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 Manufacturing and exports continue to be the twin bright spots 

of the economy, reflecting Vietnam’s continued competitiveness 

 However, upside risks to inflation, and limited scope for fiscal 

and monetary easing, weigh on the outlook over the near term 

 Still, as long as reforms are pursued, Vietnam will likely remain 

an outperformer in Asia, delivering rapid rates of GDP growth 

Vietnam does have a thing or two to cheer about. The latest PMI survey shows that the 

manufacturing sector – the sector that attracts most FDI – continued to expand in August 

for the ninth straight month, even as some Asian countries and most Western economies 

have struggled to stay above the water line. Further, global headwinds notwithstanding, 

overseas demand for Vietnam’s goods has been resilient. Similarly, Vietnam as an 

investment destination remains as attractive as ever. Not bad, all considered. 

And yet, there are a few clouds on the horizon. For example, Vietnam has a target of 

keeping inflation for 2016 under 5%. The September print was 3.3%. Yet there are 

upside risks, given that unfavourable weather and soil conditions may push up the 

cost of food. Moreover, the recovery in fuel prices will eventually find its way into the 

economy, stoking headline inflation. Regulated costs of key services like education 

and healthcare are also likely to edge up in the coming months. Robust credit growth 

further adds to upside pressures. The scope for further monetary easing therefore 

appears limited for the time being. 

Speaking of interest rates, it’s not just growing price pressures that are posing a 

problem, but also lingering bad debts will likely keep lenders from lowering lending 

rates even if the policy rate was lowered. So now the question is: if not monetary 

policy, then can fiscal policy take centre stage when needed? Not really. The budget 

deficit is already under strain from escalating public spending. After all, demand for 

public services is growing rapidly given the country's young population. At the same 

time, revenues have come under pressure due to lower oil prices and a slower pace 

of divestment. 

Despite these evident challenges, Vietnam continues to outperform. Meanwhile, the 

government is pressing ahead with structural reforms, which, if pursued rigorously, 

should lift Vietnam’s growth rate over time. For example, Vietnam has revamped its 

privatization procedures (or “equitization” in local parlance) to provide greater pricing 

transparency via a “book building method”. In addition, officials keep pruning foreign 

ownership restrictions for listed companies. 
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Two cheers 

Manufacturing sector continues to impress 

The manufacturing sector is of utmost importance in Vietnam as it is the biggest recipient of FDI 

inflows. In August, the manufacturing PMI rose to 52.2 from 51.9 previously. Operating conditions in 

the manufacturing sector improved on the back of faster gains in employment and stock of 

purchases, even as output, new orders, and new export orders increased at a weaker pace. Further, 

although the increase in output was the weakest in five months, reflecting a drop in consumer 

and intermediate goods production, it is worthwhile to note that production of investment goods 

were higher during the month. 

Despite signs that client demand is softening, increased production of investment goods 

coupled with higher staff levels suggest that manufacturers remain optimistic. Positive sentiment 

is also reflected in the increased purchases of raw materials. 

   

Table: 1. Amidst softer gains in output and 
new orders… 

 Chart 1: …employment surged, bolstering 
confidence in the sector 

 

 

 

Source: Markit, HSBC. Note: Red denotes above 50, rising. Pink denotes above 50, 
falling or unchanged. Light grey denotes below 50, rising. Dark grey denotes below 
50, falling or unchanged. 

 Source: Markit, HSBC 

   

With regards to prices, input price inflation eased a tad, while output prices decelerated 

marginally. However, output prices increased at consumer and investment goods firms, but the 

gains were more than offset by the decline in the intermediate goods sector, where respondents 

mentioned offering discounts to “secure new business”. 

The external sector is still holding up 

Overseas demand continued to be resilient in August. Exports and imports rose 8.0% y-o-y 

(5.5% ytd y-o-y) and 8.2%y-o-y (-0.3% ytd y-o-y), respectively, during the month. In both cases, 

the foreign invested sector posted stronger growth than the domestic sector, helping the trade 

surplus to widen to USD572.5m (USD2.87bn ytd) in August. 

FDI, too, continues to trickle steadily into the economy. Since January, FDI inflows into Vietnam 

have reached USD9.8bn as of August, up by 8.9% from the same period in 2015. The 

manufacturing and processing sectors attracted the largest FDI accounting for 73% of the total, 

followed by the real estate and science and technology sectors, which accounted for 6.0% and 

4.3%, respectively. 
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Chart 2: Trade surplus is widening of late  Chart 3: Manufacturing appropriates the 
lion’s share of FDI inflows 

 

 

 

Source: CEIC, HSBC  Source: CEIC, HSBC 

   

Headwinds like weak global growth and even talk of a collapse of the TPP (Trans-Pacific 

Partnership) have so far failed to dent confidence in this sector. TPP is a 12-nation (includes the 

US, doesn’t include China) preferential trade agreement that stretches across the Pacific Ocean 

from the US to Malaysia and covers about 40% of the global economy, which would eliminate 

an estimated 18,000 tariffs among participating countries. 

Recently, Vietnam’s government has opted to delay the ratification of the Trans-Pacific 

Partnership. This is quite surprising as Vietnam has been a strong supporter of the pact and is 

deemed to be one of the biggest winners from it. This may, of course, reflect tactical 

considerations, given that the TPP is caught up in the US Congress and presidential politics. 

Notwithstanding the fate of the pact, Vietnam is forging ahead with plans to cut taxes and 

reduce red tape for businesses to make them globally more competitive. 

A couple of glitches 

Inflation: price pressures growing 

True, inflation is not a major concern as of now. It remains contained under the 5.0% target. But 

we still watch it closely as price pressures are growing. Inflation has been ticking up all through the 

year, accelerating to 3.3% in September. Meanwhile, core inflation also ticked up to 1.9% y-o-y 

after having eased marginally in August. 

Both food and fuel prices gained during the month. Adequate supply helped ease food prices in 

August. But then unfavourable climate and soil conditions caught up and pushed food inflation a 

notch higher. On 20 August, Vietnam’s fuel traders raised pump prices in line with global crude 

prices. Retail gasoline costs were higher by 5-7%, RON 92 was up by 4.6%, E5, a greener 

alternative, went up 6.8%, while diesel rose by 2%. Coming late into the month, the impact was 

felt more on the September inflation reading. 

The beginning of the new school year also led to a significant surge in education prices, as many 

provinces adjusted tuition fees to implement a government decree issued last year. Inflation is 

likely to feel the push from increased money supply as well, courtesy a robust credit growth. 
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Chart 4: Inflation picking up again…  Chart 5: …and robust credit growth poses 
further upside risks to inflation 

 

 

 

Source: CEIC, HSBC  Source: CEIC, HSBC 

   

That’s not all. Vietnam’s National Wage Council has decided upon a 7.3% average increase in 

monthly minimum wages across the country for 2017. Although this is the lowest annual 

increase since 1997 and seems to be a compromise between the employers’ proposed increase 

of 5% and that of workers, who pushed for an 11% hike, it is still above the current inflation rate 

and may thus prompt second round price gains. 

Rising price pressures limit the scope for further monetary easing in Vietnam. 

Meanwhile, although the financial system is adequately supplied with liquidity at the moment, 

lending rates charged by banks remain “sticky”: lenders continue to be cautious, given that loan 

impairments have increased again in recent months. 

For its part, the State Bank of Vietnam is encouraging credit institutions to increase lending but 

is also suggesting that they should focus on priority sectors, including production and trading 

activities, rather than, say, real estate. 

Fiscal policy: Strained 

According to the National Financial Supervisory Commission (NFSC), the budget deficit as of  

15 August, totalled nearly VND111.5trn, which is equivalent to about 44% of the estimate for the 

entire year. However, the pressure on the budget deficit will likely increase in the remaining 

months as infrastructure investment is expected to accelerate following a government resolution 

to the effect. 

On the other hand, revenue collection from crude oil and state-owned enterprises (SOEs) is 

falling behind owing to lower fuel prices and stagnant divestments of the government’s stakes in 

SOEs. Until August, the average selling price of crude oil was USD41 per barrel – well below 

the budgeted price of USD60 per barrel. According to the Ministry of Finance, VND10trn, only a 

third of planned divestment revenues was raised in the first eight months of the year. 

The right strides 

Despite these challenges, Vietnam’s growth prospects remain promising. For example, the country 

has signed numerous trade deals, including with Korea, Japan, and the European Union. 

Meanwhile, ASEAN integration is also proceeding (if at a disappointing pace). Therefore, even if the 

TPP falls through, Vietnam continues to benefit from growing market access to key trading partners. 

Still, domestic reforms matter probably the most for sustained growth. 

To start with, the Ministry of Finance is committed to improving budget collection in the 

remaining months of this year by tightening tax management, especially arrears. To that end 

new special consumption tax rates came into effect from 1 July. This includes higher tax rates 
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on luxury cars, which has led to falling sales of high-end car brands in Vietnam. Additionally, in 

an effort to curb imports of second hand automobiles and to encourage the use of new, energy-

efficient vehicles, a new decree was introduced that requires traders to pay the government an 

extra USD1,500-2,000 worth of taxes to bring used cars into Vietnam. 

Vietnam is also trying to quicken the sale of state-owned companies, as it needs the money to 

rein in the budget deficit and reduce burdensome public debt. As part of a massive divestment 

push, it also lifted the cap on foreign ownership in certain sectors. 

The government’s investment arm, State Capital and Investment Corp (SCIC), has been 

instructed to continue selling stakes in 10 SOEs in a bid to boost the stock market and fund the 

country’s widening budget deficit. The companies include Vinamilk, the country’s largest listed 

firm, and beer giants Saigon Beer Alcohol Beverage Corp (Sabeco) and Hanoi Beer Alcohol 

Beverage Corp (Habeco). The share sales should help raise about VND150trn (USD6.7bn). 

But, a lack of pricing transparency and poor information about the firms in question are a major 

problem, cutting into potential proceeds from stake sales. 

To get around this problem, the Ministry of Finance is mulling to use a “book building method” in 

selling the state’s holdings in SOEs (“book building” is a process whereby the selling price at an 

initial public offering (IPO) is determined by a survey of potential bidders). 

Broadly, Vietnam is thus on the right track. Sure, limited scope for easing may hold growth back 

in the near term. But steady progress on reforms should help keep Vietnam among the 

outperformers in Asia.
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