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Vietnam’s May CPI growth hit a high of 25.2% yoy, the most since at least 1992, and 
mainly driven by food prices (+67.8%) amid a poor rice harvest and a global spike in 
food prices. Meanwhile, export growth slowed to 24.4% yoy in May. The trade deficit 
has spiked and is likely to widen to a record US$14.4 billion for January to May 
2008, exceeding the 2008 deficit target of US$10.9 billion and 2007’s trade deficit of 
US$12.4 billion.  

 
Vietnam’s inflation – up, up and away 
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The government had recently downgraded its GDP growth target from 8.5%-9% to 
7%, and expects the current account deficit to hit 5% of GDP this year and 7.5% of 
GDP in 2009. Given that Vietnam’s financing is highly dependent on non-FDI capital 
inflows, the economy looks increasingly vulnerable. 
 

Vietnam’s growth momentum is slowing 

Mar-2000 Mar-2002 Mar-2004 Mar-2006 Mar-2008

8.5

8.0

7.5

7.0

6.5

6.0

5.5

5.0

4.5

Vietnam GDP 
YTD % change (yoy)

 
                Source: CEIC, OCBC BANK 

May CPI 
at 25.2%yoy 



 
 

Treasury Research & Strategy                                                                                                                         2 

 

 
      

3300  MMaayy  22000088      WWeeeekkllyy  FFiixxeedd  IInnccoommee  OOuuttllooookk  
 

 
 
 
 

Trade account deteriorating fast in first five months of 2008 

Vietnam Trade Balance
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On the interest rate front, the State Bank of Vietnam had hiked its main interest rate 
from 8.75% to a base rate of 12% (highest since introduced in 1998) from 19 May, 
and would allow banks to set their own deposit rates to help improve liquidity, 
provided they do not exceed 150% above the base rate announced monthly by the 
central bank (ie. 18%).  Faced with accelerating inflation, ordinary Vietnamese are 
cited to be draining bank accounts and buying gold and hoarding USD instead. 
 
Meanwhile, property stocks have slumped amid concerns that the higher borrowing 
costs will adversely hit home purchases and stress the banking sector further. 
Market estimate is that loans growth which exceeded 50% last year, may see s 
sharp moderation this year.  Any sharp depreciation of the VND would also hit 
borrowers and banks given that almost one-quarter of system-wide loans are in 
USD.  The Ho Chi Minh Stock Index, which has fallen 55% for the year-to-date, has 
been closed since Monday due to a computer system problem, re-opens today.  
 
Both Standard & Poor’s and Fitch Ratings services have cut Vietnam’s sovereign 
rating from stable to negative due to the rising macroeconomic risks and citing risks 
to the stability of the banking system, which is highly dollarised by regional 
standards. Fitch stated that “The policy response has been both too slow and too 
small” when facing the rising inflation, “as official pronouncements have not been 
followed up by immediate action – and too small, as real policy interest rates remain 
deeply negative even following their recent increase”.  S&P said it could cut 
Vietnam’s sovereign rating if situation worsens.  As such, the risk of a hard 
landing scenario looks increasingly likely. 
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 Following Vietnam’s accession to the World Trade Organization, some market 
commentators have questioned if Vietnam’s growth was “too much, too fast”.  
Some of the problems that Vietnam is facing today appear symptomatic of 
Thailand before the 1997 Asian crisis.  That said, Vietnam’s government debt at 
end-2007 is equivalent to 38% of GDP, of which more than 50% was external 
concessional loans.  The mitigating factors are that external interest payments 
are equivalent to less than 2% of current external receipts, and the official FX 
reserves of US$24 billion at end-2007 exceed the country’s gross external debt.   
 
Despite the recent VND volatility, the State Bank of Vietnam states that “the 
exchange rate continues to be managed in a stable direction, with the level of 
fluctuation in 2008 at plus and minus 2% as approved by the prime minister”.  
The VND band was last widened in March from 0.75% to 1.0%.  While the recent 
plunge in the VND may be over-done, there may be little let-up in the near-term 
pressure amid runaway inflation and signs that the central bank is running out of 
options to combat inflation. Going ahead, the stress on the currency may 
continue to build on the back of runaway inflation, the widening trade deficit (and 
current account) and tight liquidity within the banking sector. The NDF market 
has reacted in line with worsening investor sentiment with premiums spiking in 
recent sessions. We feel the shorter end of the curve (1-3M) may already be 
priced for any negative impact (3M looking for a 42% depreciation) on the 
currency front, although the longer end (6-12M) may see better value (12m 
currently looking for an 18% depreciation) if expectations are for the currency to 
eventually cave under negative fundamental pressure with a woefully inadequate 
foreign reserve kitty. 

  
 Sharpest growth downgrade and inflation upgrade in Asia 
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Rapid current account deterioration 

 
Source: FocusEconomics 
 

 Little margin for policy errors 

Source: FocusEconomics 
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Source: Bloomberg, OCBC 
 
 
 
 

  
 

  

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole 
or in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation 
for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, 
bond market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the 
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we 
have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it 
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for 
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not 
given any consideration to and we have not made any investigation of the investment objectives, financial situation or particular 
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is 
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such 
information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive 
study or to provide any recommendation or advice on personal investing or financial planning. Accordingly, they should not be 
relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a financial adviser 
regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or 
particular needs before you make a commitment to purchase the investment product. OCBC and/or its related and affiliated 
corporations may at any time make markets in the securities/instruments mentioned in this publication and together with their 
respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be 
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and 
other investment or securities-related services for the corporations whose securities are mentioned in this publication as well as 
other parties generally. 
 


