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Table 19: Signs of Financial Vulnerabilities in Viet Nam’s Economy 

Key macroeconomic indicator-based assessment Asian crisis lessons-based 
assessment 

1. Appreciation of VND High pressure. 

2. Trade deficit Tends to widen. 

3. Private consumption Some signs of booming in cities. 

4. Fiscal expansion High budget deficit and high 
pressure on both investment and 
current expenditures. 

5. External debt Tends to relatively decline; seems 
to be sound over medium-term. 

6. Domestic savings Quite high (30–31% GDP), but 
large and widened S-I gap.  

7. Investment efficiency Declined in the early 2000s, but 
improved over the last three years, 
but still concerns of large SOEs 
and public investment efficiency. 

1. The scale of capital flows, 
especially short-term flows: 
quite substantial. 

2. Direction/distribution of 
short-term flows: a large 
proportion going to real 
estate and stock markets. 

3. Degree of macroeconomic 
policy inconsistency: serious. 

4. Quality of financial 
supervision and corporate 
governance: some 
improvement through 
“learning by doing” but still 
weak. 

Source: Authors’ own assessment. 

There are three well-known pillars which are interrelated and reinforced by each other for 
assuring sustained economic growth and development: (i) strong economic 
fundamentals; (ii) a sound and healthy financial sector; and (iii) macroeconomic stability. 
The policy package option for Viet Nam, therefore, should aim at sustaining high 
economic growth and sound financial development while mitigating financial and 
macroeconomic risks. Obviously, Viet Nam needs to have a broad approach to economic 
and financial reform as well as more specific policy measures to deal with the present 
macroeconomic instability. Followings are some ideas for this policy package option.  

Directions for Broader Reforms26 

The first and foremost important reform direction for Viet Nam is to continue undertaking 
a decisive institutional reform––one that will transform the existing state-led economic 
institutions into efficiency-enhancing institutions. This is not only about making the legal 
framework more consistent with a market-based economy and international 
commitments, but more importantly, it is also about reforming the large SOEs and 
establishing an efficient and effective administrative and enforcement system.  

The second is to start moving up along the value chain, while fully utilizing traditional 
comparative advantages. It is essential for Viet Nam to: (i) diversify export products and 
strengthen non-price competitiveness; (ii) attract efficient FDI; and (iii) improve 
infrastructure (especially, the transportation system and electricity supply) and labor and 
management skills (at both the macro and micro levels) since these two present 
bottlenecks for development. What Viet Nam needs to do now is to maximize the benefits 
of efficient FDI inflows. In that sense, improving the overall business environment and 
creating a playing field are critical. A liberal and neutral environment is much better than 
financial incentives for attracting efficient FDI. This can be done via institutional 
improvements, market factors, human resources development and cutting down business 

                                                 
 
26 Some ideas are taken from Vo et al (2007).  




