn, more than double the level for the whole of 2007 (US$21bn).
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Outlook for 2008-09 Political outlook Domestic politics



The ruling Communist Party of Vietnam will maintain its firm grip on power in 2008-09, rejecting calls from some quarters (especially groups of overseas Vietnamese) for political pluralism. There will continue to be small pockets of dissent domestically, but the general public has yet to show any genuine appetite for major political change. However, political stability is not assured. The government is currently facing a serious test of its capacity to manage the economy, and given the rapid pace of food price inflation, it will struggle to prevent small-scale protests. There is also a risk of larger demonstrations if the economy slows sharply, especially as incomes are not forecast to rise in line with inflation. There are specific concerns about the negative impact that higher food prices will have on poor households, who spend the bulk of their income on food. The party is acutely aware that social stability is vital if it wants to maintain full control, and thus it will probably push ahead with plans for greater spending on social welfare. Another issue that could threaten the party!s tight grip on power is corruption, with the leadership continuing to be plagued by revelations of graft. The party will need to prove that progress is being made in the fight against corruption to maintain its authority. Ongoing crackdowns on corrupt officials and stateowned enterprises are a good indication that the government takes graft seriously, but they are also a sign of the pervasiveness of the problem. The party could also face greater internal strife over the next year or so. The country!s current economic problems and the potential for social unrest have weakened the position of the reform-minded members of the party (including the prime minister, Nguyen Tan Dung) vis-à-vis the more conservative members. If the government fails to restore a greater sense of economic stability in the next few months, or if the situation becomes even worse, the prime minister could be vulnerable. Mr Dung is already thought to have veered away from the party!s traditional ethos of determining policy by consensus, which has upset factions in the 185-member central committee. There is growing speculation that the party is planning to call a mid-term conference (the party!s next five-yearly party congress is due to take place in 2011). If it does, Mr Dung!s performance and policies will come under intense scrutiny. It might bring his term in office to an abrupt end, but it would severely undermine his chances of being called on to serve a second term.



International relations



Monthly Report September 2008



Vietnam has begun to play a much greater role in international affairs, reflecting its position as a non-permanent member of the UN Security Council since January 1st 2008. Its "friends to all" foreign policy is largely intended to improve the country!s economic situation through increased external trade and investment links, and Vietnam has tried to keep to a multilateralist line by urging compliance with UN resolutions in various African conflicts. However,
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the government is now discovering that in diplomacy it is not possible to be both important and to stay friends with everyone.



Economic policy outlook Policy trends



The government is facing challenging policy issues, most notably the need to control inflation and to reduce the current-account deficit to more sustainable levels. The government is acutely aware of the threat that rampant inflation poses to the country!s economic and social stability, and it has tightened monetary policy and continued to cut back on public investment to slow growth in imports and domestic demand. It has now fully accepted that such policy tightening is necessary, despite the fact that it will inevitably slow economic growth. The State Bank of Vietnam (SBV, the central bank) has allowed the dong to weaken in the face of strong downward pressure in the market. However, this pressure appears to have abated, reflecting the market!s sense that inflation has peaked. The SBV implemented a one-off 2% devaluation of the dong against the US dollar in mid-June, which was followed in late June by a decision to widen the band within which the dong:US dollar exchange rate is permitted to fluctuate on a daily basis, from 1% to 2%. These moves have been in the right direction, but the authorities remain under pressure to allow much greater flexibility in the exchange-rate regime.



Fiscal policy



The budget deficit (excluding on-lending) will widen only marginally in 2008-09, as the government restrains its spending in the face of concerns about rising inflation. The government has also cut fuel subsidies, which will lead to a reduction in its overall expenditure. The government may cut back some spending programmes in an effort to cool the economy, but expenditure will remain high, as the government is still committed to programmes to improve social welfare provisions. Although GDP growth will slow, tax revenue will remain buoyant in 2008-09, and from January 2009 a reformed personal income tax system will help to support revenue growth. The new income tax structure will broaden the tax base by making benefits as well as salaries taxable, and will apply the same tax rates to Vietnamese and foreign workers (the tax threshold for foreign staff will fall to match that for local workers"it is currently twice as high as that for local employees). The boost that the government received in 2007 from the oil price boom will be repeated this year"high global crude oil prices have been a positive factor for Vietnam in terms of increasing tax revenue from the petroleum sector. The IMF has again called on the government to save a "significant portion of this revenue overperformance".



Monetary policy



The SBV has sharply tightened monetary policy, aiming to cool the economy and to rein in inflation. The SBV!s recent decision to raise interest rates and to drain liquidity from the market will have an impact in terms of bringing down the rate of credit growth (although this impact will be reduced by the fact that real interest rates remain strongly negative). On June 10th the SBV raised the base rate to 14%, from 12% previously, its second significant policy move since mid-May, when rates were raised from 8.75% to 12%. (Commercial banks are not
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allowed to lend at rates that exceed the base rate by more than 50%, and the latest rate increase therefore caps commercial lending rates at 21%.) Despite strong inflationary pressures, some of the large state-owned commercial banks have begun to cut deposit rates, and in some cases lending rates. This is an indication that there is enough liquidity in the system at present and that the domestic market expects inflation to decrease significantly over the next 12 months. For these reasons, it now appears unlikely that the SBV will tighten monetary policy further this year. As inflationary pressures begin to ease next year, the SBV will be in a position to cut official interest rates. The banking sector will be adversely affected by recent policy tightening and the ensuing slowdown in the economy. There are already concerns that nonperforming loans have picked up sharply, owing to the recent slump in the stockmarket and the current downturn in the property market (there is anecdotal evidence to suggest that borrowers have been defaulting on their repayments of loans that were used to purchase stocks and property). The banking sector!s woes will be compounded by the fact that firms that have become reliant on cheap and easy credit will undergo a difficult adjustment period, scaling back activity and potentially defaulting on their loan repayment obligations. Some banks could struggle to clean up their balance sheets, and the authorities will have a tough task ensuring that this difficult period of adjustment stays manageable. In early June the IMF called on the authorities to strengthen their oversight of the banking system to curb imprudent lending practices and address any "emerging vulnerabilities".



Economic forecast International assumptions



International assumptions summary (% unless otherwise indicated) Real GDP growth World China EU27 Exchange rates ¥:US$ US$:€ SDR:US$ Financial indicators ¥ 3-month Gensaki rate US$ 3-month commercial paper rate Commodity prices Oil (Brent; US$/b) Gold (US$/troy oz) Food, feedstuffs & beverages (% change in US$ terms) Industrial raw materials (% change in US$ terms)



2006



2007



2008



2009



5.0 11.6 3.1



4.8 11.9 2.9



3.8 9.8 1.5



3.3 8.5 1.1



116.2 1.3 0.68



117.8 1.4 0.65



105.5 1.5 0.62



101.8 1.5 0.62



0.28 5.03



0.61 5.06



0.73 2.60



0.88 2.75



65.4 604.5



72.7 696.7



110.0 895.7



91.0 848.8



16.1 49.6



30.9 11.2



46.2 5.1



-1.7 -8.5



Note. Regional GDP growth rates weighted using purchasing power parity exchange rates.



The Economist Intelligence Unit forecasts that growth in the world economy (in purchasing power parity terms) will slow from 4.8% in 2007 to an average of 3.6% in 2008-09. Economic growth in the US, Vietnam!s leading export market, Monthly Report September 2008
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will slow from 2% in 2007 to 1.5% in 2008 and just 0.5% in 2009, owing to recessionary conditions in that country. These slower rates of US expansion may hamper Vietnam!s export growth, but continued strong growth in Asia (excluding Japan) will partly offset this effect. We have revised down our forecast for global crude oil prices, with prices for dated Brent Blend now set to average US$110/barrel in 2008 (down from our previous forecast of US$120/b), before dropping back in 2009 on an annual average basis. The continued upward trend in oil prices during 2008 will support Vietnam!s export revenue (crude oil is a major export earner), but imports of petroleum products, on which it relies heavily, will stay expensive and contribute to stubbornly high domestic fuel prices. Economic growth



Gross domestic product by expenditure (D bn at constant 1994 prices where series are indicated; otherwise % change year on year) Private consumption Public consumption Gross fixed investment Final domestic demand Stockbuilding Total domestic demand Exports of goods & services Imports of goods & services Foreign balance GDP



2006 a 2007 b 273,585 294,080 7.3 7.5 27,797 29,882 8.8 7.5 144,595 160,500 8.6 11.0 445,977 484,462 7.8 8.6 12,050 10,750 0.5 d -0.3 d 458,027 495,212 8.1 8.1 390,297 b 450,750 17.1 b 15.5 407,456 b 473,264 14.6 b 16.2 -17,158 b -22,515 1.3 bd -1.3 d 425,373 461,466 a 8.2 8.5 a



2008 c 305,705 4.0 31,436 5.2 174,143 8.5 511,283 5.5 10,200 -0.1 d 521,483 5.3 517,064 14.7 553,914 17.0 -36,850 -3.1 d 489,133 6.0



2009 c 316,965 3.7 33,007 5.0 187,726 7.8 537,699 5.2 9,500 -0.1 d 547,199 4.9 583,377 12.8 611,911 10.5 -28,534 1.7 d 515,665 5.4



a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. d Contribution to real GDP growth (as a percentage of real GDP in the previous year).



We have revised down our forecast for real GDP growth in Vietnam to 6% in 2008 and to 5.4% in 2009"the slowest pace of growth in a decade. The government!s overarching policy focus is now on bringing about greater economic stability, rather than striving for lofty real GDP growth targets. Consumption growth will slow in 2008, as credit growth is restrained and household incomes and real wages are eroded by rapid inflation. Tighter credit conditions and the stockmarket slump will also have a negative impact on investment growth. However, foreign investors are still confident about Vietnam!s long-term prospects, and FDI remains robust (although the actual FDI disbursement rate could slow). Growth in exports of goods and services will remain impressive, despite the forecast for slower world trade growth. Although import growth will be fast this year (by virtue of the rapid pace already recorded in the first half), there will be a drop in growth in 2009, reflecting the weaker domestic economy, the depreciation in the dong and other official Monthly Report September 2008
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efforts to tackle the wide deficit on the merchandise trade account. This improvement in the external balance will help to offset the continued weakness of domestic demand in 2009. On the supply side, economic growth will continue to be driven by the industrial sector, which will expand by about 7.5% a year (on a value-added basis) during the forecast period. This strong growth will be the result of the continued deepening of the industrial base, together with the resilience demonstrated by the textile and garment sector in an increasingly liberalised global trading environment for this category of products. GDP expansion will also be fuelled in 2008-09 by strong growth in services, particularly tourismrelated and financial services. Inflation



Consumer price inflation accelerated to 28.3% year on year in August, up from 27% in July. The upward trend in the general price level is primarily being driven by supply-side factors"food prices rose by 44.2% year on year in July. However, inflationary pressures have also been amplified by large capital inflows that have increased the money supply. The government!s hitherto expansionary fiscal policy stance, combined with the SBV!s failure to rein in credit growth in the first half of the year, has fuelled demand-driven upward pressure on the general price level. The SBV has taken firm steps to tighten monetary policy, but the removal of fuel subsidies announced in late July pushed up inflation in August, and the impact of this is likely to continue through September. Inflation had actually been slowing on a month-on-month basis, with data showing that prices in August rose by 1.6%, owing largely to the removal of fuel subsidies. The August figure is up slightly from the 1.1% rate recorded in July, but down from 2.1% in June and 3.9% in May. We forecast that year-on-year inflation will average 24.5% this year, but as the effects of tighter monetary policy become more apparent and as global food and fuel prices ease back, inflation will slow in 2009, dropping back to an average of 14.2% for that year.



Exchange rates



The SBV!s moves to control the intense downward pressure on the dong against the US dollar, driven by the rapid acceleration in inflation and the substantial current-account deficit, appear to have been successful. The SBV has used a variety of policy measures, including interest-rate increases, widening the currency!s trading band, open-market operations and guaranteeing that commercial banks will receive a set future rate for US dollars (discouraging the build-up of large stocks of dollars), which together have eased the downward pressure on the dong. The dong is set to depreciate by around 2.3% against the US dollar in 2008 on an annual average basis, dropping to around D16,800:US$1 by the end of the year. The dong will continue to weaken in 2009, and there will be a greater degree of volatility, as the SBV is set to widen further the trading band within which the dong is permitted to fluctuate daily against the US dollar.



External sector



We forecast that the current-account position will deteriorate to a deficit equivalent to 12.7% of GDP this year. In view of the sharp growth in imports recorded in the first half of 2008, the merchandise trade deficit will continue to grow this year, despite still buoyant export revenue growth. Much of this
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expansion in imports, however, has been driven by foreign-invested enterprises (FIEs), and the continued upward trend in FDI inflows eases concerns to some extent over how Vietnam is financing its external deficit. In addition, much of the recent growth in imports has been driven by imports of capital goods, which have begun to weaken; as capital goods are put to use, this will have a positive impact on exports. We forecast that the current-account deficit will narrow in 2009 as growth in the import bill slows. However, the deficit will still remain sizeable, at 9.6% of GDP. In addition to the deficit on the merchandise trade account, the services and income accounts will remain in deficit. Stronger growth in tourism receipts will be offset by rising imports of trade-related services. The upward trend in the repatriation of foreign investors! income and profits will continue in line with the expansion in the operations of FIEs. However, inflows of current transfers will remain buoyant (having soared to US$6.4bn in 2007), and the current transfers surplus will offset the combined deficits on the services and income accounts in 2008-09. Forecast summary (% unless otherwise indicated) Real GDP growth Industrial production growth Gross agricultural production growth Consumer price inflation (av) Consumer price inflation (year-end) Lending rate Government balance (% of GDP) Exports of goods fob (US$ bn) Imports of goods fob (US$ bn) Current-account balance (US$ bn) Current-account balance (% of GDP) External debt (year-end; US$ bn) Exchange rate D:US$ (av) Exchange rate D:¥100 (av) Exchange rate D:€ (year-end) Exchange rate D:SDR (year-end)



2006 a 8.2 17.0 3.4 7.4 6.6 11.2 -0.3 39.8 42.6 -0.2 -0.3 20.2 15,994 13,762 21,186 24,152



2007 a 8.5 17.3 3.4 8.3 12.6 11.2 c -1.5 c 48.6 58.9 -7.0 -9.9 21.8 c 16,179 13,737 23,409 25,583



2008 b 6.0 16.0 3.0 24.5 26.0 20.3 -1.7 67.1 79.7 -10.2 -12.7 24.0 16,557 15,700 25,886 27,263



2009 b 5.4 14.5 3.0 14.2 8.9 18.5 -1.8 81.7 91.6 -9.1 -9.6 24.9 16,985 16,693 25,523 27,580



a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates.
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Monthly review: September 2008 The political scene A high-level official is sacked for corruption



On August 28th the deputy minister of transport, Nguyen Viet Tien, was dismissed from his position. Earlier in the month he had been relieved of his political committee duties and positions within the ruling Communist Party of Vietnam on the grounds that he “lacked a sense of responsibility” in his handling of overseas development assistance earmarked for the notorious Project Management Unit No. 18 (PMU 18) under the Ministry of Transport. PMU 18 became embroiled in controversy in January 2006, when its director was arrested and accused of embezzling US$1.8m to gamble on football matches. Mr Tien, a former head of PMU 18, was also detained at the time, but charges against him were dropped in March 2008 and his Communist Party membership was subsequently reinstated. In May two seasoned Vietnamese reporters were arrested after reporting on the scandal, which was quickly followed by protests by journalists elsewhere in Vietnam. The surprising thing here is that Mr Tien was able to cling on to power for so long, illustrating how difficult it is to remove top officials in Vietnam, even if they are accused of being corrupt. Nevertheless, the government says that it is serious about fighting corruption and that it will work closely with Japan on a high-profile bribery case. The Japanese Public Prosecutor’s Office has decided to prosecute four Japanese former executives of Pacific Consultants International, an infrastructure consultancy, for bribing Vietnamese officials in order to win a contract for a road construction project in Ho Chi Minh City. It is not clear whether this investigation will lead to the punishment of any high-level party members in Vietnam, but if it did it would provide evidence of the government’s commitment to tackling corruption.



The government moves to ban gender-based abortions



Monthly Report September 2008



The government has banned gender-based abortions in response to a sharp rise in the proportion of newborns who are boys. In one-quarter of the country’s provinces, at least 115 males are born for every 100 females, up from 105 boys per 100 girls in 2005. Hospitals and clinics have also been banned from using ultrasound scans to determine the gender of an unborn child. The Vietnamese generally have a preference for sons over daughters, although until recently this had no perceptible effect on the ratio of males to females, perhaps because incomes were generally too low to pay for the cost of an ultrasound scan. Almost all children who are put up for adoption in Vietnam are girls. The government is also trying to tighten the rules in this area, following a recent case where forged documents appear to have been used in an adoption case. A convention on adoption between Vietnam and the US has been in place for three years, but is now in jeopardy. The Vietnamese government is particularly concerned about the close relationships that US adoption agencies often have with local orphanages, creating too strong an incentive for the orphanages to place children with these agencies for adoption in the US.
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Bird flu is largely under control



Vietnam has experienced both success and failure in its fight against the H5N1 strain of avian influenza (bird flu) since it first appeared in 2003. The good news is that a locally produced flu vaccine appears to work well in humans. In addition, by mid-August all but four provinces had been free of bird flu in poultry for at least 21 days; outbreaks this year have occurred primarily in small, unvaccinated poultry flocks. Moreover, Japan has agreed to provide Vietnam with over 74,000 courses of Tamiflu, an anti-viral medicine for humans, for use in the event of an epidemic. The bad news is that bird flu remains deadly: five people have died from the virus since the beginning of the year, and there have been a total of 74 bird flu outbreaks affecting poultry in 26 provinces. The Ministry of Agriculture and Rural Development continues to urge that all poultry be vaccinated, although enforcing compliance is proving to be difficult.



Economic policy The government is in a quandary over gambling



A recent report by the Ministry of Finance claims that the Vietnamese spend US$2bn annually on betting, gambling and lotteries. Most of these activities are illegal, and the government takes a dim view of them; it has licensed only two, relatively small, betting service providers, but is considering allowing one more (in the northern province of Vinh Phuc). Gambling presents a dilemma to the government, which is ideologically uncomfortable with gambling but recognises the potential of the gaming industry as a revenue source. So far in 2008 fiscal policy has been relatively restrained. By July 15th government revenue had reached 67% of the target for the year, while spending was at 57% of target (and capital spending had reached just 48% of target). This reflects a deliberate effort by the government to restrain spending, particularly on new projects, in order to avoid overheating the economy and fuelling inflation.



Negotiations continue on the Vietnam-Japan EPA



The governments of Vietnam and Japan have said that progress is being made in their negotiations for an Economic Partnership Agreement (EPA). The EPA will cover services, investment and trade, and is intended to lower barriers and create greater predictability in economic relations between the two countries. A number of challenges remain, including negotiating rules of origin for garments and opening markets for industrial and agricultural products, but it is expected that these can be resolved in the next round of talks, scheduled for September 2008. The EPA may serve as a model for similar agreements with Vietnam’s other major trading partners, especially if the Doha Development Round of world trade talks under the World Trade Organisation fails to reach a successful conclusion.



Economic performance Industrial output continues to grow strongly



Monthly Report September 2008



Vietnam’s real GDP rose by 6.5% year on year in the first half of 2008, and indirect evidence shows that this pace is likely to have been maintained through July and August. Growth in industrial production in the first eight www.eiu.com
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months reached 16.3% year on year, representing only a modest deceleration compared with the increases of around 17% seen in the corresponding periods in 2006 and 2007. The output growth of private, domestically owned, industrial firms (non-state industry) continues to be particularly strong, with the volume of output in the first seven months of 2008 rising by 22.2% year on year. The output of state-owned enterprises (SOEs) grew by a relatively modest 6.7% in the first seven months of the year, compared with the same period in 2007. In part this is because few new state enterprises are being established and some (generally small) firms are being privatised. The government is also being more insistent that large state-owned conglomerates, such as Vietnam Shipbuilding Industry Group, PetroVietnam and Vietnam National Coal-Mineral Industries Group, must execute their core business goals before expanding into other fields. The Ministry of Planning and Investment recently drafted a decree that would require state-owned firms to obtain approval from the prime minister before expanding into “risky sectors", such as securities, banking or property. Many of these SOEs, which were established in order to "control key economic sectors in the country”, according to Nguyen Dinh Cung of the Central Institute of Economic Management, have expanded their investments outside their core businesses. The government views such expansion as an unnecessary risk, especially at a time when global financial turmoil and high domestic inflation have increased economic volatility. Industrial growth over the past three years has been constrained by the decline in oil and gas output, which fell by a further 7% in the first seven months of 2008. On a positive note, the industrial base is highly diversified, and in January-July, output rose by at least 20% in garments, processed seafood, car tyres, refrigerators, washing machines, televisions, buses and lorries. The slowdown in economic growth has not dampened consumers! enthusiasm for telephones and the Internet. The General Statistics Office reported that by July 2008 there were 65m telephone subscribers (in a country with around 86m people), up by 14% year on year. In the first seven months of the year there were an estimated 815,000 new Internet subscribers, bringing the total to over 6m. Inflation hits 28.3% in August, but appears to have peaked



Consumer prices rose by 28.3% year on year in August, up from 8.6% year on year in August 2007. The surge in inflation is primarily a reflection of a 44.2% increase in the price of food and foodstuffs. However, food prices actually contracted in month-on-month terms for the second month in a row, suggesting they will continue to decrease in coming months. Overall inflation grew by 1.6% month on month, up from 1.1% in July. This slight increase was, however, unsurprising considering the removal of fuel subsidies in late July that gave an inevitable boost to prices. In addition, with the exception of July!s figure, month-on-month inflation in August was slower than in any month since November 2007. By late August 2008 the prices of many commodities, including rice and fertiliser, were falling, suggesting that consumer price inflation has now peaked. Energy prices have also begun to fall: after removing fuel subsidies in late July, which increased fuel prices from D14,500 (91 US cents) to D19,000 per litre, the
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government lowered the price to D18,000/litre in mid-August and D17,000/litre at the end of the month. The prime minister Nguyen Tan Dung has reaffirmed the government’s goal of reducing inflation to single digits by the end of 2009. Retail interest rates begin to fall slightly



The State Bank of Vietnam (SBV, the central bank) is expected to maintain its base interest rate at 14% at least until the end of September. Banks are not allowed to offer deposit interest rates of more than the base rate plus 50% (21% currently), and until early August many banks were doing exactly that in order to attract deposits. However, interest rates at some of the large state-owned commercial banks have begun to fall, reflecting the market’s sense that inflation will be brought more fully under control in the months ahead. The SBV has nudged the process of lowering retail interest rates along by raising the interest rate that it pays on compulsory reserves (which banks deposit at the SBV) to 3.6%, from 1.2% previously. This could allow banks to pass on the marginal gain to their customers in the form of higher deposit rates or lower lending rates. A revival in interest in the stockmarket has resulted from market confidence that inflation will moderate, lower interest rates and a sense that a currency crisis has been averted. The Ho Chi Minh Stock Exchange (HOSE) index briefly reached 562 on August 27th, up from 366 as recently as June 20th. In general the mood surrounding the local bourses has become much more upbeat, and market participants have once again increased their activity. But not everything is proceeding smoothly. The equitised (part-privatised) Vietcombank, a large commercial bank, is unlikely to list on the stock exchange this year. The bank’s initial public offering (IPO) in December 2007 saw investors pay an average of D107,806 (US$6.74) per share, which is roughly twice the current share price. By law strategic partners, who were to be brought in after the IPO to help modernise the bank!s practices, are not allowed to pay less than the IPO price when buying shares. However, the current market price of Vietcombank shares is closer to D60,000, and potential strategic partners are not willing to pay more than this, so negotiations are at an impasse. Mr Dung asked Vietcombank to list on the stock exchange in June, and a shareholders’ meeting decided that listing would be completed this year. Vietcombank is not the only firm balking at equitisation. The Rubber Economic Group, a rubber firm, has asked for its equitisation to be halted, in an attempt to maintain the existing price of shares in the company. The March 8 Textile Company, a member of the state-owned Vinatax conglomerate, is scheduled to be equitised and to relocate from the inner city of the capital, Hanoi. However, the firm will only be able to retain the proceeds from selling its city land (in order to pay for the move) if it remains an SOE. Another firm, Vinacomin, a minerals firm, wants to stop the equitisation of coal mines, arguing that in countries such as Russia and Venezuela they are being nationalised. Although these stated reasons may be legitimately felt, the prospect of having to go it alone in an environment where borrowing costs are over 20% has almost certainly played a role as well.
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The dong stabilises relative to the US dollar



The exchange rate between the dong and the US dollar was relatively stable in August, after a period of over six months during which the dong depreciated from its high in mid-March by around 4.5% against the US dollar. This reflects greater stability in the merchandise trade balance: imports decreased from US$8bn in May to US$7bn in August, while exports rose from US$5.2bn in May to US$6.1bn in August. This has brought the monthly trade deficit down to under US$1bn from nearly US$3bn in May. However, given the large trade deficits early in 2008, the total trade deficit for the first seven months came to US$15.1bn. Vietnam is now expected to have exported 3.6m tonnes of rice in JanuarySeptember and 4.5m tonnes in the year as a whole. However, the market remains unsettled. The firms that buy rice from farmers are in a difficult position: they have to borrow working capital at interest rates close to 20% per year, while facing uncertainty about the export price. By early August Vietnamese rice was being exported for around US$620-630 per tonne, down substantially from the price of over US$1,000 per tonne in late April, but still twice as high a price as a year ago. The domestic rice harvest is expected to reach 37m tonnes this year, up from 36m tonnes in 2007 and more than enough to keep up with population growth.



Foreign investors remain exuberant



Despite high inflation, rising labour costs, infrastructure bottlenecks and shortterm macroeconomic uncertainty, foreign direct investment (FDI) is flowing into Vietnam in record amounts. In the first eight months of the year total FDI commitments came to US$47bn, more than double the level for the whole of 2007 (US$21bn). The rise in FDI commitments has generally been followed by a sharp increase in FDI disbursements, which rose from US$4.6bn in 2006 to US$8bn in 2007; disbursements in 2008 are projected to reach US$11bn. Most of the FDI originates in the region, with more than one-half of this year’s commitments so far coming from just four countries, Taiwan, Japan, Malaysia and Brunei. The large FDI figures reflect the effects of so-called megaprojects"each worth over US$1bn"that are coming to Vietnam. For example, in mid-August India!s Tata Steel signed a deal that will result in the construction of an integrated steel plant in Ha Tinh province, starting with a cold-rolling mill that will come on stream in late 2010. The eventual capacity of the facility will be 4.5m tonnes annually and the total cost of the project is expected to be close to US$5bn. Tata will hold a 65% majority stake in the project, while Vietnam Steel Corporation and Vietnam Cement Industrial Corporation, two SOEs, will hold the remaining 30% and 5% respectively. Although FDI is increasingly flowing to infrastructure projects, investors are still interested in the industrial sector. A recent example is the decision by Japanesebased Sanyo, an electronics firm, to build a factory in Bac Giang province (north of Hanoi) to make optical pick-ups. Production at the US$95m plant is expected to begin in April 2009, and the factory is projected to employ up to 12,000 workers. A substantial amount of the new FDI is destined for oil and gas exploration and recovery, a sector that was neglected by investors for most of the past decade, when oil was relatively cheap.
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Data and charts Annual data and forecast P ro d uc t io n to rem o v e



GDP Nominal GDP (US$ bn) Nominal GDP (D bn) Real GDP growth (%) Expenditure on GDP (% real change) Private consumption Government consumption Gross fixed investment Exports of goods & services Imports of goods & services Origin of GDP (% real change) Agriculture Industry Services Population and income Population (m) GDP per head (US$ at PPP) Recorded unemployment (av; %) Fiscal indicators (% of GDP) Central government balance Net public debt Prices and financial indicators Exchange rate D:US$ (end-period) Exchange rate D:€ (end-period) Consumer prices (end-period; %) Stock of money M1 (% change) Stock of money M2 (% change) Lending interest rate (av; %) Current account (US$ m) Trade balance Goods: exports fob Goods: imports fob Services balance Income balance Current transfers balance Current-account balance External debt (US$ m) Debt stock Debt service paid Principal repayments Interest International reserves (US$ m) Total international reserves



2003 a



2004 a



2005 a



2006 a



39.6 613,443 7.3



45.4 715,307 7.8



52.9 839,211 8.4



60.9 974,266 8.2



8.0 7.2 11.9 19.9 22.7



7.1 7.8 10.4 25.7 21.9



7.5 7.9 9.8 20.5 15.9



7.3 8.8 8.6 17.1 c 14.6 c



3.6 10.4 6.5



4.4 10.3 7.3



4.0 10.7 8.5



81.6 1,765 c 5.8



82.7 1,931 c 5.6



-1.2 41.1



2007 a 70.7 1,144,020 8.5



2008 b



2009 b



80.4 1,331,922 6.0



94.5 1,604,451 5.4



7.5 c 7.5 c 11.0 c 15.5 c 16.2 c



4.0 5.2 8.5 14.7 17.0



3.7 5.0 7.8 12.8 10.5



3.4 10.4 8.3



3.4 10.6 8.7



3.0 7.5 5.8



3.0 7.0 4.8



83.8 2,126 c 5.3



84.9 c 2,343 c 4.8



85.9 c 2,576 c 4.3 c



87.0 2,756 4.3



88.1 2,933 4.5



0.9 42.7



-1.2 44.0



-0.3 43.3 c



-1.5 c 42.0 c



-1.7 40.7



-1.8 38.1



15,646 19,736 3.1 25.3 33.1 9.5



15,777 21,359 9.7 26.1 31.1 9.7



15,916 18,775 8.6 22.2 30.9 11.0



16,054 21,186 6.6 20.7 29.7 11.2



16,030 23,409 12.6 48.9 49.1 11.2 c



16,809 25,886 26.0 16.4 27.5 20.3



17,129 25,523 8.9 27.4 40.0 18.5



-2,581 20,149 -22,730 -778 -811 2,239 -1,931



-2,287 26,485 -28,772 -872 -891 3,093 -957



-2,439 32,447 -34,887 -296 -1,205 3,380 -560



-2,776 39,826 -42,602 -8 -1,429 4,049 -164



-12,579 67,081 -79,660 -1,371 -1,933 5,706 -10,176



-9,903 81,679 -91,582 -1,960 -2,475 5,284 -9,055



15,991 807 507 301



18,049 787 430 357



19,212 957 519 438



20,202 918 464 454



21,831 c 944 c 533 c 411 c



24,026 1,031 571 460



24,942 1,238 690 548



6,359



7,186



9,217



13,591



23,872



21,900



24,800



-10,360 48,561 -58,921 -894 -2,168 6,430 -6,993



a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates. Source: IMF, International Financial Statistics.
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Quarterly data P ro d uc t io n to rem o v e



Prices Consumer prices (2000=100) Consumer prices (% change, year on year) Financial indicators Exchange rate D:US$ (av) Exchange rate D:US$ (end-period) Deposit rate (av; %) Lending rate (av; %) Refinancing rate (end-period; %) Treasury bill rate (av; %) M1 (end-period; D bn) M1 (% change, year on year) M2 (end-period; D trn) M2 (% change, year on year) Foreign trade (US$ m) Exports fob Imports cif Trade balance Foreign payments (US$ m) Merchandise trade balance Services balance Income balance Net transfer payments Current-account balance Reserves excl gold (end-period)



2006 3 Qtr



4 Qtr



2007 1 Qtr



2 Qtr



3 Qtr



4 Qtr



2008 1 Qtr



2 Qtr



134.5 7.2



136.0 6.7



140.1 6.5



142.7 7.4



146.0 8.6



150.5 10.7



163.0 16.4



177.5 24.4



16,015 16,055 7.7 11.2 5.0 3.7 236,480 17.6 753.0 30.3



16,077 16,054 7.7 11.2 6.5 3.4 292,215 20.7 841.0 29.7



16,356 16,024 7.7 11.2 6.5 3.6 317,329 31.3 949.2 35.6



16,070 16,125 7.6 11.2 6.5 4.1 334,442 40.4 1,029.6 41.6



16,206 16,105 7.4 11.2 6.5 4.8 352,754 49.2 1,111.0 47.5



16,084 16,030 7.3 11.2 6.5 n/a 435,168 48.9 1,254.0 49.1



15,896 16,125 9.1 12.3 7.5 n/a n/a n/a n/a n/a



16,262 16,842 n/a n/a n/a n/a n/a n/a n/a n/a



n/a n/a n/a



10,133 -11,591 -1,458



10,565 -12,277 -1,712



11,901 -14,783 -2,882



12,319 -15,537 -3,218



13,528 -18,100 -4,572



13,160 -21,510 -8,350



15,750 -22,650 -6,900



-690.0 -156 -416 632 -630 11,904



-1,073.0 51 -301 1,572 249 13,384



-974.0 -142 -400 1,564 47 18,317



-2,047.0 -284 -803 1,774 -1,360 20,793



-2,298.0 -209 -387 1,473 -1,421 22,575



-5,041.0 -259 -578 1,619 -4,259 23,602



n/a n/a n/a n/a n/a n/a



n/a n/a n/a n/a n/a n/a



Sources: IMF, International Financial Statistics.
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Monthly data P ro d uc t io n to rem o v e



Jan Feb Mar Exchange rate D:US$ (av) 2006 15,924 15,924 15,914 2007 16,061 15,994 16,012 2008 16,016 15,940 15,731 Exchange rate D:US$ (end-period) 2006 15,922 15,910 15,927 2007 16,036 15,990 16,024 2008 16,005 15,750 16,125 Money supply M1 (% change, year on year) 2006 29.8 18.2 24.4 2007 16.2 35.4 31.3 2008 56.8 35.3 n/a Money supply M2 (% change, year on year) 2006 34.6 32.5 35.4 2007 28.8 34.0 35.6 2008 48.2 41.4 n/a Deposit rate (av; %) 2006 7.5 7.7 7.7 2007 7.7 7.7 7.7 2008 7.2 9.0 11.2 Lending rate (av; %) 2006 11.2 11.2 11.2 2007 11.2 11.2 11.2 2008 11.2 11.2 14.6 Consumer prices (av; % change, year on year) 2006 8.8 8.3 7.8 2007 6.5 6.5 6.7 2008 14.0 15.7 19.4 Goods exports fob (US$ m) 2006 3,065 2,404 3,100 2007 3,759 2,925 3,881 2008 4,911 3,415 4,834 Goods imports cif (US$ m) 2006 2,599 2,714 3,200 2007 4,331 3,468 4,478 2008 7,198 6,194 8,118 Trade balance fob-cif (US$ m) 2006 466 -310 -100 2007 -572 -543 -597 2008 -2,287 -2,779 -3,284 Foreign-exchange reserves excl gold (US$ m) 2006 9,993 10,199 10,742 2007 15,265 16,967 18,317 2008 24,467 26,328 n/a



Apr



May



Jun



Jul



Aug



Sep



Oct



Nov



Dec



15,930 16,039 16,126



15,973 16,062 16,171



15,989 16,109 16,490



15,997 16,139 n/a



16,011 16,240 n/a



16,038 16,239 n/a



16,065 16,109 n/a



16,093 16,093 n/a



16,073 16,051 n/a



15,934 16,047 16,175



15,959 16,087 16,246



15,996 16,125 16,842



16,007 16,147 n/a



16,014 16,270 n/a



16,055 16,105 n/a



16,083 16,100 n/a



16,089 16,070 n/a



16,054 16,030 n/a



21.5 35.7 n/a



23.1 37.4 n/a



22.0 40.4 n/a



23.9 43.1 n/a



22.7 41.9 n/a



17.6 49.2 n/a



18.7 55.4 n/a



20.5 53.7 n/a



20.7 48.9 n/a



33.8 39.0 n/a



34.1 40.6 n/a



33.5 41.6 n/a



34.1 43.7 n/a



32.7 43.2 n/a



30.3 47.5 n/a



30.4 50.5 n/a



30.6 49.8 n/a



29.7 49.1 n/a



7.7 7.7 n/a



7.5 7.7 n/a



7.7 7.4 n/a



7.7 7.4 n/a



7.7 7.4 n/a



7.7 7.4 n/a



7.7 7.4 n/a



7.7 7.2 n/a



7.7 7.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



11.2 11.2 n/a



7.2 7.1 21.4



7.4 7.2 25.2



7.4 7.8 26.8



7.4 8.4 n/a



7.3 8.6 n/a



6.8 8.8 n/a



6.7 9.3 n/a



6.8 10.1 n/a



6.6 12.6 n/a



3,200 3,650 5,100



3,200 4,066 5,150



3,400 4,185 5,500



3,500 4,278 n/a



3,674 4,313 n/a



3,378 3,728 n/a



3,343 4,280 n/a



3,290 4,548 n/a



3,500 4,700 n/a



3,500 4,493 7,850



3,600 5,279 8,000



4,000 5,011 6,800



4,050 5,239 n/a



4,151 5,335 n/a



3,968 4,963 n/a



3,845 5,630 n/a



3,746 6,170 n/a



4,000 6,300 n/a



-300 -843 -2,750



-400 -1,213 -2,850



-600 -826 -1,300



-550 -961 n/a



-477 -1,022 n/a



-590 -1,235 n/a



-502 -1,350 n/a



-456 -1,622 n/a



-500 -1,600 n/a



11,180 19,300 n/a



11,391 20,267 n/a



11,293 20,793 n/a



11,357 21,701 n/a



11,684 21,925 n/a



11,904 22,575 n/a



12,015 23,036 n/a



12,291 23,509 n/a



13,384 23,602 n/a



Sources: IMF, International Financial Statistics; Haver Analytics.
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Annual trends charts P ro d uc t io n to rem o v e



Annual trends charts Real GDP growth
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Main origins of exports, 2007



Main origins of imports, 2007



(share of total) Other 54.8%



(share of total) US 21.5%



Other 50.4%
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Monthly trends charts Consumer price inflation



Monetary aggregates



(% change, year on year)
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Country snapshot Political structure Official name



Socialist Republic of Vietnam



Form of state



One-party rule



The executive



The cabinet is constitutionally responsible to the National Assembly, which is elected for a five-year term



Head of state



The president, currently Nguyen Minh Triet



National legislature



The unicameral 493-member Quoc Hoi (National Assembly) meets biannually; an election takes place every five years. The Assembly appoints the president and the cabinet



Local government



Centrally controlled provinces and municipalities are subdivided into towns, districts and villages, which have a degree of local accountability through elected people!s councils



Legal system National elections National government Main political organisations Main members of the cabinet



Key ministers



Central bank governor



Monthly Report September 2008



The regional people!s courts and military courts operate as courts of first and second instance, with the Supreme Court at the apex of the system Elections for the National Assembly and People!s Councils took place in May 2007; the next are due in 2012 The Communist Party of Vietnam, and in particular its politburo, controls both the electoral process and the executive The Communist Party of Vietnam (general secretary: Nong Duc Manh); the Vietnam Fatherland Front Prime minister Deputy prime ministers



Nguyen Tan Dung Nguyen Sinh Hung Pham Gia Khiem Hoang Trung Hai Nguyen Thien Nhan Truong Vinh Trong



Agriculture & rural development Construction Culture, sports & tourism Education & training Finance Foreign affairs Industry & trade Information & communications Interior Justice Labour, war invalids & social affairs National defence Natural resources & environment Planning & investment Public health Transport



Cao Duc Phat Nguyen Hong Quan Hoang Tuan Anh Nguyen Thien Nhan Vu Van Ninh Pham Gia Khiem Vu Huy Hoang Le Doan Hop Tran Van Tuan Ha Hung Cuong Nguyen Thi Kim Ngan Phung Quang Thanh Pham Khoi Nguyen Vo Hong Phuc Nguyen Quoc Trieu Ho Nghia Dung



Nguyen Van Giau
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Visions of Vietnam - Thoroughbred owner and breeder 

Weld, J. Vereda (IRE). Kheleyf (USA). 3 f. Society Fair (FR). Spa. 15/1/12 Dos Hermanas. 1m. 3,750. Wetherill, Mr P. Wet One (IRE). Slickly (FR). 5 m. La Fontainiere (IRE). Usa. 14/1/12 Gulfstream Park. 1m1f. 7,742. Wyck Hall Stud Ltd. Bonfire Knight
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Vietnam Report - WSBDC Export Readiness Center 

However, when doing business in Vietnam, companies will have to face ...... The 0% rate applies to exports of software and services to firms operating in ... and non-residents can open and maintain foreign exchange accounts, and foreign.
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Report-trip-to-Vietnam-ENG.pdf 

Learning from Vietnam's experience on Payment for Ecosystem. Services (PES) and Reducing Emissions from Deforestation and forest. Degradation (REDD+).
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Vietnam Monthly Economic Update - 

in the economyâ€¦inflation continues to fall ... Snapshot of June economic data: First quarter ... both a contraction in Europe and weaker spending in Japan drove.
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Vietnam: Cheaper than China 

Nov 28, 2005 - specialist at the Japan External Trade Organization (JETRO). "That's an ... education, and thus was unable to capitalize on a boom in high-tech ...
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