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Vietnam, Southeast Asia's Rising Star, Still?
By Puay Yong Juay

Think of a Southeast-Asian tising economic star
and Yietnam would definitely come to mind. LEARN MORE
But with the current economic jitters plaguing the
country, is the period of phenomenal growth that
this Mekong Delta darling has been experiencing
since it embarked on its 1986 Doi Moi Refarms,

over?
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Economy: Too Hot To Touch?

Forthe last sevenyears, Vietham's econarmy has
never failed to deliver an annual average of less
than 7% growth. In 2007 it registered a spectacular
8.2% growth, the highest growth rate among all Southeast Asian economies.

But Wietnam's sterling ecanomic performance is not likely to he repeated this year. lis
econarmy is growing at the slowest pace since 2001 . Inthe second quarter of 2008, it
expanded by 5 6% (year-on year), the worst guarerly performance in eightyears.

What is Causing the Economic Hiccup?

o Shortterm Effects of

YWietnam's rapid development, as shown by the
following:

robust credit arowth of 54% in 2007,
influx of foreign direct investment;
loose manetary policy; and
aggressive public spending;

has brought about inflationary pressures. As of
July 2008, year-on-year inflation stands at 27%,
and the recent 30% hike in petrol prices keeps the
pressure high.

Large Trade Deficit

Wietnam has heen experiencing a large trade
deficit, fuelled by strong industrial activities,
infrastructure development and heawy public
project spending.

Glohal pressure on energy, commaodity and food
prices has also pushed Vietnam's trade deficitto a
record high. In the first half of 2008, its deficit
swelled to LIS$15 billion, exceeding its 2007 trade
deficit by US$1.4 hillion.

Government Intervention

The Viethamese government has, over the past
several months taken measures to curb the rising
inflation. They include:

Soaring inflation and Large
Trade Deficit

Depreciated currency. Trade
deficit pressures have forced the
“Wietnamese government to
loasen its contral aver the Dong.
Arapidly depreciating Dong,
which lost an unprecedented 5%
value this year, may affect
husiness costs and may trigger
aflight of capital and assets by
locals who might notwant to
hold an to the Dong. These
could possibly set off a cycle,
which may further devalue the
Dong.

Labour unrest. With rising
inflation, current salary levels of
Yietnamese workers are
threatening to plunge below
subsistence level. Mare than 300
worker strikes in the first quarter
of 2008 show that industrial
unrestis on the rise.’

« Cutting down public expenditure. The government suspended various public
projects to lower its spending. The June trade deficit of USE1.3 billion is daown fram
USE2.85 hillion in May. The July estimate is even lower at US$700 million.

& Increasing interest rate. The government raised interest rates thrice this year to
14% and increased the reserve requirements for banks. As a result, credit growth
fell fram 54% in 2007 to an annualised rate of 159.9% in April 2008. The government
is aiming to reduce credit growth to 30% in 2008,

These measures has helped cool down Yietnam's overheated econamy but has, atthe
same time, caused a slow-down in the Vietnam stock! and property markets.



Healthy Growth in Promising Sectors L

e ) Why is Vietnam an
Despite this year's turbulent parformance, the attractive location for
lang-tern econarmic outlook for Wietnam remains manufacturing?
positive. Business dynamics in Wietham have not
changed, so economic pundits remain optimistic
ahaut Vietham's growth potential ®

Good labour supply. The young
and relatively well-educated
‘iethamese [abour force is

Economic activities have remained robust, buoyed IR T80 T0CH? EHORE WO S

by healthy export growth and high commodity
prices. The country registered a rise of 35.8% in
exparts to $3006 billion, which helped reduce trade
deficitto $14.2 hillion.

Political stability. Vietham has
an edge over other low-cost
destinations such as Thailand
and Malaysia, thanks toits

In addition, promising sectors such as it sl

transportation, communication and tourism
continue to show strong growth in 20087
Expected telecommunications, retail, distribution
sector liberalisation in 2008 will also pull FDI

Industrial zones. Vietham has
184 industrial zones to support
the manufacturing sector.

Strong Investor Confidence
Despite the heart-racing changes that are taking place in Yietnam, | believe itwill continue
to attract the attention of foreign investars.

Amid economic challenges, FDI continues to flow into the country, and fareign donors
have continued to pledge aid to Vietham.

This year, in fact, Vietnam hit a record of $45.3 hillion in FDI, mare than double the 2007
total® and accounting for 65% of the country's GDFY.

Wietnam also topped 2008 AT. Kearney Global Retail Development index as the mast
attractive destination for retailers, ahead of China and India.

Get Free Expert Advice

Meed advice on Vietnamese issues? Log on to the iadvisory Fortal and get in touch
with the experts. Companies can also access advisory and programme support fram
|E Singapore. All advice provided on the Partal are complimentany.
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1. Inflation and current market =ertiments have also depressed the Vietnam stock market, which
fell by more than 67% in June this vear. Market plunged wwhen government started to implement
mare prudent requirements on bank [0ans to securities companies and stock traders. The
capitalization of Ho Chi Minh City and Hanoi stock exchanges fell from above 40% of GDPin
Mar 2007 to about 17% of GOP.

2. The Vietnam property market softens amid tighter regulation and higher cost of borrowing. Real
estate prices in Hanoi and Ho Chib Minh bave fallen as much as 60% since beginning of the
el

3. According to Business Monitor, Yietnam's GOP grovwth will bounce back to 7.5% in 2009 and
stk upto 8.5% in 2000, The report expressed confidence that ietnam will continue to be
ane of the warld's fastest growing economies inthe next five years.
wwwy BUginessmontor. com, Economdc Outiook - Q3 2008, \Wetnam - Economic Activity &€
10 Jun 2005

4. Vietnam Ministry of Foreign Affairs, Wethamese economy shows siohs of recoveny, 22 July
2008.

5. Transportstion, communication and tourism gresy by 14 9% compared to 108% in 2007,
According to US Commercial Service, March 2008, Vistnam's telecommunication industry is
among the warld's fastest growving markets. In 2007 the ICT sector growth rate was double
the Asian average and triple the global average.

6. The Star Online, Vietnam most successiul in attracting investors, 21 July 2005,

7. Wiethlamiet Bridge, Wetnam still aitractive to Jnvestors, savs economlc ghalyst, 30 July 2005,
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