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I. Introduction  
 
Vietnam, officially called The Socialist Republic of Vietnam, is a sovereign and reunified independent 
country, has a high percentage of territorial waters. Vietnam is located in the center of the Southeast 
Asia, and is shaped like the letter "S". The country was usually called Annam until 1945, changed the 
official name back to Vietnam when the Proclamation of Independence of the Democratic Republic of 
Vietnam was written by Ho Chi Minh president and announced in public, solemn declared to the 
world at Ba Dinh Square on September 2nd, 1945. And September 2nd has become Vietnam’s National 
Day.  

The country lies in the eastern part of the Indochina peninsula, bordered by China to the North, 
Laos and Cambodia to the West, and the East Sea and Pacific Ocean to the Southeast. Vietnam's coast 
line is 3,260 km long and its inland border measures 3.730 km. The country's total length, from the 
northernmost point to the southernmost point, is 1.650 km.  

Hanoi is the capital of Vietnam and the country's second largest city. From 1010 until 1802, it was 
the most important political centre of Vietnam. It was eclipsed by Hue, the imperial capital of Vietnam 
during the Nguyen dynasty (1802-1945), but Hanoi served as the capital of French Indochina from 
1902 to 1954. From 1954 to 1976, it was the capital of North Vietnam, and it became the capital of a 
reunified Vietnam in 1976, after the victory in the war. October 2010 officially marked 1000 years 
since the establishment of the city. 

Ho Chi Minh City, formerly named Saigon, is the largest city in Vietnam. Under the name Saigon, 
it was the capital of the French colony of Cochinchina and later of the independent republic of South 
Vietnam from 1955–75. South Vietnam was a capitalist and anti-communist state which fought against 
the communist North Vietnamese during the Vietnam War, with the assistance of the United States 
and other countries. On 30 April 1975, Saigon fell and the war ended with a Communist victory. On 2 
July 1976, Saigon merged with the surrounding Gia Định Province and was officially renamed Ho Chi 
Minh City.  
 
I.1 Geography 

Its width, stretching from east to west, is 600 km at the widest point in the north, 400 km in the 
south, and 50 km at the narrowest part in the Quang Binh province on the central coast. Vietnam is 
also a transport junction from the Indian Ocean to the Pacific Ocean.  

This location creates ideal and favorable conditions for national economic growth in general and 
the development of trade and tourism in particular. The mainland territory of Vietnam is an S-shaped 
land covering an area of over 329.241 square kilometers. From North to South, the territory of 
Vietnam extends for 1.750 kilometers, Vietnam possesses a long coastline with countless kilometers 
of ravishing beaches and stunning lagoons. 

Stretching from the North to the South, Vietnam’s topography varies dramatically with emerald-
green mountains, fertile deltas, tropical rainforests inhabited by many rare and precious species of 
fauna and flora, sinuous rivers, mysterious caves, surreal-looking rock formations, heavenly waterfalls 
and pristine white-sandy beaches. 

The country can be divided into three main regions: the North, the Central and the South. The 
North includes three sub-regions: Northwest, Northeast and Red River Delta. Northwest is well-known 
for the fantastic scenery of Sapa, awe-inspiring valleys and picturesque terraced fields of Mai Chau, 
peaceful hill-tribe villages and stunning nature beauty of Lao Cai, etc. Northeast is endowed with the 
sublime beauty of Ba Be National Park, the spectacular rock-formations and alluring grottos of Halong 
Bay and the poetic, fresh, quiet beauty of Ban Gioc Waterfall. Red River Delta is a region of beautiful 
rice fields and limestone cliffs, ancient temples, and skillful local craftspeople. The region is also 
deemed to be the cradle of Vietnamese civilization some of the most valuable historical heritages in 
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Vietnam. The Central of Vietnam is divided into two main sub-regions: North Central or North 
Central Coast and South Central which, in turn, includes South Central Coast and Central Highlands. 
North Central (Bac Trung Bo) contains six provinces in the northern half of Vietnam's narrow central 
part. All provinces in this region stretch from the coast in the east to Laos in the west: Ha Tinh, Nghe 
An, Quang Binh, Quang Tri, Thanh Hoa and Thua Thien Hue. South Central (Nam Trung Bo) 
contains seven coastal provinces and Danang city (centrally-controlled municipality) in the southern 
half of Vietnam's central part: Binh Dinh, Binh Thuan, Khanh Hoa, Phu Yen, Ninh Thuan, Quang 
Nam and Quang Ngai. Central Highlands (Tay Nguyen) contains the five inland provinces of south-
central Vietnam: Dak Lak, Dak Nong, Gia Lai, Kon Tum and Lam Dong. Almost of this region is 
mountainous. While mostly inhabited by ethnic minorities, there are many Vietnamese living here. 
The Central which is home to many ethnic minorities, is characterized by high temperate plateaus rich 
in volcanic soil and by spectacular beaches, innumerable sand dunes and lagoons. Hoang Sa (island 
district belongs to Danang) and Truong Sa (island district belongs to Khanh Hoa) are two archipelagos 
rich in resources. The South of Vietnam includes two main regions: Southeast and Mekong Delta. 
Southeast (Dong Nam Bo) contains those parts of lowland southern Vietnam which are north of the 
Mekong Delta. There are five provinces, plus the municipality of Ho Chi Minh City (formerly 
Saigon): Ho Chi Minh City, Ba Ria - Vung Tau, Binh Duong, Binh Phuoc, Dong Nai, Tay Ninh. 
Mekong River Delta (Dong Bang Song Cuu Long) is Vietnam's southernmost region, mostly 
containing small but populous provinces in the fertile alluvial delta of the Mekong River. There are 
twelve provinces, plus the municipality of Can Tho: Can Tho City, An Giang, Ben Tre, Bac Lieu, Ca 
Mau, Dong Thap, Hau Giang, Kien Giang, Long An, Soc Trang, Tien Giang, Tra Vinh, Vinh Long. 
 
I.2 Climate  

Vietnam is located in both a tropical and a temperate zone. It is characterized by strong monsoon 
influences, but has a considerable amount of sun, a high rate of rainfall, and high humidity. Regions 
located near the tropics and in the mountainous regions are endowed with a temperate climate. 

The annual average temperature ranges from 22ºC to 27ºC. In Hanoi, the average temperature is 
23ºC, in Ho Chi Minh City it is 26ºC, and in Hue it is 25ºC.  

There are two distinguishable seasons. The cold season occurs from November to April and the hot 
season from May to October. The difference in temperature between the two seasons in southern 
Vietnam is almost unnoticeable, averaging 3ºC. The most noticeable variations are found in the 
northern provinces where differences of 12ºC have been observed. There are essentially four distinct 
seasons, which are most evident in the Northern provinces. 

Vietnam's climate can be divided into three different zones - North Vietnam, Central Vietnam and 
South Vietnam. The climate in North Vietnam is a humid and subtropical climate, while South 
Vietnam enjoys a tropical climate all year round, with the central region lying somewhere in-between. 
As Vietnam is a long, narrow country, climatic conditions vary considerably with temperatures 
ranging between 20°C and 35°C. Due to higher altitudes, it's generally coolest in the mountains - 
sometimes even freezing in the winter. In Hanoi and Ho Chi Minh City, the climate can be fairly hot 
and humid. 
 
I.3 Resources 

Natural Resources (Oil and Gas): Vietnam’s potential crude oil reserves in the southern offshore 
area stand at about 270 million tons and are likely to increase substantially with continued exploration. 
Vietnam has potential non-associated gas reserves of more than 360 billion cubic meters. Proven 
associated gas reserves are on the order of 57 billion cubic meters. 

Mineral Resources: Vietnam’s primary coal resource, anthracite, is concentrated in Quang Ninh 
Province in the Northeast. It has potential recoverable reserves of 7-8 billion tons of which 600 million 
tons are shallow (within a depth of 100 meters). The country also has an abundance of other minerals, 
including bauxite, iron ore, copper, gold, precious stones, tin, chromate, apatite, and building materials 
such as granite, marble, clay, silica sand, and graphite. 

Other Resources: Vietnam is also very rich in other natural resources including significant 
hydropower (10,000 MW), marine resources, tropical forest, and agricultural potential. The country 
has 4 world heritages recognized by UNESCO, beautiful beaches, national ecologic forests, 
countryside, high-land and historic places. 
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I.4 Population 

Viet Nam's population has reached 90 million in October 2013, ranking 14th among the countries 
with the largest population in the world, 8th in Asia and 3rd in Southeast Asia. The total population in 
Vietnam has changing 156 percent during the last 50 years. Of the total, women comprised 44.86 
million and men with 43.92 million; urban population was 28.81 million, while rural population was 
59.97 million. Total birth rate reached 2.05 babies per woman in 2012, higher than previous year's 
1.99 babies per woman level. Sex ratio of newborns was 112.3 male per 100 female, higher than the 
level of 111.9 male per 100 female in 2011. 

 
Figure 1: Annual population by sex 

 
Source: General Statistic Office of Vietnam 
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A population pyramid illustrates the age and sex structure of a country's population and may 

provide insights about political and social stability, as well as economic development. The population 
is distributed along the horizontal axis, with males shown on the left and females on the right. The 
male and female populations are broken down into 5-year age groups represented as horizontal bars 
along the vertical axis, with the youngest age groups at the bottom and the oldest at the top. The shape 
of the population pyramid gradually evolves over time based on fertility, mortality, and international 
migration trends. 
Vietnam is a multi-ethnic country with over fifty four distinct groups, each with its own language, 
lifestyle, and cultural heritage. Many of the local ethnic groups are known collectively in the West as 
Montagnard or Degar. The largest ethnic group is Kinh (Viet) over 80%, 20% is remaining ethnic 
groups. 
 
I.5 Vietnamese Culture and Religions 

The richness of Vietnam's origins is evident throughout its culture. Spiritual life in Vietnam is a 
grand panoply of belief systems, including Confucianism, Taoism, Buddhism, Christianity, and Tam 
Giao (literally 'triple religion'), which is a blend of Taoism, popular Chinese beliefs, and ancient 
Vietnamese animism.  In modern Vietnam, Mahayana Buddhism has the largest following. According 
to the constitution, every Vietnamese citizen is given the freedom of religion. Each religion with its 
particular practice and rituals not only makes Vietnamese spiritual life more colorful and unique but 
also has a profound impact on the people as well as their culture. 

The most important festival of the year is Tet, a week-long event in late January or early February 
that heralds the new lunar year and the advent of spring. Celebration consists of both raucous festivity 
(fireworks, drums, gongs) and quiet meditation. In addition to Tet, there are about twenty other 
traditional and religious festivals each year. 

Vietnamese architecture expresses a graceful aesthetic of natural balance and harmony that is 
evident in any of the country's vast numbers of historic temples and monasteries. The pre-eminent 
architectural form is the pagoda, a tower comprised of a series of stepped pyramidal structures and 
frequently adorned with lavish carvings and painted ornamentation. Generally speaking, the pagoda 
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form symbolizes the human desire to bridge the gap between the constraints of earthly existence and 
the perfection of heavenly forces. Pagodas are found in every province of Vietnam. One of the most 
treasured is the Thien Mu Pagoda in Hue, founded in 1601 and completed more than two hundred 
years later. In North Vietnam, the pagodas that serve as the shrines and temples of the Son La 
mountains are especially worth visiting. In South Vietnam, the Giac Lam Pagoda of Ho Chi Minh City 
is considered to be the city's oldest and is notable as well for its many richly-carved jackwood statues. 

As a language, Vietnamese is exceptionally flexible and lyrical, and poetry plays a strong role in 
both literature and the performing arts. Folk art, which flourished before French colonization, has 
experienced resurgence in beautiful woodcuts, village painting, and block printing. Vietnamese 
lacquer art, another traditional medium, is commonly held to be the most original and sophisticated in 
the world. Music, dance, and puppetry, including the uniquely Vietnamese water puppetry, are also 
mainstays of the country's culture. 

Although rice is the foundation of the Vietnamese diet, the country's cuisine is anything but bland. 
Deeply influenced by the national cuisines of France, China, and Thailand, Vietnamese cooking is 
highly innovative and makes extensive use of fresh herbs, including lemon grass, basil, coriander, 
parsley, laksa leaf, lime, and chili. Soup is served at almost every meal, and snacks include spring rolls 
and rice pancakes. The national condiment is nuoc mam, a piquant fermented fish sauce served with 
every meal. Indigenous tropical fruits include bananas, pineapples, coconuts, lychees, melons, 
mandarin oranges, grapes, and exotic varieties like the three-seeded cherry and the green dragon fruit. 
 
I.6 History in Brief 

At the beginning of the Bronze Age, the Viet tribe groups had settled in the North and North-
Centre Vietnam. There were about 15 groups of Lac Viet tribesmen living mainly in the northern 
highlands and delta, and a dozen Au Viet groups living in Viet Bac, the northern region of old 
Vietnam. At that time, the two ethnic tribes of the Lac Viet and Au Viet lived together in many areas 
with other inhabitants. 

Due to the increasing needs to control floods, fight against invaders, and exchange culture and 
economy, these tribes living near each other tended to gather and integrate into larger mixed groups. 
Among these Lac Viet tribes was the Van Lang, also the most powerful tribe. The leader of this tribe 
joined all the Lac Viet tribes together to found Van Lang Nation, addressing himself as Hung King. 

The next generations followed in their father’s footsteps and kept this appellation. Based on 
historical documents, researchers correlatively delineated the location of Van Lang Nation to the 
present day regions of North and North-Central Vietnam, as well as, the South of present-day Kwangsi 
(China). The Van Lang Nation lasted approximately from the beginning of the first millennium B.C. to 
the 3rd century B.C. 

In 221 Before Christ (BC), Tan Thuy Hoang, King of Tan (China), invaded the land of the Viet 
tribes. Thuc Phan, the leader of the alliance of Au-Viet tribes was respected as the chief of the 
resistance war against the Tan enemy that later, in 208 BC, was forced to withdraw. With his imposing 
power, Thuc Phan nominated himself as King An Duong Vuong and founded Au Lac Nation with 
groups of Lac Viet and Au Viet tribes. 

In 179 BC, Trieu Da, King of Nam Viet (China), invaded Au Lac country. The resistance of An 
Duong Vuong failed soon after this invasion. As a result, the northern feudalist took turns dominating 
the country over the next seven centuries, establishing their harsh regime in the country and dividing 
the country into administrative regions and districts with unfamiliar names. However, the country’s 
name of Au Lac would not be erased from the people’s minds or their everyday life. 

In the spring of 542, Ly Bi rose up in arms and swept away the Chinese administration, liberating 
the territory. He declared himself King of Van Xuan Kingdom in February 544, acknowledging the 
national superiority complex of the independent spirits to live in eternal peace. However, the existence 
of Ly Bi’s administration was very brief. He was defeated by the Chinese imperial army, and the 
country returned to feudal Chinese domination again in 602. The name Van Xuan was restored only 
after the victory over the Han army at the Bach Dang River led by General Ngo Quyen in 938. This 
victory marked the end of the Chinese domination period in Vietnam. 

In 968, Dinh Bo Linh defeated the twelve lords and unified the country. He declared himself King 
and named the country Dai Co Viet. This name remained throughout the Dinh dynasty (868-979), Pre-
Le dynasty (980-1009) and the beginning of Ly dynasty (1010-1053). 
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In 1054, a flaming bright star appeared in the sky for many days, which was considered a good 
omen. As a result, the Ly King changed the name of the country to Dai Viet. This name remained until 
the end of Tran dynasty. 

In March 1400, Ho Quy Ly usurped the throne of King Tran Thieu De, founded the Ho dynasty and 
changed the country’s name to Dai Ngu, meaning peace in the ancient language. This name only lasted 
for very short time, until April 1407, when the Minh enemy invaded Dai Ngu and defeated the Ho 
dynasty. 

After 10 years of resistance against the Ming (Chinese) occupation (1418-1427), Le Loi had 
achieved a victorious triumph. In 1428, Le Loi declared himself King of Le dynasty and changed the 
name of the country back to Dai Viet. At this time, the territory of Vietnam had expanded to the region 
of present-day Hue. The name Dai Viet remained under the Le dynasty (1428-1787) and the Tay Son 
dynasty (1788-1810). 

In 1802, Nguyen Anh claimed his coronation to become the first Nguyen King, starting the Nguyen 
dynasty and changing the country’s name to Vietnam. This name was officially recognized in many 
diplomatic missions in 1804. However, the words Vietnam had already appeared very early in history. 

First, in the 14th century, in a book of code entitled Vietnam The Chi, edited by Doctor Ho Tong 
Thoc. Then in the book by scholar Nguyen Trai entitled Du Dia Chi at the beginning of 15th century, 
the words Vietnam were re peated several times. Doctor Trinh Nguyen Binh Khiem (1491-1585) had 
written on the first page of his work Trinh Tien Sinh Quoc Ngu the following: ... Vietnam has 
constructed its foundation... The words Vietnam were also found in some carved stelae of the 16th - 
17th century in Bao Lam Pagoda, Haiphong (1558), in Cam Lo Pagoda, Ha Tay (1590), in Phuc 
Thanh Pagoda, Bac Ninh (1664), etc. In particular, in the first sentence on the stele Thuy Mon Dinh 
(1670) at the landmark on the border at Lang Son, it was written: This is the gateway of Vietnam that 
guards the northern frontiers... 

In terms of meaning, there are many theories that prove the words Vietnam are created by 
combining two racial and geographic elements, which is understood as Viet people from the south. 
During the reign of King Minh Mang (1820-1840), the name of the country was changed to Dai Nam, 
but Vietnam was still widely used in many literary works, civil business affairs, and social relations. 

Following the triumph of the August Revolution on August 19, 1945, which had entirely swept 
away Vietnamese feudal and French colonial oppression and began a new era in the country, President 
Ho Chi Minh proclaimed the nation’s independence and the national name Democratic Republic of 
Vietnam was born on September 2, 1945. Although Vietnam suffered from war and separation in the 
following 30 years, the sacred words Vietnam were very popularily used from the north to the south, 
and were deeply imprinted in the hearts of the Vietnamese people. 

Following the liberation of Southern Vietnam on April 30, 1975, the entire country of Vietnam was 
completely unified. In the first meeting of the national assembly of the unified Vietnam on July 2, 
1976, the assembly decided to name the country The Socialist Republic of Vietnam. The constitution 
of 1980, and 1992, continued its affirmation of the country’s official name, legally and actually. 
 
I.7 Vietnam Political Institution and International Relations 
 
Political Institution 

The Socialist Republic of Vietnam is a single-party state. Its current state constitution, which 
replaced the 1975 constitution in April 1992, asserts the central role of the Communist Party of 
Vietnam in all organs of government, politics and society. Mainly political organizations affiliated 
with or endorsed by the Communist Party are legal to contest elections in Vietnam. These include the 
Vietnamese Fatherland Front and worker and trade unionist parties.  

The President of Vietnam is the titular head of state and the nominal commander-in-chief of the 
military of Vietnam, serving as the Chairman of the Council of Supreme Defense and Security. The 
Prime Minister of Vietnam is the head of government, presiding over a council of ministers composed 
of five deputy prime ministers and the heads of 18 ministries and 4 commissions.  

The National Assembly of Vietnam is the unicameral legislature of the state, composed of 500 
members. Headed by a Chairman, it is superior to both the executive and judicial branches, with all 
government ministers being appointed from members of the National Assembly. The Supreme 
People's Court of Vietnam is the country's highest court of appeal, headed by a Chief Justice, though it 

93 

http://www.footprintsvietnam.com/Destinations/Hue.htm


is also answerable to the National Assembly. Beneath the Supreme People's Court stand the provincial 
municipal courts and numerous local courts. Military courts possess special jurisdiction in matters of 
national security.  

The General Secretary of the Communist Party performs numerous key administrative and 
executive functions, controlling the party's national organization and state appointments, as well as 
setting policy.  
 
International relations 

From the early 1990s Viet Nam moved quickly to restore relations with the international 
community. 1995 was a historic year for Viet Nam, with its entry into the Association of South East 
Asian Nations (ASEAN), increasing integration into the global economy (especially a framework 
agreement with the European Union), and the establishment of formal relations with United States. 

China will continue to be Viet Nam's single most important bilateral relationship. The two 
countries regularly exchange high-level visits and are currently building a closer relationship. A treaty 
delineating the land border between the two countries was concluded in December 1999, thus 
resolving a longstanding bilateral dispute. Other tensions, for example over the contested territory of 
the Spratley Islands in the South China Sea, have been prevented from spilling over into broader high-
level relations. 

Membership of ASEAN is central to Viet Nam's economic development and international 
economic integration strategies. Around 30% of Viet Nam's trade is with ASEAN countries. Under the 
ASEAN Free Trade Area (AFTA) and the ASEAN Investment Area this co-operation is expected to 
continue to grow. Viet Nam is an increasingly active member of ASEAN, having hosted both the Sixth 
ASEAN Summit in 1998, the ASEAN Regional Forum (ARF) Post Ministerial Conference in 2001, 
and successfully hosted the fifth Asia Europe Meeting (ASEM) in 2004. In 1998 Viet Nam was 
admitted to full membership of APEC, and hosted this Summit in November 2006. Viet Nam has 
formally acceded to the WTO (January 2007) and currently, Vietnam has had diplomatic relation with 
over 160 countries and trade relation with 120 countries and territories. 

Vietnam also renewed the relation with international financial institution (IFI) and multi-credit 
organization like World Bank (WB), International Monetary Fund (IMF), and Asian Development 
Bank (ADB). At present, Vietnam holds membership of 63 International Organizations and maintains 
relations with over 650 Non-Governmental Organizations worldwide. Through its activities, Vietnam 
has been playing an increasingly important role within the UN as a member of the UN Security 
Council, ECOSOC, UNDP, UNFPA and UPU Executive Councils, as well as in,  among others, the 
Non-Aligned Movement, Francophone and ASEAN. 

Multilateral diplomacy has been a highlight in Vietnam’s external activities in the renewal era. 
Achievements in this respect have remarkably contributed to enhancing Vietnam’s international 
prestige. 
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II. Overview of Macroeconomic Activity and Fiscal Position 
 

Vietnam has during the last two decades developed into a dynamic and fast growing market. Since 
the introduction of economic reforms in the late 1980s, the economy of Viet Nam performed very well 
in terms of economic growth as well as poverty reduction. During 1990-2009, the economy attained an 
annual GDP growth of 7-9% per year, amongst the highest recorded growth rates in the world. Income 
poverty declined from 58.1 per cent in 1993 to 14.5 per cent in 2008. Economic reforms, membership 
of WTO since 2007 and an impressive number of foreign investments have led to Vietnam's greater 
involvement in international trade and global economic cooperation.  

Most of the other Millennium Development Goal (MDG) targets have also been attained by the 
country well ahead of time. There was of course a slowdown in economic growth during the global 
economic crisis of 2008-2009; GDP growth declined to 6.2 and 5.3 per cent respectively in 2008 and 
2009. The economy recovered well during 2010 and achieved a GDP growth of 6.5 per cent, although 
it fell far short of the pre-crisis growth rate of 8.4 per cent in 2007.  

In recent years, the nation has been rising as a leading agricultural exporter and an attractive 
foreign investment destination. Vietnam's key products are: rice, cashew nuts, black pepper, coffee, tea, 
fishery products and rubber. Manufacturing, information technology and high-tech industries 
constitute a fast growing part of the economy. Vietnam is also one of the largest oil producers in the 
region. 
 
Table 1: National Accounts (billion VND) 

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
At Current Prices 
GDP by industrial origin at 

current market prices 535762 613443 715307 839211 974264 1143715 1485038 1658389 1980914 2535008

Agriculture 123383 138284 155992 175984 198797 232586 329886 346786 407647 558284
Mining 46153 57326 72492 88897 99702 111700 146607 165310 215090 279934
Manufacturing 110285 125476 145475 173122 207027 243142 302136 333166 389807 491778
Electricity, gas, and water 18201 22224 25090 28929 33464 39869 47169 58592 70006 86076
Construction 31558 37100 44558 53276 64503 79712 95696 110255 139162 162620
Trade 75617 83297 96995 113768 132794 156442 212139 244933 289089 369618
Transport and 

communications 21095 24725 30402 36629 43825 51118 66359 72412 85392 101247

Finance 9763 10858 12737 15072 17607 20756 27215 31617 37404 47569
Public administration 44940 54016 61255 66556 82224 94578 113856 128904 149647 188342
Others 54767 60138 70310 86978 94321 113812 143975 166414 197670 249540

Net factor income from 
abroad -8706 -9755 -13401 -16779 -21032 -34963 -48083 -77928 -82250 -119804

GNI 527056 603688 701906 822432 953232 1108752 1436955 1580461 1898664 2415204
Structure of Output   percent of GDP  at current market prices 

Agriculture 23.0 22.5 21.8 21.0 20.4 20.3 22.2 20.9 20.6 22.0
Industry 38.5 39.5 40.2 41.0 41.5 41.5 39.8 40.2 41.1 40.3
Services 38.5 38.0 38.0 38.0 38.1 38.2 37.9 38.8 38.3 37.7

Expenditure on GDP at 
current market prices 535762 613443 715307 839211 974265 1143715 1485038 1658389 1980914 2535008

Private consumption 348747 406451 465506 533141 617182 740615 1000972 1102279 1317588 1630143
Government consumption 33390 38770 45715 51652 58734 69247 90904 104540 129313 164323
Gross fixed capital 

formation 166828 204608 237868 275841 324949 437702 513987 572526 704401 745494

Increase in stocks 11155 12826 15818 22702 33680 55598 75759 59800 65810 81538
Exports of goods and 

services 304262 363735 470216 582069 717109 879461 1157178 1132688 1535816 2205858

Less: Imports of goods and 
services 331946 415023 524216 617157 761547 1060763 1383006 1304350 1739363 2312711

Statistical discrepancy 3326 2076 4400 -9037 -15842 21855 29244 -9093 -32651 20363
Source: General Statistic Office of Vietnam 
 
II.1 International Environment 

Vietnam’s macroeconomic conditions continue to improve as its economy enters the third year of 
relative stability. With moderate inflation, a stable exchange rate, increased reserves and reduced 
country risks, Vietnam is trying to put an end to the recurrent episodes of macroeconomic instability 
that started in 2007. Inflation has fallen from a peak of 23 percent in August 2011 to 6.7 percent in 
June 2013. The official exchange rate has been relatively stable and, in a welcome move when the 
VND came under pressure recently, authorities widened the exchange rate band by 1 percent rather 
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than continue to defend the currency. The stock of reserves with the Central Bank of Vietnam has 
more than doubled in the past two years, with reserves covering up to 2.8 months of imports at the end 
of the first quarter of 2013. Vietnam’s sovereign spreads and country default swaps are hovering at 
their lowest levels since the onset of global economic crisis. 
 
II.1.1 Exports 

Vietnam’s export performance continues to be strong and resilient to domestic problems. Exports 
grew at 16 percent during the first four months of 2013 after achieving a growth rate of 18.2 percent in 
2012 and 34.2 percent in 2011. While earnings from commodity exports are declining, due to falling 
prices, Vietnam traditional labor-intensive manufacturing exports such as garments, footwear and 
furniture continue to sustain rapid growth. A noteworthy addition to the export basket has been the 
exports of hi-tech and high-value products (e.g., cell phones and parts, computers, electronics and 
accessories, automobile parts), that have emerged as the largest and fastest growing export items in 
2012. As table below shows, Vietnam exported $12.7 billion worth of cell-phones and accessories in 
2012, compared to $3.7 billion of rice, $6.1 billion of seafood and $7.3 billion of footwear. In 2013, 
exports of cell phones and accessories are expected to exceed $18 billion, overtaking garments as the 
largest export item from Vietnam. 

Vietnam’s export basket has quietly undergone a significant transformation in the last ten years. 
Crude oil and agriculture including rice, which accounted for 44 percent of Vietnam’s total export 
value in 2002, have seen their share plummet to 19 percent in 2012. In the same period, the share of 
low-value manufacturing exports (garments and footwear) also fell from 27 percent to 20 percent. Hi-
value export items, which had a negligible share in 2002, now account for more than a fifth of 
Vietnam’s exports.  

While the export basket has transformed, export destinations have barely changed in the past 
decade. Vietnam’s top three export markets in 2002 were Europe, the US and Japan, accounting for 49 
percent of its exports. The corresponding number in 2012 was 46 percent. The modest decline in the 
share of exports going to advanced countries has been captured by its neighbors, namely China and 
ASEAN.  Given that South-South trade is increasing at 1.5 times the rate of growth of North-South 
trade, it is important for Vietnam to continue to diversify its export destinations and explore new 
markets in Africa, South Asia and Latin America. 
 
Table 2: Merchandise Exports 

Total export value (F.O.B price) 
Export turnover 2012 Value change in % 

US$ Bln Share (%) 2011 2012 4M- 2013 
114.6 100.0 34.2 18.2 16.0

Crude oil 8.2 7.2 44.2 13.6 2.1
Non-oil 106.3 92.8 33.4 18.6 17.0

Agriculture  
Rice 15.1 13.2 25.3 0.4 -5.2
Other Agricultural Commodities 7.3 6.3 27.9 9.2 -11.3
Seafood 4.7 4.1 13.7 -0.3 -3.5

Low cost manufacturing  
Garment 15.1 13.2 25.3 7.5 18.0
Footwear 7.3 6.3 27.9 10.9 14.2
Wood products 4.7 4.1 13.7 17.9 13.1

Hi-tech  
Electronics and computers 7.8 6.8 30.1 68.1 44.5
Cell phones and computers 12.7 11.1 98.4 98.8 97.0
Transport vehicles and parts 4.6 4.0 49.2 32.2 18.5

Others 34.6 30.2 34.0 8.7 3.1
Domestic Sector 42.3 36.9 26.5 1.2 3.1
Foreign Sector (including oil) 72.3 63.1 40.9 31.1 23.7

Source: General Department of Customs 
 
II.1.2 Imports 

Import growth slowed considerably in 2012, but is picking up again in 2013. Lower demand for 
capital investment and intermediate goods, as well as weaker private consumption, caused import 
values to increase at a moderate rate of 6.6 percent in 2012. Imports from the domestic sector 
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contracted by 7 percent during 2012, reflecting a substantive cut in public investment and weak 
domestic retail sales, whereas imports from the FDI enterprises grew at 22.7 percent during 2012 - 
constituting 52.7 percent of the total import bill. Imports have revived in recent months, growing at 17 
percent (y/y) during April 2013. The restoration of import growth, especially positive growth for the 
domestic sector, indicates an improvement of both investment and consumption demand in the near 
term. Imports of machinery, equipment, raw materials and intermediate goods has been rising faster in 
2013 compared to 2012, implying that a new cycle of investment and production may be underway - 
offsetting to some extent the pessimism about investment demand discussed earlier. Imports of 
automobiles contracted by 2.8 percent in April 2013 compared to a much bigger contraction of 32.2 
percent during 2012. 

The composition of Vietnam’s imports has changed, largely reflecting the changes in its exports 
basket and move to a more high-tech industrial landscape. The share of machinery and equipment, 
petroleum products, textile materials, plastics, and motor vehicles in total import value has gradually 
fallen, while the share of high-tech intermediate products has increased nearly five times - from 3 
percent of the total import bill in 2002 to 16 percent in 2012. The share of many other items such as 
agricultural materials, metals and chemicals in total imports has remained unchanged in the last one 
decade. 

Vietnam’s imports from China have significantly increased, while shares of other countries in the 
import bill have commensurately declined. Vietnam imported one-quarter of its import needs from 
China in 2012, compared to only 11 percent in 2002. This trend is similar to what we observe in many 
other developing countries, where China has gradually displaced advanced economies to emerge as 
their primary trading partner. This process has been facilitated by growing intra-enterprise trade by 
multi-national companies, a dramatic decline in logistics costs and the move to increasingly form 
efficient global supply chains. The rise of Chinese share in Vietnam’s imports has meant a smaller 
share for most other countries, but mostly by Japan, EU and ASEAN countries. 
 
Table 3: Merchandise Imports 

Total import value (C.I.F price) 
Export turnover 2012 Value change in % 

US$ Bln Share (%) 2011 2012 4M- 2013 
113.8 100.0 25.8 6.6 17.0

Capital Goods 9.0 7.9 61.6 -9.3 -22.9
Machinery and Equipment 16.0 14.1 13.0 3.2 10.0

Intermediate Goods  
Garment and Leather Material 3.2 2.8 12.5 7.1 13.4
Computer and Electronics 13.1 11.5 53.1 67.0 61.0
Phones and Parts 5.0 4.4 82.0 85.3 92.6

Materials  
Steel 6.0 5.2 4.5 -7.2 12.6
Plastics 4.8 4.2 26.1 0.9 14.5
Fabrics 7.0 6.2 25.5 4.6 16.1
Chemicals 2.8 2.4 27.2 2.3 -5.0
Fibers and Weaving Yarns 1.4 1.2 30.4 -8.4 3.9
Cotton 0.9 0.8 56.1 -16.7 37.0
Fertilizer 1.7 1.5 46.1 -4.8 13.2
Pesticides 0.7 0.6 16.6 8.1 22.1

Products  
Petrol and Gasoline 9.0 7.9 61.1 -9.3 -22.9
Chemical Products 2.4 2.2 16.6 2.1 9.1
Pharmacy 1.8 1.6 19.3 20.7 8.7
Paper 1.2 1.0 15.4 9.0 12.7
Automobiles 2.1 1.8 6.8 -32.2 -2.8

Domestic Sector 53.8 47.3 21.0 -7.0 6.6
Foreign Sector 59.9 52.7 32.1 22.7 27.0

Source: General Department of Customs 
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Figure 2: Vietnam's main imports 2002 
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Figure 3: Vietnam's main imports 2012  

Motor  
vehicles

2%

Machinery & 
equipments

14%

Petro 
products

8%

Agricultural 
materials

3%

Metals
8%

Chemicals
5%Plastics

4%Textile 
Materials

11%

Hi‐tech 
intermediate

s
16%

Othes
29%

 
Source: General Department of Customs, General Statistics Office 
 
II.1.3 Trade Balance 
Vietnam recorded a trade surplus of $100 million in October of 2013. Balance of Trade in Vietnam is 
reported by the General Statistics Office of Vietnam, the level of trade deficit averaged $470.74 
million from 1990 until 2013. Vietnam is expected to continue to enjoy a surplus in its trade balance in 
the near-term, though the size of the trade surplus may shrink. Vietnam used to have a problem of 
persistent trade deficits. The level of trade deficit peaked in 2008 at $18 billion, equivalent to 20 
percent of GDP. The trade balance has since improved and Vietnam posted a trade surplus in 2012 - 
the first time since 1992 -thanks to strong growth in exports and subdued imports. It is also important 
to note that while the economy as a whole is running a deficit in its trade account, the foreign direct 
investment sector has been recording a trade surplus. With imports starting to pick up in the first half 
of 2013, Vietnam’s trade surplus is expected to get smaller in the coming years. 
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Figure 4: Vietnam’s Trade Balance (in US$ billion): Domestic Versus Foreign Sectors 

 
Source: General Department of Customs (exports in f.o.b and imports in c.i.f price) 

‐30

‐25

‐20

‐15

‐10

‐5

0

5

10

15

FDI 
Sectors

Domestic 
Sectors

Total

 
II.1.4 Current Account Balance and International Reserves 

Vietnam posted its largest ever current account surplus in 2012, though future surpluses are likely 
to be considerably smaller. Booming exports, a sustained flow of external capital (private and official) 
and remittances and lackluster import performance all contributed to Vietnam’s record current account 
surplus of 5.9 percent of GDP in 2012. With a capital account surplus of 5.8 percent of GDP, its 
balance of payments was in surplus by 9.3 percent of GDP, with the remaining amount accounted for 
by errors and omissions. The surplus in the balance of payments helped in building up its international 
reserves, which went from 2.2 months of import cover at the beginning of 2012 to 2.8 months by the 
end of first quarter 2013. The reserve build up was one of the factors contributing to the stable 
macroeconomic environment. 
 
Figure 5: External Accounts (% of GDP)         Figure 6: Foreign Reserves (months of imports) 

 
Source: Ministry of Planning and Investment 

12.6 11.1
6.1 5.3 5.8

-11

-6
-3.8

0.2
5.9

-15

-10

-5

0

5

10

15

2008 2009 2010 2011 2012e

Current accounts

Capital accounts

Overall Balance

1.6
1.9 1.8 1.6

2.2 2.3 2.3
2.7 2.8

0

0.5

1

1.5

2

2.5

3

 
II.2 Domestic Environment 
 
II.2.1 Economic Growth 

Vietnam’s economy is experiencing its longest spell of slow growth since the onset of economic 
reforms in the late-1980s. Real GDP grew by 5 percent in 2012, the lowest level since 1998. The 
economy extended its slow growth into the first half of 2013, registering a growth rate of 4.9 percent 
in the first quarter and 5 percent in the second quarter. This is the first time that Vietnam has 
experienced two consecutive years of sub-5 percent growth in the first half of the year since it started 
publishing quarterly GDP. In fact what had distinguished Vietnam from other countries is its ability to 
recover rapidly after an economic shock-be it during the East Asian crisis in 1999 or the global 
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financial crisis in 2009. However, Vietnam has found it harder to take timely and decisive actions to 
jumpstart its economy from the current growth slowdown. 

Growth has been uniformly decelerating in all the sectors, though agriculture and industry seem to 
be particularly hard hit. The services sector expanded by 5.9 percent in 2012 and contributed 2.2 
percentage points to overall growth. Growth in the agriculture, forestry and fishery sector decelerated 
to 2.7 percent in 2012 from 4 percent in 2011 due to unfavorable weather conditions, diseases in 
livestock and falling prices of most agricultural products. Manufacturing growth also slowed down, 
reflecting weakening domestic demand and rising inventories. Agriculture and industry, which 
together account for 70 percent of labor force, contributed just around 3 percentage points to growth, 
compared to a 3.8 percentage point contribution during the period 2005-2011. 

All demand side components of GDP except net exports have also been growing slowly. Private 
consumption and investment, which account for over 90 percent of Vietnam’s GDP, showed a sharp 
decline. Private consumption grew 3.5 percent while investment rose merely 1.9 percent in 2012, 
compared to 5.3 percent and 9.8 percent respectively during the 2009 -2010 period. Net exports turned 
positive in 2012 due to strong export performance and slowing import growth. Merchandise exports 
grew by 18.2 percent in 2012, driven by stronger growth in the foreign-invested (FDI) sector. Reduced 
consumption growth and a slowdown in investment meant that merchandise imports grew at a subdued 
rate of 6.6 percent in 2012. 
 
Figure 7: Gross domestic product at current prices by economic sector (VND billions) 

 
Source: General Statistic Office of Vietnam 
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Figure 8 Contribution to Growth: Production Vs Demand 

Source: General Statistic Office of Vietnam  
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In January 2013 the Government issued Resolution No. 2, announcing a number of measures to 

assist enterprises and individuals to deal with the current economic difficulties. These measures 
included: (i) delayed payment of corporate income tax (CIT): 6 months for payments due in Q1 2013 
and 3 months for Q2 and Q3/2013; (ii) deferring payment of value added tax (VAT): 6 months for 
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payments due in Q1 2013. The tax incentives were intended for: (i) Small and medium enterprises 
(SMEs); (ii) Labor-intensive enterprises in certain sectors; (iii) Enterprises engaging in sale, leasing, 
financial leasing of houses; and (iv) Enterprises that produce iron, steel, cement, construction tiles. 
The government’s estimates show that total deferred tax payment will amount to about 9.1 trillion 
dong in the first four months of 2013. In addition, the Prime Minister has also authorized the Ministry 
of Finance to propose to the National Assembly a lowering of Corporate Income Tax (CIT) to 20 
percent for SMEs and to 10 percent for enterprises engaging in investment, sale and lease of social 
housing (for low-income households), starting from July 1, 2013. These measures have subsequently 
been approved by the National Assembly. Despite these measures the corporate sector remains in 
difficulty. In the first four months of 2013, nearly 16,600 firms closed or suspended their operations, 
up 16.9 percent from last year. At the same time, nearly 23, 800 new enterprises were established, 
down 1.2 percent compared to the same period last year. High borrowing costs, an unfavorable 
business environment and accumulated inventory are often cited as the reasons for shutdown or 
bankruptcy of many enterprises (Sources: MPI, MOF) 
 
II.2.2 Investment 

One of the worrying signs is the steady and across the board decline in investment rates. Total 
investment in the first quarter of 2013 is estimated at 29.6 percent of GDP, nearly 13 percentage points 
below the peak achieved in 2007. While a 40 percent or higher investment rate was neither sustainable 
nor desirable - it was based on excessive lending by banks to inefficient SOEs—a reduction of nearly 
10 percentage points over a period of three years seems hasty and unplanned. Some decline in state 
sector investment was expected given the stimulus spending during 2009-10, spending that was 
intended to be temporary to begin with. The declining investment ratio from the Non-State (domestic) 
sector is, however, worrisome, as this sector has been hit hard by falling domestic demand, rising 
interest rates and a slowdown in credit growth during the last two years. 

While foreign direct investment remains high, it is declining progressively as a share of the 
economy. In the past five years, implemented (or disbursed) FDI has hovered between $10.5 billion to 
$11.5 billion. This has been viewed as a sign of foreign investors’ continued commitment to Vietnam, 
that they are undeterred by problems of macroeconomic instability or slowdown in structural reforms. 
Implemented FDI as a share of GDP, however, has been steadily falling over the past six years, from a 
peak of 12 percent of GDP in 2008 to 7 percent in 2012. Despite a falling FDI/GDP ratio, and 
continued macroeconomic problems, Vietnam is still considered to be one of the most attractive 
destinations for foreign investors in the East Asia region, largely on account of its low wages, 
favorable demography, ideal location and political stability. 
 
Figure 9: Investment by ownership (VND billions) 

 
Source: General Statistic Office of Vietnam 
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The problems facing the industrial sector seem to be coming largely from domestic enterprises 

catering mostly to the domestic market. Production slowdown is reflected quite clearly in modest 
growth in the Jan-May index of industrial production (IIP), which grew at only 5.2 percent, compared 
to 6.2 percent a year ago. Similarly, the purchasing manager index (PMI) for the manufacturing sector 
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shows a rather sobering picture with PMI remaining below 50 marks (implying contraction) for most 
of 2012 and 2013. In June 2013, PMI slumped to 46.4, its lowest level since July 2012. The lackluster 
PMI score is consistent with a weakening of household consumption, with total retail sales of goods 
and services in the first five months of 2013 up a mere 4.8 percent in real terms compared to 6.6 
percent during the same period of 2012. On the other hand, exports are still growing at a healthy pace, 
indicating that production problems seem to be largely confined to enterprises producing for the 
domestic market. 
 
II.2.3 Inflation 

Vietnam experienced about of hyperinflation in the second half of the 1980s and early 1990s, but a 
major stabilization effort brought inflation under control. Tight monetary and fiscal policy played a 
key role in bringing inflation down from annual rates exceeding 300 percent in 1986-88 to below 20 
percent in 1992 and to close to 10 percent in 1995. Stabilization efforts led to a strong growth 
performance in the early 1990s. Inflation remained subdued while growth slowed down in the late 
1990s and early 2000s. While the Asian crisis was the principal cause of the slowdown in growth in 
the late 1990s, it was also partly due to the increasingly unsustainable composition of growth in the 
past which was heavily dependent on capital-intensive investment, mainly by state-owned enterprises 
in uncompetitive sectors. The economy began to rebound in late 1999 largely due to a revival of 
domestic investment—but it was growing at a slower rate than in the early 1990s. Vietnam 
experienced two years of mild deflation in 2000 and 2001 owing to excess capacity and depressed 
commodity prices, and both the headline and core inflation rates remained low in 2002 and 2003. 

Inflation rose sharply as growth picked up strongly between 2004 and mid-2008, reflecting 
sustained increases in international commodity prices and growing excess demand, due in large part to 
heavy investment by state-owned enterprises and a surge in foreign direct investment in the run-up to 
Vietnam’s accession to the World Trade Organization. Headline inflation reached a peak of almost 25 
percent in the third quarter of 2008 but then started to decline sharply as a result of weakening 
domestic demand and lower food and energy prices, falling to 2.4 percent by the third quarter of 2009. 

However, headline inflation then started to pick up again towards the end of 2009, reflecting in part 
the impact of the economic stimulus package introduced in response to the global crisis. A sizeable 
fiscal policy stimulus amounting to around 5 percent of GDP was executed in 2009, while the base 
(prime) rate was cut by a total of 700 basis points between October 2008 and February 2009 and kept 
at 7 percent until November 2009. Meanwhile, liquidity was injected through open market operations 
as well as a much lower reserve requirement ratio on Vietnamese dong deposits. In 2010 the State 
Bank of Vietnam initially and temporarily tightened monetary policy to control inflation, but soon 
reversed its monetary policy stance and loosened monetary policy again in the middle of the year. This 
contributed to headline inflation rising more-or-less steadily to reach 20.2 percent in the third quarter 
of 2011. Headline inflation then declined more-or-less steadily to reach a low of 6.3 percent in Q3-
2012, reflecting to a large extent the impact of a package of monetary and fiscal policy tightening 
measures announced by the government at end-February 2011 and known as ‘Resolution 11’. More 
recently headline inflation has shown signs of picking up again (Rina Bhattacharya, IMF - 2013). 

Inflation is in single digit and relatively stable. Headline inflation (y/y) was at 6.7 percent in June 
2013. The decline of inflation has been largely contributed by the easing of food prices and the effect 
of stabilization measures. Food prices grew by just 1 percent (y/y) in December 2012 and 1.5 percent 
in June 2013, generally due to an adequate supply of agricultural products and reduced growth in 
household consumption throughout the year. However, core inflation averaged around 10 percent, 
reflecting a series of increases in the prices of goods and services that are administratively managed. 

A large part of inflation has been due to administrative price hikes, which are likely to continue in 
the foreseeable future. In the past six months, increases in prices of healthcare, transport and education 
services alone account for about 40 percent of the inflation rate. On the other hand sectors where 
prices have been largely determined by market forces have seen marginal or negative price increases. 
Since user charges for many of the government provided services remain below cost, one would 
expect further increase in the inflation rate during the remaining months of 2013 as these prices are 
adjusted to market levels. 
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Figure 10: Inflation rate (Consumer Price, %) 

 
Source: www.gdtinflation.com 
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II.2.3 Fiscal Development and Policy 

Vietnam’s public finances have come under stress during the past few years on account of slower 
growth, lower revenue buoyancy and increased stimulus spending. During 2012 fiscal deficit increased 
to 4.8 percent of GDP (under GFS definition) as revenue collection to GDP ratio fell to a record low of 
22.8 percent and despite government’s effort to reign in capital spending.3 Primary deficit, which 
excludes interest payments, was closer to 3.6 percent of GDP in 2012. As a result of higher deficits, 
government’s debt increased from 48 percent of GDP in 2011 to 52 percent in 2012, with domestic 
debt to GDP ratio rising to a record level of 23 percent. With government set to borrow nearly VND 
208 trillion during 2013, domestic debt is expected to hit a new high this year. 

Revenue collection has been steadily declining in the past five years. Vietnam used to have one of 
the highest revenue to GDP ratios in the East Asia region; but the situation has changed in more recent 
years. Total revenue has been on a declining trend since mid-2000s when it peaked at around 30 
percent of GDP and has been gradually dropping since then to an all-time low of 22.8 percent of GDP 
in 2012. The spike in 2010 (29.6 percent of GDP) was due to rapid economic recovery from the post 
crisis stimulus and high oil prices. Total revenue collection in 2012 grew by 10 percent in nominal 
terms compared to an average growth rate of 20 percent in 2010 and 2011. Revenue outturn in 2012 is 
estimated at close to 100 percent. The general tendency in the past has been to overshoot the revenue 
target due to underestimation in the annual State Budget (The World Bank: An update on Vietnam’s 
recent economic developments) 
 
Figure 11: Revenue Performance and Composition of Tax Revenue 

 
Source: World Bank 
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Slowdown in revenue collection has been due to a combination of a slowing economy and the 
government’s response in terms of tax breaks for small and medium enterprises. One of reasons for 
weak revenue performance appears to be the declining share of fees, charges, non-tax revenue and 
capital revenue, which are related directly or indirectly to revenue from land and oil. Their combining 
share has fallen from 5.4 percent of GDP in 2007 to 2.2 percent of GDP in 2012. Tax collection as a 
share of GDP has also declined over time from its peak level of 24.4 percent of GDP in 2008 to 20.5 
percent in 2012, largely on back of a slowing economy. CIT collections have fallen from 6.9 percent 
of GDP to an estimated 6.7 percent of GDP between 2010 and 2012 and VAT collections from 7.2 
percent to 6.6 percent over the same period. Revenue from oil is estimated to have declined from 3.8 
percent of GDP in 2011 to 3.2 percent of GDP in 2012, though collections were higher than projected 
– average price per barrel of crude was $105 in 2012 compared to an $85 estimate in the budget. 

Around one quarter of total revenue are estimated to be collected from State Owned Enterprises 
and another quarter from foreign invested enterprises. The latter have to some extent helped to sustain 
CIT and VAT collections. Many private domestic firms on the other hand have closed down in 2012 
as noted earlier. In addition to these, revenues from selling and leasing of land for industrial 
development fell, as did revenues from trade taxes due to scheduled tariff reductions and lower 
imports in 2012. 

In response to these developments, and in line with its policy to enhance public investment 
efficiency, the government has continued to consolidate capital spending. Total capital spending 
(including off-budget) is estimated to have fallen from around 12.6 percent of GDP in 2010 to 9.4 
percent in 2011 and 7.8 percent in 2012. This could potentially fall further as the government has 
already frontloaded its spending on capital projects through off-budget funds. On the latter, the 
government had targeted to spend a maximum of VND 225 trillion through off-budget funds between 
2011 and 2015, with VND180 trillion budgeted for 2011-2013. 

The growth in recurrent spending has fallen over the course of 2012, but recurrent spending on the 
social sectors has remained a priority in the State Budget. The ratio of capital to recurrent spending has 
consistently declined in the past three years from 62 percent in 2010 to 44 percent in 2011 and 38 
percent in 2012. This partly reflects the relative priority accorded by the government to the social 
sectors. Recurrent spending on both education and health as a share of the total recurrent budget and as 
a share of GDP has steadily risen since 2010. The government maintains a policy of ensuring that at 
least 20 percent of the State Budget is spent on education and that the health budget grows by at least 
as much as the overall rate of growth of the budget. 

Notwithstanding social sector needs, and given ongoing efforts to consolidate capital spending, the 
government will need to find savings from recurrent spending. Vietnam’s current surplus has declined 
in the last two years to an estimated 2.3 percent of GDP in 2012. Similarly, the primary deficit has also 
increased from an estimated 1.4 percent of GDP in 2011 to an estimated 3.4 percent of GDP in 2012. 
This suggests, as noted below, that maintaining fiscal sustainability may require further efforts at 
promoting spending efficiency. 
 
II.3 Fiscal Position 

The 2013 State Budget approved by the National Assembly in December 2012 projects more 
moderate revenue and spending growth compared to recent years. Revenue is expected to grow at 10 
percent in nominal terms (1 percent real growth compared to projected real GDP growth of 5.5 percent 
in 2013). Spending is expected to grow at 8 percent in nominal terms (1 percent contraction in real 
terms) compared to an average nominal growth of 15.2 percent in 2010-2012. Implementation of the 
2013 State Budget in the first quarter has been broadly in line with target. Revenue collection is at 
around 21 percent of budget at the end of the first quarter, but will likely pick up over the course of the 
year. Similarly capital spending is at around 20 percent of budget, though this may be due to project 
start up time. 

Public external debt (domestic and external) has increased slightly to 51.5 percent of GDP in 2012 
from 47.9 percent of GDP in 2011. Public sector debt dynamics over the medium to long-term have 
deteriorated somewhat compared to last year’s DSA, largely on account of slower growth projections, 
lower revenue buoyancy and higher fiscal deficits. Public and external debt sustainability indicators 
are projected to remain below their applicable debt thresholds (World Bank-International Monetary 
Fund Debt Sustainability Analysis). 
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Despite this, the government will need to maintain its ongoing control over spending growth to 
ensure medium-term fiscal sustainability. The above DSA results hinge on a baseline macroeconomic 
scenario in which government reduces the pace of spending considerably below historical levels. Even 
a small increase in the pace of spending growth, or maintaining primary deficits at the current levels, 
will lead to a rapid deterioration in debt dynamics. Most importantly, the baseline scenario assumes no 
realization of contingent liabilities and little progress on structural reforms. Therefore any systemic 
shock may also contribute to a rapid rise in public debt. 

With a slowing economy, the government needs to manage tighter fiscal conditions with potentially 
large needs for economic restructuring. Economic restructuring is necessary for sustained economic 
growth over the medium to long-term. It will however have short-term challenges both in terms of 
potentially lower growth and in terms of fiscal costs. The latter are currently not accounted for in the 
2013 State Budget. Some of these fiscal could be met through the government’s ongoing efforts to 
consolidate capital spending, though attention also needs to be paid in generating efficiencies on the 
recurrent side. Similarly, any reduction in tax rate should be done in a revenue-neutral way to ensure 
that the government can continue to mobilize adequate resources to meet is growing infrastructure and 
social sector needs. 
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III. Tax Structure 
 
III.1 Overview of Vietnam Taxation System 
 
III.1.1 Position and Function 

The General Department of Taxation is an agency under the Ministry of Finance and functions to 
advise and assist the Minister of Finance in performing the state management of domestic revenues 
nationwide including taxes, charges and fees and other state budget revenues, and to manage taxation 
in accordance with law. 
 
III.1.2 Powers and Responsibilities 

The General Department of Taxation has the powers and responsibilities in assistance to the 
Minister of Finance making draft laws, ordinances, decrees on tax policy and administration; 
developing strategies, master plans, national target programs and important programs of action, 
schemes and projects on tax administration as well as annual tax-revenue estimates in accordance with 
the State Budget Law. 

According to Tax Administration Law, General Department of Taxation has responsibilities to 
promulgate documents providing professional guidance, internal normative documents and documents 
for specific application within the scope of its management, including the implementation of legal 
documents, strategies, master plans, plans, programs, projects and schemes on tax administration; 
guides and explains tax policies of the State; and provides support for taxpayers to fulfill the tax 
payment obligation in accordance with law. 

Local Tax Departments: Tax Departments of provinces are organizations under the General 
Department of Taxation and function to perform the administration of taxes, charges, fees and other 
state budget revenues within the tasks of the tax sector in the locality under law. Tax Department shall 
perform the tasks, powers and responsibilities under the Tax Administration Law, tax laws and other 
relevant laws  
 
III.1.3 Organization Structure 

The General Department of Taxation is organized based on functional model into a hierarchical 
system from the central to local level according to administrative units, ensuring adherence to the 
principle of centralism and uniformity with the headquarters of General Department of Taxation 
(GDT) in Hanoi, 63 tax offices at the province level, and 694 tax offices at the district level. 
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III.2 Tax Administration 
In Vietnam, all tax collections are centralized. The General Taxation Department collects all 

domestic taxes with offices that extend through the provinces and the districts, and the Customs 
Department collects all taxes falling on imports and export tax. Only minor fees and charges are 
collected by financial agencies and service providers. With almost 44,000 employees, the Tax 
Administration of Vietnam (General Department of Taxation) is one of the largest public sector 
institutions in the country. It is organized at three levels, with tax administration headquarters in Hanoi, 
63 tax offices at the provincial level, and 694 district tax offices. GDT thus maintains a physical 
presence in all provinces and districts in the country. GDT is charged with collecting all major 
domestic taxes, in particular the Value-Added Tax (VAT), the Corporate Income Tax (CIT), excise 
taxes, and natural resource taxes, which account for 76.4 percent of domestic revenue collection 
(including domestic tax revenues from crude oil). GDT is also responsible for the collection of a 
relatively large number of minor taxes, such as the tax on the transfer of land use rights, the land and 
housing tax, and the small business tax. Domestic tax revenues, including tax revenues from crude oil, 
collected by GDT, amounted to 25.1 percent of GDP in 2010. GDT is operating in a rapidly and 
fundamentally changing environment, which will substantially increase the challenge of ensuring 
effective tax revenue collection. 

The greater integration of Vietnam into the international trade system has led to a substantial 
decrease in the collection of revenues from international trade taxes. A milestone in the trade 
integration process has been the accession of Vietnam to the World Trade Organization (WTO) in 
January 2007. Vietnam’s international trade integration has been accompanied by tariff reductions, 
and the share of total tax revenues from import and export taxes has decreased from 28.9 percent in 
1996 to 13.2 percent in 2010. Shifting collection priorities from the border to the domestic market, 
however, puts a much greater burden on the compliance management system and increases the risk of 
tax evasion. 

Taxes from state-owned enterprises (SOEs) still constitutes the major source of tax revenues, 
although with the move to a market economy, the importance of SOEs in the economy and for revenue 
collection is decreasing rapidly. According to 2010 estimates, 35.1 percent of CIT revenues and 36.4 
percent of VAT revenues from domestic production are paid by SOEs. The increasing role of the 
private sector in the economy so far has not been reflected in the revenue collection results, and the 
contribution of the non-state sector to total revenue collection remains small at 17.4 percent in 2009. 
 
Table 4: Tax Revenue (VND billion) 

  2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 Prel.2011
TOTAL 90749 123860 152274 190928 228287 279472 315915 430549 454786 588428 704267
Domestic revenue  
(Exc. oil revenue) 46233 63530 78687 104576 119826 145404 174298 240076 280112 377030 431066

Revenue from state 
owned enterprises 19692 25066 28748 32177 39079 46344 50371 71835 84049 112143 126944

Revenue from foreign 
invested enterprises 4735 7276 9942 15109 19081 25838 31388 43953 50785 64915 77432

Revenue from non state 
sector 5802 7764 10361 13261 16938 22091 31178 43527 47903 70023 86345

Agricultural land use 
tax 1776 772 151 130 132 111 113 97 67 56 72

Tax on high income 
earners 1831 2338 2951 3521 4234 5179 7422 12940 14318 26276 38463

License tax 934 1332 1817 2607 2797 3363 5690 7363 9670 12611 15701
Revenue from lottery 1969 3029 3657 4570 6142
Gasoline fee 2192 2995 3204 3583 3943 3969 4457 4517 8962 10521 11201
Fees 2713 3021 3279 4182 4192 4986 4059 7773 9363 10021 8264
Revenue from land and 

houses 2823 5486 10546 17463 17757 20536 33925 39072 43677 55849 59466

Other revenue 1766 4451 4031 7973 11673 6845 5695 8999 11318 14615 7178
Oil revenue 23534 26510 36773 48562 66558 83346 76980 89603 61137 69179 110205
Custom duty revenue  18954 31571 33845 34913 38114 42825 60381 91457 105629 130351 155790

Export and import 
duties, special 
consumption tax; 
Surtax on import 

13568 22083 21507 21654 23660 26280 38385 60474 76996 74068 81440

VAT on imports 5386 9488 12338 13259 14454 16545 21996 30983 28633 56283 74350
Grants 2028 2249 2969 2877 3789 7897 4256 9413 7908 11868 7206

Source: General Statistic Office of Vietnam 
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Tax Administration Law 
Vietnam has made commendable strides in strengthening the legal framework for tax 

administration. Tax regimes are being revamped and a Tax Administration Law has been adopted, 
which became effective in July 2007. Such progress creates a solid legal foundation for the current 
comprehensive tax administration reforms. The structure of tax collection has been converging with 
the general trend in more advanced countries, with gradual reduction of trade taxes as a share in total 
tax intake. The Tax Administration Law establishes the legal basis for self-assessment and supports 
the strategic direction of reforms aimed to enhance transparency and integrity in the tax system and to 
create an effective culture of voluntary compliance. In addition, it eliminates gray areas potentially 
fostering non-compliance by taxpayers and abuse by tax administration officials. Among several 
important innovations, the law introduces a unique Taxpayer Identification Number and stipulates that 
third-party information can be acquired from various agencies for effective audit and enforcement, 
while safeguarding its confidentiality.  

In general, the law is comprehensive and of high quality. It consists of 14 chapters, covering all key 
tax administration business functions (tax registration, filing and accounting, assessment, audit, 
collection and debt management). The law has clear provisions for governing taxpayer service, tax 
appeals, and tax law violation settlement. The Tax Administration Law has provided clear definition 
of the rights and obligations of taxpayers, the tax administration agency, and other related 
organizations. The law specifies the rights of taxpayers during the process of tax assessment, 
examination, audit and investigation, and appeals. Taxpayers are entitled to good taxpayer service that 
helps them understand the binding laws and regulations, and to obtain easy access to tax information 
and compliance guidance. The law mandates the tax administration to compensate a taxpayer for 
damages caused by the administration. To avoid abuse by tax officials, the law stipulates that a tax 
audit can be conducted on a periodic basis but cannot exceed once a year. The tax administration 
agency is legally responsible for the confidentiality of taxpayer information. The law also specifies the 
purpose and scope of tax administration; the rights and responsibilities of the tax administration 
agency; and the roles and responsibilities of other stakeholders such as the people’s committees, other 
government bodies related to tax administration, the media, and tax agents. The law includes a clear 
provision on international cooperation, which stipulates that, among other thing, the tax administration 
agency is authorized to negotiate, sign, and organize implementation of international agreements with 
tax administrations of other countries. 

In addition, the tax administration law has regulated a unique Taxpayer Identification Number 
(TIN), that emphasizes the granting and use of TINs, it is considered as the first step toward modern 
tax administration.  For the symmetric treatment of tax payment and tax refunds, the law deals 
explicitly with tax payment deadlines and tax refunds. If taxpayers delay paying taxes, they are liable 
to pay a penalty at a daily rate of 0.05 percent of the amount of late payment. On the other hand, 
overpayment of taxes is to be refunded or deducted from the tax liability in the subsequent period. The 
tax refund must be made at the request of the taxpayer within five working days from the date of 
receipt of the letter of such request. And being more effective in exchanging information with the 
third-party, the law stipulates that third-party information can be acquired from various agencies, but 
the confidentiality of the information for tax purpose must be safeguarded. 
 
III.3 Tax Policy 

According to the 2002 State Budget Law there are three types of taxes in Vietnam. First, taxes 
assigned 100 percent at the central level; second, taxes assigned 100 percent at the provincial level; 
and third, taxes shared between the central and provincial governments. The tax revenues assigned 100 
percent to the central government include export and import taxes, VAT and excises on imports; taxes 
and other revenues from the petroleum industry; and corporate income tax on enterprises with uniform 
accounting. The tax revenues assigned 100 percent to the sub-national level include land and housing 
taxes, natural resource taxes excluding those on petroleum activities, license tax, tax on transfer of 
land use rights, fees on land use, land rent, revenues from the leasing and sale of dwellings publicly 
owned, registration fees and most other fees and charges. The taxes shared between the central and 
provincial governments include all VAT receipts with the exception of VAT on import goods; 
corporate income tax with the exception of receipts from enterprises under the whole-unit accounting 
system; personal income tax; special consumption tax on domestic goods and services; and gasoline 
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and oil fees. “Sharing rates” are determined which establish the proportion of total revenues from 
shared taxes which a province may retain. 

The “sharing rates” between the center and the provinces are not stated in the Budget Law. It is left 
for the Standing Committee of the National Assembly to fix the sharing rates for each province for a 
period of three to five years. A peculiarity of tax sharing in Vietnam vis-à-vis most other countries is 
that tax sharing rates are uniform for all shared taxes for each province but they differ by province. 
The tax sharing rates are calculated as part of the budget process at the start of each stability period of 
at least three years by using a formula. The formula estimates the gap between expenditure needs 
(estimated on the basis of norms) and revenue capacity. For the larger group of relatively poor 
provinces the tax sharing rate is 100 percent. 
 
III.3.1 Value-Added Tax 

The VAT has proved to be the main workhorse for raising tax revenues in Vietnam. There are three 
VAT rates: zero percent, mostly for exports; 5 percent tax, for 15 goods and services; and 10 percent 
(the standard rate), for the remaining items. Twenty six goods and services are VAT exempt. At 
present, there is no threshold based on turnover for exempting small producers and traders from the 
VAT net. The credit method is used in parallel with the subtraction method, which is applied 
exclusively to small traders who fail to fully observe regulations on accounting, invoices, and 
documents, and to gold, silver, and gem-trading activities. The present VAT refund rules in Vietnam 
are complicated and vary with the nature and activity of the business. 
 
III.3.2 Excises or the Special Consumption Tax (SCT) 

The tax base consists primarily of goods whose consumption is regarded as socially and 
environmentally undesirable (alcohol, cigarettes, and gasoline); luxury goods (cars and air-
conditioners); and some entertainment items more likely to be consumed by the rich (dancing and 
massage establishments, casinos, jackpot games, golf, and lottery business). 

The tax rates on goods vary between 10 percent (gasoline, air-conditioners of 90,000 BTU or less, 
and electrically operated passenger cars between 16 seats and 24 seats) to 70 percent (votive gilt 
papers and votive objects), and on services between 15 percent (lottery business) to 40 percent (dance 
halls). The tax on gasoline, an import duty of 20 percent and an excise tax of 10 percent are applied. 
The rates for cars are differentiated by seating capacity and by fuel: gasoline, bio-fuel, or electrically 
operated cars. Liquor with different alcoholic content is currently taxed at two different rates—45 
percent and 25 percent. Beer is taxed at 45 percent. Air-conditioners with a capacity of less than 
90,000 BTU are subject to 10 percent excises while other air-conditioners are not taxed.  

In addition, excise tax law provides the provision of tax reductions for establishments facing 
difficulties caused by natural disasters or unexpected accidents.  
 
III.3.3 Trade Taxes 

Trade taxes have been of special significance in Vietnam, because they used to bring about one-
third of total tax revenues. This share has been falling mainly due to tariff reduction following 
Vietnam’s increased international commitments, and it decreased from about 21 percent in 1997 to 
11.2 percent in 2010. With Vietnam joining the WTO, the contribution of trade taxes is likely to 
decline further. Tariff rates fall into the following three broad categories: (i) Preferential rates applied 
to goods originating from countries in the most favored nation (MFN) category; (ii) Common tariff 
rates applied to goods from other countries without any trade agreements. For those countries, tariff 
rates in this case were 50 percent higher than for MFN countries; (iii) Special preferential tariff rates 
on goods from countries with special trade agreements with Vietnam. 

There is a fourth type of import duty under which several supplementary tax laws have been 
enacted that is in the nature of anti-dumping and anti-discrimination laws. 

Main Features of the Current Law on Import and Export Tax: The law applies to all goods that 
either passes through the country’s borders or nontariff zones, and to goods purchased or exchanged 
by residents of Vietnam. Two types of taxes are specified (i) an “absolute tax” or specific tax, based 
on units of goods, and (ii) an “ad valorem” tax based on the value in the import-export declaration. 
Import duties depend on two factors: country of origin and classification of goods.  
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There are effectively four types of duties, which vary by country of origin: (i) Preferential rates for 
countries that accord Vietnam MFN status. Over 160 countries, including China, European Union 
member countries, the United States, and several major developing countries accord Vietnam MFN 
status; (ii) Special preferential rates are further reduced tariff rates commonly applied in the case of 
ASEAN members and with China and India, for instance; (iii) Ordinary rates that are 150 percent of 
preferential rates and applicable to countries that do not grant Vietnam MFN status and in addition 
discriminate against Vietnamese goods; (iv) Special types of duties are safeguard measures 
(antidumping duties) on specified goods deemed to be dumped and causing injury to domestic 
producers. The duty equals the difference between the goods’ export price and their normal value. 
 
III.3.4 Personal Income Tax (PIT) 

Before the PIT law was passed by the National Assembly in November 2007, and before it went 
into effect on January 1, 2009, the taxation of personal income was regulated by the Ordinance on 
Income Tax on High Income Earners. An attractive feature of the PIT is that it is revenue elastic. In 
the case of Vietnam, however, the tax applies to only very high income earners, which leaves the 
majority of people out of the tax net and thus contributes very little to tax revenues. Key features of 
the PIT Law are as follows: 

No distinction between Vietnamese citizens and foreigners living in Vietnam: Personal income 
taxpayers include residents who earn taxable incomes inside and outside the Vietnamese territory and 
nonresidents who earn taxable incomes inside the Vietnamese territory. 

No distinction between regular and irregular income: Although a scheduler tax rate has been 
adopted for some of these incomes, this still amounts to implicitly maintaining the difference in 
taxation of different kinds of incomes. 

Broader coverage of incomes: The law includes several types of incomes, such as income from 
capital investment including interest on loans, dividends, income from capital gains, transfer of 
immovable property, copyrights including technology transfer, transfer of industrial rights, franchising, 
and income from inheritance and donations. Taxation of interest and dividends will help expand the 
tax base and is a new change. 

Nontaxable income, tax-exempt income, tax reduction: The number of tax-free, job-related 
allowances has decreased. One major change is the inclusion of individual businesses that were 
subject to CIT in the previous PIT regime. One notable exemption in the act is overseas remittances. 
In addition, income from agriculture, forestry, feeding and catching seafood, etc., is tax exempt. 

Taxable period: The taxable period is the calendar year for incomes from businesses and 
employment. However, for both Vietnamese and foreign residents, the taxable period equals each 
occasion of earning income in the case of income from interest, dividends, and profits, capital gains, 
immovable property transfer, winning lotteries, royalties, franchising, technology transfer, inheritance, 
and donations. This means the exemption threshold applies on a case-by-case basis rather than on the 
total annual income from these sources. 

Social and medical insurance: These contributions are explicitly deductible from business income 
or from salaries and wages.  

Family deduction: A deduction for the taxpayer and dependents has been introduced. For the 
taxpayer, the monthly amount is 4 million dong, and for each qualified dependent it is 1.6 million 
dong. 

Charitable contributions: A deduction for charitable contributions has been introduced, which is in 
accordance with international practice. 

Tax rates: The law has seven tax brackets: 5, 10, 15, 20, 25, 30, and 35 percent. A scheduler tax 
structure has been adopted for incomes from capital investment (interest and dividends), royalties and 
franchising, winning prizes, inheritance or donations, and the sale of immovable property. 

Threshold for tax liability: A threshold of 10 million dong is applied for income from royalties, 
franchising, winning prizes, inheritance, etc. Thus, these incomes also receive a special tax break 
under the new law.  

Narrow tax base: The problem of a narrow tax base persists. It can be explained sensibly in short 
run by the interest of formalization of the labor market and the economy in short. 
Nonresidents: There are scheduler rates instead of a flat rate. A tax rate of 20 percent is applicable for 
income from salaries or wages. Tax rates applicable to income from business are 1, 2, and 5 percent. 

110 



 
III.3.5 Corporate Income Tax (CIT) 

The CIT is a major source of revenue in Vietnam and has been generating about 7 percent of GDP 
in recent years. Main features of the CIT, the same tax law applies to domestic and foreign companies 
so that the playing field is level: 

Tax base: The CIT covers incorporated businesses; and the tax base includes capital gains earned 
from a variety of sources.  

Depreciation rules: There are three depreciation methods and 53 different categories of fixed assets 
with different recovery periods. An investor first is required to determine the period applicable and 
then to select one out of three possible depreciation methods. If the investor is not satisfied with the 
recovery period specified in the law, Circular 203/TT-BTC dated October 20, 2009, offers the 
possibility to initiate a consultation process with relevant government agencies to agree on the 
depreciation rules for fixed assets to follow in the individual case. To implement the depreciation 
regime, each fixed asset must be classified and maintained in a separate file and also recorded in an 
assets record book, numbered, and assigned a separate card with relevant statistics. Depreciation rules 
may be used as instruments of tax incentive for particular types of investment or investments in 
notified geographic areas. Accelerated depreciation up to twice the normal rate is applicable for “high 
income efficiency” establishments.  

Disallowed deductions and limits on deductions, there is a cap on the following forms of 
expenditures: Deductions for benefits in kind and payment of bonuses; There is a cap on expenditures 
for advertising and other forms of sales promotion, including entertainment, and such costs cannot 
exceed 10 percent of the total deductible expenditure. For a new enterprise, such expenses cannot 
exceed 15 percent of deductible expenses for the first three years from the date of establishment.  

Tax rates: The present tax regime sets the standard tax rate at 25 percent. A higher rate – between 
32 and 50 percent - is stipulated for oil, gas, and other precious and rare natural resources. Reduced 
tax rates of 20 percent and 10 percent as part of the CIT incentive scheme are applied to investment in 
preferred economic sectors or geographic areas. A higher income tax rate on branches of foreign 
companies is applied because branches are taxed only once, and there is no occasion to apply a 
withholding tax. 

Tax incentives: The CIT provides incentives for investments made in specific sectors, specific 
locations, and if they meet some social criteria (female or handicapped people). There are three major 
types of incentives: (i) preferential or reduced rates (20 percent and 10 percent), (ii) outright tax 
exemption or a tax holiday for a prescribed period of time, and (iii) accelerated depreciation. There are 
detailed criteria for each category. 
 
III.3.6 Taxation of Natural Resources 

Taxation of natural resources in Vietnam has gained greater importance because of its export of oil 
and gas and the recent rise in oil prices. The natural resources in Vietnam may be placed into the 
following four categories, each with its own tax rates: 

Metallic and nonmetallic minerals: These are subject to royalties alone. The rates on minerals are in 
the range of 5 to 25 percent, on nonmetallic minerals 3 to 20 percent, and on gems 16 to 30 percent. 
This broad band of differentiated rates is in place may be explained for the absence of a CIT.  

Natural forest products: These are subject to high royalty rates - in the range of 1 to 35 percent. 
Objective of such high tax rates could be to protect the forest resources. 

Natural aquatic resources and natural water: Most items in this category are taxed at 1 to 5 percent 
except pearls and sea slugs, which are taxed at 6 to 10 percent. 

Oil and natural gas: The oil and natural gas sector is subject to a combination of royalties and CITs. 
The royalty rates vary with the amount and depth of extraction and are in the range of 6 to 40 percent. 
The royalties on gas are taxed at rates of 1 to 30 percent. 

The CIT rate for this sector is 50 percent for normal exploration and production. For an investment 
promotion project, the tax rate is reduced to 32 percent. Currently, there is no separate CIT tax 
incentive for petroleum exploration. 
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III.3.7 Nontax Regimes (Fees and Charges) 
The Government of Vietnam has promulgated a large number of decrees, circulars, and decisions to 

impose different kinds of charges and fees and collect revenues from them. According to the 
Ordinance on charges and fees, the determination of charge rates is based on two principles: (i) the 
rates of charges for services provided by the state must ensure the recovery of capital within a 
reasonable period of time, and (ii) the rates for services provided by organizations and individuals 
must ensure the recovery of capital within a reasonable period of time and suit the payment capability 
of payers. 
 
III.4  International Tax Issues 
 
III.4.1 Tax Treaties:   

Vietnam is a signatory to a Treaty for the Prevention of Double Taxation with many countries all 
over the world. Draft agreements with additional countries are at the discussion stages. 

A Double Taxation Prevention Treaty, in principle, enables offsetting tax paid in one of 2 countries 
against the tax payable in the other, in this way preventing double taxation. Another important factor is 
the grant of an exemption or tax at a reduced rate on certain receipts such as interest, royalties, 
dividends, capital gains and others that are connected with a transaction carried out between parties 
associated with the Double Taxation Prevention Treaty. When certain income is taxable under the 
Vietnamese Income Tax Ordinance but there is an exemption (reduced tax) under any Taxation Treaty, 
the income is taxed, if at all, but only according to the provisions of the Taxation Treaty. 
 
Table 5: Countries that have Double Tax Prevention Treaty with Vietnam 

No. Country Signing date/place Effective date 
01 Australia 13/10/1992 Hanoi 30/12/1992 
02 France 10/02/1993 Hanoi 01/07/1994 
03 Thailand 23/12/1992 Hanoi 29/12/1992 
04 Russia 27/5/1993 Hanoi 21/03/1996 
05 Sweden 24/3/1994 Stockholm 08/8/1994 
06 South Korea 20/5/1994 Hanoi 11/09/1994 
07 UK 09/4/1994 Hanoi 15/12/1994 

08 Singapore DTA: 02/3/1994 Hanoi 
Protocol amending the DTA: 12/9/2012 Singapore  

DTA: 09/09/1994 
Protocol: 11/01/2013 

09 India 07/9/1994 Hanoi 02/02/1995 
10 Hungary 26/8/1994 Budapest 30/06/1995 
11 Poland 31/8/1994 Warsaw 28/01/1995 
12 Netherlands 24/01/1995 Hague 25/10/1995 
13 China 17/5/1995 Beijing 18/10/1996 
14 Denmark 31/5/1995 Copenhagen 24/04/1996 
15 Norway 01/6/1995 Oslo 14/04/1996 
16 Japan 24/10/1995 Hanoi 31/12/1995 
17 Germany 16/11/1995 Hanoi 27/12/1996 
18 Romani 08/7/1995 Hanoi 24/04/1996 
19 Malaysia 07/9/1995 Kuala Lumpur 13/08/1996 
20 Laos 14/01/1996 Vientiane 30/09/1996 

21 Belgium DTA: 28/02/1996 Hanoi 
Protocol amending the DTA: 12/3/2012 Hanoi  

DTA: 25/06/1999 
Protocol: Not effective 

22 Luxembourg 04/3/1996 Hanoi 19/05/1998 
23 Uzbekistan 28/3/1996 Hanoi 16/08/1996 
24 Ukraine 08/4/1996 Hanoi 22/11/1996 
25 Switzerland 06/5/1996 Hanoi 12/10/1997 
26 Mongolia 09/5/1996 Ulan Bator 11/10/1996 
27 Bulgaria 24/5/1996 Hanoi 04/10/1996 
28 Italy 26/11/1996 Hanoi 20/02/1999 
29 Belarus 24/4/1997 Hanoi 26/12/1997 
30 Czech Republic 23/5/1997 Hanoi 03/02/1998 
31 Canada 14/11/1997 Hanoi 16/12/1998 
32 Indonesia 22/12/1997 Hanoi 10/02/1999 
33 Taipei 06/4/1998 Hanoi 06/05/1998 
34 Algeria 06/12/1999 Alger Not effective 
35 Myanmar 12/5/2000 Yangon  12/8/2003 
36 Finland 21/11/2001 Hensinki 26/12/2002 
37 Philippines 14/11/2001 Manila 29/9/2003 
38 Iceland 03/4/2002 Hanoi 27/12/2002 
39 Korea Republic 03/5/2002 Pyong Yang 12/8/2007 
40 Cuba 26/10/2002 La Havana 26/6/2003 
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No. Country Signing date/place Effective date 
41 Pakistan 25/3/2004 Islamabad 04/02/2005 
42 Bangladesh 22/3/2004 Dhaka 19/8/2005 
43 Spanish 07/3/2005 Hanoi 22/12/2005 
44 Seychelles 04/10/2005 Hanoi 07/7/2006 
45 Sri Lanka 26/10/2005 Hanoi 28/9/2006 
46 Egypt 06/3/2006 Cairo Not effective 
47 Brunei 16/8/2007 Bandar Seri Begawan 01/01/2009 
48 Ireland 10/3/2008 Dublin 01/01/2009 
49 Oman 18/4/2008 Hanoi 01/01/2009 
50 Austria 02/6/2008 Vienna 01/01/2010 
51 Slovak 27/10/2008 Hanoi 29/7/2009 
52 Venezuela 20/11/2008 Caracas 26/5/2009 
53 Morocco 24/11/2008 Hanoi 12/9/2012 
54 Hong Kong 16/12/2008 Hanoi 12/8/2009 
55 UAE 16/02/2009 Dubai 12/4/2010 
56 Qatar 08/3/2009 Doha 16/3/2011 
57 Kuwait 10/3/2009 Kuwait 11/02/2011 
58 Israel 04/8/2009 Hanoi 24/12/2009 
59 Saudi Arabia 10/4/2010 Riyadh 01/02/2011 
60 Tunisia 13/4/2010 Tunis 06/3/2013 
61 Mozambique 03/9/2010 Hanoi Not effective 
62 Kazakhstan 31/10/2011 Hanoi Not effective 
63 San Marino 14/02/2013 Rome Not effective 
64 Serbia 01/3/2013 Hanoi Not effective 
65 New Zealand 05/8/2013 Hanoi Not effective 
66 Palestine 06/11/2013 Hanoi Not effective 

Source: General Department of Taxation 
 
III.4.2 Transfer Pricing (TP) 

Transfer pricing has become one of the tax authorities’ priorities in relation to tax administration in 
the current years. Latest regulation places emphasis on the need for taxpayers to adhere to the transfer 
pricing guidelines and clearly defines (amongst others), related party transactions which are subject to 
the transfer pricing rules, transfer pricing methods and compliance requirements.  

Vietnam’s transfer pricing regulations outline various situations where transactions will be 
considered as being between related parties, and the mechanisms for determining the market “arm’s 
length” transaction value, e.g. comparable uncontrolled price, cost plus, resale price, comparable 
profits and profit split. Under the wide ranging definition of related parties, the control threshold is 
lower than in many other countries (20%), and the definition also extends to certain significant 
supplier, customer and funding relationships between otherwise unrelated parties. The tax authorities 
are given power to make transfer price adjustments with respect to non-arm’s length related party 
transactions and taxpayers’ failure to comply with the transfer pricing requirements.  

Compliance requirements include an annual declaration of related party transactions and transfer 
pricing methodologies used, which is required to be filed together with the annual CIT return. 
Companies which have related party transactions must also prepare and maintain contemporaneous 
transfer pricing documentation.  

An Advance Pricing Agreement mechanism has recently been introduced which will allow 
taxpayers and the tax authorities to agree in advance the pricing method. 

Taxpayers are required to disclose their related party transactions when filing their annual 
corporate tax return. In addition, the burden of proof is on taxpayers to demonstrate that related party 
transactions are carried out on arm’s length terms. Therefore, taxpayers are required to prepare and 
maintain contemporaneous transfer pricing documentation.  
 
III.4.3 Foreign Contractor Tax (FCT) 

FCT is a system of withholding tax applying widely in Vietnam. It is applicable to foreign entities 
or individuals which carry on business in Vietnam or engage in a transaction with a Vietnamese 
contracting party but do not have any legal entity in Vietnam in one of the forms prescribed in the 
Enterprise Law. 

Foreign contractors are taxed through a withholding mechanism. FCT rates vary depending on 
whether the foreign contractor has a permanent establishment in Vietnam, is registered for Vietnamese 
Accounting System (VAS) and the length of time the services are provided as well as the nature of 
supplies 
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FCT applies to certain payments to foreign parties, including interest, royalties, service fees, leases, 
insurance, transportation, transfers of securities and goods supplied in Vietnam or associated with 
services rendered in Vietnam. It normally comprises a combination of CIT and VAT at varying rates, 
but can also include PIT for payments to foreign individuals. 

Dividends: No withholding or remittance tax is imposed on profits paid to foreign corporate 
shareholders. 

Interest: Withholding tax of 5% (CIT only) applies to interest paid on loans from foreign entities. 
Offshore loans provided by certain Government or semi-government institutions may obtain an 
exemption from interest withholding tax where a relevant double taxation agreement or 
intergovernmental agreement applies. 

Interest earned from bonds (except for tax exempt bonds) and certificates of deposit are subject to 
5% withholding tax. Sales of bonds and certificates of deposits are subject to deemed tax of 0.1% of 
the gross sales proceeds. 

Royalties and License Fees: FCT at 10% (CIT only) applies to payments to a foreign entity for the 
right to use or transfer intellectual property or for transfers of technology. 

Payments to Foreign Contractors: A withholding tax on payments to foreign contractors applies 
where a Vietnamese party (including foreign owned companies) contracts with a foreign entity that 
does not have a licensed presence in Vietnam. 

This FCWT generally applies to payments derived from Vietnam, except for the pure supply of 
goods (i.e. where title passes at or before the border gate of Vietnam, and there are no associated 
services performed in Vietnam), services performed and consumed outside Vietnam, and various other 
services performed wholly outside Vietnam (e.g. certain repairs, training, advertising, promotion, etc.). 
Foreign contractors can choose between three methods for tax payment - the deduction method, the 
direct method and the hybrid method 
 
III.5 Tax Reform Strategy period 2011-2015 and version to 2020 

On May 17, 2011 the Prime Minister issued Decision No 732/2011/QD-TTg, approving a 10-year 
tax system reform strategy through 2020 with ambitious targets for both renewing the tax system and 
accelerating reforms of tax administration. 

The changing socio-economic situation in Viet Nam over the next decade will greatly impact the 
realization of this tax reform strategy. That Viet Nam has emerged from the list of poor countries will 
result in a considerable reduction of foreign aid resources, including aid for human resources 
development. The fulfillment of all bilateral and multilateral international commitments and full 
opening of the domestic market will reduce revenues from exports, putting further pressures on State 
budget revenues. Global warming, climate change, and the depletion of natural resources are factors 
greatly affecting development which must be taken into account in tax reform strategy. 

The primary objectives for the 10-year tax reform strategy are to build a coordinated, unified, fair 
and efficient tax system suited to a socialist-oriented market economy, one that gives an effective 
macro-economic management tool to the Party and the State to boost domestic production. 

Tax revenues during 2011-15 will be maintained at 23-24 per cent of the GDP. In the subsequent 
five years (2016-20), the rate will be lowered on goods or services in order to encourage competition 
and capital accumulation. 

For tax administration, the strategy sets objectives of building a modern and efficient tax sector that 
makes the administration of taxes, charges and fees unified, transparent, simple to understand and 
feasible, based on three foundations: (i) transparent tax policies and simple and systematic procedures 
that conform to international practices; (ii) quality human resources that are free of corruption; and 
(iii) application of modern information technology. 

By 2015, at least 60 per cent of enterprises will use electronic tax services; 50 per cent of 
enterprises will register and declare taxes online; and 70 per cent of taxpayers will be satisfied with the 
services provided by tax offices. These targets are expected to be higher in the subsequent five years 
(2016-20). 

The reformed tax system must guarantee reasonable tax revenues, boost production, increasing the 
competitiveness of goods and services, promoting export and investment, particularly investment in 
high technology and in regions facing difficult socio-economic conditions. 
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Tax policies must exert positive impacts on economic restructuring and job creation, ensuring 
sustainable economic growth, contributing to stabilizing and improving the quality of life of people 
and meeting the demands for reasonable State spending levels. 

Tax policies must ensure transparency, clarity and feasibility. The tax base must be expanded to 
develop revenue sources while lowering the overall rate of taxation on each unit of goods or on 
income, helping increase domestic revenues (excluding revenues from crude oil) to over 70 per cent of 
the total State budget revenue by 2015 and over 80 per cent by 2020. 

The strategy will include 10 major types of taxes, charges and fees: value-added tax; excise tax; 
export and import duties; corporate income tax; personal income tax; royalties; agricultural land use 
levies; non-agricultural land use levies; environmental protection tax; and charges and fees. 

Compared to the strategy in the previous 10-year period, the 2011-20 tax reform strategy will have 
two salient points: changing the licensing fee into an annual fee for business management; and 
perfecting regimes and policies on State budget revenues from natural resources, such as collection of 
land use levies and revenues from mineral and oil rights. 

Together with the accelerated administrative reforms, it is necessary to proceed with the reform of 
public finance towards clear definition of functions and tasks of budget-funded units. The policy on 
privatising public services will be further carried out, which requires changes in the collection of taxes 
and fees for public services so far provided by the State. During 2011-20, the Law on Charges and 
Fees will replace the existing Ordinance on Charges and Fees and the license tax converted into an 
annual fee for business management. 

In the next decade, the Vietnamese economy will remain far behind the leading ASEAN economies. 
Though per-capita income will see relatively high growth, taxes on economic activities will continue 
to be mostly indirect and based on consumption. 

The value-added tax will play a major role with broad impacts on every citizen, especially when 
the economy is restructured toward reducing the agricultural ratio and raising the industrial and service 
ratios. Without being increased, VAT revenues will increase in both amount and in their ratio to total 
overall tax revenues. 

The Law on Royalties, newly promulgated in 2009, should be further revised toward ensuring that 
royalties are an effective tool to manage, protect and promote the efficient use of national resources, 
particularly non-renewable resources. Royalty rates must be low enough to boost the exploitation of 
natural resources but high enough to restrict waste and excessive export of unprocessed minerals. 

As natural resources are under the ownership of all the people, suitable policies related to the 
assignment of rights to explore for and exploit resources are also needed. Tax laws must be made 
consistent with the laws on petroleum, water resources, minerals and forest protection and 
development. Policies must encourage the use of renewable natural resources while reasonably 
limiting and regulating the exploitation of non-renewable resources and stimulate the use of substitutes 
for these resources. 

During 2011-20, the policy on land-related revenues will be revised to ensure its consistency and 
conformity with amendments to the Land Law. Regulations will be issued to implement National 
Assembly Resolution No 55/2010/QH12 of November 2010, on exemption from and reduction of 
agricultural land use levies, as well as the Law on Non-Agricultural Land Use Fees. Further study is 
needed to find means to encourage more efficient land use. Tax incentives will be granted for the use 
of land in regions hit by difficulties or in remote areas, while higher levies will be imposed on urban 
uses. Property taxes will be applied to homes and improvements of great value at an appropriate time, 
aiming to boost the healthy development of the real estate market and ensure reasonable revenues for 
the State budget. 

The Law on Environmental Taxation, which will take effect on January 1, 2012, will be 
implemented to encourage enterprises and citizens to change their consumption behaviors towards 
environmental protection. Taxable objects will be added and tax rates adjusted to restrict polluting 
uses. 
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IV. Country-Specific Fiscal Issues 
 
Economic growth remains sluggish as the government gradually addresses problems in the banking 
sector. A slightly faster pace of growth is still expected in 2014. Inflation forecasts are revised down in 
light of unexpectedly low outcomes so far this year. Current account surpluses are projected for this 
year and next. A return to stronger and sustained GDP growth depends on following through with 
plans to reform banks and state companies. 
 
IV.1 General Assessment 

Concerns over the health of banks continued to curb credit and investment in the first half of this 
year. GDP growth was also crimped by sluggish domestic demand and soft export markets, 
decelerating to 4.9% year on year in January–June 2013. 
 
Figure 12: Supply-side contributions to growth 

 
Source: General Statistic Office of Vietnam 
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The industry sector grew by 5.2%, contributing 2.0 percentage points of GDP growth. High 

inventories weighed on manufacturing, and construction remained subdued despite government efforts 
to accelerate public investments and revive the property and construction businesses. 

Mining activity slowed in the first half from a year earlier.  
Growth in services eased to 5.9%, but this sector still made the largest contribution to GDP growth, 

at 2.5 percentage points. Transportation and real-estate services showed some improvement from 2012, 
but the retail and wholesale subsector softened. Agriculture recorded modest growth at 2.1%, 
constrained by lower prices for rice and bad weather in coffee growing areas. 

On the demand side, private consumption was lackluster as business closures and layoffs over the 
past 2 years took their toll on the labor market. Gross capital formation rose by 3.7%, supported by 
higher public investment, but the ratio of investment to GDP was, at 27%, still more than 10 
percentage points below the ratio in 2007. The contribution to GDP growth from net exports declined 
in the first half. 

Inflation averaged 6.8% in the first 9 months of this year, below last year’s average of 9.2%. With 
food price inflation under control, the government raised a range of administered prices, including for 
electricity, fuel, and medical services. 
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Figure 13: Inflation (%) 

 
Source: General Statistic Office of Vietnam 
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A steep downtrend in inflation since 2011 paved the way for the State Bank of Vietnam (SBV), the 

central bank, to lower key policy interest rates by 800 basis points from early 2012, including cuts 
totaling 200 basis points this year. The SBV also reduced the ceiling on lending rates for short-term 
loans in local currency to agriculture, small and medium-sized enterprises (SMEs), and other priority 
sectors, as well as the ceiling for interest rates paid on local and foreign currency deposits Broad 
money supply expanded by an estimated 19% year on year in August, and credit grew by 12% on this 
basis, though the credit figure may be inflated by loan restructuring. Growth in lending was 
constrained by banks’ impaired balance sheets, concerns over the financial health of borrowers, a 
sagging property market, and weak demand for credit. 
 
Figure 14: Credit and money supply growth 

 
Source: State Bank of Vietnam 
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Property prices trended lower, marking the third year of a deflating property market. However, the 

stock market rallied, with the VN Index of share prices up by 18% in the first 9 months. 
Increased domestic liquidity and a firmer US dollar put downward pressure on the exchange rate 

for the Viet Nam dong in the first half. The SBV devalued VND by 1% against the US dollar in June 
and signaled that the currency will be devalued by 2%–3% over this year. The unofficial exchange rate, 
which had fallen out of the official trading band in April, moved back within the band in August. 

Fiscal support to the economy was augmented in January 2013 by a package of measures to support 
business. They include deferment of corporate income tax and value-added tax for SMEs, as well as 
subsidies and tax breaks to stimulate the property market. From July, the corporate income tax rate 
was lowered to 20% for SMEs and to 10% for firms involved in providing low-income housing. The 
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government joined with banks to offer housing finance at low rates of interest in an effort to spur 
demand and construction. 

The fiscal deficit for 2013 is targeted at 4.8% of GDP. However, economic growth lower than what 
the government expected could, coupled with new tax concessions, edge the deficit above the target. 

Exports registered further gains in the first half, largely on expanded mobile phone and electronics 
manufacturing. Merchandise exports rose by an estimated 15% in US dollar terms and on a balance of 
payments basis. This reflected a surge in technology products from plants built by foreign companies 
in recent years. Exports of mobile phones, computers, and electronics comprised almost 23% of all 
exports. Increased shipments of manufactures more than offset lower export receipts from agricultural 
products and crude oil. 

Merchandise imports increased by 11%, driven by raw materials, inputs for manufacturing, and 
imported consumer goods. The trade surplus rose to an estimated $4.6 billion. After accounting for a 
small rise in remittances, steady tourism income, and higher payments abroad of interest and dividends, 
the current account surplus totaled $4.1 billion, slightly down from the first half of 2012. 

Preliminary estimates show that net foreign direct investment totaled $3.3 billion and portfolio 
inflows $1.2 billion, both little changed from a year earlier. A fall in other capital inflows narrowed 
the capital account surplus to $480 million. Foreign reserves declined in the second quarter. 
 
Figure 15: Gross international reserves 

 
Source: Ministry of Planning and Investment 
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The government took several important steps to address vulnerabilities in the banking sector, which 

center on high nonperforming loans (NPLs), insufficient bank capital, and inadequate prudential 
standards. Credit institutions reported that the NPL rate rose to 4.5% of total loans in the first half 
from 4.1% at the end of 2012. The SBV estimated NPLs at 6.0% in February 2013, based on its off-
site surveillance of banks, but independent analysts believe the figure would be 3–4 times higher if 
international accounting and provisioning standards were applied. 

In May, the Prime Minister approved a program to deal with NPLs, which included the formation 
of the Viet Nam Asset Management Company, which will acquire and later sell the bad debt. The 
government established an inter-ministerial steering committee in March to improve coordination 
between government agencies and local authorities in implementing bank restructuring. The SBV 
pressed ahead with its efforts to restructure some of the smaller and weaker banks. 
 
IV.2 Prospects 

Unless structural reforms for banks and state-owned enterprises (SOEs) are accelerated, the 
economy could face a prolonged period of growth languishing well below the 7%–8% pace set in 
2002–2007. The following forecasts assume that the government makes gradual progress on these 
reforms and that it maintains macroeconomic stability. 

Preliminary figures show that GDP growth picked up to 5.5% year on year in July–September from 
4.9% in the first 6 months, driven by improvements in manufacturing and services. Also, fiscal 
disbursements usually accelerate toward the end of each year. This Update maintains the forecast for 
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GDP growth at 5.2% for 2013 as a whole, using a new official data series with 2010 as its base year. 
(Under this new series, growth for 2012 is revised up to 5.2% from the 5.0% reported originally.) 
 
Figure 16: GDP growth 

 
Source: Asian Development Outlook database. 
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Growth is expected to strengthen slightly in 2014 compared with this year. Gradual progress in 
resolving NPLs will improve business sentiment. As this happens, policy stimulus, including the cuts 
in interest rates this year, could gain traction. Some additional fiscal stimulus appears likely. The 
Ministry of Finance is expected to raise the budget deficit target to over 5% of GDP next year in the 
face of low growth in revenue. Finally, a moderate strengthening in global trade is projected for 2014. 
Private consumption will remain subdued for some time, however, in light of sluggish job creation and 
continued weak consumer confidence. The measures to stimulate house building are expected to have 
limited impact on construction. In the service sector, stronger growth in financial services depends on 
making headway on bank restructuring, and a pickup in consumer-oriented services hinges on the 
health of the labor market. Steady increases in tourist arrivals will support growth in services, and 
manufacturing will benefit from the projected upturn in world trade. Agriculture should recover in 
2014 after bad weather contributed to a slowdown this year. 
 
Figure 17: Consumer confidence index (%) 
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Progress on strengthening the banking system is expected to be fitful. Current capitalization for the 
Viet Nam Asset Management Company is unlikely to be sufficient to deal with large numbers of NPLs. 
It is unclear if the government will provide additional funding for the asset-management company or 
to recapitalize state-owned commercial banks. The success of the NPL program also depends on 
strengthening the bankruptcy law and the legal framework for dealing with secured asset transactions, 
and on establishing mechanisms to price and auction bad debts. 
In a development that could prolong the process and worsen risks to the banking system, the SBV 
delayed until June 2014 the implementation of a policy directing banks to raise standards on loan 
classification and provisioning. The new regulation, which originally was to take effect in June 2013, 
would require banks to classify more loans as nonperforming and to increase provisioning. It would 
also prevent enterprises with loans in arrears from accessing new credit. 
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Inflation is seen easing to 6.0% by the end of 2013, leaving the average for this year at 6.5%. The 
forecast is revised down from ADO 2013 because food price inflation has decelerated more quickly 
than expected. Monetary easing and increased liquidity have raised inflation expectations for 2014, 
when inflation is forecast to increase gradually to 7.2%. While the prospect of relatively moderate 
inflation and continuing current account surpluses should support VND, weakness in the unofficial 
exchange rate in June, coupled with volatility in domestic gold prices and a rise in errors and 
omissions in the balance of payments, indicate that confidence in the currency remains fragile. 
 
Figure 18: Annual Inflation 

 
Source: Asian Development Outlook database. 
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The current account is seen recording surpluses this year and next, though the forecasts are trimmed 
from ADO 2013 owning to expectations of stronger growth in imports. The rapid expansion of exports 
from foreign-invested manufacturing companies is starting to moderate. This trend may continue, as 
disbursed foreign investment as a share of GDP fell by half from 2008 to 2012. Exports from foreign-
invested companies have contributed strongly to exports in the past 2 years, while exports from 
domestic firms have been flat. 
 
Figure 19: Share of export growth by enterprise ownership 

 
Source: General Statistic Office of Vietnam  
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The government has approved restructuring plans for several SOEs, and implementation should be 
stepped up next year. Indicating the difficulties attached to SOE reform, state-owned Viet Nam 
Shipbuilding Industry Group, or Vinashin, reported in September that it intends to cut 14,000 jobs as 
part of its restructuring. As SOEs are generally expected to generate employment, it is unclear if the 
Vinashin case sets a precedent that large-scale layoffs are now allowed as part of restructuring. 
Viet Nam is less vulnerable than some other regional economies to the asset sell-off in emerging 
markets seen this year. Foreign capital inflows that surged into regional markets over recent years 
largely bypassed Viet Nam. The VN Index of share prices is about where it was 3 years ago. Yields on 
domestic bonds rose by 90 basis points from June to September 2013, but foreign participation in the 
bond market is relatively low, and the bond market is small, at the equivalent of 20% of GDP. 
 

120 



Figure 20: Bond yields 

 
Source: Bloomberg  
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Most of the country’s public external debt, equal to 30% of GDP in 2012, enjoys concessional terms 
and long maturities and is fairly well diversified over currencies. 
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V. Conclusion 
 
In 2010, after two decades of rapid economic growth, Vietnam passed the threshold to become a 
lower-middle-income economy. Sustained market-oriented reforms combined with intensive efforts to 
integrate into the world economy are among the key drivers of this achievement. The reform of tax 
policy and administration has been a vital part of this transition. This is leading to a fundamental 
change in the composition of taxpayers, from large state-owned enterprises (SOEs) and foreign-
invested companies to a myriad of small and medium private enterprises. Economic transition is also 
leading to an equally important change in the sources of government revenue, away from cross-border 
trade-related taxes and revenue collection from crude oil toward a greater share of domestic tax 
revenue, in particular taxation of business profits, labor income, and capital gains on land. However, 
completing the transition to a market economy will require changes going beyond tax collection and 
administration procedures, and will involve changes to the tax instruments themselves. At the end of 
this process, Vietnam should have a set of taxes that is simple and transparent, secures a stable flow of 
revenues for the government, encourages an efficient allocation of resources, and does not risk 
constituting a source of inequality or unfairness. 

The rapidly changing global environment creates substantial challenges for economic growth and 
revenue collection. This is occurring against the backdrop of new types of business transactions, the 
emergence of a dynamic SME sector, and Vietnam’s integration into the world economy within the 
WTO framework. The reform of these fiscal policy as well as existing tax structures must take into 
account these issues. 
 
Global Environment 

The global economy appears to be transitioning toward a period of more stable albeit moderate 
pace of growth. Global GDP, which slowed in mid-2012, is recovering and a modest acceleration in 
quarterly GDP is expected during the course of 2013. In the United States, GDP rose 2.4 percent in the 
first quarter of 2013, supported by a recovering housing market, an increase in payroll jobs, and robust 
investment demand, especially in durable goods orders. In Japan, a dramatic relaxation of 
macroeconomic policy has prompted a sharp acceleration in GDP in the short-term, which grew at a 
4.1 percent annualized pace in the first quarter of 2013. However in the Euro Area, growth is being 
held back by weak confidence and continued banking sector and fiscal restructuring, with GDP 
contracting at a 0.8 percent in the first quarter. In the developing world growth remains solid, but there 
are some signs of easing. Most developing countries have more or less fully recovered from the 2008 
global financial crisis and are growing in line with underlying potential growth.  

Global inflationary pressures remain relatively subdued in most countries. Inflation in high income 
countries has remained low and within the comfort zone of their central banks except perhaps in UK. 
Inflationary pressures in China appear to have eased somewhat but may be intensifying in Indonesia 
and Lao PDR following years of rapid growth and relatively accommodative macroeconomic policy, 
and core inflation remains high in Vietnam. In the Middle East & North Africa, high prices reflect 
both efforts to reduce the fiscal burden of price subsidization by raising some regulated prices, as well 
as supply disruptions caused by civil and armed strife. In South Asia, as well as in Vietnam, increases 
in administrative prices have also played a role, as have tight market conditions despite the relatively 
slow pace of growth.  

The global economy is slowly getting back on its feet, though the recovery remains hesitant and 
uneven. The recovery is expected to strengthen, however, the prospects for individual countries and 
regions will vary widely.  

In the United States, the private sector recovery appears to be relatively robust as reflected in an 
improving labor market (unemployment has fallen to 7.6 percent) and recovery in the housing market. 
Policymakers have extended both the debt ceiling and spending authorizations well into the future, 
thereby reducing the likelihood of a debt-ceiling confrontation and the threat of default. On the 
downside, both the tax increases agreed at the beginning of the year and the spending sequester will be 
a drag on growth in coming quarters, offsetting some of the strength from the private sector recovery. 
Overall, GDP growth for the year is projected to slow somewhat, compared with 2012, to about 2.0 
percent in 2013, before strengthening to 2.8 percent in 2014 and 3.0 percent in 2015. 
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The economy of the Euro Area remains weak despite improved financial conditions and some signs 
of strengthening. The funding costs in core Euro Area countries have declined, and lending has started 
to grow again. Imports, exports, and industrial production have all returned to positive (albeit modest) 
growth. However, borrowing costs in high-spread economies remain very high; unemployment is 
crushingly high in periphery economies; and weak growth is compromising progress on the fiscal front. 
GDP for the Euro Area is projected to contract by 0.6 percent in 2013, with annual growth slowly 
strengthening to 0.9 percent in 2014 and to about 1.5 percent by 2015. 

The strength in the Japanese economy reflects the effects of a large quantitative easing, fiscal 
stimulus and structural reforms. The structural measures announced include deregulation of the 
agriculture and electricity sectors, a relaxation of rules in health care, investment tax incentives, 
(including FDI); some corporate governance reforms; and a partial relaxation of restrictions on the 
investment behavior of pension funds. Growth is projected to come in at 1.4 percent this year and in 
2014 and at 1.3 percent in 2015.  

Prospects for developing countries vary widely, reflecting local economic and policy conditions. 
Overall, growth in developing-country is expected to firm somewhat in the years ahead, with GDP 
growing by 5.1 percent in 2013 and gradually rising to 5.6 percent in 2014 and 5.7 percent in 2015 
(The World Bank - An update on Vietnam’s recent economic development) 
 
Opportunities and Challenges in Taxation Administration 

Vietnam has been taking steps to reform its tax laws and modernize its tax administration. The tax 
system has undergone three phases of reform in the past two decades, and current phase of reform has 
been particularly motivated by increasing integration of Vietnam into the world economy and its effort 
to join the World Trade Organization (WTO). By issuing the Tax Reform Strategy period 2011-2020, 
Vietnam Government has set a target that taxes and fees (excluding revenue from crude oil and export 
revenue) should constitute 70 to 75% of the total state budget revenue by 2015, and 75 to 80% by 
2020, comparing favorably with level of 62.5% in 2010. The strategy also has set the mission of GDT 
is establishing effective and efficient tax administration, supporting business and individual taxpayers 
in complying with tax laws, and building quality and integrity human source. 

GDT is charged with collecting all major domestic taxes, in particular the Value-Added Tax (VAT), 
the Corporate Income Tax (CIT), excise taxes, and natural resource taxes, which account for 76.4 
percent of domestic revenue collection. GDT is also responsible for the collection of a relatively large 
number of minor taxes, such as the tax on the transfer of land use rights, the land and housing tax, and 
the small business tax. Domestic tax revenues, including tax revenues from crude oil, collected by 
GDT, amounted to 25.1 percent of GDP in 2010. GDT is operating in a rapidly and fundamentally 
changing environment, which will substantially increase the challenge of ensuring effective tax 
revenue collection. The greater integration of Vietnam into the international trade system has led to a 
substantial decrease in the collection of revenues from international trade taxes. A milestone in the 
trade integration process has been the accession of Vietnam to the World Trade Organization (WTO) 
in January 2007. Vietnam’s international trade integration has been accompanied by tariff reductions, 
and the share of total tax revenues from import and export taxes has decreased from 28.9 percent in 
1996 to 13.2 percent in 2010. Shifting collection priorities from the border to the domestic market, 
however, puts a much greater burden on the compliance management system and increases the risk of 
tax evasion. 

Taxes from state-owned enterprises (SOEs) still constitutes the major source of tax revenues, 
although with the move to a market economy, the importance of SOEs in the economy and for revenue 
collection is decreasing rapidly. According to 2010 estimates, 35.1 percent of CIT revenues and 36.4 
percent of VAT revenues from domestic production are paid by SOEs. The increasing role of the 
private sector in the economy so far has not been reflected in the revenue collection results, and the 
contribution of the non-state sector to total revenue collection remains small at 17.4 percent in 2009. 

The decrease in trade tax revenues has been compensated primarily by the operation of an 
extremely efficient VAT. The efficiency ratio of the VAT in Vietnam is close to 0.6 and thus exceeds 
the average VAT efficiency in Organization for Economic Co-operation and Development (OECD) 
countries.  

GDT’s current level of efficiency compares favorably with a number of other countries in the 
region. However, operational costs of tax administration amount to 2 percent of tax collected, and thus 
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are considerably higher than the less than 1.5 percent in most OECD countries. Around half of OECD 
country tax administrations have operational costs of less than 1 percent of revenue collected. In 
addition, a number of Asian countries have achieved a higher level of cost-efficiency (for example, 
Indonesia at 0.58 percent, Malaysia at 1.41 percent, and Singapore at 0.80 percent of revenue collected 
[OECD 2010]). An extensive network of field offices, insufficient information technology (IT) support 
for core operational functions, and labor-intensive business processes contribute to comparatively high 
operational costs.  

Existing operational processes are not fully suited to effectively addressing compliance 
management challenges in a market economy. GDT will also need to reform its operations to ensure 
fairness and transparency in administering the tax system. 

Major progress has been made in modernizing the organizational structure of tax administration. 
Starting in 2007, organizational units at all levels (headquarters, regional offices, and district offices) 
have been gradually reorganized along functional lines. GDT now has 13 major departments, of which 
only the department for Personal Income Tax (PIT) administration shows features of a tax-type 
organizational structure. Separate departments have been created to manage operational functions, 
such as tax return processing and accounting, collection of arrears, and taxpayer services and 
information. With the establishment of a special department for large taxpayer administration, the 
organizational basis for developing targeted compliance management strategies for the most important 
taxpayer segment has been developed. 

The strategic management capacity of GDT is being upgraded. This requires, in particular, the 
further development of analytical and planning efficiency, such as building tax gap analysis and 
revenue forecasting capacity, and improving the framework and tools for monitoring field office 
performance and supervising operational work in provincial and district offices. Tax administration 
needs to apply various planning tools in order to design a clear strategy for responding to compliance 
challenges and provide guidance for operational work. A strategic planning process must be 
introduced and stakeholder involvement in the strategic planning process must be solicited to ensure 
wide acceptance of the plan. Operational and annual business plans will need to be prepared to ensure 
consistency in operations and implementation of the strategic plan. 

Existing processes are less satisfactory in most other areas, with the tax audit function being of 
particular concern. Procedures and methodologies for a risk-based audit selection have not yet been 
developed, and auditor discretion in the selection of cases for a desk or field audit is substantial. In 
addition, existing processes for the conduct of an audit provide substantial discretion to the audit team, 
and the overall audit planning and supervision process does not yet include a systematic and ongoing 
monitoring of audit efficiency. Anti-evasion appears to be the weakest area, where no strategic plan 
for addressing evasion cases exists. 

A critical challenge to be addressed rather urgently is the re-engineering and streamlining of 
business processes, which is a precondition for the implementation of an integrated IT system. 
Appropriate risk assessment will need to be introduced to maximize operational efficiency. In a 
situation of scarce resources and limited capacity, tax administration operations must concentrate on 
high-risk taxpayers and operations. Auditing low-risk transactions with low revenue yield generally 
implies a waste of such scarce resources. Risk analysis capacity, therefore, must be created to 
determine tax audit and arrears collection priorities. 
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