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Vietnam’s Economy Rebounds
Vietnam’s major cities endured some of the world’s strictest COVID lockdowns from the beginning of July to the end of
September. The country began reopening in October, when the Government’s approach shifted from “Zero COVID” to
“Living with COVID”. This change was motivated by a realization that economic immobility had a detrimental effect on
people’s lives and social stability, and was enabled by a drop in COVID cases and a sharp acceleration of vaccinations.
As expected, the re-opening drove a sharp rebound in the country’s economy. The easing of social distancing and mobility
restrictions prompted a surge in retail sales – which is a close proxy for domestic consumption – although we estimate that
domestic consumption is still more than 10% below pre-COVID levels. Manufacturing activity also experienced a “V-shaped”
recovery, especially at FDI factories in the industrial suburbs of HCMC, which had been hit particularly hard by social
distancing restrictions.
Retail Sales (% yoy)

Manufacturing Output (% yoy)

40%

45%

20%

30%

0%

15%

-20%

0%

-40%

-15%
Apr-21

Jun-21

Aug-21

Oct-21

Apr-21

Jun-21

Aug-21

Oct-21

Further to that last point, the epicentre of Vietnam’s Delta variant outbreak was in southern Vietnam, so we estimate that
production at factories in the south dropped 10% yoy in August and September, despite some extraordinary steps taken by
some manufacturers. Production at factories in the north (where the Delta variant first emerged in the north of Vietnam 1,
prompting about three weeks of production disruptions in July) continued to grow 20% yoy.
Back to Work
It was widely publicized that many workers in southern Vietnam returned to their hometowns as soon as travel between
provinces was re-established in October, and that some of those workers had not yet returned to their jobs, creating a
worker shortage at some companies. However, in our understanding, over 90% of the factories in the industrial suburbs of
HCMC are operating, and over 80% of the workers in those factories have returned to their jobs, although the largest
furniture producer in the country recently told the Nikkei news service that only 70% of its workers had returned.
We expect all workers to be back to work within the next two months, partly because some factories are offering employees
incentives to return. Also, the Government’s aggressive vaccination campaign, as well as the roll-out of highly effective
COVID treatments are giving employees confidence to return to work.2 3
Some factories are offering modest “rehiring bonuses” and most companies in Vietnam pay a bonus equivalent to one
months’ salary to employees in the lead-up to the Lunar New Year holiday, which is at the beginning of February 2022.
Regarding vaccination, the proportion of Vietnam’s population who are fully vaccinated surged from 3% at end-August to
over 50% now, versus 39% in the Philippines, 34% in Indonesia, and 58% in Thailand. Furthermore, the surge has been even
more dramatic in the industrial suburbs of HCMC, where approximately 94% of the population is fully vaccinated, as many
workers participated in mass-vaccination campaigns facilitated by their employers.
1

Note that FDI factories in northern Vietnam produce smart phones, consumer electronics, and other high-tech products while FDI
factories in southern Vietnam produce a higher proportion of low value-added exports, including garments, footwear, and furniture.
2 https://e.vnexpress.net/news/news/trial-of-merck-s-covid-drug-in-vietnam-records-zero-deaths-health-ministry-4382299.html
3
https://en.vietnamplus.vn/vietnam-able-to-produce-covid19-treatment-drug-molnupiravir/216035.vnp
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Finally, at the height of the Delta outbreak, it was reported that some FDI manufacturers were considering relocating
production out of Vietnam. That story is now completely dead, and some companies, including Nike, have even announced
their intention to expand their production in Vietnam. 4
Strong Prospects for 2022, Driven by Fiscal Stimulus, Infrastructure Spending, and Tourism
We expect Vietnam’s reported GDP growth to surge from 2.5% in 2021 to over 7% in 2022 driven by a partial resumption of
foreign tourism, a surge in infrastructure spending, and a new, 10%-of-GDP fiscal stimulus package that the Ministry of
Planning and Investment is currently formulating and is likely to be announced in early January 2022.
Further to that last point, Vietnam’s Government has done less than some of its peers to stimulate the country’s economy,
despite having ample fiscal resources to do so. The country’s Government debt-to-GDP ratio is below 50%, and Vietnam
actually ran a government budget surplus equivalent to over 1% of GDP in 10M21. The Government is reportedly working on
a USD35 billion fiscal stimulus package to be spent over 2022-23, which could include direct payments/financial support to
both people and SMEs impacted by the pandemic, as well as tax cuts and subsidized interest rates on bank loans.
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Next, the Government previously announced that it would increase infrastructure spending by 40% over the next five years
compared to the previous five years, and infrastructure spending surged by nearly 20% month-on-month in October. It’s not
clear yet if the USD35 billion figure mentioned above includes infrastructure spending, but we expect infrastructure
development to make a major contribution to Vietnam’s GDP growth in 2022 and beyond, which we discussed in this report.
Finally, foreign tourism accounted for about 8% of Vietnam’s GDP pre-COVID but will obviously make essentially no
contribution to the country’s economy this year5. A partial resumption of tourism in the second half of 2022 would make a
surprisingly large contribution to Vietnam’s GDP growth because of the way the arithmetic works (i.e., a full resumption of
foreign tourism for just half of 2022 would boost Vietnam’s GDP growth rate by 3-4%pts).
We previously expected the Government to begin piloting a resumption of foreign tourism after the Lunar New Year holiday
in February, but on November 17th, the first group of international tourists arrived from South Korea, as can be seen in the
exhibit above, on the right. That group was immediately followed by several more groups, including tourists from the US and
Canada.
Conclusion
Vietnam’s economy re-opened at the beginning of October following three months of severe COVID lockdown measures.
The re-opening powered a “V-shaped” recovery in the country’s domestic consumption and manufacturing activities and we
expect a significant, further acceleration in GDP growth next year to above 7%.
The Government is currently formulating a 10%/GDP fiscal stimulus program which will support Vietnam’s economic
recovery in 2022-23 and announced plans to increase infrastructure spending earlier this year. Finally, we expect a partial
resumption of foreign tourism from the second half of next year to make a major continuation to GDP growth in 2022.
4

https://vietnamnet.vn/en/business/nike-to-expand-operations-in-vietnam-789243.html
Note that foreign tourism previously contributed ~8% to Vietnam’s GDP, domestic tourism contributed another 4%/GDP, and the total
contribution to GDP was even larger than 12%/GDP because of the indirect contribution of tourism.
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Disclaimer
© 2021 VinaCapital Fund Management JSC (VCFM). All rights reserved. This report has been prepared and is being issued by VCFM or one of its affiliates for distribution in
Vietnam and overseas. The information herein is based on sources believed to be reliable. With the exception of information about VCFM, VCFM makes no representation about
the accuracy of such information. Opinions, estimates, and projections expressed in this report represent the current views of the author at the date of publication only. They do
not necessarily reflect the opinions of VCFM and are subject to change without notice. VCFM has no obligation to update, amend or in any way modify this report or otherwise
notify a reader thereof in the event that any of the subject matter or opinion, projection or estimate contained within it changes or becomes inaccurate.
Neither the information nor any opinion expressed in this report constitutes an offer, or an invitation to make an offer, to buy or to sell any securities or any option, futures, or
other derivative instruments in any jurisdiction. Nor should it be construed as an advertisement for any financial instruments. This research report is prepared for general
circulation and for general information only. It does not have regard to the specific investment objectives, financial situation or particular needs of any person who may receive or
read this report. Investors should note that the prices of securities fluctuate and may rise and fall. Past performance, if any, is no guide to the future.
Any financial instruments discussed in this report may not be suitable for all investors. Investors must make their own financial decisions based on their independent financial
advisors as they believe necessary and based on their particular financial situation and investment objectives. This report may not be copied, reproduced, published, or
redistributed by any person for any purpose without the express permission of VCFM in writing. Please cite sources when quoting.
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