Assessment of Vietnam'’s
Economy by Selected Indicators
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ince its reforma- the economy in the new  problems of its depend largely on the
Stion of manage- period which is full of up- vulnerability, sustainabil- world market.
ment system, heavals. ity and efficiency. Government budget
Vietnam’s economy has Given the situation, Sustainability The public finance is
made progressive steps this article displays an Inflation the basic measurement for

and recorded a lot of prom-
ising achievements such
as: low inflation, high

overview of Vietnam’s
economy by annual reports
of the International Mone-

The achievement in the
early years of renovation is
to curb inflation under

economic stability. Viet-
nam'’s budget deficit is still
under the control and the

# growth, decreasing budget tary Fund-IMF, and sug- 10%, and this is main- IMF safety line, 3%
A deficit, increasing export gests some measures to tained until now and very against 3.5% of GDP.
4 value, and soaring foreign  improve the efficiency of useful for economic stabil- The ratio of growth to
;,. investment... Vietnam’s economy in the ity. Nevertheless, the in- budget deficit shows a unit
However, from the end next stage. flation remains hidden of budget deficit is compen-
of the 1990s, growth was After the period of im-  dangers when it changes sated by how many units of
almost the momentum of pressive growth in the in an abnormal manner growth generated by the
growth in the previous pe- 1990s, Vietnam’s economic  because essential materi- internal economy while its
riods; the old factors were growth rate had fallen als must be imported and production is maintained
not enough to stimulate sharply and posed the
I Table 1: Growth rate
Year 1997 Y98 1999 2000 2001 2002 2003 2104
Growth rate 8.2% 3.5% 4.2% 5.5% 5.0% 5.8% 7.3% 7.2%
Table 2: Inflation rate
Year 1997 1998 1999 2000 2001 2002 2003 2004
Inflation rute 3.o% T.7% 4.2% -1.6% -4 % 4.0% 31.2% 5.0%
Table 3: General government budget Unit: % of GDP
Y car 1997 1998 1999 2000 2001 2002 2003 2004
Total revenue 20.8 20.2 19.8 211 2237, 229 21.6
Total expenditure 22.6 204 20.6 239 25.6 24 .8 24.5
Iiscal balance -1.7 -0.1 -0.8 -2.8 -2.9 -1.9 -2.8 (.8
Table 4: Growth/budget deficit Unit: times .
Year 1997 1998 1999 2000 2001 2002 2003 2004
| Growth/Budgelt deficit 4.82 35.00 5.25 1.96 1.72 3.05 2.21 10.00]
Table 5: Investment
Year 1997 1998 1999 2000 2001 2002 2003 2004
| Gross investment (VND bil.) 88.8 104.9 110.5 130.8 150.0 172.0 201.8 240.2
I - The government
| - The people 26.4 259 338 42.5 45.2 50.5 58.6 69.7
: - FPoreign investors 29.1 49.9 45.3 57.3 759 88.0 100.8
333 29.1 314 3.0 45.6 55.2 69.7
Gross investment 28.3 29.0 27.6 29.6 31.2 32.1 35.1 35.5
(% of GDP.)
i - The government 8.4 12 8.5 9.9 9.9 9.2 10.2 10.3
L - The people 9.3 13.7 1.2 12.5 14.6 15.3 149
" - Foreign investors 10.6 8.1 7.9 72 83 9.6 10.3
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and expanded at the mini-
mum level.

Commonly, the best ra-
tio of developing nations
ranges from two to three
times both to keep safety
and expand production.
The ratio must be not too
high to destroy necessary
stimulus for growth tar-
gets.

This ratio is not stable
to Vietnam. Its extremely
high value in 1998 was not
sufficient for economic
stimulation in the follow-
ing years. The values, how-
ever, saw a sharp decline
for growth to rebound in
the next years.

The paradox is lower
growth rates while the ra-
tios are smaller.

Efficiency
Investment efficiency
Gross investment of

the economy has doubled
from 1997 until now, ex-

ceeding 30% of GDP since
2001. Nevertheless, this is
only a quantitative indica-
tion.

To see the efficiency,
first we compare it with
GDP growth rate by divid-
ing the investment by
growth rate of the respec-
tive year.

In 1997, the economy
only invested VND3.45 to
generate VND1 of growth,
this figure increased sud-
denly in 1998 (8.29) and
then steadily dropped until
2002 (5.53) but remains
1.5 times higher than the
figure in 1997.

Although the decline in
investment return could be
explained by the law of di-
minishing marginal re-
turns (the higher the
growth rate, the lower the
capital efficiency). Never-
theless, there are two rea-

Table 6: Investment / growth

sons for less efficiency of
investment:

- First, investment re-
turns plummeted suddenly
in 1998 and then steadily
rebounded until 2002. This
is adverse to the common
law and shows less effec-
tive investment.

- Second, the ratio of
gross investment to
growth of developing na-
tions in the region is ap-
proximately 4. Vietnam is
an example adverse to the
common law.

- Public investment

Government invest-
ment : Growth rate = (Gov-
ernment investment:
Gross  investment) X
{Gross investment
Growth rate)

The above equation in-
dicates the efficiency of
government investment to
the economic growth rate

is expressed by two fac-
tors:

- First, in respect of the
extensive effect, the stimu-
lus effect of public invest-
ment, that is, VNDI1 in-
vested from the
government budget will
result to how many dong in
gross investment.

- Second, in respect of
the intensive effect, the ef-
ficiency of VNDI invested,
that is, how many units of
investment are needed for
one unit of growth,

The above equation
shows no remarkable
changes in the extensive
effect of government in-
vestment while the inten-
sive effect reduces.

Structure of industries

The growth rate of the
industry is faster than that
of the service. The agricul-
ture stands at the bottom
line, this leads to many

Y ear 1997 1998 1999 2000 2001 2002 2003 2004
- Gross investment/growth 345 8.29 6.57 5.38 6.24 5.53 4.81 4.93
- Government investment/growth 1.02 2.06 2.02 1.80 1.98 1.58 1.40 1.43
- People investment/growth 1.13 3.91 2.67 2,27 .52 2l 2.07
- Foreign investment/growth 1.30 232 1.88 1.31 1.43 1.31 .43
Table 7: Extensive and intensive effects of government investment
Y ecur 1997 1998 1999 2000 2001 2002 2003 2004
- Government
investment/Growth 1.02 2.06 2.02 1.80 1.98 1.58 1.40 1.43
- Government
investment/Gross investment 0.30 0.25 0.31 0.33 0.32 0.29 0.29 0.29
-Giross investment/Growth 3.45 §.20 6.57 5.38 6.24 5.53 4.81 4.93
Table 8: Structure of industries Unit: %
Ycar 1997 1998 1999 2000 2001 2002 2003 . - 2004
Growth
-Agriculture 4.3 3.5 3.2 4.6 3.0 4.1 4.2 4.0
-Industry 12.6 8.3 7.7 10.1 10.4 9.4 10.0 11.0
-Service 7.1 5.1 23 5.3 6.1 6.5 6.7 7.0
Shares in GDP
(% of GDP)
-Agriculture 25.8 258 254 24.5 23.2 23.0 22.5 220
-lndustry 321 335 345 36.7 i8.2 38.5 39.2 40.1
-Service 42.1 417 40.1 38.8 38.0 38.5 38.3 379
Table 9: Service structure Unit: %
Y car 1997 1998 1999 2000 2001 2002 2003 2004
Service 42.2 41.7 40.1 38.7 38.6 38.5 38.3 37.9
-State sector 239 23.5 22:2 21.2 20.7 203 20.0 19.7
-State management 20.6 20.2 193 18.4 17.4 7 17.2 17.0
-Non-stale seclor 18.2 18.2 17.9 17.6 18.0 8.2 18.3 18.2
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changes in the structure of
industries.

The table reveals the
growth rate of the service
remains low, even lower
than that of the agriculture
in 1999. In the process of
development, when the
service appears and grows,
it will certainly take in-
creasingly high share in
the economy. In the mean-
time, the industry experi-
ences high growth rates
and the agriculture con-
tracts steadily. The serv-
ice’s low growth rate
indicates the economy has
not yet grown on the right
track.

The above table indi-
cates the service in the
non-state sector is rather
stable. In contrast, the
achievements of the state
service drop sharply. This
will lead to decline of the
total service.

Based on above
analysis, some meas-
ures are suggested to
enhance efficiency of
the economy:

Business will  face
many obstacles if it does
not make the best use of
information  advantages.
Consequently, the quality
of growth is too low,
threatening the economic
stability. = Nevertheless,
Vietnam's approach to this
area is really a hindrance
to development when only
state-owned corporations
are allowed to control the

national

telecommunications back-
bone. This  backbone

should be regarded as the
national asset; all busi-
nesses have the right'to
exploit this network in a
fair rule.

Once natural resources
and cheap labor are not ad-
vantages of Vietnam, the
country must build its
knowledge economy and
develop hi-tech industries
L0 generate new compara-
tive advantages to the
economy. In this area, the
private sector has more fa-
vorable conditions in its
industrialization and mod-
ernization at low costs and

higher returns in compari-
son with state businesses.

On the other hand, the -

equitization of state-owned
enterprises is an optimal
solution. This process is,
however, encountering a
lot of barriers because the
interests of relevant mem-
bers are not satisfied.
Some enterprises still
want to suck on the budget
breast and do not want to
grow in the market compe-
tition.

* The returns of public
investment will be higher
if the following measures
are implemented:

- The economy is

planned with uniform and
long-term strategies.

- There should be de-
tailed plans in each five-
year period.

- Public invesment will
be carried out in accor-
dance the strategic plans,
generating stimulus to the
total economy.

- Independent inspec-
tion mechanism is re-
quired along with clear
and transparent rules of fi-
nancial punishment.

- More attentions are
given to supportive proj-
ects and private invest-
ment should step by step
displace public investment
if possible.

- The financial system
should be soon reformed.
Non-state, small and me-
dium businesses find it
very hard to access the
credit system although sta-
tistics show growth on the
private sector is much
higher than the state sec-
tor.

- Experience and pro-
fessional skill of foreign
banks should be learned
and applied in the domes-
tic banking system.

- The Government is
required to speed up its ad-
ministrative reform. It
should promote decentrali-
zation and transfer more
tasks and powers to the
private sector. ®

Notes:

All figures of the above
tables are extracted from
the IMF documents.
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