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MACROECONOMIC AND DEBT SUBSTAINABILITY ASSESSMENT 
 
A. Summary Conclusions 

 
1. Macroeconomic conditions improve but downside risks remain. Viet Nam 
experienced its fastest economic growth in seven years in 2015 and is expected to continue its 
high growth potential in the near-term. Inflation remains stable in the mid-single digits and is 
expected to pick up slightly in the next few years due to expansion of credit growth and strong 
domestic demand. While the overall economic picture is positive, Viet Nam might risk 
exhausting its medium- to longer-term growth momentum if it fails to address deep seated 
vulnerabilities, especially in its state-owned and banking sectors. At the same time, fiscal risks 
are looming and it is important that Viet Nam focuses on addressing the weaknesses in its 
public financial management to improve its fiscal transparency and efficiency. 

 
2. Moderate risk of debt distress. Viet Nam’s public debt profile has experienced modest 
deterioration over the last 5 years, with its public debt fast-approaching the legal limit of 65% of 
GDP. The 2016 International Monetary Fund (IMF) Debt Sustainability Assessment (DSA) 
indicates that public debt indicators are unlikely to breach distress thresholds in the near-term. 
That said, unexpected distress in the banking sector caused by a rapid expansion of credit and 
weak risk management practices of domestic banks, could quickly escalate into a scenario of 
unsustainable public debt. Risk of external debt distress is contained in the near-term but 
indicators signal increasing vulnerabilities over the medium-term as the level of concessionality 
of Viet Nam’s debt declines. Thus, it is important that the country improve its fiscal disciplines to 
safeguard against possible external debt distress scenarios while looking to diversify its 
financing sources. 

 
B. Macroeconomic Assessment 

 
3. Viet Nam’s economic performance remains strong. Economic growth in 2015 was 
robust with real GDP growth of 6.7%, supported by sound macroeconomic policy settings and 
strong domestic demand. In the first half of 2016, growth moderated to 5.8%, due to severe 
drought and land salinization as well as a slowdown in mining production following lower global 
commodity prices. Investment remained robust, supported by healthy foreign direct investment 
(FDI) inflows and domestic credit expansion. Inflation slowed to an average of 0.6% in 2015, the 
lowest level since 2001, driven mainly by lower global commodity prices. Lower interest rates, 
higher consumer and investor confidence led to rising credit growth of 18% in 2015. In March 
2016, Moody’s Investors Services affirmed Viet Nam’s sovereign credit rating at B1 with stable 
outlook, naming it one of regional growth outperformers. Government’s revenue rose 10% while 
expenditure grew by 7.3%, narrowing the fiscal deficit to 5.4% from 5.7% in the previous year. 
Public debt, including government guaranteed debt, is approaching the 65% legal limit set by 
the National Assembly, reaching an expected 63.5% by the end of 2016. The Viet Nam dong 
depreciated by 5% against the US dollar in 2015 but this was largely in response to a 
depreciation of other major regional currencies. The exchange rate has remained stable 
throughout 2016.  

 
4. ADB forecasts economic growth to reach 6.0% in 2016 before lifting to 6.3% in 2017. 
Strong export-oriented manufacturing, healthy FDI inflows and buoyant domestic demand will 
be partly offset by the effect of slowing economic growth in the People’s Republic of China. 
Rising incomes and modest inflation are expected to bolster private consumption. Recent trade 
and investment agreements together with progress in the Association of Southeast Asian 
Nations economic integration will continue supporting private investment in the near term. 

http://www.adb.org/Documents/RRPs/?id=50051-001-3
http://www.adb.org/Documents/RRPs/?id=50051-001-3


2 

Inflation is forecast to average 4.0% in 2016 and to accelerate to 5.0% in 2017 on the back of 
further dong depreciation and the expected recovery in the global commodity prices. Credit 
growth is projected to range between 18%–20% in 2016, leading to an upward pressure on 
interest rates. On the back of a strengthening trade performance, the current account is forecast 
to record a sizable surplus in 2016 equal to 3% of GDP, and to reach 4% of GDP in 2017.  
 
5. Downside risks remain. Without allowing a greater use of exchange rate flexibility,  
Viet Nam remains vulnerable to external shocks that could put the country’s macroeconomic 
stability at risk. Slow progress on structural reforms, especially in improving business 
environment, restructuring state-owned enterprises (SOE) and strengthening the banking 
sector, could hinder Viet Nam’s medium-term growth prospects. Viet Nam needs to quicken its 
efforts in bank and SOE reforms to address the large overhang of non-performing loans (NPL). 
Banking regulation and supervision are still underdeveloped with low level of compliance with 
the Basel Core Principles. In the rising credit growth environment, poor risk management of 
weak banks could escalate into a larger financial instability with adverse impacts on economic 
growth. The upswing in credit growth could also spark a new round of speculation in risky real 
estate. Fiscal risks are looming and efforts to curb continuing large fiscal deficits have seen 
limited impact. Plans for fiscal consolidation are at risk from shortfalls in corporate and resource 
tax revenue and growing pressures from high recurrent expenditures. In the longer term, to 
achieve its ambition of upper-middle income country status, Viet Nam needs to focus on sound 
macroeconomic management to safeguard against possible external shocks while continuing to 
strengthen its competitiveness in the global markets. 

 
C. Debt Sustainability Assessment1 
 
6. Recent government financing needs and the composition of debt. Viet Nam’s debt has 
been rising in recent years due to the increases in the public and publicly guaranteed (PPG) 
domestic debt. External debt has been relatively stable. At end-2015, the total external debt 
amounted to 28.9% of GDP and domestic PPG debt amounted to 33.2% of GDP, which combined 
produces a total PPG debt representing 62.1% of GDP. In 2015, more than 80% of total public debt 
was government debt, of which 57% was domestic and 43% was external debt. The average interest 
rate of government debt is expected to rise from 4.7% in 2016 to 5.3% by 2020 due to the reduction 
in concessional borrowings and the expected increase in long-term government bond yields over the 
period. The total state budget financing need for period 2016–2020 is estimated around $112 billion, 
or $22.4 billion a year on average. Of the total financing need, around 20% will be sourced from 
official development assistance (ODA) and other external less concessional borrowing agreements; 
more than half will come from domestic government bond issuances and the remaining will be from 
other types of borrowings. 
 
7. Public debt sustainability. Overall, Viet Nam shows a moderate risk of debt distress 
although the gross-financing needs-to-GDP ratio remains below the 15% threshold under all shocks. 
Under the baseline scenario, PPG debt is projected to increase in the short run and stabilize at 
around 67.5% of GDP by 2021 breaching the government ceiling of 65% of GDP in 2018. Most of 
Viet Nam’s debt has medium to long-term maturity and the share of foreign currency-dominated debt 
is projected to decrease from 47.7% of total debt in 2015 to 44% in 2021. 

 
8. Scenario analysis. A constant primary balance scenario shows that, if the deficit were to 
remain at the 2016 level, PPG debt would not stabilize in the medium-term and reach about 74.2% 
of GDP by 2021. On the other hand, the historical scenario— in which real GDP growth, the primary 
balance and real interest rates are set at their historical average—leads to a decrease in PPG debt, 
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to 62% of GDP in 2021. Macro-fiscal stress tests suggest that Viet Nam is vulnerable to primary 
balance shocks. Under a scenario of a primary balance worsening in 2017–18 (by 1¼ percentage 
points of GDP), PPG debt would surpass the 70% threshold in 2021 (70.5% of GDP). A real interest 
rate shock would also push PPG debt over the threshold while the impacts of the other macro-fiscal 
shocks are more limited. 

 
9. Probability distributions from a dynamic simulation of debt sustainability under an array of 
macroeconomic shocks show a 25% chance that PPG debt could reach about 80% of GDP under a 
worst-case scenario, while a combination of positive shocks would help reduce the debt-to-GDP 
ratio under 55% with a 25% probability. 
 
10. External debt remains broadly sustainable. Viet Nam’s external debt-to-GDP ratio is 
expected to remain at a moderate level over the medium-term. Under the baseline, external debt is 
expected to eventually stabilize at 46.5% of GDP as gross external financing needs stabilize, in line 
with the projected improvement of the current account and increased FDI inflows from recently 
signed trade agreements. However, Viet Nam’s external debt remains vulnerable to real depreciation 
and current-account shocks. Assumptions regarding economic growth and interest rate shocks have 
only limited impact on the external debt dynamics.  
 

11. Conclusion. Debt sustainability risks, particularly those related to the domestic debt 
stock, have climbed and Viet Nam’s debt is vulnerable to further primary balance slippage. 
Realization of contingent liabilities from bank restructuring could increase debt by 2.5% of GDP, 
raising sustainability risk even further absent policy adjustment. These factors stress the need for 
fiscal consolidation to reverse the upward trend of debt accumulation. External debt is expected to 
stabilize at moderate levels.  

 
 
 

 
 

 


