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Fiscal and monetary tightening to stabilize the economy damped GDP growth in the first half of 2011, 
but inflation still accelerated to over 20% by midyear. GDP growth forecasts for 2011 and 2012 are 
lowered slightly from April’s Asian Development Outlook 2011. Upward pressure on prices is expected 
to ease, although inflation will be higher than previously forecast. Further progress on stabilization 
depends on maintaining the policy tightening until inflation is subdued.

Updated assessment
Faced with double-digit inflation, dwindling foreign reserves, and a 
weakening currency, the government committed in February 2011 to a 
package of fiscal and monetary tightening measures—Resolution 11—to 
curb inflation and stabilize the external position. The policy tightening 
damped GDP growth to 5.4% and 5.7% year on year in the first 2 quarters 
(Figure 3.10.1), putting the first-half outcome at 5.6%.

Cuts in public investment and curbs on credit for real estate brought 
about a sharp slowdown in construction in the first 6 months of 2011 
to just 4.3%, less than half the rate in same period of the previous year. 
Industry, excluding mining, increased output by 7.0%. The supply of some 
manufactured components from Japan was disrupted by the impact of the 
March earthquake, but the effect on industry was temporary. 

Wholesale and retail trading grew by 6.1% in the first half. However, 
high inflation weighed on retail sales in recent months (Figure 3.10.2). 
Tourism was buoyant—visitor arrivals rose by 18.4% in the first half.

Flooding in central regions and drought in the north early this year 
subdued agricultural output, which rose by 2.1% in the first 6 months. 

Despite the slowing in growth, inflation accelerated to 23.0% year 
on year in August (Figure 3.10.3). It was driven by a steep jump in food 
prices and spurred by the impact of rapid credit growth in 2010, as well 
as the lagged effect of exchange rate devaluations. Food prices in August 
were up by nearly 34% from earlier-year levels, largely because of weather 
damage to agriculture and disruptions to pork supplies. Hikes in the 
administered prices of electricity and fuel added to consumers’ costs. 
Month on month, inflation subsided slightly in August, to 0.9%, as pork 
prices declined and overall demand pressures eased.

The government shielded vulnerable groups from higher costs of 
electricity and fuel, but high food price inflation likely caused increases in 
poverty in some areas.

Stabilization of the dong exchange rate was achieved by a combination 
of tighter monetary policy, a large one-step devaluation of the currency 
in February 2011 (the fourth devaluation in 14 months), caps on US dollar 
deposit interest rates, and other administrative measures to limit the use 
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3.10.2 Retail sales 
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of gold and foreign currency. Subsequently, the dong traded within its 
official exchange rate band until it came under some downward pressure 
in mid-August (Figure 3.10.4).

Policy tightening by the State Bank of Viet Nam (SBV, the central bank) 
involved curbs on credit and money supply, and interest rate hikes. Credit 
growth slowed to an estimated 23.6% year on year by mid-August 2011 and 
to 8.2% on a year-to-date basis, suggesting that the government can meet its 
credit growth target of 20% in 2011 (down from 32.4% in 2010). 

Most commercial banks met a 30 June 2011 official deadline to limit 
credit outstanding to “nonproductive” activities such as real estate and 
marketable securities to 22% of total lending. Banks must now further 
reduce this proportion to 16% by year-end. Credit to “non-productive” 
activities is estimated to have declined by 17.0% during January–August.

M2 money supply growth slowed to an estimated 22.4% year on year 
by mid-August and to 7.8% on a year-to-date basis, which appears on 
track to meet the 15% target for the full year. (M2 rose by 33.3% last year). 

The SBV increased its refinancing rate from 9.0% to 14.0% and its 
discount rate from 7.0% to 13.0% from February to May 2011, then kept 
them steady through end-August. These facilities are available to banks 
for terms of 1–12 months. It reduced its repo rate—the cost of borrowing 
by commercial banks from the SBV on short-term open-market 
operations—from 15.0% to 14.0% in July, but stated this was a response to 
improved interbank liquidity rather than an easing of monetary policy.

For bank customers, the average rate for borrowing in dong rose to 
an estimated 21%–22% at end-August (Figure 3.10.5). Deposit rates were 
18%–19%, above a 14% cap imposed by the SBV. Even at these higher 
levels, the rates are below inflation (they are above an estimate of core 
inflation, which excludes food and energy).

Fiscal tightening was achieved through reductions in spending and 
increases in revenue. Ministries and line agencies were told to withhold 10% 
of nonessential current expenditure (excluding salaries and wages) for 2011. 
The government also cut about D80 trillion (equivalent to 3.5% of GDP) 
from the 2011 budget for public investment by state-owned enterprises and 
other public entities. Higher prices for domestically produced crude oil 
made a weighty contribution to revenue. The government stated in August 
that it was on target to reduce the budget deficit to below 5.0% of GDP this 
year, based on its definition of the deficit, from 5.6% in 2010. (Including 
off-budget spending, on-lending, and other adjustments, the deficit in 2010 
was 7.9% of GDP —Figure 3.10.6.)

In the external accounts, merchandise exports rose by an estimated 
33% to about $43 billion on a balance-of-payments basis in the first half 
of 2011. Customs data showed strong gains in shipments of agricultural 
commodities (up by 15.3% in value), clothing and footwear (25%), 
electronic goods (15%), and seafood (26%). Merchandise imports rose 
by about 28% to $45 billion on a balance-of-payments basis, inflated by 
high prices of global commodities. The trade deficit on a balance-of-
payments basis narrowed by 25% to about $2 billion in the 6 months. 
After higher earnings from tourism and remittances, the current 
account deficit narrowed by about half from the prior-year period, to an 
estimated $1 billion.

A firmer local currency enabled the SBV to partly replenish its foreign 
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3.10.4 Exchange rates
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3.10.5 Credit growth and lending rate 
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3.10.6 Fiscal balance
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exchange reserves to an estimated $15.2 billion at end-June 2011—but still 
low, at about 2.1 months of import cover (Figure 3.10.7).

Preliminary estimates indicate that foreign direct investment declined 
slightly to $5.3 billion in the first 6 months. Portfolio investment was 
estimated at $1 billion. The VN Index of stock prices fell by 12.4% in the 
first 8 months of 2011.

Prospects
The forecasts assume that the government will maintain fiscal and 
monetary tightening until inflation is brought down, confidence in the 
dong is solidified, and foreign reserves are further rebuilt. The adoption 
of Resolution 11 indicated that the authorities were prepared to put 
macroeconomic stability before rapid growth, at least in the near term. A 
downward revision in June of the government’s 2011 GDP growth target 
to 6.0% (the Socioeconomic Development Strategy 2011–2020 targets 
average growth of 7%–8%) appeared to reinforce this stance.

For the second half of 2011, GDP growth is expected to be modestly 
ahead of that in the first. The government has decided to bring forward 
increases in minimum wages to 1 October 2011, which will support 
growth in private consumption. These increases, to apply to both 
domestic and foreign businesses, range from 29% in major urban areas to 
52% in less developed areas.

Moreover, government budget execution usually picks up toward the 
end of the year. Although public agency budgets are being squeezed by 
rapidly rising prices, they might draw down contingency funds usually 
earmarked for natural disasters.

Still, the forecast for full-year GDP growth is lowered slightly from 
Asian Development Outlook 2011 to 5.8% (Figure 3.10.8), owing to the 
damping impact of higher than expected inflation and the weaker than 
expected performance of major industrial economies.

Next year, economic growth is expected to quicken to 6.5%, as 
inflation subsides somewhat and a generally more stable domestic 
macroeconomic environment bolsters investor and consumer confidence. 
Even so, growth is set to remain below the average 8% of 2003–2007. 

The government plans a modest pullback in next year’s fiscal deficit to 
4.5% of GDP. It may ease monetary policy if core inflation trends down. 

Inflation is projected to ease gradually. Food production will pick 
up as agriculture recovers from the impact of bad weather and as pork 
supplies improve (responding to high prices). The impacts of the policy 
tightening—a stabilizing dong, slowing credit growth, and moderating 
consumer spending and investment—will all help rein in inflation. 

On the basis of these factors, inflation is forecast to average 18.7% in 
2011, revised up from April primarily because of higher than previously 
forecast food prices. In 2012, inflation is seen moderating to about 11.0% 
(Figure 3.10.9) as a result of the policy tightening and the envisaged easing 
of global prices for oil and food.

Narrowing trade and current accounts deficits in the first half of 
2011 have prompted a slightly revised forecast for the full-year current 
account gap to 3.7% of GDP. Imports will rise in 2012 as domestic demand 
strengthens. Modest growth in exports is projected for next year, based 
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3.10.7 Gross official reserves
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3.10.1 Selected economic indicators (%)
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3.10.9 Inflation 
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on the Update’s assumption of slightly faster expansion of world trade. 
The current account deficit in 2012 is projected to be similar to this year’s 
as a ratio to GDP.

A more stable domestic macroeconomic environment in 2012 should 
stimulate foreign investment and encourage residents to bring into the 
banking system some of the large volume of foreign currency and gold that 
they hold abroad or outside the system (reflected in very large errors and 
omissions in the balance of payments of about $9.0 billion in 2009 and 
$3.7 billion in 2010—Figure 3.10.10). These responses would in turn bolster 
the overall balance of payments. 

The outlook would be at risk if the baseline assumption of some pickup 
in major industrial economies fails to materialize in 2012. In that case, 
exports, investment, and remittances would be weaker than projected. 
Domestic risks center on premature easing of macroeconomic policies, or a 
perception of looser policy. Restoring investor confidence is likely to require 
consistent, sustained policy actions. Too-early easing could undermine 
macroeconomic stabilization efforts, erode business and consumer 
confidence in the dong, and renew downward pressure on foreign reserves.

Indeed, concerns along these lines were raised in May and June, when 
largely unsterilized purchases of foreign exchange by the SBV saw liquidity 
ease. Overnight interbank interest rates fell by about 7 percentage points to 
around 11% (Figure 3.10.11) in the 4 months to end-August (the central bank 
lowered its repo rate in July). The interbank rate remains volatile because 
of unstable liquidity conditions. Further, the SBV indicated in August 
it wanted banks to lower lending rates. The SBV must carefully balance 
efforts to support banks and corporations against the need to protect the 
real savings of depositors.

Mixed signals on the fiscal side also have the potential to unsettle 
investors. Although the Ministry of Finance cut public spending and its 
fiscal deficit target earlier in 2011 it simultaneously increased some social 
spending, and later proposed tax breaks for businesses. Investors are likely 
to have more confidence in economic management if policies and policy 
making are given greater clarity, consistency, and transparency. 

Deteriorating bank credit quality remains a risk. Macroeconomic 
tightening, after a period of rapid credit growth, generally puts stresses on 
borrowers and banks. A 23% increase in US dollar borrowing in the first 
6 months of this year heightened that risk. The dong could come under 
downward pressure as these mostly short-term loans mature. 

Reflecting these concerns, sovereign spreads and credit default swaps 
drifted up to 400 basis points in August, the highest since May 2009.

The SBV raised the required reserve ratio for banks’ US dollar deposits 
by 4 percentage points to 8% on deposits of less than 12 months (6% on 
longer-term deposits) between May and August in moves aimed at damping 
US dollar lending. However, on 30 August it suspended limits on the loan-
to-deposit ratio to reduce interest rates and support financial institutions 
struggling to meet credit targets.

Restoring macroeconomic stability is the immediate priority, but 
addressing root causes of high inflation requires greater effort on structural 
reforms. These reforms include reducing bottlenecks in production and 
transportation (including agriculture), safeguarding the finance sector, 
increasing the efficiency of public investment, and imposing market 
discipline on large state-owned enterprises.

3.10.10 Balance of payments 
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3.10.11 Interest rates 
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