CENTRAL INSTITUTE FOR ECONOMIC MANAGEMENT 
CENTER FOR INFORMATION AND DOCUMENTATION 
---------------------------------------------------------------------------

Vietnam's socio-economic situation - Happenings and comments 

No. 05-2010

1. Overview of Vietnam Economy in the first 9 months 2010 
Vietnam economy entered 2010 with many disadvantages domestically and internationally. Furthermore, existing weaknesses continue exposing and causing significant impacts to national economic development and stability. Balances at macro level remain unstable; competitivness of the economy, enterprises and products are found rather low; businesses face with many difficulties, capital shortage, and market contraction; there are some risks with financial – monetary activities, financial, securities, and real estate markets remain sluggish, income keeps declining; and people still have to struggle for living. Quality of human resource is limited, and there’s a lack of high-quality labour; economic infrastructure is not capable to fully meet requirements for development, etc. However, September 2010 saw an ecouraging changes. Some policies to curb inflation and stabilize the economy have come into enforcement. Social security policies have been paid significant attention with a view to improve people living standards. 
Socio-economic development results over the first nine months of 2010 have been manifested in aspects, as follows:
First, GDP for first 9 months of 2010 increass by 6.52% comparing to the same period of previous year, of which quarter I increases by 5.83 percent, quarter II increases by 6.4 percent, and quarter III increases by 7.16 percent. This is a noticeably high increase comparing to the increase of 4.62 percent in the same period last year. 
Table 1: GDP increase in the first 9 months of 2009 and the first 9 months of 2010 
	
	The first 9 months  2009
	the first 9 months 2010 comparing to the previous year 
	Contribution of each sector into GDP growth 

	GDP growth
	4.59%
	6.52%
	6.52%

	Agriculture, forestry, and aquaculture 
	1.57%
	2.89%
	0.49%

	Industry and construction 
	4.48%
	7.29%
	3.02%

	Service
	5.91%
	7.24%
	3.01%


Source: General Office of Statistics 
Second, investment capital for social development has been mobilized effectively, and there have been significant results in capital disbursement (see table 2).
Table 2: Social investment capital in the first nine months 2010 
	
	VND trillion
	Percentage
(%)
	Increase from the same period of previous year (%)

	Total
	602,8
	100,0
	19,8

	kKhu State sector 
	226,8
	37,6
	30,2

	Non-state sector 
	222,0
	36,8
	17,0

	FDI sector 
	154,0
	25,6
	10,7


 Source: GOS 
By 20/9/2010, inward FDI reached USD 12.2 billion, equivalent to 87.3 percent of the value in the same period last year. Disbursement of FDI in the first 9 months 2010 is estimated at USD 8 billion, 4.8 increase from the level of the same period 2009.
Total signed ODA capital via agreements with sponsors amounts to USD 2209 million. ODA disbursement in the first nine months is estimated at USD 1920 million, accounting for 79 percent of the annual plan, and increased by 11 percent from the level in the same period 2009. 
Third, state budget revenue and expenditure are higher than the same period last year. By 15/9/2010, total state budget revenue is estimated at 78.2 percent of the planned value for the whole year, of which revenue from domestic source accounts for 77.2 percent; from crude oil accounts for 66.1 percent; and from ex-import activities accounts for 89.8 percent.
By 15/9/2010, total state budget expenditure is estimated to account for 69.7 percent of planned value for the whole year, of which, expenditure for development investment accounts for 69.6 percent; expenditure for socio-economic regular administrative activities, national defense, national security, state management, Party and Union affairs accounts for 70.8 percent, and expenditure for debt and aid refund accounts for 79 percent. 
Forth, goods and services export continue to witness robust growth during the last 9 monthes. There are some changes with structure of exported goods, towards increases in light-industrial, and craft goods; decreases in agricultural and forestry products; and export revenue of hard-industral and mineral goods see no significant changes. Big export markets of Vietnam are US, EU, ASEAN, Japan, and China, etc. 
Table 3: Ex-import for the first 9 months 2010 
	
	Turnover
(USD billion)
	Increase/decrease from the same period of previous year

	Export
	51.5
	23.2%

	Import
	60
	22.7%

	Trade deficit
	8.5
	19.8%


Source: GOS 
Goods and services import turnover also experience noteworthy increase comparing to the same period last year. Structure of imported goods also changes towards decreases in consumer goods; increases in production inputs, of which, machines, equipments, and transportation verhicles decrease while raw material imports increase; and increases in the group of gold and golden products. Vietnam mostly imports from: China, ASEAN, Korea, Japan, EU, and Taiwan.

Figure 1: Ex-import in 2010
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Source:  Caculated from available data
Trade deficit during the 9 months is USD 8.6 billion, 19.8 percent increased from the same period last year, and accounts for 16.7 percent of total goods export, moreover, most of trade deficit is from China, which is equivalent to USF 8.4 billion.
Fifth, CPI in 9/2010 increases by 6.64 percent from the level in 12/2009; and by 8.92 percent from the level in the same period last year. While the average CPI in the first nine months this year increases by 8.64 percent comparing to the number of the first nine months 2009. 
Graph 1: CPI in the first 9 months 2010 
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Source: Caculation from available data 
Major reasons for the increasing trend of CPI include price increases in education goods and education fees in the starting time of schooling year. In addition, price increases of residential houses, construction materials, transport costs, restaurants, and food services also make up such increase in CPI. 
Sixth, social safety and people living standards have been significantly improved; culture, education, healthcare, job creation, social redidential housing construction have been paid remarkable attention for development. 
2. Weaknesses of Vietnam Economy in the first nine month 2010 
Despite of mentioned encouraging results, the next months of 2010 are expected to witness many difficulties and challenges. In addition to existing difficulties, the economy also exposes some new shortcomings, particularly unsustained growth quality, increasing inflation trend, high anchored bank interest, and devaluation of VND exchange rate, etc., challenging production and business activities; moreover, power shortage remains unsolved, natural disasters are likely to cause more damages, etc., causing further spillover effect to production and people live. 
Followings are most noteworthy challenges to Vietnam economy:
2.1 Unsustained economic development, low competitiveness 
The declining share of sector 1 (agriculture) from the share in the previous year is seen as and advancement, however, the declining share of sector 3 (services), form 38.85 percent in 2009 to 38.6 percent in 2010 can been seen as a backward step. Because as a matter of fact, the share of sector 2  in most of developed/ industrial countries is not high, usually below 40 percent of GDP, whereas, the share of sector 3 is rather high, more than 60 percent in most case. This reflect a fact that economic structural shift in Vietnam is not fully desireable, instead, it requires more decisive change towards modernization trend of a knowledge economy. 
Meanwhile, during the first nine months 2010, industrial production has bounced back robustly. However, added-value index of the sector continues decreasing. The industrial growth rate of 2 percentage points from the level last year brings about moderate absolute value which is reflected in declining productional effectiveness. The growth rate of added-value does not equivalent to the expension of production scale, indicating unimproved growth quality. In other words, the decline in added-value exposes a fact that industrial sector works more but produce less effects. Its growth is mostly investment-based and/or input-costs-based. 
Moreover, industrial production growth rate has not resulted to positive aftermaths in ex-import performance and trade deficit. Such an expension of industrial production, including assembly, manufacture, amd export-oriented production, even contribute to the acceleration of input materials and goods import. 
2.2 Uncontrolled price fluctuation, and increasing trend of inflation 
To meet CPI target for this year set by the government, CPI in the last months of 2010 is required to be curbed at 1.56 percent, i.e. an average increase of 0.5 percent/ month at most. However, it is expected that prices of goods and services will further increase during the ending months of a year, especially before lunar new year festival, adding to price increases of fundamental inputs, like petroleum, and power, etc. All these factors are likely to make up a spur to inflation. More noticeably, at first sight, inflation seems not to arise from monetary factor, because credit growth rate is told to be lower than the level in the same period last year as well as the projection for 2010, but that is cost-put inflation (increasing prices of raw materials and inputs) or merely seasonal inflation. However, with deeper look, it is possible to see that major reasons for high CPI in the nine months, especially in September, include: first, high credit surplus accumulated from the previous year, inflation expectation continues to be high due to increasing trend of gold and foreign exchange rates (the USD); second, imported inflation due to higher imports’ prices than those in the same period last year. This is also a side effect of foreign exchange appriation trend.
It is expected that happenings of commodity prices continues to be complicated during the ending months of the year. This is not only casued by domestic factors, such as: increasing goods and services prices, higher consumption and production demands, disbursement requirements of various works and projects by the end of a year, appreciation of VND-USD exchange rate, and other risks like natural disasters and epidemic diaseases, but also by other international factors of price and market fluctuation during the last quarter of a year.     

Even though there are some predictions that CPI in October 2010 will be moderate and less concernable, it is still necessary to be cautious to overcome challenges and difficulties to achieve planned annual inflation target. 
2.3 High anchored inflation causes difficulties for production and business activities 
High costs of inputs, especially dramatical fluctuation of interests and exchange rates make up overloaded burdens to enterprises, particularly ones in difficulties. Besides, contracted export markets lead to increases of inventories, provoking bigger storage costs, and thus, higher commodity prices. Unless there is a proper remedy, this will further result to stagnation in production and employment decline, etc., causing many other problems to the economy at macro level.
A response to cope with this matter is that the government appeals banks reducing interest rate, especially to loans for three groups of priorities, including: agricultural and rural areas; exporting enterprises, and small and medium sized production enterprises, such loans are subjected to a preferential interest rate of 12 percent/year. In reality, however, pressure and trend of interest rate decrease seem to diminished, meaning that it is unlikely to control interest rate as mandated by the governmenet. Major rationales for this are: first, big capital demand in banking sector; second, high real inflation comparing to average regional and international levels; third, “black holes” created by money supply via open-market measures in recent time; and forth, inflexibility and mutual-constraint of multi-target policy tools. 
2.4. Difficulties in foreign exchange control 
Foreign exchange market experienced severe foreign currency demand and supply imbalance during the first quarter 2010. By the end of quarter II, there was even a virtual surplus supply of foreign currency due to higher exchange rate in the informal market than in the formal market, which is resulted from unusual impacts of lower exchange rate in informal market than in formal market but not due to possitive effects of foreign exchange control policies. That foreign exchange rate in free market is lower than the rate in formal market indicates a significant gap between interest rates of loans in USD and VND, leading to a large virtual supply of foreign currency. This not only distorts foreign currency demand and supply but also causes many serious aftermaths in exchange rate control in comling phase. 
One the other hand, Vietnamese products are said difficult to compete with Chinese products due to a reason that VND is overvaluated comparing to RMB. Therefore, to create a fair playground for VNese products to compete in markets, it is necessary to adjust VND towards a proper exchange rate with RMB as soon as possible. This is seen as a key for enhancing competitiveness of domestic goods and to restructure the economy. While many people concern that devaluation of domestic currency will make national debt increase, it is certain that undervaluation of domestic currency always have significant effects to exports, thus improving the liquidity of Vietnam’s international debt. Therefore, unless there is some solution for foreign exchange adjustment it is unlikely to increase Vietnamese competitiveness and develop a sound supporting industry.

In summary, the most noteworthy macro financial risk facing Vietnam in medium term is monetary issue, particularly foreign exchange, as pressures for exchange rate appreciation are increasing from various dimensions, such as: big current account deficit; a rapid increase in the proportion of inward foreign capital in foreign reserve, from 37 percent in 2009 to 80 percent; whereas, foreign exchange rate is found inflexible and overvaluated comparing to the real rate. 
2.5. Further increasing trade deficit 
Although after the first 9 month 2010, trade deficit just accounted for 16.7 percent of total export turnover, the absolute value, however, increased by 19.8 percent from the level of the same period in previous year. Furthermore, if reexported gold revenue is excluded, trade deficit in the first 9 months reached USD 11.4 billion, 15.7 percent from the same period last year and accounting for 23.3 percent of the total export value. 
Reasons for such rapid increasing trade deficit are: (i) imbalanced ex-import structure, e.i.: exported goods are mostly raw materials, agricultural products, and labour-intensive goods which are of low value, while imported goods are relatively expensive goods, like: machinaries, equipments, and high-ended consumer goods, etc; (ii) undeveloped supporting industry; (iii) low competitiveness and low quality but  h-        
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