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Executive summary 

The Viet Nam economy grew at an average rate of 7.6 per cent per year from 2000-2008, 

peaking at 8.5 per cent in 2007. This is the second highest growth rate in the world, after the 

Chinese economy, for this period. The main driver of the Viet Nam economy was industry, 

which grew at 10.2 per cent over the period 2000-2007. However, in 2008, GDP fell to 6.23 

per cent because of a decline of GDP of industry to 6.3 per cent and services to 7.1 per cent.  

The economy depends heavily on the foreign economy. As labour and business costs have 

increased in China, there has been an influx of foreign companies seeking site production of 

clothing and footwear in Viet Nam, but also in electronics and heavier industry like steel. 

After World Trade Organization (WTO) accession in 2007, there was a further influx of FDI 

and foreign companies. The ratio of trade to GDP increased from 96 per cent in 2001 to 152 

per cent in 2007. Export growth almost doubled GDP growth. In 2007, the United States was 

Viet Nam’s leading destination market, accounting for a share in total exports of 20.8 per 

cent, followed by the European Union (18.7 per cent). Viet Nam’s trade is rather active in 

“declining markets” (United States, Japan, Germany, United Kingdom and Italy), but weaker 

in booming destination markets like China and Singapore, Netherlands and the Republic of 

Korea. 

The proportion of investment to GDP since 2004 has exceeded the rate of 40 per cent, 

reaching 43.1 per cent in 2008. Growth has become costly as seen in an increase of ICOR. 

State investment dramatically reduced from 59.14 per cent in 2000 to 39.89 per cent in 2007, 

and around 28.9 per cent in 2008. FDI commitments soared to USD 64 billion in 2008, three 

times higher as compared to that in 2007. Low interest rates have been used to fuel domestic 

investment, also enabling domestic firms to compete with foreign firms. Non-state 

investment capital increased quickly since the introduction of the Law on Enterprises (2000). 

FDI flows increased rapidly, especially after WTO accession, contributing 30 per cent of 

investment in 2008. 

However, the high growth and competition for domestic infrastructure and services has 

substantially impacted price inflation. From 2007 until August, 2008, Viet Nam was 

impacted by food inflation. The consumer price index (CPI) in 2008 reached the highest 

increase over the last decade, reaching 28.4 per cent in the third quarter of 2008 before falling 

to 23.2 per cent in December 2008. The gradual decline reflects the positive impacts of the 

anti-inflation policy of the Government in 2008. 

The annual growth rate of the labour force was rather low (2.5 per cent). The labour force 

participation rate has decreased over time but is still high (69.7 per cent in 2007). Agriculture 

employment has also decreased rather rapidly but remains high (52 per cent in 2007). Paid 

jobs accounted for a small part of the total employment (30.3 per cent in 2007). Although the 
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country has low unemployment, it faces high youth unemployment and large-scale 

underemployment.  

Furthermore, the general education level of the labour force is not high. In 2007, around 45.2 

per cent had attained secondary education. Meanwhile, 65.3 per cent were unskilled due to 

lack of training opportunities.  

The employment elasticity of growth (EEG) is challenging. In comparison to other countries, 

EEG is low and has decreased over the years. The high elasticity of employment in FDI 

means that FDI flows are more concentrated in labour-intensive sectors. This implies that 

employment in this sector is risky in the case that investors cut down production or they 

withdraw from the Vietnamese economy due to the global recession and crisis. 

In addition, most of the underemployed are unskilled. Labour productivity is lower than GDP 

growth and reflects the low competitiveness of the economy. 

Growth has brought benefits for skilled workers rather than for the unskilled ones. The export 

sector has had a positive impact on wages: the higher the export orientation of the firm, the 

higher the wage level of the workers. Wages of skilled workers increased faster than 

unskilled workers. The skilled workers earn on average twice the level as unskilled workers. 

Growth has contributed significantly to poverty reduction, but not equally between all groups 

and regions. The income GINI index has increased.  

Unstable industrial relations are seen in the rise of the number of strikes. From 1995 to 2005, 

the number of strikes increased from 60 per year to almost 150 per year. Since 2006, 

however, the number of strikes has soared, from 387 in 2006 to 541 in 2007 and 649 in just 

the first 8 months of 2008, with nearly 82 per cent of the strikes taking place in the foreign-

invested sector. In 2008, there were a mounting number of wildcat strikes and lockouts 

demanding commensurate wage increases, particularly in the foreign-invested sector set up 

for exports. Some money wages have increased but, on average, not on par with inflation. 

The open integration policies of Viet Nam have brought great achievements but the economy 

also faces many challenges. The policy system must be adjusted, refined and made more 

coherent. Some implications can be drawn from this research as follows: 

� There should be more balance between economic and social concerns: It should be 

ensured that economic growth is not only based on extensive factors but also on the 

efficient utilization of investment and labour productivity increase. The proportion of 

investment from the State budget should be further decreased. Flexible monetary policies 

and reforming administrative procedures for non-state economic sectors should be made 

to enhance access to capital and to perform business activities. 
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� The policies for the field of real-estate and scarce resources should be urgently finalized 

to avoid speculation and monopoly which are causes of economic bubbles and high risks 

of the economic/monetary crisis. 

� Stimulus measures should support enterprises by enhancing conditions for enterprises to 

access funds, particularly the small- and medium-sized enterprises, export-oriented 

enterprises, enterprises in trade villages, enterprises specializing in producing 

consumption goods.  

� Creating employment and increasing incomes for workers should be a priority, including 

measures for promoting agriculture and fisheries and creating favourable conditions for 

farmers to really benefit from agricultural production. 

� Human resources development is one of the top priorities for workers, especially in the 

context of rapid urbanisation, rural-to-urban migration, and high levels of unskilled and 

informal workers. 

� Development of the labour market must aim at reducing the magnitude of the informal 

sector while enhancing flexibility. This includes revision of the labour code and 

development of minimum wage and employment laws to better utilize the labour force. 

� Strengthening the social protection and security is critical, including measures to help 

laid-off workers to re-enter the labour market. This must also include increasing access to 

the social security system (compulsory and voluntary) of poor and vulnerable groups and 

providing unemployment assistance to retrenched workers.  

� More co-operative action on mainstreaming social and poverty polices with economic 

growth can support policy coherence. In addition, social dialogue and industrial relations 

is essential to cope with labour and social consequences as is better monitoring and 

administration of social target groups. 
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I. Introduction 

1.1. Background 

The twin crises of (i) inflationary adjustments in the labour market, and (ii) a weakening 
exchange rate have strong implications for growth, employment and poverty reduction. 

(i) A wage price spiral, and industrial unrest in manufacturing will not sustain current 
levels of FDI, total investment, and growth. This will jeopardise the gains made in 
generating employment so far, especially for the tens of thousands of rural migrants 
that have flocked to urban manufacturing. Furthermore, the rising food and fuel prices 
and current rice stocks will tend to increase poverty in non-food urban sectors, 
especially the very sectors that had shown gains in employment and poverty reduction 
so far. The macro policy response of raising interest rates may control inflation, but 
will also lower growth and employment in the duration. 

(ii) The rising current account deficit and weakening exchange rate further exacerbate the 
macro problem, because they allow more inflation to be imported, especially through 
rising food and fuel prices. The policy solution of increasing interest rates can help 
prop up the exchange rate. But as the cost of borrowing increases and investment and 
growth drops, the current account deficit will not decrease. This will leave downward 
spiral pressure on the exchange rate, and a vulnerability to capital outflows, much as 
in the Asian crisis of 1997. Increasing the cost of borrowing will also reduce domestic 
investment and reliance on inflows, the very imbalance to be avoided. 

In order to overcome challenges created by the above mentioned crises, the Vietnamese 
Government and the State Bank of Viet Nam (SBV) have launched a series of monetary and 
fiscal policies in 2008, including: 

(i) In March, faced with a high and increasing rate of inflation, the SBV adopted a 
tightening monetary policy by issuing a mandatory 364-day treasury bill of VND 20.3 
trillion (about USD 1.2 billion) with an average interest rate of 7.8 per cent per year. 
The SBV also adjusted a number of key interest rates, including the prime rate, capital 
refinancing rate and discount rate in order to better control the money supply and 
inflation. Then, the SBV asked commercial banks to increase the compulsory reserve 
rate. 

(ii) Since the beginning of the fourth quarter of 2008, the consumer price index (CPI) has 
stabilized, and monetary policy has loosened by decreasing the prime interest rate 
from 14 per cent to 11 per cent; buying back treasure bills before their maturity date; 
and reducing the commercial banks’ compulsory reserve rate. As a result, these 
solutions supported lower production costs, stimulated investment in some 
comparative advantage industries and, in turn, mitigated inflation in Vietnam. 

(iii) Moreover, the fiscal policy of the government has tightened the public expenditure 
aimed to enhance the investment effectiveness of the State sector. 

1.2. Objectives of the study 

The general objective of the study is to analyse the influence of macroeconomic policies on 
growth and employment. Specifically, it examines macroeconomic policies, including 
monetary and fiscal policies, trade policies; poverty reduction polices; and labour market 
policies over the period 2000-2008. Furthermore, it explores the influence of the policy 
outcomes on growth and employment.  
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In examining the macroeconomic and labour market policies and their outcomes on growth 
and employment, the paper aims to point out how the formulation of national policies (in 
particular international trade and capital liberalization policies; national exchange rate 
policies; monetary policies and fiscal policies; as well as poverty reduction and development 
policies and labour market policies) have contributed to (i) economic growth and (ii) 
employment performance. 

1.3. Methodology 

Several research methods have been used in order to analyse the objectives of the study, 
including desk review, quantitative analysis and expert consultations. 

1.4. Data sources 

The study mainly uses data from the annual survey of labour-employment status conducted 
by the Ministry of Labour, Invalids and Social Affairs (MOLISA) and the Government 
Statistics Office (GSO); the Viet Nam Household Living Standards Survey 2000-2006 and 
the Enterprise Census 2000-2006, both conducted by GSO; and the annual statistical year 
books. 

1.5. Outline of the Study 

Following the Introduction, the paper is divided into 5 parts including the Literature Review, 
the Review of Policy Variables and Macroeconomic Indicators, the Analysis of Policy 
Outcomes on Employment and Growth; the 2009 economic outlook and impacts on 
employment, and the Conclusions and Recommendations. 
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II. Literature Review 

Historically, economic development and growth have been characterized by a shift of labour 
from low productive agriculture to high productive manufacturing. In this process, Arvind 
Virmani (2006) indicated that labour firstly migrates from rural areas to traditional urban 
services before moving on to urban industrial jobs… [However], though industry can and will 
continue to grow, it will not generate employment at the rate that it could have, unless labour 
laws are made more flexible and employment oriented.1 

A study on Growth, Investment and Employment in Ghana carried out by Ernest and William 
in 20072 concluded that policies narrowly focused on achieving macroeconomic stability and 
accelerated growth without adequate employment consideration. The authors also pointed out 
that sectors with high labour absorption rate such as manufacturing, tourism, agriculture and 
exports have not attracted the necessary investment to enhance growth and employment 
performance. The Ghanaian economy therefore requires a thorough review of the current 
national development policies to generate growth that would promote job creation and 
improve incomes for the realization of its poverty reduction goals. 

Conducting an analysis of growth, employment and poverty in different Asian countries, 
Azizur Rahman Khan (2005)3 found that the growth, employment and poverty nexus was 
varied from country to country in different periods. 

- In the case of Armenia, during the period of restoration of growth (1993-2000), total 
employment fell while the GDP increased, indicating a negative overall gross output 
elasticity of employment. Over this period, industrial employment fell by a half while 
industrial output appears to have been maintained. Thus gross output elasticity of 
employment in industries was highly negative. Services output increased at an annual 
rate of 15 per cent while employment in the sector fell at an annual rate of 1.6 per 
cent, yielding a gross output elasticity of employment of -0.1. In agriculture, output 
increased at an annual rate of 2.1 per cent while employment grew at an annual rate of 
1.2 per cent, indicating a very healthy gross output elasticity of employment of 0.6.4 

- In the case of Bangladesh, the economy achieved steady if unspectacular growth 
during the 1980s and the 1990s. Growth in per capita income was substantially higher 
during the 1990s (reaching 3.6 per cent per year in the second half of the decade) than 
during the 1980s, due both to an acceleration of the rate of GDP growth and a 
deceleration of population growth. According to the study, a sizable proportion of the 
rural labour force shifted from farming to rural non-farm (RNF) sector in the last two 
decades. During the 1990s there was a structural change in the RNF sector that was 
especially favourable for poverty reduction. During the 1980s the rapidly increased 

                                                
1 Arvind Virmani (2006), Sustaining employment and equitable growth: Policies for Structural Transformation 
of the Indian Economy, Working Paper No. 3/2006-PC, Planning Commission. 
2 Ernest Aryeetey and William Baah-Boateng (March 2007), Growth, Investment and Employment in Ghana, 
Working Paper No. 80, Policy Integration Department, International Labour Office, Geneva. 
3 Rahman Khan (2005), Growth, employment and poverty: An Analysis of the Vital Nexus Based on Some 
Recent UNDP and ILO/SIDA Studies, Paper prepared under the joint ILO-UNDP Programme on Promoting 
Employment for Poverty Reduction, United Nations Development Programme, New York and International 
Labour Office, Geneva. 
4 According to Rahman Khan, Labour moved out of industry and services into agriculture was mainly due to the 
reform programme including the implementation of rapid price, dismantling of protection and tariff, wholesale 
privatization, reduction in public expenditure, tight monetary policy and the deregulation of capital movement 
succeeded in stabilizing the economy but failed to promote growth and productivity. The reforms drastically 
reduced the international competitiveness of Armenia’s industries. 
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labour absorption by the RNF sector seems to have taken place in low-productivity 
activities to which the rural landless, pushed out of agriculture, were drawn as self-
employed workers. In contrast, during the 1990s a less rapid shift of labour force into 
RNF sector was pulled in by the growth of wage employment in larger and more 
productive RNF activities. The rural poor therefore found an improved opportunity of 
more remunerative wage employment in RNF sector in the 1990s as compared to 
moving into overcrowded, low-productivity RNF activities in the previous decade. 

- In Cambodia, during the period between 1993 and 2002, per capita income grew at 
more than 4 per cent per year. The rate of growth accelerated since 1999. The growth 
of the economy has however been very narrowly based, especially since 1999, when 
much of the growth has been due to the export-based garments manufacturing. 
Agriculture, the sector employing more than 70 per cent of the labour force, grew 
much slower, although the extremely low agricultural growth in recent years hides the 
fact that crop production and fishery increased at modest rates that outstripped the rate 
of population growth while the overall rate of agricultural growth was pulled down by 
the high negative growth of forestry. The author concluded that it is hard to judge the 
impact of growth on employment. There are few signs of robust employment growth. 
The increased share of agriculture in total employment and the extremely narrow base 
of employment expansion in industries nevertheless point to the failure of 
employment to record a growth proportionate to overall GDP growth. The slow 
growth of agriculture, only marginally higher than population growth even when 
forestry is excluded, and the rise in agriculture’s share of the labour force, itself 
growing faster than population, probably indicate a fall in output per worker in 
agriculture and perhaps also output per person dependent on agriculture. 

- In the case of Chinese, economic reform and transition to a market economy have 
ushered in the most spectacular growth that any society in history ever experienced. 
This has also brought about a remarkably rapid reduction in poverty over the period as 
a whole. But the rate of poverty reduction has not been temporally or regionally 
uniform; nor has it always been highly correlated with the overall rate of growth. The 
study argues that much of this asymmetry is due to the change in course in China’s 
macroeconomic policies. 

Chinese employment policies have suffered from serious policy deficiencies. In rural 
areas egalitarian access to land has helped the creation of self employment which has 
served as an ultimate safety net for the vast rural population. There has also been a 
steady increase in non-farm employment, though not equally in all regions. Finally, 
the tolerance of migration to cities - though half-hearted, with the persistence of 
widespread discrimination against the migrants - has helped improve the balance 
between supply and demand of labour in rural China. 

In urban China, the vital employment link in the growth-poverty nexus was however 
broken, especially in the 1990s. Between 1990 and 2001 urban employment increased 
at annual rate of 3.1 per cent while urban labour force increased much faster (urban 
population increased at 4.3 per cent per year). This was due to a sharp fall in 
employment in state and collective enterprises – by almost 50 million over the period 
– due to the shedding of “concealed” surplus labour as part of public enterprise 
reform.  

The study also pointed out that China’s poverty-reduction programmes have 
emphasized targeted support to poor communities. China’s macroeconomic policies 
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have not been synchronized with these targeted poverty-reduction policies. As noted 
above, a combination of trade policy reform and fiscal reform have led to fluctuations 
in agriculture’s terms of trade which in turn led to sharp periodic fluctuations in the 
rate of rural poverty reduction. Policies concerning the incentives for FDI resulted in 
its regional location which exacerbated regional differences in the rate of poverty 
reduction. Fiscal decentralization and the reduction in the redistributive role of 
expenditure by the central government have vastly increased the inequality in the 
regional ability to provide the poor with basic education, health and other services. 

- In Indonesia, after the Asian crisis period, i.e., the period since 1997, growth in per 
capita income during this period was only about 2.25 per cent per year, less than half 
the rate of growth during the pre-crisis decade. The growth rate in GDP was 3.7 per 
cent per year, down to nearly half of the 7 per cent rate at which the economy grew in 
the decades before the crisis. In the decades prior to the crisis, Indonesia achieved 
rapid reduction in the incidence of poverty, which went up sharply in the years 
immediately after the crisis. In relation to employment, growth in GDP was too slow 
to absorb more than half the net increase in the labour force. Open unemployment 
rose from 8.1 million in 2001 to 9.1 million in 2002. An increase in concealed 
unemployment and underemployment is strongly indicated by the rise in the 
proportion of workforce “employed” in agriculture after 1996 and the rise in informal 
sector employment from 53.7 million in 1997 to 62.4 million in 2002. Real wages fell 
by 16 per cent in urban areas and 10 per cent in rural areas between 1997 and 2000. 
All these were consequences of an inadequate rise in demand for labour. 

The author concluded that faster growth alone is not seen as the way to rapid poverty 
reduction. Growth should be concentrated in promoting agriculture, the sector which 
in recent years has experienced an influx of labour; creating rural off-farm 
employment; and helping rapid growth of small and medium enterprises, activities 
which rapidly absorb labour. Moreover, the ongoing trend in land distribution, 
resulting in fragmentation and steady decline in farm size, is identified as a major 
obstacle to poverty reduction in the rural economy in the case of Indonesia. 

- In Nepal, during the 1980s and the 1990s the country managed to average 
approximately 5 per cent annual growth in GDP. In the late 1980s and the early 1990s 
Nepal implemented extensive reforms under the auspices of the IMF and the World 
Bank. These reforms included: controlling monetary expansion to a level that is 
consistent with low inflation; reduction of fiscal deficit by raising the tax/GDP ratio, 
cutting subsidies and transfers and reducing support to SOEs; increasing the share of 
social sectors in public expenditure; extensive reform of the trade regime 
encompassing the convertibility of the currency, market-determined exchange rate, 
elimination of quotas and reduction of tariff rates; liberalization of the financial 
market; liberalization of input and output markets for agriculture; and manufacturing 
sector reform including the abolition of licensing, liberalization of FDI, and 
privatization of SOEs. These reforms do not appear to have led to a higher rate of 
growth. Per capita growth rate in the late 1990s was lower than in the 1980s largely 
because of the decline in the growth rate of GDP but partly also because of the 
probable slight rise in population growth rate. 

There were various studies on growth, employment and employment in Viet Nam in recent 
years which were conducted by international organizations, international experts as well as 
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Vietnamese researchers.5 Generally, most of the findings have the same main view, 
including: 

- The Viet Nam’s economic growth was rather high over past one decade. 

- The rapid growth rate of investment of the non-state sector and foreign direct 
investment (FDI) sector has been a favourable sign for the growth prospect of 
Vietnam. However, Viet Nam must pay more attention on improving the efficiency of 
the capital investment, especially investment of the state sector and official 
development assistance (ODA) as well.6 

- The high economic growth rate has not led to an equivalent high growth rate of 
employment. In other words, growth did not create more additional employment. 
Some studies took the case of the Philippines in order to compare with Viet Nam in 
this manner and they found that the annual growth rate of the Vietnamese GDP was 
7.6 per cent over period 1991-2008 but the annual employment growth rate was only 
2.4 per cent in the same period, meanwhile the annual GDP growth rate of the 
Philippines was only 5.3 per cent over period 1961-1980 but the annual employment 
growth rate was rather high, it reached the growth rate of 3.3 per cent.7 

- The growth has impacted positively on poverty reduction but the inequality seems to 
have widened in Vietnam. 

 

                                                
5 Some recent studies on the case of Viet Nam include: 

- Moazam Mahmood (8-2007), Implementing the GPRGS in Viet Nam through Decent Work, Regional 
and Country Policy Coherence Report No. 1, Policy Integration and Statistics Department International 
Labour Office, Geneva. 

- Alex Warren-Rodríguez (2009), The impact of the global crisis downturn on employment levels in Viet 
Nam: an elasticity approach, UNDP Viet Nam Technical Note. 

- Pham Lan Huong et al., (2003), Employment Poverty Linkages and Policies for Pro-Poor Growth in 
Vietnam, IEPDP 9, ILO, Geneva. 

6 Nguyen Ngoc Son (2008), Saving-Investment and economic growth in Vietnam, Viet Nam Development 
Forum. 
7 Nguyen Xuan Thanh, Vu Thanh Tu Anh, David Capice, Jonathan Pincus and Ben Wilkinson (9-2008), Causes 
of marcro un-sustainability, Policy discussion paper No. 3, Harvard Kennedy School and Fulbright Economic 
Teaching Programme – Economics University, Ho Chi Minh City. 
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III. Review of Policy Variables and Macroeconomic Indicators 

3.1. Monetary and fiscal policy
8
 

3.1.1. Monetary policy  

3.1.1.1. Inflation 

Inflation in Viet Nam increased quite rapidly in recent years after a period of deflation at the 
start of 2000. The Consumer Price Index (CPI) in 2008 reached its highest increase since 
2000, peaked at 180.2 per cent in December (see Figure 3.1).  

Figure 3.1. Viet Nam Consumer price index 
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Figure 3.2. CPI in East Asian countries  
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Source: IMF, International Financial Statistics, January 2008.  

Inflation in Viet Nam has been higher than that of other East Asian neighbours since 2004 
except for Indonesia (see Figure 3.2). In 2007, Viet Nam reached the highest inflation among 
East Asian high performers.  

                                                
8 This section is based on the study of MULTRAP II, “Comprehensive evaluation of the impact of increased key 
imports-exports and regulatory changes resulting from Viet Nam’s WTO membership”, 2008. 
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There are many explanations for this increase in the consumer price index from both supply 
and demand sides. With transition and developing countries, such as Vietnam, inflation can 
stem from many sources such as commodity price increases in the world market, easing 
monetary policies and expansionary fiscal expenditures, overheating of the economy and 
capital inflows. At the same time, inflation may be due to bottlenecks in infrastructure and 
the process of liberalization of input prices.  

(i) The process of input price liberalization continued 

In the past, the government had adjusted its tariff on gasoline in an ad-hoc way to mitigate the 
impact of international price movements on consumers and distributors. After the removal of 
controls, the price of gasoline increased by 7.3 per cent and fed into other prices over the 
year.9  

(ii) Credit and money growth
10
 boost inflation  

Although high prices of oil and other commodities explain a part of the price increase, the 
inflation differential between Viet Nam and other countries seems to arise from other factors. 
In addition, typhoons and other epidemics pushed up food prices in Vietnam, but 
neighbouring countries also experienced these difficulties. Therefore, it is necessary to find 
additional explanations for Viet Nam’s inflation situation.11 

Viet Nam witnessed a very rapid increase in broad money in 2006-2008 as credit growth was 
26.7 per cent in January 2006, peak at 65 per cent in February 2008. This played an important 
role in explaining the high inflation of 2007 and 2008 (see Figure 3.3).  
 

Figure 3.3. Growth of Key Monetary Aggregates 
 
 
 
 

 
Source: WB, Taking Stock, An Update on Vietnam’s Recent Economic Developments, 2008 
 

 

 

The lending rates also decreased during 2008. The high inflation in 2008 caused the real 

lending rate to be negative.  

Table 3.1. Lending rate  

 2006 2007 2008 

Lending rate, %, end of the year  11.0 10.7 10.1 

Real Lending Rate, %, end of the year  3.6 2.4 -12.5 

Source: BMI (Q1, 2009), The Viet Nam Business forecast report. 

                                                
9 World Bank (2007). 
10 Internationally referred to as M2 which denotes money in circulation (coins and notes), deposit balances with 
no withdrawal restrictions (such as checking and current accounts), and deposit balances with withdrawal 
restrictions (such as savings accounts, money market accounts, certificates of deposits under a certain 
threshold). 
11 Viet Nam Development Forum (2007). 
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In the past, the causal impact of monetary aggregates and credit on inflation was not really 
significant.12 However, since 2004, this relationship has been changing as Viet Nam’s 
financial system develops and especially with the development of the securities market. The 
transmission of monetary policy to inflation is not only through traditional credit channels but 
also wealth effects. This development creates more risks in controlling inflation.  

However, since November 2008, the CPI has fallen, and the impact of the world economic 
crisis has impacted Vietnam. The Government has announced some countermeasures (see 
Box 3.1), calling for a demand stimulus to boost economic growth.13  

Box 3.1. State Bank of Viet Nam to support economic growth 

In March 2008, SBV adopted the tightening monetary policy as a solution to stabilize the economy. 
The monetary policy was tightened by a series of strong, continuous measures including stopping the 
purchase of foreign currency (the USD) since late 2007 when the inflation tended to increase, issuing 
of compulsory treasury bill, and simultaneously adopting the ceiling interest rate. As a result, the 
credit growth level has decreased and created a danger of a liquidity deficit in June and July. 

Monetary easing focused on supporting growth brings upside risks to inflation in the short-to-medium 
term. This could lead to inflation expectations becoming anchored at a higher level than before, but at 
a lower risk to Vietnam’s longer-term growth prospects than that of a sharp downturn in 2009 
disrupting economic activity. 

However, monetary policy has been loosening recently in order to overcome the global financial 
crisis, through lowered interest rates. In late November, SBV also encouraged the commercial 
banking system to provide credit for activities of agricultural production, rural development, and 
essential import and export goods. 

Source: State Bank report, 2008.  

Table 3.1. Three main interest rates decided by the SBV, 2008 (%) 

 Prime rate Capital refinancing rate Discount rate 

February 1, 2008 8.75 7.5 6.0 

May 19, 2008 12.0 13.0 11.0 

June 6, 2008 14.0 15.0 13.0 

October 21, 2008 13.0 14.0 12.0 

November 5, 2008 12.0 13.0 11.0 

November 21, 2008 11.0 12.0 10.0 

December 5, 2008 10.0 11.0 9.0 
 Source: WB (2008), Review of the updated report on economic development in Vietnam. 

3.1.1.2 Exchange rate policy 

The rising of capital inflows is puzzling to Vietnamese authorities. In the past, Viet Nam 
often faced the shortage of foreign exchange for imports. The central bank required 
commercial banks to surrender foreign exchange revenue and they were only allowed to buy 
back foreign exchange to satisfy import demand. The required ratio of foreign currency to be 
surrendered has been relaxed gradually and abolished in 2003 following commitments made 
to the IMF.  

                                                
12 IMF (2006); Le (2007). 
13 WB, Viet Nam Update Report 2008. 
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The above situation has been reversed recently, especially in 2006 and 2007. Increasing capital 
inflows has put a lot of pressure on the exchange rate to appreciate. In January 2007, the SBV 
widened the trading band for the VND/USD rate from ± 0.25 per cent to ±0.5 per cent. In the 
first two months of 2007, the VND appreciated around 0.3 per cent against USD after 
depreciating around 0.9 per cent in 2006. However, under pressure of higher capital inflows 
and inflation, in the late 2007, the State Bank of Viet Nam was forced to widen the trading 
band from ±0.5 per cent to ±0.75 per cent. Viet Nam now is confronting what is often called the 
“impossible trinity”, a situation when central banks cannot simultaneously maintain three 
objectives which are a pegged exchange rate, independent monetary policy and an open capital 
account. The WTO further renders the central banks operations more difficult by insisting that 
foreign exchange controls are not contravening the free flow of trade.  

By the end of 2008, the Vietnamese government let the VND slip towards VND17,000/USD 
in order to support a continued improvement in the trade account. 

Table 3.2. Exchange rate over period 2006-2008 

 2006 2007 2008 

Consumer prices, % y-o-y, end of the year 6.8 12.6 23.2 

Consumer prices, % y-o-y, average  7.4 8.3 22.6 

Exchange rate VND/USD, end of the year  16,072.00 16,018.00 17,000.00 

Exchange rate VND/USD, average  16,017.59 16,045.00 16,509.00 

Exchange rate VND/EUR, end of the year 21,208.61 23,386.28 22,100.00 

Source: BMI (Q1, 2009), The Viet Nam Business forecast report. 

Compared to the CPI and gold, USD is more stable owing to rigid peg of VND to USD. 
However, in 2009, because of the heavy impact of the world crisis, the VND will depreciate 
further against the USD to boost export. Along with the increase in prices witnessed in the 
world commodity market, the rigid peg of VND to USD also made international inflation 
pass through domestic consumer prices. Figure 3.4 below shows that the USD has not moved 
with world trend as compared to the movement of food prices and gold.  

Figure 3.4. Movement of CPI, gold and USD, % 
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Despite a high inflation rate, the price competitiveness of Vietnamese exports seems to be 
maintained as the real effective exchange rate (REER) has depreciated compared to the 
equilibrium level as shown by Figure 3.5. The reason is due to the depreciation of USD 
compared to currencies of other main trading partners of Viet Nam and the peg of the VND 
to the USD. From 2002 to 2007, the USD lost 23 per cent of its value compared to the Euro, 
about 32 per cent to the Australian dollar, 14 per cent to the Swiss franc and about 15 per cent 
to the British pound. 

Figure 3.5. Evolution of real and nominal effective exchange rate 

 
 

Sources: IMF “International Financial Statistics” (exchange rates and CPI); GSO “trade statistics” 
(trade weights). Base year is 2000. Quoted from MULTRAP II, “Comprehensive evaluation of the 
impact of increased key imports-exports and regulatory changes resulting from Viet Nam’s WTO 
membership”, 2008. 

Note: Average annual exchange rate and CPI data are used to compute Viet Nam’s trade-weighted, 
inflation-adjusted index of international price competitiveness. Nineteen largest trading partners, 
accounting for 85.7 per cent of Viet Nam’s total trade in 2000-2007, were included in partner weights. 
An upward trend means a real depreciation. 

Assessment of monetary policy 

Over the past time, implementation of monetary policy by the SBV has actively contributed 
to stabilize the financial market, control inflation and support economic growth. The 
Government has stated that, monetary policy is the most successful policy in 2008.14 Under 
Government control of interest rates on deposits and compulsory reserve, the SBV has 
stabilized the economy by the end of 2008.  

Apart from challenges which credit organizations have to address in competition for 
expansion of market shares, there have been a number of challenges for the SBV to control 
capital flows, monetary regulation, interest rates and exchange rates, among others, in the 
context of the sensitive impacts of international financial market as well as operation of 
increasingly complicated monetary demand due to diversification in activities of domestic 
financial market.  

However, there remains inadequacy in banking operations in general and implementation of 
monetary policy in particular. In reality, the SBV is in the process of developing the Law of 
State Bank and the Law of Credit Organizations in the direction that SBV is provided with a 
                                                
14 Dr Nguyễn ðức Kiên, Member of Economic Committee of National Assembly answer the VnEconomy, 
23/12/2008. 
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legal status to renew its activities as a modern central bank. Many issues which need 
adjustment to be in line with requirements for banking development include renewal of the 
organizational structure and the function of inspection and supervision, among others. 
However, the coming Law should facilitate the SBV as an independent organization in its 
activities. This is an important issue to ensure efficiency in implementation of monetary 
policy, but still remain controversial on regulations for the independent status of SBV to 
make it appropriate to the economic, political, historical and cultural institutions of Viet 
Nam.15  

Current management of monetary policy by the SBV shows that its capacity in 
implementation of monetary policy is poor with limitation in scale and efficiency of indirect 
tools for this policy. The overall transaction of instruments for indirect replenishment of 
capital is much lower than the amount of currency, and activities of the inter-bank market are 
not developed and create no effective tool in transaction and reciprocal assistance between 
credit organizations. The ongoing monetary policy of SBV is required to hit many targets of 
not only monetary stability, control the increase of price and inflation, but also short-term 
economic growth of the Government. 

The Vietnamese government’s strategy to jointly pursue strong economic growth and VND 
depreciation to promote export growth has become increasingly difficult to sustain. The 
exchange rate policy is more complicated in the context of strong remittance flows, and 
foreign direct and portfolio investment. The stabilization of the exchange rate between VND 
and USD has not proved successful as a large amount of domestic currency cannot be 

sterilized effectively. Sustained capital inflows, especially short-term capital inflows, will 
make the macroeconomic situation yet more difficult to control. Accession to WTO, and its 
commitments to the IMF, will force a more independent monetary policy from the SBV in 
years to come, if Viet Nam is to avoid an inflationary crisis. 

3.1.2. Fiscal policy  

Trade reforms in Viet Nam started from 1996 and will continue until final implementation of 
the agreement is made in 2019. There have been nevertheless some major changes which 
occurred in 2007 when Viet Nam became the 150th WTO member.16 Critically important, 

                                                
15 According to the IMF’s assessment, the independence of central bank in implementation of monetary policy 
in countries can be divided into four levels: (1) the highest level is “independence in targeting”: the Central 
Bank is entitled to decide monetary policy and exchange rate if it is not floated (e.g. the Federal Reserve Bank 
of the United States has the right to select targets of operation among the ones that may occur conflicts namely 
effective use of workforce and price stabilization); (2) second level is “independence in development of 
indicators for operation”: the Central Bank is assigned to decide monetary policy and exchange rate. This is 
different from the level one of independence in targeting. This should be clearly regulated in the law, e.g. 
regulations and operation of ECB set forth its target of price stabilization, and ECB is entitled to develop its 
indicators for operation; (3) the lower level is “independence in selection of tools for management”: the 
Government or National Assembly decides indicators of monetary policy under consultation and agreement with 
the Central Bank and the Bank is responsible for fulfilment of indicators; (4) the lowest level is “independence 
is limited or even removed”: the Government shall decide policy (both targets and indicators) as well as 
influence on the process of policy implementation.  
16 These include tariffs applied to textiles and clothing which fell from 36.4 per cent in 2006 to 13.5 per cent in 
2007. Tariffs for footwear also fell from 43.9 per cent in 2006 to 27.3 per cent in 2007. Other goods are subject 
to longer transition periods but shall be gradually reduced prior to 2012 at the latest for agricultural products and 
most industrial products, and before 2019 for a limited number of industrial products. Upon accession, Viet 
Nam also allowed foreign financial intermediaries to establish 100 per cent foreign-owned banks in Vietnam. 
Viet Nam also allowed foreign securities firms to establish an office in Viet Nam provided that 51 per cent of 
the capital belongs to a Vietnamese counterpart. The distribution sector also witnessed a complete liberalization 
by allowing foreign companies to establish retail and wholesale businesses. Also, upon accession, subsidies on 
agricultural production could be maintained under the 10 per cent of the minimum threshold accorded to 
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WTO accession brought an estimated fall in tariff revenue of between 0.3 and 0.4 per cent of 
GDP in 2007.17  

3.1.2.1. Budget revenue 

Before the Economic reform in 1989, import and export taxes played a negligible role in tax 
collection. Together with the rising importance of trade, import and export taxes (mostly 
import taxes) have increased significantly, from about 10 per cent of total revenue during 
1991-92 to nearly 25 per cent of total revenue in 1995. Along with the implementation of 
commitments as part of AFTA and the Vietnam-US Bilateral Trade Agreement, the number 
of tariff lines subject to taxes has declined,18 however, the import and export taxes have 
remained over 10 per cent since 2004 (see Figure 3.6).  

Figure 3.6. Tariff revenue and its share to total budget revenue 
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Source: Ministry of Finance, http://www.mof.gov.vn. 
Note: Tariff revenue to be read on the left scale (billion VND) and its share to total budget revenue on the right 
scale (percentage terms). 

With stronger tax collection systems in place, a rise in imports and higher prices, led to an 
increase in the overall government budget in 2007 and 2008, the first year after WTO 
accession.  

 

 

                                                                                                                                                  
developing countries. However, trade-distorting subsidies in the manufacturing sector had to be abolished. 
Furthermore, price controls can no longer contravene the WTO commitments. 
17 IMF (2007) using a static partial equilibrium framework. 
18 The former Trade Minister Truong Dinh Tuyen (2006) pointed out that tariff cuts committed to WTO are not 
as deep and wide as those Viet Nam has committed to the Association of Southeast Asian Nations (under 
CEPT/AFTA), and revenues of imports which are listed in WTO commitments will make up only 20 per cent of 
the annual gross import revenues. Import tariffs collection contributes only nine per cent to the State budget and 
the roadmap will take from five to seven years, thus leading to an estimated one per cent reduction only in the 
State budget. The WTO membership meanwhile will enable Viet Nam to expand production and boost imports-
exports, opening up a prospect to scale up the State budget. 
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Box 3.2. Impacts of WTO accession on fiscal budget 

 

In 2007, the budget mobilization policy underwent important changes due to the reforms and 
commitments made under the aegis of the ASEAN regional economic integration agenda, such as: 

• Removing tax preference to support exports (WTO-induced reform); 

• Removing tax preferences for SOEs that conduct equalization (WTO-induced reform); 

• Intensifying decentralization for local authorities in deciding fees and charge levels (internal 
reform); 

• Modifying the collection mechanism and levels of several kinds of fees and charges to help 
decrease the costs for enterprises and the burden for people (internal reform); and 

• Enforcing the Tax Management Law from July 1, 2007 (internal reform and WTO- induced). 

 
 Source: Ministry of Trade and Industry, Assessment on impact of WTO, 2007. 

In implementing the commitments made to the WTO, Viet Nam has bound its tariff rates, 
meaning that it can only under difficult circumstances negotiate for an increase in the applied 
rates above the bound rate. This makes policy reversal difficult and provides the government 
with less autonomy to use trade taxes to supplement any unforeseen losses in the case of an 
external shock. The Government adjusted import tariff rates for 26 commodity groups, 
including 1,812 commodity lines (mostly related to textiles and clothing and fruits and 
vegetables), accounting for 17 per cent of the committed tariff list in 2007. Overall, average 
tariff rates will fall from 17.3 per cent in 2006 to 13.4 per cent in 2019.  

Simultaneously, to curb dramatic inflationary pressure witnessed in 2007, the Government 
reduced import tariff rates for some commodities and commodity groups, such as gas, steel, 
meat, milk, and food for livestock, among others.19 

                                                
19 The dramatic increase in prices was exacerbated by an overheating of the economy, large capital inflows (see 
section 1.3.4) and a rise in the international price of commodities and foodstuff. 

Box 3.3: Viet Nam’s WTO accession commitments on import tax reduction 

 

• Average tariff rate for all tariff lines to incur a reduction from 17.3 per cent at present to 13.4 per 
cent within 12 years. 

• Average reduction of agricultural products from 25.7 per cent presently to 21.7 per cent within 5 
years. 

• Average reduction of industrial products from 16.3 per cent to 12.2 per cent within 12 years. 

• Joining some trade liberalization agreements in other fields such as: information, technology 
agreement (ITA), garment and textile, health equipments within 3-5 years. 

Source: IMF (2007) and Ministry of Industry and Trade: WTO commitments. 
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Though the state budget deficit has been restrained and has not exceeded 5 per cent of GDP 
during the period from 2006 to 2008, GDP has not ceased to grow from 973,791 billion VND 
to 1,337,000 billion VND during the same period. While the share of the fiscal debt in GDP 
has been consistent, the overall debt has increased, adding to inflationary risk over the years.  

Table 3.3. Structure of budget revenue and expenditure (VND bill)  

 2006 2007 2008  
 GDP  973.791 1.143.442  1.337.000  
A  Total revenue 272.877 311.84 332.08 
1 Domestic revenue 137.539 159.5 189.3 
2 from cruel oil 80.085 68.5 65.6 
3 Balance from export-import 42.9 56.5 64.5 
4 ODA 3.618 3.4 3.6 
5 Other  8.735 23.94 9.08 
B  Total expenditure 321.377 368.34 398.98 
1 Investment 86.084 101.5 99.73 
2 Pay debt and aid 40.8 49.16 51.2 
3 Regular expenditure 162.645 206 208.85 

4 Reserve  0 10.7 
5 Other  31.848 11.68 28.5 
C  Budget deficit -48.5 -56.5 -66.9 
 Percentage 5.00% 5.00% 5.00% 

D  Source to cover budget deficit 48.5 56.5 66.9 
1 Borrow from domestic 36 43 51.9 
2 Borrow from overseas  12.5 13.5 15 

Source: Centre for Economic and Policy Research (2008), Policies against the Depression in Vietnam, The 
Economics College, Hanoi National University. 

Box 3.4: Viet Nam’s fiscal reforms in the advent of WTO accession 

The achievement made in fiscal revenue reflects new measures adopted to compensate for losses due 
to the liberalization in general and WTO accession in particular. The intensification of 
administration procedures and tax collection procedures is believed to have created more favorable 
conditions for enterprises, helping to increase the revenue resources.  

Tax and custom agencies coordinated with other authorities to implement measures to prevent 
smuggling, trade fraud, tax fraud and evasion; to intensify tax monitoring, examination and 
inspection. Custom agencies have improved the process of testing, consulting and determining the 
value of imported goods, as well as developed a price data list and provided standardized price 
levels to manage sensitive goods that are subject to trade fraud so as to prevent the price conversion 
and tax avoidance via wrong valuations. Tax debts have also been better managed and tackled.  

The enforcement of the Tax Management Law from July 1, 2007 brought about a direct positive 
outcome, contributing to the increase of the state budget revenue in the year. The reduction of the 
number, rate and levels of some kinds of taxes, fees and charges together with a widening tax base 
have not only helped decrease the tax burden for enterprises, encouraging them to develop their 
business and production, but also helped to increase domestic revenue and offset the loss due to the 
import tax rate reduction. 

 
Source: IMF (2007) and Ministry of Industry and Trade Assessment on impact of WTO, 2007. 
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3.1.2.2. Balance of payments, capital flows and foreign reserves 

Viet Nam’s current account has undergone a dramatic change since 1996, when it was in a 
deficit of 9 per cent of GDP. The current account deficit narrowed in 1997-1998, and reached 
a surplus in 1999. One of the measures to curb the deficit was to control imports. Moreover, 
the Asian crisis hit the economy and FDI inflows, which reduced the demand for imports. 
The recovery of Viet Nam’s main export markets, primarily ASEAN member countries, from 
1999 resulted in an increase in demand for Viet Nam’s exports. The trade and current account 
balance showed the first significant surplus in 2000 and 2001 before going back into deficit 
in 2002. The current account deficit was around 16.7 per cent of GDP in 2008, a sharp rise 
compared to 9 per cent of GDP in 2007 and 0.3 per cent of GDP in 2006. 

Despite the high current account deficit, the balance of payments situation of Viet Nam 
remains sound, with the current account deficit largely financed by FDI inflows, official 
development assistance (ODA) and portfolio investments. ODA commitment reached a 
record of USD 5.4 billion and disbursement amounted to USD 2.4 billion in 2007. The high 
level of commitments of both FDI and ODA means that actual inflows could be greatly 
accelerated if there were intensive efforts to ease implementation constraints. WTO accession 
is likely to be one of the determinants for these surges in portfolio and direct investment 
flows. However, other factors also play a key role, such as the equitization programme of 
state-owned enterprises, greater transparency in investment procedures, the continuing results 
of the US bilateral trade agreement (BTA), capital flight from mature markets and favourable 
fundamentals in Vietnam. 

Figure 3.7. Improvement in the foreign reserves 

 
 

Source: GSO, IMF and SBV.  
Note: Reserve values to be read on the right scale and ratio of current account and trade account 
balance on the left scale. 

As a result of large capital inflows, foreign exchange reserves have built up quite rapidly. 
From 1996 to 2002, the foreign reserves annually accumulated by the SBV have been limited. 
However, reserves have been accelerating from 2003 and especially in recent years. The 
foreign reserves increased from USD 11.5 billion at the end of 2006 to an estimated record of 
around USD 23 billion by the end of 2007, equivalent to nearly 32 per cent of GDP in 2007 
(see Figure 3.7). At the same time, the import coverage of reserves has increased 
significantly, from about 2 months of imports in 2000 to nearly 4 months of imports in 2007.  

This reserve accumulation may be regarded as an appropriate position in the context of quite 
an open capital account. This is because with greater exposure to unpredictable and reversible 
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portfolio inflows, there is an understandable need to hold a larger amount of reserves than 
Viet Nam held in the past. At the same time, this increase matches closely with the trend 
witnessed by other Asian countries, even though the amount is much lower than all other 
countries in the region. Greater exports and FDI will generate yet further reserves.  

At present, Viet Nam has sufficient sources of foreign currency inflows to offset the trade 
deficits. Nonetheless, persistently high deficits could hamper economic growth over the long 
term. Although WTO accession will support export growth, falling tariff barriers will also 
make imports increasingly competitive compared to domestic products, so that net exports 
will have a negative contribution to growth in the medium term. This leaves some concerns 
over the sustainability of the current account deficit. Nevertheless, the fact that the largest 
component of capital inflows is FDI and the largest component of imports is intermediary and 
capital goods, it is expected that long-term competitiveness will be achieved with the current 
imbalances (Figure 3.8). 

Figure 3.8. Current account balance and composition 
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 Source: SBV. 

However, the composition has changed rapidly with a higher proportion of short-term capital 
inflows emerging.20 This therefore poses the problem of higher risks of capital reversals and 
then stability of the balance of payments. 

3.1.2.3. FDI inflows  

In the mid 1990s, Viet Nam attracted large inflows of foreign capital, relative to the size of 
the economy, equivalent to 11.2 per cent of GDP in 1995, mostly in the form of FDI. 
Registered FDI in Viet Nam increased steadily until 1996 but declined sharply during the 
Asian financial crisis from 1997 to 1999. It then rose moderately from 2000 to 2003 and 
boomed from 2006 to 2008 (see Figure 3.9). Registered FDI soared to around USD 20.3 
billion in 2007 and USD 21.3 billion in 2008,21 much more than the level achieved in the 
mid-1990s investment boom. 

Implemented FDI grew more slowly than registered FDI from 2000 to 2007. The likely cause is 
the normal lag between the time a firm registered its investment and the time the investment is 

                                                
20 ANZ estimates that portfolio investment in 2007 is about USD 5.7 billion and will increase to USD 7.3 
million in 2008. However, Vietnamese authorities have not identified exactly the circulation of portfolio 
investment in Viet Nam because the statistics are overlapped between the SBV and SSC – not having such 
crucial statistics is a fact which remains worrisome in itself. 
21 BMI, 2008: The Viet Nam Business Forecast Report, Q1 2009. 
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actually implemented on the ground. The surge in registered FDI during the early 2000s has 
been reflected in a significant upswing in implemented investment in recent years.  

Figure 3.9. FDI commitment and disbursement (millions) 
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 Source: GSO, http://www.gso.gov.vn/default.aspx?tabid=392&idmid=3&ItemID=7493 

FDI commitments have clearly received a boost from Viet Nam’s WTO accession. Investors 
have viewed WTO membership as not only offering wider investment opportunities, but have 
also been comforted by the predictability of policy reforms that it entails. Investors have also 
had a generally positive view on the new investment and enterprise regime ushered in by the 
roll out of new laws in 2006.22  

Figure 3.10. FDI Inflows as percentage of GDP (%) 
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FDI disbursements, including domestic borrowing of foreign enterprises rose by 14 per cent 
year-on-year at the end of November 2007, representing about 6.5 per cent of GDP, and grew 
further by 43.2 per cent in 2008, to 7 per cent of GDP. This has resulted in Viet Nam 
outperforming China and Thailand. However, with higher FDI, Viet Nam is more vulnerable 
to the unexpected global economic slowdown and unanticipated outflows of funds from 
emerging markets.  

 

 

 

 

                                                
22 This includes the merging of the law on FDI with domestic law. 
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Figure 3.11. The Sector Composition of FDI Disbursement 
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Source: Ministry of Planning and Investment and authors’ calculations. 

The predominance of manufacturing FDI further increased in the past few years, as the sector 
attracted almost 70 per cent of all registered capital in 2001-2006. Real estate is a very distant 
second with 9 per cent of the total, followed by construction, transport and hotels with less 
than 4 per cent each. This predominance of the manufacturing sector highlights that foreign 
investors have chosen Viet Nam mainly as a centre of production for globally traded goods. 
Early investments had a relatively low technological content, including in textiles, garments 
and footwear. However, the notable trend is the relatively low share of FDI in light, labour-
intensive manufacturing. The share of FDI in light industry is almost unchanged: about 16 
per cent of the total FDI during more than ten years. Most industrial FDI is in heavy industry, 
which is a capital-intensive activity. 

More recently, manufacturing investments have progressively become more technologically 
advanced and with higher domestic value addition, even if Viet Nam remains sought after for 
its cheap labour costs. Goods manufactured for exports in Viet Nam are no longer restricted 
to apparel and footwear and increasingly include consumer electronics and electronic 
assembly. The decision by Intel to establish a USD 1 billion semiconductor assembly and test 
facility in the country is not only a landmark for Viet Nam, but also a clear indication of a 
growing trend. In the same sector, Hon Nai - Foxconn (Taiwan, Province of China) indicated 
that it has plans to invest up to USD 5 billion over the next five years in several sites to 
manufacture electronic goods and computer products, from digital cameras to music players, 
motherboards and other computer components.  

It is particularly obvious that Viet Nam has not attracted significant levels of FDI in 
telecommunications, finance, media or other services, whether for exports or for domestic 
consumption. This is in sharp contrast with most developing countries, including in the 
region, where there has been a clear trend for FDI in services to overtake FDI in 
manufacturing. UNCTAD’s World Investment Report of 2004 points that services FDI 
accounted for two thirds of global FDI flows in 2001-2002. It also highlights that services 
FDI has diversified from the initial focus on trade and finance to other sectors such as 
telecommunications, business services, electricity and water.  

In the context of its accession to the WTO, Viet Nam has agreed to lift the restrictions on FDI 
entry in the financial sector (banking, insurance and other financial services) by 2011. The 
restrictions will be phased out gradually, which implies that the potential for foreign 
investments in financial services can be realized in the coming years. There have been clear 
indications of interest by foreign investors recently, and the potential for FDI in the sector is 
likely to be very large (UNTACD, 2007).  
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3.1.2.4. Portfolio investment and stock market 

At the end of 2005, Viet Nam’s stock market consisted of only 41 listed firms, with a market 
capitalization of less than USD 1 billion, or 1.2 per cent of GDP. By the end of 2007, this 
number increased to 249, of which 138 firms and fund certificates are listed on the Ho Chi 
Minh City Securities Trading Center (HOSTC) while 111 are listed in Hanoi (HASTC). A 
big jump came in December 2006 when nearly 100 firms were listed on the two securities 
trading centers. Firms rushed to benefit from tax incentives for listed firms that were to be 
withdrawn at the end of the year.  

Foreign portfolio investors have shown a keen interest to invest in Viet Nam’s equity market. 
Total capital rose from auctions and issuance of shares reached nearly 90 trillion VND in 
2007, a three fold increase over 2006. There were 179 enterprises licensed to sell 2.46 billion 
shares worth over 48 trillion VND to the public, higher 25 times from last year, 3.468 billion 
bonds worth 3.75 trillion dong, and 25 fund certificates of Manulife Progressive Fund. 

Figure 3.12. Market capitalization (% of GDP) 
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Source: State Securities Commission. 

Total capitalization of the local stock market in comparison with GDP of 2007 reached 43.7 
per cent compared to 22.7 per cent in 2006 and 1.2 per cent in 2005. However, the market 
capitalization is only about USD 30.7 billion, far lower than the figure of other securities 
markets in the region. The stock market growth represents a formalization of trading activity. 
The listed companies are predominantly equitized SOEs.  

As a result of large capital inflows, foreign exchange reserves have built up quite rapidly, 
increasing from USD 11.5 billion at the end of 2006 to an estimated record-high of around 
USD 23 billion by the end of 2007, equivalent to nearly 32 per cent of GDP in 2007. This 
increase is in line with the reserve gains recorded by the Asia region as a whole, but much 
lower than the increase experienced by China, India, Republic of Korea or Malaysia.23 

The import coverage of reserves has increased significantly, from about 2.1 months of 
imports in 2000 to nearly four months of imports in 2007. This reserve accumulation may be 
viewed as an appropriate stance in the context of quite open capital account nowadays. This 
is because with greater exposure to unpredictably reversible portfolio inflows there is a 
justifiable need to hold a larger amount of reserves than Viet Nam has in the past.  

                                                
23 World Bank, 2007. 
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However, as mentioned above, large portfolio inflows and the development of securities 
market are complicating the conduct of monetary and exchange rate policies. Given the 
relatively small size of Viet Nam’s economy, a marginal shift of major institutional investors 
into Viet Nam could give rise to difficult policy dilemmas. A massive increase in the scale of 
intervention could be more difficult to sterilize, thus fuelling a continuing increase in credit 
growth and rising inflation. Alternatively, the adoption of a more flexible exchange rate 
policy could result in considerable upward pressure on the dong. Expectations of currency 
appreciation could encourage inflows of short-term speculative capital, while discouraging 
some inflows by longer-term investors, thus making the balance of payments more vulnerable 
to changes in market sentiment. 

Figure 3.13. Viet Nam External Debt 
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Source: Ministry of Finance and authors’ calculations. 
Note: External debt values to be read on the left scale and ratio of total debt over GDP on the right scale. 

The external debt to GDP ratio, estimated to stand at 31 per cent at end of 2007, is expected 
to decline gradually in coming years. According to the forecast by the World Bank, with 
nearly two-thirds of this debt on highly concessional terms, the ratio of debt service to 
exports will remain very low, at about 5 per cent. Viet Nam is therefore considered a country 
at low risk of external debt distress. 

3.2. Trade policy 

It is widely asserted that in response to economic reforms, international trade has become the 
most dynamic component of the Vietnamese economy. Since the beginning of Doi Moi and 
ASEAN accession, when Viet Nam undertook foreign trade reform, its economy has been 
gradually opening. Accordingly, its ratio of trade to GDP has increased from 96 per cent in 
2001 to 152 per cent in 2007.24 

 

 

 

                                                
24 Data from 2001 to 2006 are available from the World Bank, World Development Indicators.  
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Figure 3.14. Evolution of Trade dependency ratio 
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Source: World Bank, World Development Indicators. 
Note: Merchandise trade is the sum of merchandise exports and imports measured in current US dollars (World 
Trade Organization and World Bank). 

The trend in export growth in Viet Nam is clearly affected by the world trend. Figure 3.15 
indicates that the growth of exports has followed closely fluctuations in the world economy. 
This suggests that the more open Viet Nam’s economy becomes, the more the world 
economic cycle will affect its economic performance.  

Figure 3.15. The relationship between export and world economic growth (per cent) 

 
 Source: GSO and IMF, World Economic Outlook Database, 2008. 

Except for two years of unusually low growth rates, Viet Nam has increased the value of its 
exports by an average of 20-25 per cent a year.25 The ratio of exports to GDP has increased 
steadily, rising from 27 per cent in 1995 to 67.6 per cent in 2007 and estimated to 71 per cent 
in 2008.26 This is also shows that growth has been export-driven and is now highly vulnerable 
to the crisis. 

                                                
25 The drop of export growth in 1998 is widely attributed to the Asian financial crisis since Asian countries are 
important markets for Viet Nam’s exports. Moreover, the contraction of imports, which began in 1997, 
contributed to the decline in export growth in 1998, since about 40 per cent of inputs for manufacturing 
production are imported. The decline in export growth in 2001 resulted from the slowdown in the world 
economy and the reduction in prices of Viet Nam’s key primary commodity exports – rice, coffee and 
petroleum. 
26 Viet Nam Economic Times, 1 January 2009.  
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Figure 3.16. GDP and export growth rate (per cent) 

 

 Source: GSO and MPI. 

The increasingly export-oriented economy and the rise in exports of labour-intensive 
manufactures since 2001 have had impacts on the structure of industrial production. Figure 
3.17 indicates that the growth rate of output of labour intensive products has increased 
significantly since 2001. Its annual growth rate increased from 17.6 per cent in the period 
1997-2000 to 25.6 per cent during 2001-05. In addition, the growth rate of output of labour-
intensive products exceeds that of non-labour intensive products in the later period.27  

Figure 3.17. Growth of manufacturing output by structure (per cent) 

 
Source: GSO and authors’ calculations. 

After China’s accession to the WTO, the share of imports from China has sharply increased, 
from 12 per cent in 2001 to about 18 per cent in 2006 and to 20.5 per cent in 2007. China and 
ASEAN together accounted for 46 per cent of total imports in 2007.28 

Viet Nam exports have radically changed their destination pattern after the bilateral trade 
agreement with the US. In fact, in 2001 Japan was the leading destination market, followed 
by the US, Australia, China and Germany, as single countries, while ASEAN was the third 
largest market, with a share of almost 15 per cent, after the EU and Japan.  

                                                
27 In the textile and clothing sector alone, member countries of the WTO such as Bangladesh, Madagascar and 
China could become serious threats to Vietnam, even in its domestic market. 
28 Calculations from GSO database. 
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In 2007, the US was Viet Nam’s leading destination market, together with the EU, 
accounting for a share in total exports of 20.8 per cent and 18,7 per cent respectively29, 
followed by ASEAN with a share of 16 per cent and China (7 per cent).  

As shown in the following figure, Viet Nam is very active and has specialized in “declining 
markets”, where its export growth rate exceeds their import growth rates, notably: US, Japan, 
Germany, UK and Italy. On the other hand, Viet Nam has reduced its market share in 
booming destination markets, like China and Singapore, or Netherlands and Korea, where 
Viet Nam’s export growth rate is lower than the country’s ability to import. 

The current slowdown in external demand, especially in the US demand, has had a severe 
effect on Viet Nam as it is one of the most trade-dependent economies in the region.  

Figure 3.18. Distribution of destination markets, according to their demand for imports 

 
Source: ITC – Trade Competitiveness Map HS 2.  

3.3. Labour market policy 

The Government confirms to continue improving socialist-oriented market economy 
institutions; liberalizing production capacity; and facilitating high economic development 
together with thoroughly handling social issues towards stability and sustainability. The 
labour market is increasingly developed domestically and internationally. Viet Nam is more 
involved in the international labour division process and enhancing international cooperation 
in the labour and employment field. 

 

                                                
29 Calculations from GSO database. 



32 

3.3.1. Employment policy
30
 

Employment generation is one of the key goals of employment policy. Fundamental 
principles of employment policy include: (i) Intensifying the development of economic 
sectors, and promoting production, business and employment generation; (ii) Employees are 
more dynamic and more active in generating employment for themselves and for society; (iii) 
Sending workers overseas is one of the main solutions to employment generation; (iv) Rights 
and benefits of parties in industrial relations are ensured to be more harmonious; (v) Labour 
safety and hygiene conditions are more improved; (vi) Wages and salaries increasingly reflect 
the real value of labour; (vii) Administrative role of the Government is upheld through the 
issuance of laws, mechanism, policies and creating macro environment. 

In order to continue liberalizing forces of production, recently, the Government has issued 
several laws such as Enterprise Law (2001), Trade Law (2005), Investment Law (2005) and 
Cooperative Law (2003) to encourage production and business development. The 
Government also promulgated Education Law and Vocational Training Law and amended 
and supplemented the Labour Code. Laws such as the Law on Dispatching Vietnamese 
workers to work abroad on contract, Social Insurance Law, Youth Law, Gender Equity Law 
and Unemployment Insurance Law have also been issued.  

Programmes on socio-economic development, regional economic development for 

employment settlement are also facilitated. The Government has been developing and 
implementing National Target Programme on Employment in two phases of 2001-2005 and 
2005-2010 with accumulated fund 1,796 billion VND in 2008 and National Programme on 
Labour Safety and Hygiene; establishing and putting into effect Overseas Employment Fund, 
Employment Fund for Disability, and other programmes and master projects on employment 
generation for dedicated targets. 

Socializing resources for employment generation have been mobilised. Government promotes 

the active participation of socio-political organizations and social organization in 
employment generation; supporting small and medium sized enterprises, farm economy 
models, and traditional handicraft villages and communes which are main contributors to 
employment generation. 

 Shortcomings  

The efficiency of employment generation has been low and employment creation is not 
sustainable. Urban employment rate and rural underemployment rate are still high. Labour 
restructuring happens slowly with low quality and labour productivity. The integration of 
employment policies into socio-economic policies is weak. Labour quality has not met the 
requirements of labour market. Wage, salary and income do not fully reflect the real value of 
labour. Labour safety and hygiene conditions are improved slowly. Labour market 
information and forecasting are poor. International cooperation in labour and employment 
field is insufficient. Many labour issues have emerged as a result of the global economic 
crisis. 

3.3.2. Vocational training policies
31
 

On December 24, 1996, the second Conference of Communist Party Central Committee (VIII 
Party Congress) issued the Resolution on “Strategic guidelines on developing education and 

                                                
30 MOLISA (2008), Draft outline of Employment Strategies for Years 2011-2020. 
31 MOLISA (2008), Draft outline of Vocational Training Strategies for Years 2011-2020. 
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training in the period of industrialization and modernization and tasks towards 2000” (in 
short, Second Resolution of Central Committee) with six guidelines on developing education 
and training and targets toward 2020. These guidelines were institutionalized through such 
legal documents as Education Law (1998) and Education Development Strategy and through 
activities of reforming vocational training system and re-establishing General Department of 
Vocational Training under Ministry of Labour, Invalids and Social Affairs. Resolutions of the 
tenth Congress of Communist Party put forward directions for developing education, training 
and vocational training in 2006-1010. To institutionalize the Party’s guidelines on vocational 
training development, the National Assembly adopted the Law on Vocational Training in 
2006. 

Recently, the State budget on vocational training increased from 3.4 per cent in 1998 and 
more than 7 per cent in 2007, equivalent to about 0.4 per cent of GDP. However, this 
proportion is much lower than real demand. It has not motivated the development of demand-
driven vocational training for the course of industrialization and modernization. 

 Shortcomings 

The proportion of trained labour force is still low with a severe shortage of labour at high 
technical level for key industries and for labour export. Labour quality has not met the 
requirements of enterprises and labour market.  

Box 3.5: Skill shortage is more serious in FDI sector 

Although it is difficult to generalize about labour and skill demand because it varies considerably 
depending on industrial sectors or individual enterprises, to some extent we can see an overview of 
the labour demands of FDI enterprises through the annual Japanese-Affiliated Manufacturers in Asia 
survey which is conducted by the Japan External Trade Organization (JETRO). Figure 1 shows that 
the percentage of Japanese manufacturers that reported difficulties in recruiting middle managers and 
engineers in Viet Nam has gradually increased during the period 2003-2006. In contrast, the ratio of 
manufacturers that reported difficulties in recruiting general workers (production-line workers) is 
relatively low. In reference to Figure 2, it can be said that the shortage of engineers, technicians and 
middle managers is more obvious in Viet Nam than in other advanced ASEAN countries such as 
Malaysia, Thailand, Indonesia and the Philippines. In addition, according to another JETRO survey 
which focused on labour forces (JETRO, 2006b), many manufacturers needed mechanical engineers 
(58.5 per cent) and electrical engineers (41.5 per cent) in Vietnam. 

Difficulties in Recruiting Different Types of Workers in Vietnam 
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Comparison between Viet Nam and Other ASEAN Countries (2007) 
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Source: Junichi Mori, Skill Development for Viet Nam’s Industrialization, Promotion of Technology Transfer 
by Partnership between TVET Institutions and FDI Enterprises, 2009. 

 

The number of vocational training establishments is small, has not met the vocational training 
demand of employees, especially in rural, mountainous and remote areas. The progress of 
establishing vocational training establishments with high quality and at the regional and 
international advancement level is slow. Some newly-established vocational colleges and 
vocational secondary schools have limited training capacity. The structure of trained 
occupations is not relevant; new occupations are not regularly updated in accordance with 
labour market demand. Quality of vocational training is still low, having not met the demand 
of the labour market as a result of inadequate conditions, though they have improved. 
Vocational training has not yet attracted the participation of organizations, individuals, 
especially enterprises. The resources mobilization from enterprises, society and international 
community for vocational training is limited. 

3.3.3. Wage policy 

Wage policy is one of the key policies together with those on employment and vocational 
training. Wage policy has continuously been reformed. Wage policies and regulations are 
open-ended; accordingly, the Government only sets the minimum wage to ensure the labour 
production of an unskilled worker. Based on the minimum wage, wage/salary should be paid 
in accordance with market principles and be determined by the market. Wage/salary depends 
on labour value and labour demand-supply in the labour market. These income policies and 
regulations have gradually linked wage/salary with labour-based distribution, improving 
labour productivity, quality and efficiency. 

Shortcomings 

One of the shortcomings of the compensation system is the low wage level and the link 
between minimum wages and social security policies, making the minimum wage adjustment 
constrained by the State budget. 
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Table 3.4. Minimum wage adjustment by sectors, 1992-2008 

FDI sector 
 

Domestic 
sector HCM, Hanoi Area II Area III Others 

1992  372* 319*   

1993 120     

1996  496* 441* 386* 331* 

1997 144     

1999 180 626 556 487 417 

2001 210     

2003 290     

2005 350     

2006 450 870 790 710  

2008 Jan. 540 1000 900 800  

1992-2006  6.0 6.3   

1993-2006 9.9     

1999-2008 13.0 5.3 5.5 5.7  
Source: MOLISA 

* Converted from USD 

Wage regions: include 3 regions stipulated for different minimum wage levels 

 + Area 1: Urban districts of Hanoi and Ho Chi Minh City 

 + Area 2: Suburban districts of Hanoi and Ho Chi Minh City; urban districts of Hai Phong City; Ha 
Long City; Bien Hoa City; Vung Tau City; Thu Dau Mot town; districts of Thuan An, Di An, Ben Cat and Tan 
Uyen of Binh Duong province. 

 + Area 3: remaining districts, provinces and cities. 

Moreover, the regulations on minimum wages differentiated by form of ownership are not 
relevant with the policy on promoting foreign investment and equality among different types 
of enterprises as well as not relevant with the international integration process. In the 
forthcoming time, during the revision of the Enterprise Law and Investment Law, the above-
mentioned regulations on minimum wage should be adjusted.  

In the domestic sector, average minimum wage growth rate was 9.9 per cent per year during 
1993-2008. However, the more recent period from 1999 to 2008 saw a higher speed of 13 per 
cent per year.  

In the foreign invested sector, the average minimum wage increase was lower. In 1992-2008, 
the rate in Area I (Hanoi and Ho Chi Minh City) was 6.0 per cent and in Area II was 6.3 per 
cent per year. Unlike the increasing trend in the domestic sector, the growth in minimum 
wages has been lower, of 5.3 per cent and 5.5 per cent per year in the years between 1999 and 
2008, respectively.  

3.3.4. Social security policies
32
 

Viet Nam’s social security system consists of three main pillars: (1) Active risk prevention 
through active labour market programme; (ii) Actively coping with negative impacts of risks 
(risk mitigation) through insurance programmes; and (iii) Overcoming aftermaths of risks 

                                                
32 MOLISA (2008), Draft Outline of Social Protection Strategies for Years 2011-2020. 
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through aid and assistance measure (including dedicated social assistance) and poverty 
reduction. 

Social security system has not developed comprehensively and does not match with practice, 
namely: (i) the inconsistency, incomprehensiveness and loose linkage among policy groups 
because these policies are not formulated on the basis of a comprehensive social security 
frame; (ii) policy implementation is inefficient as a result of insufficient resources; and (iii) 
the social security system has not ensured financial sustainability. 

3.3.4.1. Social insurance 

Social insurance accounts for 46 per cent of total social protection expenditures. Social 
insurance policies and schemes have gradually been institutionalized into legal documents. 
Especially, in 2006, Social Insurance Law was issued.33 The funding of social insurance is 
based on the contributions of employees and employers and partially ensured by the State 
budget. Funds for social assistance programmes mainly come from the State budget, 
including preferential policies on national devotees. Financing mechanism of social insurance 
is determined on the basis of pay as you go method.  

By April 2008, there were more than 8.1 million people participating in the social insurance 
system, accounting for nearly 20 per cent of the total labour force. Employees contribute 5 per 
cent of their basic salary while employers contribute 16 per cent of the employees’ basic salary. 

 Shortcomings  

The coverage and participation rate of social insurance are still low, mainly in state-owned 
enterprises and authorities. Extending the social insurance scheme to all private and public 
employees is difficult, especially informal and poor workers. The expansion of VSS to 
deliver services in rural and remote areas is difficult, particularly in those areas where the 
quality of health care services is low. 

The long-term balancing ability of social insurance fund is not sustainable due to the 
contributions are not enough for pension payments. The stipulated retirement age is quite 
young while the population is ageing. There is a difference between the male and female 
retirement age, 55 years for women and 60 years for men, while general life expectancy is 
increasing. 

3.3.4.2. Social health insurance  

Health insurance policy was formulated and has been adjusted several times to better meet 
people’s needs. Health insurance accounts for approximately 8 per cent of total social 
protection expenditures. The Health Insurance Law and the Implementation Decree for the 
Health Insurance Law are expected to be approved by 2009. The target of the Government is 
to reach universal coverage for health care by 2010. Currently, the Government provides free 
health care for poor people living below the national poverty line. For people living just 
above the poverty line, the proposal includes paying for between 30-50 per cent as a co-
payment for health insurance. In January 2005, 9 million children less than 6 years of age 
became eligible for free health care, via fee exemptions. By 2008, there were about 37 
million people covered by the health insurance programme, of which about 8 million people 
participated in compulsory health insurance and 9.5 million joined voluntary health 

                                                
33 The Law was implemented on January 1, 2008, covering compulsory and voluntary social insurance, but d 
unemployment insurance was effective in January 1, 2009.  
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insurance. The remaining participants are eligible for free health insurance cards, such as 
national devotees, poor people and children under 6 years old. 

Shortcoming 

Financing for health insurance is unsustainable. In 2007, the fund was in deficit of 1.6 trillion 
VND. The quality of health treatment is still limited, reflecting by the fact that health treatment 
has not met the expectation of participations. Legal frame on health insurance is not strong. 

3.3.4.3 Social assistance to vulnerable groups 

Various targeted programmes of social assistance are provided for poor households, ethnic 
minorities, people with disabilities and victims of natural disasters. There are free or 
subsidized food- and education-related programmes addressing food insecurity and 
malnutrition, and school access for children of poor families. Viet Nam has established the 
Social Guarantee Fund for Regular Relief to protect and support the most vulnerable 
including the disabled, elderly and orphans and children who are vulnerable and those with 
special needs such as child workers, street children and disabled children.34 The very elderly 
with no support or without relatives and the severely disabled are cared for in special public 
care centers provided by the Government.  

The coverage rate of social assistance programmes for the elderly and disabled is around 35 
per cent and close to 50 per cent for children with special needs.35 In addition, more than half 
of the poor population receive some form of social protection through these programmes.  

  Shortcomings 

Collection and synthesis of data on targeted groups are slowly conducted and not really 
accurate. Levels of assistance are low, not meeting the demands of targeted groups.  

3.3.4.4 Assistance for Veterans and War Invalids 

The government provides support through a special Social Guarantee Fund that provides cash 
and in-kind benefits. Approximately 20 per cent of the total budget for social protection is 
expended on programmes for war veterans and invalids. Currently, this has been 
institutionalized to the Ordinance for veterans and war invalids. Yearly, the Government 
issues the level of fundamental subsidy as the basis for calculation of social allowance for 
targeted groups. The State budget plays a key role in implementation of policies in 
coordination with participation of social partners. In the period of 2001-2010, it is estimated 
that over 8 million people are entitled to social allowance policy.  

Shortcomings 

There still remains leakage of targeting in policy implementation in some localities. The 
system of policy on special assistance is designed with complication and many procedures, 
regulations difficult for management and supervision from the stages of assessment, appraisal 
and payment of allowances.  

 

 

                                                
34 This includes children who are victims of Agent Orange and HIV/AIDS. 
35 ADB Social Protection Index for Committed Poverty Reduction, 2006.  
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3.4. Policy on poverty reduction  

Poverty reduction is one of the fundamental policies of social security to assist the poor and 
provide them with opportunities to participate in socio-economic development, to contribute 
increasing income levels, and develop a strong nation and a society with justice, democracy 
and civilization. In the recent past, poverty reduction has been prioritized in formulation and 
implementation of the socio-economic development strategy in different periods.  

The Programme on Poverty Reduction has been implemented since 1993 to date. The 
poverty reduction strategy in the period 2001-2010 focuses on assistance and facilitation for 
poor people to develop production, services and income generation, access social services, 
especially basic social services and social safety nets, and reduce poverty with sustainability.  

By the end of 2008, the poverty rate of the whole country, according to the national poverty 
line, was around 13.1 per cent, a reduction from 14.7 per cent in 2007. However, due to the 
impact of inflation and consequences of natural calamities, poverty reduction did not meet the 
2008 target of 12 per cent.36  

The National Targeted Programme on Poverty Reduction has been comprehensively carried 
out with measures, mechanisms and policies related directly to infrastructure investment, 
provision of loans for production, vocational training for poor people, and assistance for the 
poor to access basic social services such as health care, culture and education.37 The 
programme has been helpful in improving the quality of life for poor households, reducing 
rapidly the poverty rate nationwide.  

On 28 December 2008, the Government issued the Resolution No. 30a/2008/NQ-CP on the 

Poverty Reduction Programme with rapidity and sustainability in 61 poor districts. In 2008, 
MOLISA made a plan for overseas labour migration to support poor districts. For the period 
2005-2010, the total budget for the programme is over VND 2,000 billion.  

Shortcomings  

Natural changes as well as socio-economic unrest have made the results of poverty reduction 
unsustainable. Funding for the programme implementation depends much on the State budget 
and disbursement, which has been slowly conducted. Localities have not mobilized local 
resources for implementation of policy and projects on poverty reduction. Poverty reduction 
has not been steady and the proportion of poor ethnic minorities among total poor households 
tends to be higher than previous years. Some poverty reduction mechanisms and policies are 
no longer suitable to encourage the poor to better themselves, and poverty reduction solutions 
appropriate to different regions have not been developed.  

                                                
36 MOLISA, Review of Poverty Reduction Policies and Programmes, 2008. 
37 This includes the following policies: 1. Credit for the poor; 2. Health care, population and family planning; 3. 
Education and vocational training; 4. Assistance for ethnic minorities with special difficulties; 5. Social security; 
6. Legal support for the poor; 7. Housing and land for cultivation for the poor; 8. Necessary infrastructure 
investment for poor communes and communes with special difficulties; 9. Guidance for the poor to do 
agriculture-forestry-aquaculture, transfer of technology and occupational development; 10. Efficient 
implementation of resettlement and migration to new economic regions; and 11. Support on culture and 
information for the poor for knowledge improvement.  
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IV. Analysis of Policy Outcomes on Employment and Growth 

4.1. Growth dynamic over period 2000-2008 

4.1.1. Growth 

Economic growth is considered the most important target, not only because the starting point 
of the Vietnamese economy is low, so fast economic growth is needed to fight against a slow-
down, but it is also the basis for implementation of many other socio-economic targets such 
as prevention of inflation, reduction of unemployment, improvement of balance of payment, 
increase of revenues of the state budget, and development of education, health care, culture 
and poverty reduction, among others. In reality, the speed of economic growth of Viet Nam is 
one of the fastest compared to other countries and territories in the world. It is just slower 
than China during the period 2000-2008.  

After the Asian financial crisis in 1997, in parallel with the reform of the economic structure, 
enhancement of non-state economic sector and equitization of state-owned enterprises, the 
Vietnamese economy has grown rapidly, reaching 8.5 per cent in 2007. However, the global 
economic crisis started in 2007 and erupted in 2008 has influenced the economic growth of 
Viet Nam. In 2008, GDP increased only 6.2 per cent, of which agriculture, forestry and 
fishery increased 3.8 per cent; industry and construction expanded 6.3 per cent; and services 
grew 7.2 per cent (see table 4.1). In comparison with 2006 and 2007, the agriculture, forestry 
and fishery have improved, but industry, construction and services are facing negative 
impacts of the global economic crisis, especially because the industrial products of Viet Nam 
depend much on export markets.  

Table 4.1. Growth and GDP structure by economic industries (%) 

Annual growth rate (%) GDP structure (%) 

Year 

GDP 
(VND 

billion, 

1994 

price) 

General Agriculture-
Forestry-

Aquaculture 

Industry- 
Construction 

Service Agriculture-
Forestry-

Aquaculture 

Industry- 
Construction 

Service 

2000 273666 6.7 4.6 10.0 5.3 24.5 36.7 38.7 

2001 292535 6.8 2.9 10.3 6.1 23.2 38.1 38.6 

2002 313247 7.0 4.1 9.4 6.5 23.0 38.5 38.4 

2003 336242 7.3 3.6 10.4 6.4 22.5 39.4 38.0 

2004 362435 7.7 4.3 10.2 7.2 21.8 40.2 37.9 

2005 393031 8.4 4.0 10.6 8.4 20.9 41.0 38.0 

2006 425373 8.2 3.6 10.3 8.2 20.4 41.5 38.0 

2007 461443 8.4 3.4 10.6 8.6 20.2 41.5 38.1 

2008* 490191 6.2 3.7 6.3 7.2 21.9 39.9 38.1 
 

Average 
rate/year (%) 

7.4 3.8 9.8 7.1 
   

Source: GSO (2008), Statistics Yearbook 2007, Statistics Publishing House, Hanoi; * GSO (2008), Press 
Release on Socio-economic Data in 2008. 

Bearing the negative impacts of the economic crisis, the GDP structure of Viet Nam in 2008 
has also changed. The industry and construction sectors still contribute 39.9 per cent of GDP, 
services make up 38.1 per cent and the share of agriculture, forestry and fishery has increased 
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to 22 per cent. The growth rate in industry and construction reduced dramatically, leading to 
reduction of the general economic growth, but the contribution of these sectors to the overall 
economy of Viet Nam is significant. Therefore, to deal with the negative impact of the global 
economic crisis on Viet Nam, groups of measures for stabilization of the macroeconomy should 
support and ensure the stability of enterprises in these sectors.  

Table 4.2 shows that, domestic sectors play a key role in the Vietnamese economy. The 
proportion of GDP in FDI areas is limited. However, data on GDP structure by economic 
sectors indicate a reduction in the share of domestic areas and an increase in the share of 
foreign invested areas. In 2000, FDI only contributed 13.3 per cent of GDP; in 2007 it 
reached 17.7 per cent. In the period 2000-2007, average increase of GDP in FDI reached 
nearly 11 per cent per year, much higher than the growth rate of the whole economy 7.8 per 
cent/year. 

Table 4.2. Growth and GDP structure by economic sectors (%) 

GDP growth GDP structure  
Total  State Non-State FDI State Non-State FDI 

2000     38.5 48.2 13.3 

2001 6.9 7.4 6.4 7.2 38.4 47.8 13.8 

2002 7.1 7.1 7.0 7.2 38.4 47.9 13.8 

2003 7.3 7.7 6.4 10.5 39.1 46.5 14.5 

2004 7.8 7.8 7.0 11.5 39.1 45.8 15.1 

2005 8.4 7.4 8.2 13.2 38.4 45.6 16.0 

2006 8.2 6.2 8.4 14.3 37.4 45.6 17.0 

2007 8.5 6.0 9.4 12.8 36.4 45.9 17.7 

2008 6.2 - - - - - - 
Average growth/year (%) 
2000-2007 7.7 7.0 7.5 10.9 - - - 

Source: GSO (2008), Statistics Yearbook 2007, Statistics Publishing House, Hanoi. 

The flow of FDI to Viet Nam has increased quickly in the most recent three years, showing 
that the role of FDI shall be more important for the economic development of Viet Nam. This 
is the favourable condition for Viet Nam to continue its economic growth while learning 
experiences through exchange of technology and management capacity. However, in the 
context of unstable world economy with no assurance of exports markets and limited capacity 
of consumption in the domestic market, depending much on FDI is a risk because the 
possibility to withdraw capital from Viet Nam by foreign investors is visible.  

Despite achieving rather impressive economic growth during the recent past even in the 
context of the world economic crisis, the growth of Viet Nam depends much on the extensive 
factor. Quality of growth has improved by the increase of total factor productivity (TFP) in 
GDP yearly from 22.6 per cent in the period 1996-2001 up to 28.2 per cent in the period 
2001-2006 (see Table 4.3). However, the contribution of capital to growth is 52.7 per cent 
and the contribution of labour is only 19.1 per cent.  
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Table 4.3. Contribution of factors to GDP growth GDP (%) 

Contribution of factors   
Capital Labour TFP 

1993-1996 69.3 15.9 14.8 
1996-2001 57.4 20.0 22.6 
2001-2006 52.7 19.1 28.2 
Source: ILSSA (2007-2008), The Relationship between Investment, Growth and Employment, Productivity and 

Income, the Ministerial project. 

Briefly, a few key remarks can be made: 

- Firstly, economic growth of Viet Nam depends much on the contribution of 
investment capital. The proportion of investment capital compared to GDP since 2004 
to date has exceeded the rate of 40 per cent, reaching 45.6 per cent in 2007.38 As a 
result, growth has become costly as seen in the increase of the incremental capital-
output ratio (ICOR).39 

Table 4.4. ICOR by economic sectors 

 1996 2001 2007 

Total  3.4 5.1 5.3 

By sectors  

State 3.5 7.4 8.2 

Non state  2.3 2.6 3.7 

FDI  5.8 6.2 4.9 

By industry  

Agriculture  3.4 4.8 4.2 

Industry and Construction  2.6 3.7 4.5 

Service 3.1 5.1 5.0 
Source: ILSSA (2007-2008), The Relationship between Growth, Investment and Employment, Productivity, 
Income, Ministerial project. 

- Secondly, up to now the economic growth of Viet Nam still depend more on labour 
intensive as it was in the past. According to the labour force data of Viet Nam, the 
labour force increases around 2 per cent yearly, or around 1 million new labour force 
entrants. 

- Thirdly, investment capital and the labour force have contributed three-fourths of the 
entire economic growth in Viet Nam. This demonstrates that the contribution of TFP 
(total factors of efficiency in investment capital utilization and labour productivity) to 
economic growth has been modest.  

 

                                                
38 GSO (2008), Statistical yearbook 2007, The Statistic Publishing House, Hanoi 
39 ICOR measure the impact of investment to growth. There are two ways of calculation:  
Option 1:    ICOR= (I1) /(Y1-Y0) 
Where, I1 is total investment year i Y1 is GDP Yi. Y0 is GDP of previous year. ICOR shows how much 
investment should be made to get 1 unit increase in GDP. 
Option 2:   ICOR= (I/Y)/gY 
Where I/Y is total investment in GDP, gY is GDP growth rate. ICOR shows how much investment (per cent of 
GDP) should be made in order to get 1 per cent of GDP increase.  
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4.1.2. Investment 

In nearly 10 years, investment for social development has increased both in scale and the rate 
of growth, creating resources for production development. Capital for implementation 
(according to current prices) has increased from VND 151,183 billion in 2000 up to VND 
521,700 billion in 2007 and it is estimated to reach VND 637,300 billion in 2008 (see Table 
4.5). The increase in investment capital reflects efforts of Viet Nam in mobilization of 
resources for economic development and attraction of foreign investment to Viet Nam. 

However, there are some issues of concern when reviewing the proportion and structure of 
investment capital. The proportion of investment capital compared to GDP has increased 
from 34.2 per cent in 2000 up to 45 per cent in 2007, and it is estimated to reach 43.1 per cent 
in 2008. This is a very high proportion of investment capital compared to other countries in 
the region and globally. 

The proportion of investment from the state budget has dramatically reduced from 59.1 per 
cent in 2000 down to 39.9 per cent in 2007, and it is estimated around 28.9 per cent in 2008. 
Strong reduction of investment capital from the state budget in 2008 compared to 2007 shows 
the great efforts of the Government in implementation of measures for stabilization of the 
macroeconomy, enhancement of investment efficiency in the public sector, avoidance of 
stretched investment, and restraint of inflation in 2008. However, these are measures to 
timely cope with the global economic crisis.  

Table 4.5. Investment capital and its proportion over GDP 
Of which, % Year Implemented 

investment 
capital 

(VND trillion)  

State Non-State Foreign 
Investment 

Proportion of 
investment 
capital over 
GDP (%) 

2000 151 59.1 22.9 18.0 34.2 
2001 170 59.8 22.6 17.6 35.4 
2002 200 57.3 25.3 17.4 37.4 
2003 239 52.9 31.1 16.0 39.0 
2004 291 48.1 37.7 14.2 40.7 
2005 343 47.1 38.0 14.9 40.9 
2006 404 45.7 38.1 16.2 41.5 
2007 521 39.9 35.3 24.8 45.6 
2008* 637 28.9 41.3 29.8 43.1 

Source: GSO (2008), Statistics Yearbook 2007, Statistics Publishing House, Hanoi; * GSO (2008), Press 

Release on Socio-economic Data in 2008. 

Proportion of non-state investment capital, which represents the private economic sector, 
increased quickly in the period 2000-2006 after the Law on Enterprises was issued in 2000. 
With WTO accession in early 2007, FDI flows to Viet Nam increased rapidly leading to the 
change of the structure of investment capital. The investment capital proportion of FDI 
increased from 16.2 per cent in 20006 to 24.8 per cent in 2007. Meanwhile the proportions of 
the State sector and non-state sector decreased from 45.7 per cent and 38.1 per cent in 2006 
to 39.9 per cent and 35.3 per cent respectively in 2007. In 2008, thanks to the issuance and 
implementation of 5 groups of measures by the Government to deal with the global crisis,40 

                                                
40 On 27 November, Government of Viet Nam agreed to implement 5 groups of measures to reduce and stop 
financial crisis, including: promote production and export; launching stimulus package on investment and 
consumption; flexible financial and monetary policies; ensure social security for people and poor; flexible but 
strict implementation of policies and programmes.  
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investment capital in the non-state sector has again increased in 2008, making up 41.3 per 
cent of total investment capital of the entire society. This is really the remarkable success in 
operation of the Government in 2008 because domestic private investors are often small scale 
with limited capital; therefore they are likely to be under negative impact from the economic 
stress.  

FDI flows to Viet Nam have increased dramatically, especially at the time before and after 
Viet Nam’s accession to the WTO. According to GSO data, in 2006, registration of FDI to 
Viet Nam reached VND 12 billion, nearly a two-fold increase compared to the previous year. 
In 2008, registered FDI was VND 64 billion, of which the disbursed amount was USD 11.5 
billion.41 The share of FDI of social investment increased from 18 per cent in 2000 to 24.8 
per cent in 2007 and estimated to reach 29.8 per cent in 2008. 

However, the tendency of this capital during the past period remains concerning. Firstly, the 
flow of FDI is moving from the area of export processing to real estate. In the first half of 
2008, 89 per cent registered capital was related to utilization of rare natural resources such as 
flats, office, oil, hotels and tourism, and steels. Over the past ten years, FDI enterprises have 
been the factor helpful for balancing the international payments of Viet Nam. FDI projects 
that focus on real estate shall not bring fortune, employment, foreign currency and transfer of 
technology, whereas the huge benefits shall flow to foreign countries. Secondly, 
disbursement of such capital may reduce quickly due to the poor absorption of the national 
economy. Inner constraints such as institutional weakness, poor infrastructure and limited 
labour force, and the global economic crisis shall influence this capital.  

Table 4.6. Investment capital by sectors in 2000-2007 
Of which, per cent Proportion of investment capital 

as share of GDP ( per cent) 
Year Total  

Agriculture  Industry Service Agriculture  Industry Service 

2000 100 13.8 39.2 46.9 19.3 36.5 29.6 
2001 100 9.4 42.3 48.1 14.4 39.3 31.5 
2002 100 8.7 42.3 48.9 14.2 41.0 33.9 
2003 100 8.4 41.2 49.7 14.6 40.8 36.2 
2004 100 7.8 42.7 48.8 14.7 43.2 37.3 
2005 100 7.5 42.5 49.4 14.6 42.4 38.3 
2006 100 7.4 42.2 50.3 15.1 42.2 39.8 
2007 100 6.5 43.4 50.0 14.6 47.7 43.5 

Source: GSO (2008), Statistics Yearbook 2007, Statistic Publishing House, Hanoi. 

The investment structure of these three economic sectors shows that investment for 
agricultural development occupies a small proportion, and there remains the movement of 
investment from agriculture to industry and service (see Table 4.6). In 2000, the proportion of 
investment in industry and services was respectively 39.2 per cent and 46.9 per cent. In 2007 
the proportion in industry and services reached 43.5 per cent and 50 per cent respectively.  

Investment structure for agriculture has fallen among total investment capital of the entire 
economy, from 13.9 per cent in 2000 to 6.5 per cent in 2007. However, the proportion of 
invertment capital to GDP of this sector is much lower than others, showing that if Viet Nam 
ensures employment in agriculture, more increase of investment in this sector shall bring in 
more economic efficiency.  

                                                
41 GSO (2008), Press Release on Socio-economic Data in 2008. 
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4.2. Employment Dynamic 

4.2.1. Labour force 

Implementing the open-door policy on integration for economic development and effective 
implementation of the programme on population and family planning, Viet Nam has been 
recognized for its many achievements in economic growth, poverty reduction as well as 
population control over the past two decades. However, Viet Nam is still a country with low 
GDP per capita, at an estimated USD 890 in 2008.42 Low living standards, low productivity 
and agriculture-dependent economy are the main reasons leading to the high labour force 
participation rate (LFPR) in Viet Nam – 69.7 per cent in 2007 (see Table 4.7).43 

Though the LFPR is high, in parallel with economic growth and improvement of people’s 
living, the rate in the rural areas is higher than in urban areas, reflecting the disparity in terms 
of economic development. 

Table 4.7. Labour force Participation Rate 
Unit: per cent 

 2002 2003 2004 2005 2006 2007 

Nationwide 72.5 72.0 71.4. 71.1 70.3 69.7 

1. Sex       

- Male 76.2 75.8 75.5 75.5 74.7 74.4 
- Female 69.0 68.5 67.6 67.0 66.1 65.4 
2. Urban/Rural       

- Urban 64.5 64.3 63.2 63.8 6u2.7 61.9 
- Rural 75.4 74.9 74.5 73.5 73.3 72.9 
 Source: MOLISA, Annual Survey on Employment and Unemployment.  

With universal primary and secondary education, the quality of the Vietnamese labour force 
has continuously improved. However, in general, the education level of the labour force is 
limited. Figure 4.1 shows that in 2007, around 45.2 per cent labour force had attained less 
than lower secondary education, a minimal requirement to participate in vocational training 
programmes as well as professional training. This is the big challenge for enhancing the 
quality of the Vietnamese labour force during the industrialization and modernization of the 
country.  

Figure 4.1. Labour force structure by level of universal education 
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  Source: GSO (2008), Report of the Survey on Labour and Employment 2007. 

                                                
42 Source: BMI (Q1, 2009), The Viet Nam Business forecast report. 
43 According to data of the survey on population fluctuation, labour source and family planning conducted on 
1/4/2008 by GSO, the size of the Vietnamese labour force in 2008 was 47.9 million. 
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The disparity in the education level of the labour force in the rural areas and the urban areas 
is quite large. In urban areas, the share of the labour force that is illiterate is only 0.8 per cent 
whereas it is 4.4 per cent in the rural areas; the rate of labour force in urban areas with 
secondary education is 28.9 per cent, but 50.7 per cent in rural areas.44 Due to limitations in 
the education of the labour force, therefore the proportion of untrained workers is high (65.2 
per cent in 2007). This means that only 34.8 per cent of labour force is skilled. The number of 
technicians makes up only 23.4 per cent of the labour force.45 

The low education level of the labour force reflects the need to pay more attention to 
universal education for the labour force, especially in rural areas as the basis for vocational 
training to enhance the quantity and quality of Vietnamese technicians in order to meet the 
demands of industrialization and modernization. 

4.2.2 Employment 

In the period 2000-2008, the distribution of employment by economic sector did not change 
much. However, due to the impact of programmes for development of industrial and 
processing zones with employment is shifting quickly from the agricultural sector to industry 
and services and from non-state economic areas (mainly rural workers) to FDI areas.  

By economic sector, figures in table 4.8 show that in 2000 employment in agriculture was 
65.1 per cent of total employment, industry represented 13.1 per cent and services 
represented 21.8 per cent. However, in 2007, the figures were 53.9 per cent, 20 per cent and 
26.1 per cent respectively. In short, employment in agriculture has fallen nearly 2 percentage 
points each year, reflecting the rapid structural change of employment in Viet Nam. 

Table 4.8. Employed labour structure by economic sectors and branches 

  2000 2001 2002 2003 2004 2005 2006 2007 2008* 

Total 

(000s) 37,045 37,610 38,563 39,508 40,574 41,586 42,527 43,339 44,172 

Growth rate, %  1.5 2.5 2.5 2.7 2.5 2.3 1.9 1.9 

Structure by economic sectors (%)  

Agriculture-
Forestry-
Aquaculture 65.0 63.4 61.9 60.2 58.7 57.1 55.3 53.9 - 

Industry-
construction 13.1 14.4 15.4 16.4 17.3 18.2 19.2 19.9 - 

Service 21.8 22.1 22.7 23.3 23.9 24.7 25.4 26. - 

Structure by branches (%) 

State 9.3 9.3 9.4 9.9 9.9 9.5 9.1 9.0 9.11 

Non-State 89.7 89.4 89.0 88.1 87.8 87.8 87.8 87.5 86.89 

FDI 1 1.1 1.4 1.9 2.2 2.66 3.08 3.4 4.00 

Source: GSO (2008), Statistics Yearbooks 2000-2007, Statistics Publishing House, Hanoi; * GSO (2008), Press 

Release on Socio-economic Data in 2008. 

                                                
44 Calculations are based on data of the 2007 Survey on Labour and Employment by GSO. 
45 GSO (2008), Report of the survey on Labour and Employment 2007. 
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In 2000, workers in the state sector made up 9.3 per cent of total employment, non-state 
represented 89.7 per cent and the FDI sector employed 1.0 per cent. In 2008, the figures were 
9.1 per cent, 86.9 per cent and 4.0 per cent respectively. Though the number of labour force 
working in the FDI area is limited (about 1.8 million people in 2008), fast expansion of this 
area is attracting more and more workers. 

Labour market in Viet Nam has remarkably developed over the past time as demonstrated in 
the increasing share of paid workers and employers in total employment. However, the 
Vietnamese labour force is still behind the times. In 2007, the share of paid workers only 
occupied 30.3 per cent total employment and the rate of employers made up 3.2 per cent (see 
Table 4.9). In contrast, about 53.6 per cent are self-employed and 13.2 per cent are unpaid 
family workers.  

The share of wage jobs (i.e. jobs in the formal sector) in total employment grew from 20.4 
per cent in 2002 to 30.3 per cent in 2007, showing that a large proportion of the labour force 
is still worked in unsecure working conditions. 

Table 4.9. Workers by Employment status 

Unit: Per cent 

  2002 2003 2004 2005 2006 2007* 

Nationwide 100.0 100.0 100.0 100.0 100.0 100.0 

- paid workers 20.4 21.9 25.6 25.6 21.5 30.3 

- employers 0.4 0.4 0.5 0.4 1.6 3.2 

- self-employed 40.5 41.1 41.2 41 38.5 53.5 

- unpaid family workers  38.7 36.6 32.7 33 38.4 12.9 

1. Urban 100.0 100.0 100.0 100.0 100.0 100.0 

- paid workers 45.2 46.8 49.4 48.2 42.5 51.0 

- employers 0.9 0.7 1.1 0.9 3.4 6.9 

- self-employed 39.7 39.0 39.5 38.6 35.2 35.3 

- unpaid family workers  14.2 13.5 10 12.3 18.9 6.8 

2. Rural  100.0 100.0 100.0 100.0 100.0 100.0 

- paid workers 13.0 14.3 18.2 18.5 14.6 23.7 

- employers 0.25 0.2 0.3 0.2 1.0 2.0 

- self-employed 40.7 41.8 41.8 41.7 39.6 59.5 

- unpaid family workers  46.0 43.7 39.7 39.6 44.8 14.8 

Source: MOLISA, Annual Survey on Employment and Unemployment; * GSO, Data of the Survey on Labour 
and Employment in 2007. 
Note: Number of paid workers calculated by GSO includes members of cooperatives and trainees from 
agencies, organizations and businesses, etc.  

The share of paid workers in the rural areas has increased quite rapidly over the past time. 
However, there still remains a big disparity in development of the labour force in the rural 
and urban areas. In urban areas, the share of paid workers makes up 51.0 per cent of the total 
employed labour force whereas this figure in the rural areas was only 23.7 per cent in 2007.  
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The rate of urbanization in Viet Nam is just 27.4 per cent46, and the labour force is mainly 
concentrated in areas with no industrial relations. In 2006, the number of jobs in the informal 
sector made up 85.8 per cent of total employment in Viet Nam (see Table 4.10). This share is 
even higher in rural areas (92.5 per cent). Jobs in the informal sector in Viet Nam are 
primarily in agriculture under the form of the agricultural household economy. 

Table 4.10. Employment structure in formal and informal sectors in 2006 
Unit: % 

 General Male Female Urban Rural 
Formal 14.2 15.1 13.3 33.8 7.5 
Informal 85.8 84.9 86.7 66.2 92.5 
Total 100.0 100.0 100.0 100.0 100.0 

 Source: GSO, Data of the Living Standard Survey in 2006. 

The size of labour force in the rural is large and the rate of underemployment is still high. 
Economic growth in non-agricultural sectors is much higher than in agriculture, causing a 
strong movement of labour from agricultural to non-agricultural sectors and from the rural to 
urban areas and industrial zones.  

Export expansion has had a direct beneficial impact on job creation. Data from GSO 
Enterprise Surveys show that the higher the export orientation of enterprises, the higher the 
increase in employment. During 1998-2006, the annual growth rate of employment in highly 
export-oriented firms was 20 per cent meanwhile this rate in the low export-oriented firms 
was negative 2.3 percent. Furthermore, export specialization was associated with a strong 
increase in employment of better paid skilled labour (Table 4.11). 

Table 4.11. Employment in enterprises by export level 

Total wage Labour Of which: skilled wage labour 

Total (million)  Total (million)  

Sectors  1998 2002 2006 

Growth 
rate/year, 
1998-

2006 (%)  1998 2002 2006 

Growth 
rate/year, 
1998-

2006 (%)  

1. Non export 5.7 6.4 8.9 5.8 2.0 2.2 3.9 8.3 

2. Low export  4.5 4.4 3.8 -2.3 0.3 0.3 0.6 9.4 

3. Medium export  1.7 1.1 2.0 2.3 0.2 0.2 0.4 7.4 

4. High export  0.3 1.1 1.2 20.0 0.1 0.1 0.3 17.6 

Source: GSO, VHLSS, 1998, 2002, 2006. 
Notes: (1) High export level: exports represent above 75 per cent of total output; (2) Medium export level: 
exports represent above 25 per cent and below 75 per cent of total output; (3) Low export level: exports 
represent up to 25 per cent of total output; and (4) No exports: exports represent 0 per cent of total output. 

The elasticity of employment to GDP47 data (see Table 4.12) show that elasticity values for 
agriculture have been negative from 2001-2007, which is typical of the agricultural sector. 
Agricultural growth is associated with big productivity gains driven by the introduction of 
institutional and technological changes that enable these economies to maintain or even 
increase levels of agricultural production and, at the same time, reallocate rural workers out 
of subsistence and small-scale agriculture into non-farming employment in rural or urban 

                                                
46 GSO (2007). 
47 The elasticity of employment to GDP explains the percentage increase or decrease in employment resulting 
from one percentage increase in GDP. 
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areas. Manufacturing activities and the construction sector, on the other hand, have not 
surprisingly been two key generators of employment in Vietnam, where these labour-
intensive activities tend to be the main recipients of workers moving out of agriculture.48 This 
trend follows the historical experience of other developing countries. 

Table 4.12. Elasticity coefficient of employment to GDP in the period 2000-2007 

  2001 2002 2003 2004 2005 2006 2007 

General 0.37 0.35 0.37 0.32 0.27 0.23 0.23 

Economic sectors               
Agriculture-Forestry-
Aquaculture  -0.02 -0.01 -0.01 -0.01 -0.15 -0.32 -0.23 

Industry-Construction  1.22 1.01 0.92 0.80 0.68 0.74 0.55 

Service  0.68 0.77 0.85 0.70 0.67 0.58 0.55 
Economic branches                

State 0.39 0.57 0.99 0.23 -0.23 -0.36 0.11 

Non-state  0.36 0.27 0.27 0.31 0.28 0.22 0.17 

FDI 2.77 4.41 2.99 1.98 1.43 1.23 1.21 

Source: GSO, Statistics Yearbooks, 2000-2007, Statistics Publishing House, Hanoi.  

Elasticity values of employment by GDP in FDI areas are very high. This demonstrates the 
fact that FDI flows to Viet Nam over the past time were concentrated in sectors which are 
labour-intensive and can take advantage of the inexpensive Vietnamese labour force. 
However, as analyzed above, the increase of FDI flows to Viet Nam is one advantage in 
economic development, but also risky if the world economy falls into a recession and crisis. 
If investors cut down the size of production due to a lack of contracts or withdraw from Viet 
Nam because of the global economic crisis, the negative impacts will be seen not only in 
GDP growth, but also job losses for a significant number of workers.49 

Job losses due to a decrease in production, the change of business processes or investor 
withdrawal from Viet Nam shall force a reverse migration of rural migrant workers working 
in the fields of textile, footwear, and electronic assembly, among others in the context of 
diminishing land for agriculture. This is also a real challenge for the social security system.  

Moreover, data from table 4.12 shows that the overall employment elasticity coefficient has 
decreased in the past few years despite high and stable economic growth. In other words, 
growth over the past period tends not to create more employment. This is a challenge for the 
economy considering the large labour force of Viet Nam. 

4.2.3 Unemployment and underemployment 

                                                
48 Alex Warren-Rodríguez (2009), The impact of the global crisis downturn on employment levels in Viet Nam: 
an elasticity approach, UNDP Viet Nam Technical Note. 
49 Due to global economic recession, many FDI enterprises in industrial and processing zones of Hanoi have 
planned to cut down workforce in 2009, e.g. Panasonic Viet Nam company with more than 6 thousand workers 
in three affiliated companies who have asked to reduce by 500 workers, Nishei company asked for a reduction 
of 1,600 workers, Canon Viet Nam asked for a reduction of 1,200 workers, etc., Total 19 enterprises with a 
request to cut down 4,300 workers. In 2008, many workers in provinces and cities became unemployed, e.g. 
4,600 in Hanoi; Ba Ria Vung Tau 1,624 people; Da Nang 933 people; Vinh Phuc 500 people; Hai Phong 900; 
Binh Dương 915 people; Dong Nai 7,000 people, Ho Chi Minh City 8,000 people. Areas with a big cut-down of 
jobs include textile and garment, footwear and electricity (P.Thanh, “Workers look for jobs after Tet”, 
http://dantri.com.vn/c133/s133-306595/cong-nhan-lao-dao-tim-viec-sau-tet.htm, Thursday, 05/02/2009, 
8:39AM). 
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a. Unemployment 

Viet Nam’s general unemployment rate is low because of the fact that Viet Nam’s economy 
is underdeveloped,; a majority of the labour force work in agricultural sector, working in the 
form of household economy and self-employment; the per capita income is still relatively 
low, etc., Therefore, people cannot afford to be unemployed. Many have worked in low-
paying, vulnerable employment just to earn some income to live. However, the rate of 
unemployment has tended to be increased. 

There is a difference in the unemployment rates between rural and urban areas. Urban 
employment rate is high but has decreased from 5.8 per cent in 2002 to 4.4 per cent in 2007. 
Meanwhile rural unemployment is rather low but has increased from 1 per cent in 2002 to 1.4 
per cent in 2007. It partly shows the fact that the policy on employment introduction for land-
loss farmers as a result of transforming agricultural land into industrial zones and processing 
zones has not been effective. 

Table 4.13. Unemployment rate (%) 

 2002 2003 2004 2005 2006 2007* 
Nationwide 2.12 2.25 2.14 2.09 2.26 2.19 

1. Gender       
- Male 1.92 1.88 1.86 1.96 2.29 2.29 
- Female 2.33 2.63 2.44 2.24 2.23 2.08 
2. Urban/rural       
- Urban 5.84 5.60 5.44 5.13 5.10 4.40 

- Rural 0.95 1.18 1.08 1.08 1.29 1.44 
Nationwide youth and adult unemployment rates  

- Nationwide youth (15-24) 4.44 4.67 3.95 3.97 2.72 6.64 
- Nationwide adult (25+) 1.49 1.56 1.47 1.35 1.53 1.20 
Urban youth and adult unemployment rates  
- Urban youth (15-24) 16.08 14.14 13.86 13.43 12.98 15.09 
- Urban adult (25+) 4.02 4.13 4.01 3.77 3.66 2.71 

Source: MOLISA, Annual Labour-Employment Survey 2002-2006. *GSO (2008), 2007 Labour-
Employment Survey.  

Urban youth unemployment rate is very high, seven times higher than that of adult labour i.e. 
15.09 per cent as compared to 2.71 per cent in 2007. In 2007, unemployed youth accounted 
for 44.8 per cent of total unemployment. In urban areas, unemployment rate of youth made 
up 53.1 per cent of total unemployment. Therefore, youth unemployment puts high pressure 
on employment creation in Vietnam. 

Among the total unemployed, the number of unemployed persons with less than a lower 
secondary education has decreased while those with an upper secondary degree have 
increased from 36.1 per cent in 2004 to 46.4 per cent in 2007. Unemployed people at the 
professional secondary level and college or higher level also have increased from 4.9 per cent 
and 6.9 per cent in 2003 to 10.7 per cent and 12.2 per cent in 2007, respectively. Thus, 
together with the trend that the labour force quality has improved, the proportion of this 
group in total unemployment has also risen. It shows that although the policy on education, 
training and vocational training has received attention, especially over the past decade, the 
quality of education and vocational training should be taken into account to meet the labour 
demand in the market. 
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Table 4.14. Unemployment structure by educational and technical levels 

Unit: per cent 

  2003 2004 2005 2006 2007* 

Educational level  100 100 100 100 100 

- Illiteracy     2.1 2.1 1.7 

- Unfinished primary school   12 7.7 8.5 7.2 

- Finished primary school   26.2 24.0 26.1 20.0 

- Finished lower secondary school  25.7 23.8 24.3 24.7 

- Finished upper secondary school  36.1 42.4 39.1 46.4 

Technical level 100 100.0 100.0 100.0 100.0 

- Unskilled 80.5 79 76 77 70 

- Completed vocational training or 
equivalent 7.7 6.4 5.1 5.3 7.2 

- Professional secondary 4.9 6.3 7.3 8.4 10.7 

- College, university or higher 6.9 8.2 11.4 9.8 12.2 

Source: 2003-2006: MOLISA, Annual Labour-Employment Surveys in 2002-2006. 2007: GSO, 2007 Labour-
Employment Survey. 

b. Underemployment 

Among the underemployed in Vietnam, the unskilled group accounts for 85.4 per cent, and the 
group of technical worker without certificate made up 9.7 per cent in 2007. The other groups at 
higher technical levels represent a minor proportion. More than four-fifths of the total 
underemployed are unskilled, showing that the employment stability of this group should be a 
concern. 

Figure 4.2. Underemployment structure, 2007 
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Source: MOLISA, 2007 Labour-Employment Survey. 

The underemployment rate has decreased sharply from 13.7 per cent in 2002 to 4.9 per cent 
in 2007 (see Table 4.15). It shows that the labour movement from agriculture and rural areas 
to industry and services sectors and the application of technological advancement into 
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agricultural production has gradually improved the employment sufficiency for the rural 
labour force. 

Table 4.15 shows that the issue of underemployment, especially for female workers, was 
significantly improved in 2002-2007. This was because large investment in production 
development (both foreign and domestic investment) in the past has targeted female labour-
intensive industries, such as garments, leather and footwear, aquaculture, and tourism, hotel, 
and restaurant services. 

Table 4.15. Underemployment rate (%) 

 2002 2003 2004 2005 2006 2007* 

General underemployment rate 13.7 11.8 9.2 8.1 4.9 4.9 
Area 

Urban 8.6 7.7 5.7 4.4 1.8 2.1 

Rural 15.2 13.1 10.3 9.3 5.9 5.8 
Sex 

Male 12.3 10.6 8.2 7.9 4.8 4.8 

Female 15.2 13.1 10.2 8.4 5.0 5.0 

Source: MOLISA, Labour-Employment Surveys in 2002-2007; *GSO, Labour – Employment Survey in 2007. 

Note: In 2002-2003, underemployed workers are persons working for less than 40 hours per week; in 2004-
2007, underemployed workers are those working for less than 35 hours per week having desire to find extra jobs 
and ability to work overtime. 

4.2.4. Labour productivity 

Viet Nam’s labour productivity is still very low.50 In 2007, the labour productivity only 
reached 25.9 million VND51 in 2007 (see Table 4.16). Labour productivity in the state sector 
in 2002 was much lower than that of the FDI sector: 54.83 million VND and 124.87 million 
VND, respectively.  

Labour productivity in the domestic private sector is still very low despite the fact that the 
average labour productivity growth rate of this sector reached 13.3 per cent during 2002-
2007. However, in 2007, labour productivity in the private sector was only gained 13.58 
million VND. The reasons for this differentiation are not only the difference in technology 
level, management level and investment fields but also the significant impacts of labour 
quality. 

 

 

 

 

 

 

                                                
50 Social labour productivity is calculated by taking GDP divided by the number of employed labourers in 
Vietnam. 
51 Converted into USD, labour productivity of the whole economy was about USD 1,600  
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Table 4.16. Labour productivity by economic sector and ownership (at current price) 
Unit: million VND /person/year 

  
2002 2003 2004 2005 2006 2007 

Total 13.56 15.12 17.20 19.73 22.48 25.90 

1. By owner ship 

State 54.83 59.41 68.08 79.79 92.25 104.86 
Non-state 7.29 7.97 8.96 10.25 11.68 13.58 
FDI 124.87 114.41 113.64 118.44 124.12 131.25 
2. By economic sectors  

Agriculture, forestry and 
aquaculture 5.05 5.66 6.39 7.25 8.29 9.75 
Industry 33.89 36.30 39.86 44.47 48.55 53.90 
Services 32.20 34.75 38.31 42.19 46.46 51.97 

Source: Calculation from GSO’s annual statistical yearbooks and labour data. 

During 2002-2007, labour productivity in agriculture, forestry and aquaculture was very low, 
reaching only 9.75 million VND. Industry has the highest labour productivity, reaching 54 
million VND.  

Figure 4.3. Labour productivity and GDP growth rates in 2000-2007 (in 1994 price) 
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Source: Calculations from GSO’s annual statistical yearbooks. 

In relative prices, annual labour productivity growth rate in 2000-2007 was only 5.1 per cent. 
Low labour productivity growth has minor impacts on economic growth and shows that the 
surplus value created is low, negatively affecting capital accumulation, reinvestment, 
expanded reproduction as well as improvement in labourers’ living standards. 

4.2.5. Wage and labour income 

During 1998-2006, the average wage growth rate was 7.6 per cent per year (Table 4.17). As 
consumer prices increased by 4.2 per cent per year during this period, the annual growth rate 
of wages, in real terms, was 3.3 per cent, only half the GDP growth rate. 
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Table 4.17. Wage growth, 1998-2006 

 
Monthly wages 
(1000 VND)* 

Growth rate per 
year, 1998-2006 

Growth rate per 
year 2002-2006 

1998 567.25 

2002 744.36 

2004 805.62 

2006  1,018.00 

 

7.6 

 

8.2 

Source: GSO, VHLSS. 

Note: ‘*’ corresponds to the average earnings of a full-time worker in domestic private enterprises. The 
figures include bonuses and overtime pay, as well as labour earnings from secondary occupations. They 
exclude the value of payments in kind and benefits such as health insurance or access to old-age pension 

This trend is the result of three different factors: a) workers getting wage raises in their jobs; 
b) workers moving from lower to higher paying jobs in the same location; c) workers 
migrating – typically from rural to urban areas – in search of better paid activities. 
Occupational and geographical mobility (i.e. the second and third factors) have played a 
major role in setting this favourable trend. 

However, the export sector has had positive impact on wages. Enterprise surveys show that, 
during 2000-2004, the higher the export orientation of firms, the higher the wage increase. By 
contrast, growth in labour productivity was higher in enterprises with low export orientation 
(Figure 4.4). 

Figure 4.4. Growth in employment, wages and labour productivity by export level, 2000-2004 
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Source: GSO (2000-2004), Enterprise Census and VHLSS. 

Foreign-invested companies pay much higher wages than domestic firms, particularly 
compared to household businesses. The wage gap between the two categories has increased 
from 1.2 times in 1998 to almost 2 times in 2006 (Table 4.18). However, the wage gap 
between SOE workers and those of foreign-invested firms has disappeared a little bit.  
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Table 4.18. Monthly average wage per employee by enterprise ownership, 1998-2006 

 

Ownership 

Average wage per month 
per employee, 1000 VND 

 1998 2002 2006 

Growth rate 
per year (%) 

(1998-2006) 

Household business  552 606 664 2.3 

Private and collective 554 771 936 6.8 

State 572 1002 1,103 8.6 

FDI 680 1,037 1,316 8.6 

Wage gap between FDI/ household 

business, times  1.2 1.7 1.98 

 

Source: VHLSS, GSO.  

4.2.6. Poverty and income distribution 

In addition to the achievement of high and stable economic growth over more than the past 
ten years, Viet Nam is also recognized by the international community as successful in 
fighting poverty. Poverty rates have decreased dramatically. According to the MOLISA 
poverty line, in 2008, only 13.2 per cent of households were poor. 

Table 4.19 Poverty rates by MOLISA Poverty line 
Unit: % 

 1992 1998 2002 2004 2005 2006* 2007 2008 

Share of households 
below the poverty 
line 

30.0 15.7 11.6 8.3 < 7.0 18.1 14.8 13.2 

Source: MOLISA. 
Note: From 2006, MOLISA poverty lines are 200,000 VND for the rural areas and 260,000 VND for urban 
areas.  

According to the international line, in 2002, the poverty rate stood at 29 per cent. In 2006, the 
poverty rate went down to only 16 per cent 

Table 4.20 Poverty rate and inequality in income and expenditure (%) 

 2002 2004 2006 

Poverty rate* 28.9 19.5 16.0 

GINI (expenditure-based) 0.37 0.37 0.36 

GINI (income-based) 0.42 0.41 0.43 

Source: ‘*’ The World Bank (2008), Viet Nam Development Report; UNDP (2007), Human Development 
Report. 
Notes: Poverty line is defined as costs for a basket of goods providing 2100Kcal daily intake for a person. 
International poverty line uses a basket of goods in 1998 adjusting for CPI. 
GINI coefficient denotes the degree of inequality in income distribution. GINI takes the value of from 0 to 1 and 
is the ratio of the area bounded by the Lorenz curve and absolute equality line to the area under the absolute 
equality line. GINI Index is expressed in percentage and equal to GINI coefficient multiplied by 100. 
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Income inequality 

High and stable economic growth usually has a positive impact on poverty reduction. 
However, high economic growth may increase the level of inequality among population 
groups/income quintiles in terms of living standard. Table 4.20 shows that the values of 
income-based as well as expenditure-based GINI are at a medium level.52 

However, the value of the income-based GINI coefficient is increasing yet not high. It means 
that income distribution among population groups has become more unequal. Therefore, 
although the income of the poor income has improved, its growth tends to be lower in 
relation to the income of the rich. 

The value of expenditure-based GINI coefficient is not high, has remained stable and has 
decreased. This means that expenditure distribution among population groups is increasingly 
similar. However, increasingly similar expenditure levels with increasingly differentiated 
income levels show that the poor in Viet Nam are bearing higher pressure on daily income 
expenditure than that of the general population. 

There are several signs indicating that Viet Nam’s rapid growth is associated with growing 
income inequality: 

� The widening gap between wages of skilled workers and those of unskilled workers  

Over the period 1998-2006, the wages of the most skilled workers, including managers, 
increased more than twice as fast as those of unskilled workers. The ratio between the two 
rose rapidly from 1.4 in 1998 to a peak of 2.9 in 2002 and then down to 2.1 in 2006 (Table 
4.21).  

Table 4.21: Average wages by skill 
Monthly income per worker, 1,000 VND  

Occupation 1998 2002 2006 

Wage growth 
rate per year (%) 

Leadership/ High-level 
technical expert 

699 1,563 1,525 10.2 

Medium-level technical worker 746 1,114 2,100 13.8 

Staff 600 804 1,127 8.2 

Technical worker 578 758 1,203 9.6 

Unskilled worker 492 538 724 4.9 

Ratio of high level worker to 

unskilled worker 

 

1.4 

 

2.9 2.1  
Source: GSO, VHLSS 1998-2006. 

In 2004, interestingly, the highest return on education was in foreign invested enterprises, 
reaching 15.6 per cent against a national average of 14.5 per cent (Table 4.22). 

 

                                                
52 International experience shows that the GINI indices of developing countries range from 0.3 to 0.6. 
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Table 4.22. Rate of return (ROR*) on education by enterprise ownership, %, 2004 

Ownership 
Average 

working years 

Average 

schooling years 
ROR (%) 

Average  

hourly wage 

(1000 VND) 

Household 
economy 17.4  6.8  8.9 3.8 
Private 13.8  9.6 11.4 5.1 
Collective 20.2  9.8  8.9 4.5 
Foreign-invested 10.8 10.9 15.6 6.1 
State 19.1 12.9 13.1 6.3 
Total 17.2  9.5 14.5 5.0 

Source: ILSSA. 

Note: * The ROR is calculated using the Mincerian regression model which employees with such standard 
variables as number of schooling years (yrsch), square of number of schooling years (yrsch2), number of years 
of experience (exp), and square of number of experience years (exp2) and other variables such as regions, 
ownership.. The basic equation is as follow: 

Lnhwage= α0 + α 1*yrsch + α2*yrsch2 + α3*exp + α4*exp2 + α5*gender + α6*urban04  

� The worsening income distribution 

Although Viet Nam has made fast progress in poverty reduction and growth in per capita 
income, the country has witnessed a growing income inequality, with a widening of the gap 
between the richest and the poorest. In 2006, the expenditure of the richest 20 per cent of 
households was 6 times higher than that of the poorest 20 per cent, compared to a ratio of 5 
times in 1993 (Table 4.23). It is likely that the rich-poor divide is greater than what these data 
show, as household surveys fail to capture fully the rapidly growing incomes and 
expenditures of the richest, as manifested by the increasing consumption of durable goods, 
such as automobiles, and luxury items. If this trend continues at a faster pace, it could affect 
social cohesion, one of the pillars of the Vietnamese society. 

Table 4.23: Share of expenditures by population quintile 

 

Source: Viet Nam Development Report 2008.  

� Income inequality across regions 

Growing income inequality across regions is another worrying sign. Although poverty rates 
have rapidly declined in all regions, including the poorest areas, the poverty rate in the 
poorest region (Northern Mountains) as a multiple of the poverty rate in the richest region 
(Southeast) has sharply increased from 2.2:1 in 1993 to 5.2:1 in 2006. 
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Table 4.24: Poverty rate across regions 

 
Source: Viet Nam Development Report 2008. 

4.2.7 Industrial relations 

Since 1995, labour disputes have significantly increased, particularly in foreign-invested 
enterprises (Figure 4.5). It is common for countries, such as Vietnam, in the process of 
market-economy transition, to face a steep rise in labour conflicts at the individual and 
collective levels. The main reasons for labour strikes in the FDI sector are the uncertainty of 
employment, high requirements for production targets, the limited role of trade unions and a 
lack of adjustment of the minimum wage accompanied by a strong increase in the cost of 
living. 

Figure 4.5. Number of strikes by enterprise ownership, 1995-2006 

 
Source: Viet Nam Development Report 2008. 

According to MOLISA data, in the first 8 months of 2008, 649 strikes have taken place, 
nearly doubling the level in 2006. 

4.3. Assessment of the development of coherent policies in Vietnam 

Macroeconomic policies in Viet Nam have reached considerable achievements. With the 
administrative reform, the refining of the legal and policy system in order to actively 
integrate into the global economy, the Vietnamese economy has steadily grown at a rather 
high level as compared to that of many other countries in the world during last two decades. 
Typical policies that promote achievements of Viet Nam in recent years include monetary 
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and fiscal policies; trade policy; policies towards financial openness and financial account 
positions; policies of poverty reduction; and labour market policies. 

However, macroeconomic policies also reveal some limitations including the coherence 
among different policies: 

- The hot economic growth policy which heavily depended on large investment was 
one cause of inflation. Domestic inflation and global inflation negatively interrupted 
and impacted targets of other Vietnamese policies including export policies, poverty 
reduction programmes, employment promotion programme, education and vocational 
training programme, small-medium enterprise development programme, etc. 

- In order to restrain inflation, on the one hand, the SBV adopted a tightening monetary 
policy by issuing the mandatory Treasury bill, adjusting the key interest rates for the 
VND, and increasing the compulsory reserve rate of the commercial bank system. On 
the other hand, the government has tightened the public expenditure aimed to enhance 
the investment effectiveness of the State sector. Those solutions restrained inflation 
but at that time, enterprises faced difficulties in access to credit. This, in turn impacted 
negatively on employment and wage payment for employees. As a result, an increased 
number of strikes between employees and employers happened, some hundreds of 
thousands of workers have been laid-off due to firms’ cutting back production or 
collapsing. 

- In the context of high inflation, the government worried about food security, hence 
had decided to stop signing more export contracts of rice since the middle of 2008. 
However, the Vietnamese agriculture had a good crop in 2008, and hence the 
Vietnamese farmers did not capitalize on the high price of rice in the world market. 
This would have been a very good chance for farmers to increase their income and 
narrow the gap of living standards between the poor and non-poor. 

- Moreover, the social insurance law on unemployment has been approved by the 
National Assembly in late 2006, to be effective on January 1, 2009. As stipulated by 
the law, the employer must contribute 1 per cent of the monthly wage bill and the 
worker must contribute 1 per cent of their monthly wages to the unemployment fund 
in order to qualify for unemployment benefits in early 2010. In the context of the 
economic recession, this law cannot be implemented as scheduled. 

Based on the principle of the legal document drafting process in Vietnam, the policy is rather 
scientific and transparent. The constitution is approved by the Vietnamese people; laws are 
approved by the National Assembly; ordinances are approved by the National Assembly’s 
Standing Committee; decrees are approved by the Government; decisions are approved by the 
Prime Minister; concrete policies and programmes are developed by relevant ministries. 
More specifically, monetary policy is drafted by the SBV; fiscal policy is drafted by the 
MOF; domestic investment and FDI policies are drafted by MPI; and industry and trade 
polices are drafted by MOIT. During the process of drafting the policies and programmes, the 
ministries must gather comments and ideas from concerned stakeholders and Vietnamese 
people in order to finalize the policy or programme before submission to the Minister and the 
Prime Minister for approval. The question that needs to be asked is why the policy system is 
still incoherent in Viet Nam. The answer is that it is due to the inefficient coordination 
between government agencies. 
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V. The 2009 economic outlook and the impact on employment  

5.1. Macro economic targets 

According to the forecast of the Government, year 2009 will still be a difficult year for the 
global and Viet Nam economies. Viet Nam’s general target of year 2009 is “to continue to 
restrain inflation, stabilizing macro economy, maintaining the feasible, stable growth rate, 
actively preventing the decline, ensuring social security…”, with the GDP growth rate of 6.5 
per cent. The increase in agriculture, forestry and fisheries is targeted at 2.8 per cent, in 
industry and construction at 7.4 per cent, and in services at 7.3 per cent. Total export turnover 
is projected to increase by 13 per cent, CPI to increase by less than 15 per cent. Employment 
for about 1.7 million people will be created among which, 90,000 people will be dispatched 
to work in foreign countries. The share of poor households will be decreased to 12 per cent.53 

The Government also set its determination to closely supervise, to improve the quality of 
analysis and forecast of the domestic and international situation and context, particularly of 
the fluctuation of the economic and financial situation, actively develop projects in response 
to and to limit the negative impacts of the crises on the financial and banking systems as well 
as the whole economy. 

In addition, demand stimulus measures to support enterprises need to be continued. They are 
necessary to actively resolve the constraints and difficulties for enterprises, and creating 
conditions for enterprises to get access to funds (particularly small- and medium-sized 
enterprises, export-oriented enterprises, enterprises in trade villages, enterprises specializing 
in producing consumer goods); creating employment and increasing incomes for workers; 
and giving priorities to measures for promoting agriculture, fisheries, and creating favourable 
conditions for farmers to have real accumulation from agricultural production. 

Developing specific plans on supporting enterprises to adopt financial and tax policies in 
conformity with WTO commitments is another key objective. In addition, other important 
directives include assessing the establishment of support funds for enterprise and the banking 
sector to cope with global financial crisis and reassessing comprehensively the operation of 
SOEs, especially state-owned economic groups. These findings will be presented in a report 
to the National Assembly session at the end of 2009.  

5.2 Expected impacts on enterprises  

5.2.1. Impacts on labour demand 

Lower economic growth will result in lower employment growth. Employment growth is 
expected to stay the same as in 2008. However, with inflation under control, the 
Government’s demand stimulus measures for enterprises may have a sound impact on 
aggregate demand.  

However, the positive impact depends on the extent to which enterprises can benefit from the 
demand stimulus measures. In the short term, if the reduced input prices can make up for the 
decreased output prices, due to decreased consumption, enterprises may hire more workers. 
However, employment cuts may happen in the longer term when enterprises restructure their 
production.  

Moreover, if the demand stimulus measures target labour-intensive enterprises, especially in 
the export sector, there is a likelihood that the high employment creation objective set by the 

                                                
53 Conclusion of Prime Minister at Government meeting on 27 November 2008. 
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Government in 2009 (1.7 million jobs created, which is equal to that in 2007) can be 
achieved.  

5.2.2. Outlook on salaries and demand for labour 

Due to binding conditions, improvements in salaries are not expected to be as bright as labour 
demand. In other words, demand stimulus measures will unlikely have rapid and significant 
impacts on wage increase, especially given the 2 new policies to take effect as of 2009. This 
includes the new minimum wage policy and unemployment insurance law, which will increase 
costs for enterprises and perhaps will reduce the labour demand.54 

Therefore, proper attention should be attached to measures that secure minimum income for 
low-skilled, low-income workers and those working in labour-intensive enterprises. There is 
also a need to implement social protection policies for dismissed workers when protection 
has yet to be secured by the unemployment insurance scheme. 

5.2.3 Impacts on Enterprise Industrial Relations 

Viet Nam’s experience in 2007-2008 shows that strikes over increased salaries has happened 
more frequently in labour-intensive enterprises and in those firms that provide low salaries. 
Therefore, in 2009, special attention should be placed on workers in labour-intensive 
enterprises, especially those hiring a large number of women workers.  

5.3. Impacts on employment structural shift and quality of employment 

In general, the employment structural shift may slow down because workers may come back 
to rural and agriculture areas for employment. There are indications that the percentage of 
workers in agriculture stood at 51-52 per cent in 2008, only a slight decrease from 53.9 per 
cent in 2007 (see Table 4.8).  

However, public targets identified by the Government focus mainly on infrastructure 
construction, among others, which would help create employment for workers, especially 
unskilled workers migrating from the rural areas. Therefore, more employment is expected to 
be generated in infrastructure construction sector. 

However, to facilitate the employment structural shift from rural areas, vocational training 
should be strengthened and support policies should be provided for migrant workers before, 
during and after migration to the destination areas. In particular, in this current context, social 
protection plays a key role in supporting redundant workers to re-enter the labour market. 

                                                
54 Research findings from impacts of crisis by ILSSA, 2007 indicated that more negative impacts may hit low-
income workers. Unskilled workers face higher risk of reducing income. Similarly, decreased income tends to 
occur at enterprises which employ workers in large number. 
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VI. Conclusions and Recommendations 

6.1. Conclusions 

6.1.1. Investment 

Over the past ten year, social development investment has increased in both terms of size and 
growth rate, showing Viet Nam’s efforts in mobilizing sources for economic development 
and proving its attraction to foreign investment. However, the ratio of investment capital to 
GDP of Viet Nam is very high in both regional and global scope. 

The proportion of investment from the State budget has gone down sharply, especially in 
2008 as compared to 2007, showing high efforts of the Government in implementing 
solutions to stabilize the macroeconomy, enhancing investment efficiency of the State sector, 
avoiding non-targeted investments and contributing to restrain high inflation. 

After the Enterprise Law came in to effect in 2000, the proportion of investment from non-
state/private sector increased at a high rate during 2000-2006. Reflecting a slowdown in the 
global economy, the proportion of investment from this sector decreased sharply in 2007. 
Owing to the Government’s issuing and implementing of a group of eight solutions to cope 
with macroeconomic instability in 2008, investment from this sector recovered in 2008, 
accounting for 41.3 per cent of total social investment. This is really a remarkable success in 
the management of the Government of Viet Nam in 2008. 

Foreign direct investment in Viet Nam continues to increase at a high rate, especially at the 
time before and after Viet Nam’s accession to WTO. However, FDI flow is moving from 
export-oriented processing industries to real estate, signalling a possible bubble economy 
which could easily cause a monetary crisis. 

Furthermore, the investment structure has been transitioning from agriculture to industry and 
services in spite of the high possibility to gain high economic efficiency in the agriculture, 
forestry and aquaculture sector. 

6.1.2. Economic growth 

After the Asian financial crisis in 1997, together with reform programmes for reorganizing 
the economic structure, promoting the development of the non-state sector and equitizing 
SOEs, Viet Nam’s economy has achieved high growth and stability. The global economic 
crisis that emerged in 2008 has influenced Viet Nam’s rapid economic growth. Because of 
the crisis and inflation, the agriculture, forestry and aquaculture sector of Viet Nam has 
benefited from the high food price increase. Industry, construction and service sectors were 
negatively impacted by the global economic downturn, especially industry and construction 
because Viet Nam’s industrial products are highly dependent on export markets. However, 
industry and services are key economic branches for Viet Nam’s economic growth. 

In spite of a small proportion in GDP, the FDI sector is increasingly playing an important role 
in Viet Nam’s economic growth. However, high dependence on FDI will be a risk as 
production downscales and investment withdraws from Viet Nam in the unstable world 
economy, contracting export markets and low consumption capacity of the domestic market.  

6.1.3. Relation between investment and economic growth 
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In spite of remarkable economic growth and even in the context of the global economic crisis, 
Viet Nam’s economic growth mainly depends on extensive factors. 

Quality of economic growth has improved, as indicated by the increase in total factor 
productivity (TFP) in annual GDP growth. However, Viet Nam’s economic growth is mainly 
based on the volume of investment, and significantly depends on labour quantity. The 
contribution of TFP to economic growth is still small. 

6.1.4. Employment 

With low living standards and an outdated economy, Viet Nam’s labour force participation 
rate is relatively high yet has been decreasing. 

The education level of Viet Nam’s labour force continues to improve as a result of the 
implementation of universal primary education and then lower secondary education. 
Nevertheless, the education level of Viet Nam’s labour force is still low. 45.2 per cent of Viet 
Nam’s labour force have not had the chance to participate in vocational training as well as 
professional training programmes due to the minimal requirement of attaining secondary 
education. This is a big obstacle for the objective of enhancing the quality of Viet Nam’s 
labour force, especially rural labour in the course of industrialization and modernization. 

The labour structure is transitioning from agriculture to industry and services and from the 
non-state sector to the FDI sector as a result of the programme on developing industrial 
zones, processing zones and transforming agricultural land to develop industry and services. 
The booming of FDI inflows into Viet Nam in recent years is creating many chances for 
labour to work in this dynamic economic sector. 

Viet Nam’s labour market has achieved remarkable development but is still outdated, 
especially in rural areas with low shares of wage earners. In addition, a majority of workers 
are based in the informal sector under the form of household business or self-employment. 

Viet Nam’s unemployment rate is not high but youth unemployment in both urban and rural 
areas is creating high pressure for both employment creation and enhancing human resource 
quality. 

6.1.5. Relationship between employment and growth 

Economic growth and implementation of the programme on transforming agricultural land 
for developing industrial zones and processing zones have created a push for labour moving 
from rural to urban areas and from agriculture to industrial zones and procession zones. 
However, the elasticity of employment to GDP is decreasing over time, indicating that 
economic growth does not create much employment in Vietnam. 

The absorption of agricultural and rural labour into enterprises in industrial zones and 
processing zones also has its dark side. When an economic downturn happens, investors will 
cut down production and withdraw capital from the market. In turn, the labour force may be 
at-risk of dismissal while agricultural land has been contracted or lost as a result 
transformation of land use. This is a big challenge for Viet Nam’s economy in view of 
employment creation and ensuring social security for retrenched workers resulting from 
economic downturns and crises. 

Economic growth has been based on extensive factors. Viet Nam’s labour productivity is still 
very low, especially in the private sector. In the FDI sector, although its labour productivity is 
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higher than domestic private sector, its growth rate is very low. If the trend of investment in 
these fields continues as in the past, potential economic risks may happen. Then, investors 
will withdraw capital from the market; a wide range of workers will lose their jobs with a 
majority of them who are at a low technical level. These people will find it difficult to find a 
new job. Therefore, Viet Nam’s social security system will bear this burden. 

The investment structure in agriculture, forestry and aquaculture has decreased; labour 
quality in this economic branch is not high. While the sector is characterized by low 
economic growth and low labour productivity, the ratio of investment to GDP is smaller than 
that of industry, construction and services. In addition, past labour productivity growth rate 
shows that the development potential of this branch has not come to an end. 

In addition to economic growth, Viet Nam’s poverty rate has decreased sharply. This is a 
remarkable achievement. However, despite income-based and expenditure-based GINI 
coefficients are at medium levels, income-base GINI coefficient have increased, showing that 
inequality increases in income distribution. In contrast, expenditure-based GINI has 
decreased showing that expenditure is more similar among both the rich and poor. This fact 
implies that the Vietnamese poor are increasingly bearing high pressure in balancing income 
and expenditure. Finally, growth has had a limited effect on the income of workers, but the 
inequality among workers is increasing, with more benefits given to skilled workers, and 
regions with high economic growth. 

6.1.6. The impact of the world crisis 

The global economical crisis is giving rise to unemployment all across the country. 
Addressing unemployment is a major challenge for the governments at all levels and for the 
whole political system.  

6.2. Recommendations 

6.2.1. Macroeconomic policies 

Investment policies of the Government should take into consideration impacts on labour, 
employment and employment structural shift. Achieving social stability by means of labour-
employment measures should be a priority.  

The proportion of investment from the State budget out of total social investment should 
continue to decrease. Meanwhile, measures to promote investment through flexible monetary 
policies and reforming administrative procedures for non-state economic sectors to better 
access capital and perform business and production activities should be increased. 

Trade policy should also be reoriented so that the country is less dependent on world. Export 
should increase position of export products in the world value change.  

The policy system on real estate and businesses that employ scarce resources should be 
finalized soon with clearness, details and transparency to avoid speculation and monopolies 
which cause of economic bubbles and high risks of economic and monetary crises. 

The Government should issue detailed and concrete preferential policies for enterprises 
investing in agriculture, forestry and aquaculture to motivate this branch to develop and to 
enhance labour quality because of its high development potential. 
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It should have clear guidelines on ensuring growth quality rather than focusing on only high 
economic growth rate. Therefore, it needs a sufficient policy system to ensure that economic 
growth is not only based on extensive factors but also on the efficient utilization of 
investment and labour productivity increase. These policies should clearly identify fields for 
investment priority and conditions for enterprises to invest in those fields. 

Human resource quality plays a key role in economic growth and development. Therefore, a 
strategy on developing relevant education, training and vocational training with different 
targets and long-term socio-economic development is necessary. Special attention should be 
paid to the quality of primary education and the quality of vocational and professional 
training to meet requirements set by the market. Active labour market programmes should be 
paid more attention to, and in particular, target groups like youth, retrenched workers as a 
result of the economic crisis, economic restructuring and land loss. 

6.2.2. Labour market policy  

It is necessary to finalize the system of labour market policies, with the core of labour and 
social security laws, portability between compulsory and voluntary social insurance, and 
provision of a social safety net for farmers, among others. At the same time, boosting the 
wage reform policies and legalizing minimum wages to protect low-skilled and low-income 
workers is critical. 

a. Employment policy  

In the employment strategy for 2001-2010, the Government set forth the determination of 
creating 15 million jobs in 10 years with 1.5 million jobs annually on average; restructuring 
the labour force towards decreasing the proportion of labour in agriculture, forestry and 
aquaculture to less than 40 per cent in 2015 and to 30 per cent in 2020; reducing and 
maintaining the urban unemployment rate to less than 4 per cent in 2020; lowering the rural 
underemployment rate to less than 5 per cent in 2020; raising the rate of trained labour force 
to 60 per cent in 2015 and 75 per cent in 2020; achieving social labour productivity growth 
rate of about 4-5 per cent per year; and ensuring the share of workers involved in industrial 
relations at 50 per cent in 2020. 

However, challenges abound. Economic fluctuations happen suddenly and unpredictably. 
Economic recession continues around the world in 2009. The Government is determined to 
achieve the economic growth rate of 6 per cent while it is predicted to be 5 per cent by 
economists. The risks of job loss in the enterprise sector, especially export-oriented 
enterprises, are significant as a result of a contracting market. Higher underemployment in 
rural areas will happen, especially with the reverse migration from processing zones and 
urban to rural areas. The proportion of labour working in the informal and unsecured sector is 
relatively high. Labour in big cities and in key industries with high growth rate face severe 
competition and high pressure in terms of employment. The issue of administering migrant 
workers, labour in regions with changing land use purposes and foreign workers working in 
Viet Nam in the condition of economic integration and recession is also a concern. 

Specific solutions to address these employment concerns are critical. This includes 
strengthening institutional and administrative mechanisms, policies and laws and leadership 
capacity building; formulating the Employment Law, Minimum Wage Law, Industrial 
Relation Law, Labour Safety Law and Disability Law; ratifying international conventions on 
labour and employment field; finalizing the social security policy system in the field of 
labour and employment; and building up national database on labour market information, 
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including a set of labour market indices and developing labour demand-supply forecast model 
in Viet Nam. 

Furthermore, developing a multi-sector economy, encouraging the development of small- and 
medium-sized enterprises, boosting agricultural and rural development towards 
industrialization and modernization, and expanding international economic relations to 
facilitate overseas labour migration are essential. 

In addition, social and enterprise demand-driven education and training, socializing education 
and training, enhancing industrial discipline and work ethic in employees, and improving the 
health of employees are vital. 

Strengthening social dialogue in formulating and implementing labour market policies is 
critical. Developing tripartite mechanisms in industrial relations, strengthening the role of 
grass-root trade unions in settling labour disputes, and building sectoral collective agreement 
are important. 

Social protection through strengthened social security policies and social security funds is 
necessary. Formulating policies for disadvantaged groups, preserving and developing the 
Unemployment Insurance Fund, and establishing the Social Assistance Fund is critical. 

Relevant programmes and projects include the National Target Programme on Employment 
in 2011-2015, National Target Programme on Labour Safety and Hygiene, Employment 
Support Programme for Disadvantaged Groups, Support Programme on Developing Foreign 
Labour Market, and the Programme on Promoting Harmonious Industrial Relations. 

b. Vocational training  

There are a number of challenges for vocational training. The openness of the labour market 
in the process of international integration has created severe competition between Vietnamese 
skilled labour and skilled labour of other countries. There has been a shortage of skilled 
labour/technical workers for investment projects, requiring foreign workers at high technical 
levels from other countries. Expanding and improving the quality of vocational training 
requires huge resources to upgrade materials, facilities and equipment and strengthening the 
quality of vocational teachers while existing investment in vocational training is very limited. 

The target for vocational training is to increase by 10 per cent per year, focusing on 
vocational training for one million rural labourers per year. The proportion of vocationally 
trained labour force will reach 30-32 per cent in 2010, 42-45 per cent in 2015 and 52-55 per 
cent in 2020, raising the share of the trained labour force overall to 50 per cent in 2010, 60-65 
per cent in 2015 and 75-80 per cent in 2020. 

Investment resources in vocational training mainly come from the State budget, accounting 
for about 60 per cent of total investment. In 2011-2015, the State budget will provide 
investment in vocational training through the National Target Programme on Vocational 
Training. On average, the State budget for vocational training accounts for 10 per cent of 
annual State budget for education and training and will increase to 15 per cent by 2020. 

A number of measures are needed to improve vocational training. This includes further 
reforming and finalizing vocational training mechanisms and policies, boosting vocational 
training socialization and investment resources for this field, renovating the training and 
supplementary technical training for vocational training teachers and managers, and 
developing and issuing national standards for occupational skills. Furthermore, also needed 
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are renovating and developing the vocational training curriculum, standardizing vocational 
training facilities and equipment, reforming government administration over vocational 
training,55 and building vocational training management information system nationwide. 

Finally, international integration in vocational training is needed. This would speed up the 
regional and international recognition of vocational certificates and certificate for 
occupational skills. Also, further exchange and learning of experiences in vocational training 
and strengthening scientific research on vocational training and applying the world’s 
advanced technology to Viet Nam would be beneficial. 

c. Social protection 

Social protection in Viet Nam must be strengthened to enlarge the coverage of social security 
policy to provide universal access. Social security is the fundamental human right; therefore 
vulnerable people should be facilitated to access the social security system. There must be 
financial stability of the system with equity.  

The policymakers must continue to perfect policies and legislation, improve financial 
institutions with mechanisms appropriate to each policy, ensure institutional development of 
the social security system with a focal State administration agency on social security, and 
implement a tripartite mechanism in social insurance management. This would also facilitate 
participation of the social partners including employers’ and workers’ organizations, 
individuals, non-profitable service organizations, private hospitals, private vocational training 
centers, and NGOs, among others. 

Poverty reduction objectives by 2020  

One key objective is to reduce the share of poor households to less than 10 per cent, 
according to the current poverty line and fundamentally improve necessary infrastructure for 
poor communes. This includes irrigation, schools, clinics, village roads, clean water and 
markets and facilitating access to basic social services for poor households. 

A number of strategic recommendations on poverty reduction include: 

• Economic growth must be linked with poverty reduction and economic development 
must be promoted at a large scale to bring in more benefits for all people, including 
the poor. Growth must focus on key economic areas with benefits provided for local 
people and which reduce the disparity of income and living standards between regions 
and groups of people.  

• Creation of stable livelihood opportunities for the poor to access employment will 
help to reduce poverty. This would create the chance for poor people to be better-off, 
preventing a fall back into poverty, and promote development of poor districts, 
communes and villages.  

• Agricultural and rural development must be promoted to enhance poverty reduction, 
creating a driving force for sustainable poverty reduction.  

• Suitable social security policies must be comprehensively implemented to facilitate 
the poor to access more favourable opportunities with better quality of basic social 

                                                
55 This includes decentralizing state administration on vocational training, ensuring self-control and self-
responsibility and encouraging creativeness, activeness and dynamics of different levels and branches. 
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services including health care, education, clean water, housing, and social allowance 
for disadvantaged people. 

6.2.2. Labour market and social safety net policies in response to financial crisis  

1. One of the first steps to address the adverse impacts of the global financial crisis is 
providing greater flexibility for the labour market and supporting workers to overcome the 
financial crisis in the fastest manner.  

• It is necessary to develop a labour market programme which can facilitate movement 
of workers from shrinking enterprises and sectors to the ones that can provide them 
employment, especially those which have fast employment growth. 

• Emergency relief policies for dismissed workers have an important role to play. But 
more importantly are enterprise demand stimulus polices which can help enterprises 
assist workers to the highest extent possible.  

• Support policies, including skills training and retraining, should be provided.  

• Support policies for unemployment should pay due attention to low-income workers, 
women, youth and other disadvantage groups, and should be developed based on their 
demands.  

2. Moreover, experience in other countries shows that the SME sector plays a key role in 
providing employment for redundant workers. Therefore, relief support policies (e.g. small 
business credit and business start-up training, among others) should pay proper attention to 
this sector.  

3. Labour-intensive enterprises, low-income enterprises may find themselves affected more 
by price increases. Therefore, proper support policies should be introduced to keep 
employment, avoiding labour disputes, mitigating the impacts of reducing real wages. Due 
attention should also be paid to the private sector, FDI sector, and improving the efficiency of 
these sectors in attracting labour, and providing higher wage levels. The efficiency of 
investment in state-owned sector should be improved.  

4. The global economic crisis can have far-reaching and long-term consequences to the 
labour market. Further studies should be conducted to understand it thoroughly and provide 
timely evidence and track its development trends. 
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