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A successful handling of the pandemic so far has enabled a continued economic expansion. Fiscal 

consolidation has been put on hold but government debt remains moderate. Resilient exports and 

foreign direct investment together with a build-up of international reserves has contributed to a 

strengthening of the external position.  

Country Risk Analysis  

 
 

Recent economic developments   

One of the fastest growing economies in the world despite slowdown. A steady 

pace of high economic growth have long underpinned country risk. In the five 

years prior to the pandemic, real GDP grew 7% per year on average. In 2020, GDP 

growth slowed to 2.9%, held down by the decline in global trade and tourism. 

Despite the slowdown from 7% growth in 2019, the country was one of the few 

economies across the world that actually expanded. The relative strength of the 

growth momentum is largely due to the authorities’ success, so far, in restraining 

the pandemic. Curbs introduced early last year were soon lifted, contributing to 

activity now normalising. Exports in particular have recovered strongly, driven by 

the sales of computers and other electronics for which demand has risen during the 

pandemic. Meanwhile, inflation averaged 3.2% last year and recently hit 0.7%, far 

below the central bank’s 4% target. 

FDI financed manufacturing increasingly important growth engine. The 

country’s export-oriented manufacturing sector which has attracted substantial 

foreign direct investment (FDI), has become an increasingly important growth 

engine over the past decade. Exports of goods accounted for about 80% of GDP in 

2019, up from 64% in 2014. In addition to the authorities’ continued work to 

integrate into global supply chains, the country has recently benefitted from the 

trade diversion associated with both rising costs in China and the US-China trade 

tensions. The country joined three trade accords recently; the regional RCEP and 

bilateral deals with the EU and the UK.  

External balances supports country risk. External balances remained relatively 

strong last year. Indications are that the country gained global export market 

shares, largely at the expense of Asian neighbours in lockdown. The surplus on the 

trade balance grew to record highs as exports to markets such as the US (the 

number one export destination) and China held up well. The trade surplus was 

partly overshadowed by a collapse in tourism and a drop in workers’ remittances 

(worth over 6% of GDP in 2019) and is estimated to have produced a broadly 



unchanged current account surplus of 4% of GDP. FDI, normally mostly supplied 

from Korea, declined compared to 2019, although less than in the rest of the region. 

The current account surplus helped to boost international reserves. At about USD 

89 bn in late 2020 they were equivalent to roughly 4 months of imports. External 

debt is moderate. 

 

Economic policies   

Fiscal consolidation delayed. Relative to other countries in the region, pandemic 

related spending so far has been modest. Still, with falling revenues and automatic 

stabilisers at work, the broad government budget deficit rose from 3.3% to an 

estimated 5.4% of GDP in 2020. The government has reportedly been able to cover 

its extra financing requirements without difficulty.  

Government debt edging higher. 

Public debt, including government 

guarantees were on a declining trend 

prior to the pandemic. At 43% of 

GDP in 2019, debt was moderate 

compared to country risk peers. The 

higher budget deficit in 2020 likely 

raised it to about 46%. This is still far 

from the 65% of GDP limit allowed 

by law. As the government has been 

aiming to increase the share of debt 

financed locally, the foreign currency 

denominated share has steadily 

declined over the past years to about 

39% of government debt in 2019. 

Most of this is debt on concessional terms owed to multilaterals.  

Banking sector continues to weigh on country risk. The banking sector is large in 

relation to GDP for a country at this level of development. Prior to the pandemic, 

the performance of the sector had been improving, supported by measures such as 

a strengthening of the regulatory framework. This was reflected, for example, in a 

steady downward trend the share of non-performing loans from the high levels in 

the wake of the homegrown banking crisis. This being said, many observers note 

that banks’ loan classifications and provisionings have frequently been unclear and 

at times not properly reported. In addition, banks on average still have relatively 

low capital buffers. Finally, issues such as connected lending and the limited 

transparency in government policies for the sector make the outlook for the sector 

challenging to assess. 

 

Political and security situation   

Reshuffling of party leadership. Decision making in the one-party country is 

highly centralised, with limited transparency. This is reflected in the World 

Economic Forum’s global competitiveness index where Vietnam ranks 135 of 141 

countries on “Checks and Balances”. The government's successful management of 

the corona outbreak thus far is generally viewed as having strengthened its support 

among the public. At the 13th National Congress in early 2021, the Communist 

Party of Vietnam (CPV) partially reshuffled its leadership, increasing the number of 



party loyalists on the Politburo at the expense of technocrats. Still, we expect that 

economic reforms, which have slowed in the past year, should be revived in the 

near-term. Nguyen Phu Trong remains general secretary, the Politburo’s first-

ranked member. In a separate role, Trong has in recent years overseen the 

government’s stepped-up campaign against corruption, targeting various party and 

state institutions.  

Long-standing tensions with China remain. Relations with China remain 

complicated by clashing territorial claims in the South China Sea. Following 

maritime incidents in 2020 and new Chinese measures to strengthen control of the 

islands in the Sea, some observers argue that relations have approached new lows. 

There might be some easing in the cards, however, as Vietnam recently called for 

resumed diplomatic talks.  

 

Structural issues 

While economic policy making is generally considered sound, the quality of 

institutions and some areas of governance are weaker than among peers. The 

business climate is also a relative weakness. Vietnam’s ranking in the World Bank’s 

Ease of Doing Business index has been steady in the past few years. It ranks better 

than for example South Africa but lags countries such as Kenya. Issues relating to 

resolving insolvency and corruption perceptions remain particularly troublesome. 

On the other hand, electricity supply, once a key weakness, has improved 

significantly in the past few years according to the Bank’s index.  

Income levels and economic size rising relative to peers. Thanks to rapid growth, 

GDP per capita has risen significantly over the past years, although from a low 

level, and is likely to have surpassed that of the Philippines last year. Helped also 

by a recent upward revision of nominal GDP, Vietnam likely overtook Singapore 

and Malaysia in economic size. This being said, GDP per capita and the level of 

human development is lower than average among country risk class peers. 

Outlook   

Economy to bounce back. Growth is set to recover quite rapidly in the near-term, 

although uncertainty around the main scenario is high. Exports, mainly electronics 

is likely to be the main growth driver. The trade agreements from last year could 

add extra support to exports and foreign investment activity. Tourism activity, on 

the other hand, normally standing for 6-8% of GDP, should remain low. Oxford 

Economics sees real GDP growth at 7.7% in 2021. In the medium term, rapidly 

rising incomes will continue to lift consumer spending. Investment is also set to 

grow strongly, assisted by high FDI, as exports shift from textiles to higher-tech 

manufacturing. Longer-term trend growth at 6-7% is higher than risk class peers.  

Long-term outlook is benign. In the longer-term, Vietnam could potentially follow 

in the tracks of China some two decades ago with prospects of a similar strong 

development. It has many of the characteristics that helped China reach middle 



income country status, not least in terms of demographics and potential 

productivity gains.  While the 

growth of the working age 

population has begun to slow, it is 

still around 0.7% per year.  In 

China it is declining.  That said, 

both economies can still raise the 

productivity when workers move 

from low productivity agriculture 

into higher productivity urban 

jobs. More than 60% of Vietnam’s 

population are left in rural 

districts.  In addition, expectations 

of continued strong FDI flows 

should contribute to technology 

transfer, facilitating a move up the 

value-added chain. 

Economy’s openness makes it vulnerable to a global trade slowdown. Given the 

economy’s high dependence on exports, the outlook is subject to risks from a 

renewed significant decline in global trade flows and the disruption of global 

supply chains. Separately, in late 2020, the US Treasury labelled Vietnam as a 

currency manipulator, although no penalties were applied. If not resolved, this 

could have negative implications on trade and foreign investment. 

 





 
 
 
 
 
 
 

Disclaimer 
 
 

Confidentiality Notice 
 
The information in this document has been compiled by Skandinaviska Enskilda Banken AB 
(publ) (“SEB”).  
 
Opinions contained in this report represent the bank’s present opinion only and are subject to 
change without notice. All information contained in this report has been compiled in good 
faith from sources believed to be reliable. However, no representation or warranty, expressed 
or implied, is made with respect to the completeness or accuracy of its contents and the 
information is not to be relied upon as authoritative. Anyone considering taking actions based 
upon the content of this document is urged to base his or her investment decisions upon such 
investigations as he or she deems necessary. This document is being provided as information 
only, and no specific actions are being solicited as a result of it; to the extent permitted by law, 
no liability whatsoever is accepted for any direct or consequential loss arising from use of this 
document or its contents. 
  
SEB is a public company incorporated in Stockholm, Sweden, with limited liability. It is a  
participant at major Nordic and other European Regulated Markets and Multilateral Trading 
Facilities (as well as some non-European equivalent markets) for trading in financial 
instruments, such as markets operated by NASDAQ OMX, NYSE Euronext, London Stock 
Exchange, Deutsche Börse, Swiss Exchanges, Turquoise and Chi-X. SEB is authorized and 
regulated by Finansinspektionen in Sweden; it is authorized and subject to limited regulation 
by the Financial Services Authority for the conduct of designated investment business in the 
UK, and is subject to the provisions of relevant regulators in all other jurisdictions where SEB 
conducts operations.  
 
Skandinaviska Enskilda Banken AB. All rights reserved. 


