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Executive Summary

Recent Developments

Real GDP growth has averaged 5.9% through the first three
quarters of 2016, down from 6.7% in 2015 due to slower
export growth caused by a major drought, lower commodity
prices squeezing producers and weaker external demand

Inflation has averaged 2.6% through the first nine months
of 2016 compared to same period in 2015, in line with higher
prices for food, housing and currency depreciation

The budget deficit averaged 6.7% of GDP in 2012-15, which
has raised public debt to 58.3% of GDP in 2015

After narrowing in 2015 to 0.5% of GDP, the current
account surplus has rebounded to 5.3% in H1 2016,
primarily as a result of slower import growth

Vietnam'’s property market continues to gradually improve
as it recovers from a crash in 2010-12

The banking sector continues to expand, led by the
recovery in real estate which is supporting credit growth of
17.6% through year-over-year through H1 2016

Macroeconomic Outlook (2016-18)

The future of Trans-Pacific Partnership (TPP) is uncertain,
but Vietnam’s export outlook is positive having concluding
trade deals with South Korea and the European Union

We expect real GDP growth to moderate to 6.0% in 2016,
but pick up to 6.2% in 2017 and 6.4% in 2018 on strong
growth in exports, investment and consumer spending

Inflation is expected rise (2.8% in 2016, 3.7% in 2017 and
2018) in line with pick up in global commodity prices, the
recovery in house prices and strong domestic demand

The budget deficit is expected to average 6.1% through
2016-2018 and public debt should reach 62.2% of GDP in
2018

The current account is expected to average a surplus of
0.5% from 2016-2018, supported by strong export growth

The banking sector should continue to recover with the
loan-to-deposit ratio expected to decline each year over
2016-18, reaching 88.8% of GDP by 2018
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Background

Vietnam is an export-oriented economy with 92m
people and a highly competitive labour force

Vietnam has emerged over the last three decades as
one of the world’s economic success stories. In 1986,
in response to poor economic performance, reforms
were initiated to shift from central planning to a
market economy. Since then, real GDP growth has
averaged 6.8%, barely interrupted by either the Asian
financial crisis in 1997 or the global financial crisis in
2008. This was mainly achieved by a focus on labour-
intensive manufacturing for export. A young
population has driven labour force growth while a
steady supply of workers moving to the cities from
rural areas has kept wages competitive. Vietnam is
also well placed on the trade routes of South East
Asia and close to China, helping integration into the
supply chains of “factory Asia”. As a result, the value
of goods exports has grown from 2.9% of GDP in 1988
t0 84.7% in 2015.

Economic restructuring and the opening up of
markets has driven growth

Vietnam is endowed with fertile land and, as a result,
agriculture played a significant role in the economy.
However, the economy has been restructured with an
increasing allocation of resources into more
productive sectors, particularly mining and
manufacturing. The economy was also opened up to
FDI, encouraging the transfer of know-how in
strategic sectors thereby enhancing productivity.
Permitting private competition encouraged the
development of strategic sectors, such as food
processing for export as well as banking. In recent
years, the government has continued to liberalise the
economy, focusing on privatising state-owned
enterprises (SOEs).

Vietnam remains of the world’s most attractive
destinations for FDI

Foreign investors are attracted by the competitive
labour force, large domestic market, political
stability, sound macroeconomic conditions and an
improving business environment. Additionally,
restrictions on foreign ownership have gradually
been lifted. In 2007, Vietnam joined the World Trade
Organisation (WTO), leading to a surge in FDI coming
from China, Japan and other Asian countries. More
recently, restrictions on property ownership for
foreigners and Vietnamese non-residents have been
lifted, further enhancing its attractiveness as an
investment destination. Additionally, Vietnam has
concluded free trade deals with the European Union
and South Korea, which should result in strong FDI
inflows despite the uncertainty around the
implementation of the Trans-Pacific Partnership
(TPP).
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Recent Developments

Real GDP growth has been supported by strong exports
and robust domestic demand

Vietnam’s growth accelerated in 2015, reaching 6.7%.
Growth continues to be underpinned by strong growth
in exports (18.2%) and domestic demand (9.2%). The
combination of higher export revenues and falling
inflation boosted real incomes, resulting in robust
domestic consumption growth and investment.
However, growth has moderated to 5.9% through the
first three quarters of 2016. The main factor slowing
growth has been a major drought which has caused the
agricultural sector to contract by an average of 0.6%
through the first three quarters of the year. In addition,
exports have slowed on lower oil prices forcing oil
production cutbacks. Furthermore, slower growth from
Vietnam’s major export partners dampened exports.

Inflation has been low due to weak food and oil prices
but is starting to rebound

Inflation has been falling in line with the decline in
international food prices, which account for nearly
40% of the CPI basket. Overall inflation fell to 0.9% in
2015 from 4.7% in 2014 as international food prices fell
by 12.3%. In addition, the decline in oil prices pushed
the next two largest components of CPI, transport and
communications (9% of the basket) and housing and
utilities (10%) into deflationary territory. However,
inflation has started to rebound through the first three
quarters of 2016, reaching 2.6% in September. Higher
inflation has been supported by stronger international
food prices as the global food supply continues to
rebalance and by higher housing prices from declining
excess capacity. The uptick also reflects gains in the
“other” component (the remaining 40% of the basket).
This component comprises services and non-durable
goods such as clothing and textiles.

Vietnam’s property market continues to gradually
improve as it recovers from a crash

House prices collapsed in 2010-12 as a result of a rapid
building phase causing oversupply. The decline was
broad-based across all market segments but the largest
decline was concentrated in the luxury segment, which
fell by 35.3% from its peak in 2012 to its trough in 2014.
The high-end segment was the first to collapse starting
in 2010, falling by 19.9% until its trough in 2014. The
low and medium-end segments witnessed contractions
of 20.6% and 13.8% from their respective peaks in 2011
to troughs. Prices have since rebounded across
segments and have grown broadly in line with nominal
GDP (average of 6.3%) since 2014. Growth has been led
by higher incomes, urban migration and a young
population. Sentiment is also improving as new
legislation has allowed foreigners and Vietnamese non-
residents to invest and purchase property.

Real GDP
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Sources: General Statistics Office of Vietnam (GSOV), Haver Analytics
and QNB Economics
* Percentage change of Q1-Q3 average over a year earlier

Inflation
(%, year-on-year)

m Transport and communication
m Other*

Housing and utilities
m Food and foodstuffs

6.6%
4.7%

2011 2012 2013 2014 2015  September
2016**

Sources: GSOV, Haver Analytics and QNB Economics
* Comprises of clothing, textiles, household goods and services
** Percentage change of January-September average over a year earlier

Urban residential property prices
(index, 2009 = 100)

—High-end —Mid-end —Low-end —Luxury (RHS)

120 - - 200
110 - L 160
100 -

F 120
90 +

- 80
80 -
70 | - 40
60 T T T T T T T 0

2009 2010 2011 2012 2013 2014 2015 Q32016

Sources: Colliers International and QNB Economics
Note: Property prices are an average of condominium prices in Ho Chi
Min City and Hanoi



The structural fiscal deficit has narrowed slightly but
Vietnam’s public debt has risen to nearly 60% of GDP

Since 2012, Vietnam’s budget deficit has averaged
6.7% of GDP, above the historical average of around
2.0%. The deficit emerged from high levels of spending
to support development and growth combined with
permanent cuts in corporate taxes and tariffs to boost
competitiveness. Vietnam’s revenues are largely based
on tax revenues from exporters and oil receipts from
the state-owned PetroVietnam. In 2015, strong export
growth resulted in higher revenues, more than
offsetting the decline in oil prices. Expenditures rose in
2015 driven by investment spending to attract FDI, but
expenditures gained by less than revenues causing the
deficit to fall to 5.9% of GDP in 2015. Vietnam’s
persistent deficits have caused public debt to rise from
45.8% of GDP in 2011 to 58.3% in 2015. Through the
first half of 2016, the deficit has continued to fall on
higher revenues but spending typically picks up in the
second half of the year.

After narrowing in 2015, the current account surplus
has rebounded to 5.3% in H1 2016

In 2015, the capital and financial account (CFA)
registered a surplus of 0.9% of GDP. This reflected a
surge in FDI on investor optimism from the possible
implementation of TPP. But offsetting FDI were
portfolio outflows on contagion fears from turmoil in
Chinese equity markets. Through the first half of 2016.
The CFA reached a surplus of 5.7% in H1 2016 driven
by strong FDI and a resumption of portfolio inflows.
This was based on continued positive investor
sentiment despite TPP’s prospects fading and stability
in global financial markets. In terms of the current
account, the strong FDI caused a substantial increase
in imports which narrowed the current account to 0.5%
of GDP in 2015. Import growth receded in H1 2016,
causing the surplus to rebound to 5.3%. Errors and
omissions remain sizeable at -3.2% of GDP in H1 2016,
likely related to underestimation of investment flows.

The banking sector continues to expand and recover
from the impact of the property market crash

Credit growth in 2015 grew by 17.3%. This was led by
loans to real estate, which along with loans to
consumers and financial services, accounted for 35.9%
of all credit in 2015. Deposit growth moderated in 2015
to 14.3% in line with slower nominal GDP growth.
Through the first half of 2016, deposit and credit
growth were up 19.2% and 17.6% respectively. The
robust pick up in deposits reflects an increase in deposit
rates from March to August, though authorities have
since eased rates. Loan growth was again led by real
estate credit, as the sector continues its recovery. But
the property crash has hampered bank profits and left a
legacy of impaired loans, estimated by the IMF to be
12.5% in 2015. In light of this, the IMF has flagged the
financial stability risks of rapid credit growth.

Fiscal deficit
(% of GDP)
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Macroeconomic Outlook (2016-18)

Despite uncertainty surrounding the Trans-Pacific
Partnership (TPP), the export outlook remains positive

TPP, a trade deal spanning twelve pacific-rim countries
including the US and Japan, was widely heralded to be a
major boon to Vietnam’s exports. However, the future of
TPP now looks highly uncertain. This is expected to
dampen Vietnam’s export outlook but concluded bilateral
trade agreements with the European Union and South
Korea in 2016, provide some offset. In particular,
increased trade from these agreements will boost demand
exports in 2017 and 2018, supporting a rebound from
weaker external environment in 2016. We estimate that
these bilateral deals will add 0.6 percentage points per
year to demand growth in 2017 and 2018. Moreover, we
anticipate that Vietnamese exporters will increase their
market share in their main trade markets as a result of
central bank currency devaluation as well as China’s
economic rebalancing, which is moving up the
manufacturing value-chain and away from low value
manufacturing that competes with Vietnamese exporters.

Real GDP growth is expected to moderate in 2016 but
should accelerate steadily to 6.4% by 2018

Growth is expected to moderate to 6.0% in 2016 from
6.7% in 2015 reflecting a major drought, softer export
demand and lower commodity prices—all of which should
pose a drag on exports. In 2017 and 2018, three factors are
forecast to underpin rising growth. First, export growth
should pick up on stronger external demand and increased
market penetration by Vietnamese exporters. Second,
investment from both the government and foreign firms is
projected to continue at a rapid pace in order to build
infrastructure and further expand export capacity. Third,
export revenues and urban migration will support
consumer spending. As a result, we expect growth to
accelerate to0 6.2% in 2017 and 6.4% in 2018.

Inflation should rebound led by higher commodity prices

Inflation is expected to rise steadily over 2016-2018. In
2016, we expect it to reach 2.8% in 2016 because of the
pick-up in food prices, the continued recovery in housing
and a weaker currency raising the cost of imports. These
factors are expected to outweigh the decline in oil prices
in 2016 which has depressed transportation and utility
prices. Inflation is then expected to further rise to 3.7% in
2017, due to the strong pick-up in oil prices and continued
growth in house prices. Finally, inflation is expected to
stabilise at 3.7% in 2018 as the impact of the expected rise
in house prices offset the slower inflation in commodity
prices.

Demand for Vietnam’s exports in its main trade markets*

(%, year-on-year growth)
m Contribution from bilateral trade deals (EU, South Korea)
m Contribution from all other sources 3.3

2010 2011 2012 2013 2014 2015

2016f 2017f 2018f
Sources: IMF, Haver Analytics and QNB Economics forecasts

* This measure combines two factors: (a) growth in export markets
(measured by the weighted average of GDP growth of Vietnam’s top
five export markets where the weights are each country’s share in
Vietnam’s exports); and (b) increased market penetration by
Vietnamese exporters (measured by Vietnam’s import share in each
market)
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The large budget deficit is expected to persist

The budget deficit is expected to widen in 2016 to 6.1% of
GDP from 5.9% in 2015. This reflects slower growth in
revenues on account of weaker exports and lower oil
prices affecting PetroVietnam’s revenues. The widening
deficit also comes from the continued high level of
investment, debt repayments and social spending. In 2017
and 2018, revenues should climb on higher commodity
prices and stronger economic activity but spending is also
expected to expand to meet investment and social
spending objectives. As a result, the budget deficit should
stabilise to around 6.1% of GDP over 2017-2018. The
accumulated deficits will raise the public debt level to
62.2% of GDP by 2018, below the legal limit of 65%. The
authorities have committed to a target of reaching a
deficit of 3% by 2020 to arrest growing public debt but
have not yet announced any specific fiscal consolidation
measures.

Strong export growth and FDI inflows will keep Vietnam’s
external accounts in surplus

The current account surplus is expected to increase from
0.5% of GDP in 2015 to 0.8% in 2016. The improvement
primarily reflects a slowdown in imports in 2016, as
investor optimism on TPP has faded. In 2017, the current
account surplus should recede as oil prices climb. This is
because Vietnam is net oil importer and higher prices will
increase the value of their imports. But we expect this to
be over compensated by rising exports from stronger
external demand, keeping the current account in surplus.
This trend is expected to continue in 2018, as export
growth outweighs the small rise in oil prices, pushing up
the current account surplus slightly. In terms of the
capital and financial account (CFA), we expect net FDI
inflows to grow on the positive outlook for growth and
from concluded trade deals. We forecast the CFA to post a
surplus averaging 4.3% of GDP over 2016-18. Despite
external surpluses, reserves are expected fall below two
months of import cover by 2018.

The banking sector recovery is expected to continue as
both credit and deposits grow rapidly

We expect deposit growth to accelerate to 18.5% in 2016
due to the authorities hiking deposit rates early in the
year. Thereafter deposit growth should pick-up in line
with nominal GDP growth, reaching 19.1% by 2018. In
terms of credit, accelerating economic growth, high
government lending targets and the recovery in the real
estate sector are expected to drive growth. Consequently,
we expect credit growth to hit 18.0% by 2018. The loan-
to-deposit ratio is expected to fall each year over 2016-
2018, reaching 88.8% in 2018. Despite stronger growth,
NPLs should remain high as the process of resolving
impaired loans has been hampered by legal constraints
and an inability to recognise losses. Absent legal reforms
better enabling banks to restructure NPLs, we expect
these conditions to persist.

Fiscal balance
(% of GDP)
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Key Macroeconomic Indicators

2010 2011 2012 2013 2014 2015 2016f 2017f 2018f
Real sector indicators
Real GDP growth (%) 6.4 6.2 52 5.4 6.0 6.7 6.0 6.2 6.4
Nominal GDP (bn USD) 112.8 1346 1556 170.5 185.8 1914 196.0 209.9 228.6
Growth (%) 11.0 19.4 15.6 9.6 9.0 3.0 2.4 7.1 8.9
GDP per capita (k USD) 44 4.7 5.0 5.3 5.7 6.0 6.3 6.7 7.2
Consumer price inflation (%) 9.2 18.7 9.1 6.6 4.7 0.9 2.8 3.7 3.7
Budget balance (% of GDP) -2.8 -1.1 -6.8 -74 -6.1 -59 -6.1 -6.0 -6.1
Revenue 27.3 259 226 231 21.9 23.7 23.5 23.7 23.8
Expenditure 300 269 294  30.5 280 296 29.6 29.8 30.0
Public debt 481 458 479 518 55.1 583 60.9 62.0 62.2
External sector (% of GDP)
Current account balance -3.8 0.2 6.0 4.5 5.1 0.5 0.8 0.3 0.4
Goods and services balance -4.9 -04 4.7 3.5 4.6 2.1 2.6 1.8 1.9
Exports 68.5 770 798 836 868 906 77.6 86.2 92.4
Imports 734 774 751 80.1 82.1 886 75.1 84.3 90.5
Income and transfers 11 0.5 1.3 11 0.5 -16 -1.8 -1.6 -1.5
Capital and Financial account balance 5.5 4.8 4.6 0.2 2.9 0.9 4.2 4.3 4.4
International reserves (prospective import cover) 1.4 1.4 2.2 2.0 2.4 2.3 2.0 1.8 1.8
Monetary indicators
M2 growth 33.3 121 18.5 18.8 17.7 162 n.a. n.a. n.a.
Interbank interest (%, 3 months) 13.4 14.0 9.0 6.8 5.1 49 n.a. n.a. n.a.
Exchange rate USD:VND (avg) 19,131 20,649 20,859 21,017 21,189 21,909 22,719 23,108 23,430
Banking indicators (%)
Return on equity 17.7 16.4 8.2 5.8 3.2 54 n.a. n.a. n.a.
NPL ratio 2.1 2.8 3.4 3.1 2.9 34 n.a. n.a. n.a.
Capital adequacy ratio 11.3 12.9 11.8 134 11.8 130 n.a. n.a. n.a.
Deposit growth 36.3 12.4 17.9 23.0 194 143 18.5 18.7 19.1
Credit growth 32.5 14.3 9.2 12.5 14.2 173 17.4 17.6 18.0
Loan to deposit ratio 81.5 93.2 101.8 93.1 89.1 914 90.5 89.7 88.8
Memorandum items
Population (m) 869 878 888 897 90.7 917 92.6 93.6 94.6
Growth (%) 1.1 1.0 1.0 1.0 1.2 1.0 1.0 1.0 1.0
Unemployment (%) 43 4.5 2.7 2.8 2.1 24 2.4 2.4 2.4
Average Brent Crude Oil Price (USD/b) 80.3 1109 111.7 1088 995 53.6 44,7 55.0 57.9

Sources: Bloomberg, GSOV, Haver Analytics, IMF, SBV, Vietcombank, World Bank and QNB Economics forecasts
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QNB International Branches and Representative Offices

China

Room 930, 9th Floor

Shanghai World Financial Center
100 Century Avenue

Pudong New Area

Shanghai

China

Tel: +86 21 6877 8980

Fax: +86 21 6877 8981
QNBchina@gnb.com

France

65 Avenue d’lena
75116 Paris

France

Tel: +33 153 23 0077
Fax: +33 153 23 0070
QNBParis@gnb.com

Iran

Representative Office
6th floor Navak Building
Unit 14 Africa Tehran
Iran

Tel: +98 21 88 889 814
Fax: +98 21 88 889 824
QNBIran@gnb.com

Kuwait

Al-Arabia Tower
Ahmad Al-Jaber Street
Sharq Area

P.O. Box: 583

Dasman 15456
Kuwait

Tel: +965 2226 7023
Fax: +965 2226 7021
QNBKuwait@qgnb.com

Lebanon

Ahmad Shawki Street

Capital Plaza Building

Mina El Hosn, Solidere — Beirut
Lebanon

Tel: +961 1 762 222

Fax: +9611377 177
QNBLebanon@qgnb.com

Mauritania

Al-Khaima City Center

10, Rue Mamadou Konate
Mauritania

Tel: +222 45249651

Fax: +222 4524 9655
QNBMauritania@gnb.com

Oman

QNB Building

MBD Area - Matarah

Opposite to Central Bank of Oman
P.O. Box: 4050

Postal Code: 112, Ruwi

Oman

Tel: +968 2478 3555

Fax: +968 2477 9233
QNBOman@qgnb.com

Singapore

Three Temasek Avenue
#27-01 Centennial Tower
Singapore 039190
Singapore

Tel: +65 6499 0866

Fax: +65 6884 9679
QNBSingapore@gnb.com

South Sudan

Juba

P.O. Box: 587

South Sudan
QNBSouthSudan@gnb.com

Sudan

Africa Road - Amarat
Street No. 9, P.O. Box: 8134
Sudan

Tel: +249 183 48 0000

Fax: +249 183 48 6666
QNBSudan@qgnb.com

United Kingdom

51 Grosvenor Street
London W1K 3HH
United Kingdom

Tel: +44 207 647 2600
Fax: +44 207 647 2647
QNBLondon@gnb.com

Vietnam

31/F Saigon Trade Center

37 Ton Duc Thang street, District 1
Ho Chi Minh City

Tel: +84 8 3911 7525

Fax: +84 8 939 100 082
QNBvietnam@qgnb.com

Yemen

QNB Building
Al-Zubairi Street

P.0O. Box: 4310 Sana’a
Yemen

Tel: +967 1517517
Fax: +967 1517666
QNBYemen@qgnb.com
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QNB Subsidiaries and Associate Companies

Algeria

The Housing Bank for Trade
and Finance (HBTF)

Tel: +213 2191881/2

Fax: +213 21918878

Bahrain

The Housing Bank for Trade
and Finance (HBTF)

Tel: +973 17225227

Fax: +973 17227225

Egypt

QNB ALAHLI

Dar Champollion

5 Champollion St, Downtown 2664
Cairo

Egypt

Tel: +202 2770 7000

Fax: +202 2770 7099
Info.QNBAA@QNBALAHLI.COM

India

QNB India Private Limited
802 TCG Financial Centre
Bandra Kurla Complex
Bandra East

Mumbai 400 051

India

Tel: + 91 22 26525613
QNBindia@gnb.com

Indonesia

QNB Tower, 18 Parc SCBD

JL. Jend. Sudirman Kav. 52-53
Jakarta, 12190

Indonesia

Tel: +62 215155155

Fax: +62 21 515 5388
qnb.co.id
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Iraq

Mansour Bank

Associate Company

P.O. Box: 3162

Al Alawiya Post Office

Al Wihda District Baghdad
Iraq

Tel: +964 17175586

Fax: +964 17175514

Jordan

The Housing Bank for Trade
and Finance (HBTF)
Associate Company

P.O. Box: 7693

Postal Code 11118 Amman
Jordan

Tel: +962 6 5200400

Fax: +962 6 5678121

Libya

Bank of Commerce and Development
BCD Tower, Gamal A Nasser Street
P.O. Box: 9045, Al Berka

Benghazi

Libya

Tel: +218 619 080 230

Fax: +218 619097 115

www.bcd.ly

Palestine

The Housing Bank for Trade
and Finance (HBTF)

Tel: +970 2 2986270

Fax: +970 2 2986275

Qatar

AlJazeera Finance Company
Associate Company

P.0. Box: 22310 Doha

Qatar

Tel: +974 4468 2812

Fax: +974 4468 2616

Switzerland

QNB Suisse SA

Quai du Mont Blanc 1
1201 Geneve
Switzerland

Tel: +41 22907 7070
Fax: +41 22907 7071

Syria

QNB Syria

Subsidiary

Baghdad Street

P.0O. Box: 33000 Damascus
Syria

Tel: +963 11-2290 1000
Fax: +963 11-44 32221

Tunisia

QNB Tunisia

Associate Company

Rue de la cité des sciences

P.0. Box: 320 - 1080 Tunis Cedex
Tunisia

Tel: +216 7171 3555

Fax: +216 7171 3111
www.tgb.com.tn

Turkey

Finansbank A.S.

Esentepe Mahallesi Biiyiikdere
Caddesi Kristal Kule Binasi
No:215 Sisli - istanbul

Tel: 0(212) 318 50 00
dstk@finansbank.com.tr

UAE

Commercial Bank International p.s.c
Associate Company

P.O. Box: 4449, Dubai,

Al Riqqa Street, Deira

UAE

Tel: +971 04 2275265

Fax: +971 04 2279038
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