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Worldwide services and composite PMIs will be in 
focus following the release of global manufacturing 
PMIs, which highlighted the continued divergence in 
growth amid the resurgence of COVID-19 cases. The 
impact of further virus waves has been particularly 
evident across various Asia economies. In contrast, the 
US and eurozone continue to fare strongly, albeit 
experiencing supply constraints and price pressures.  

On the topic of price spikes, we have again considered 
the question as to whether this is transitory (see 
analysis here). With services inflation gathering speed 
as well, the price sub-indices will be of interest to shed 
light on how fast input costs and output charges have 
increased and the implications for inflation, wage 
growth and company margins.  

Central bank updates are also lined up in the week 
ahead with the FOMC meeting minutes being one to 
scrutinise for the Fed’s thoughts that led them to 
project the earlier-than-expected rate hikes through 
the ‘dot plot’. Clues with regards to the expected 
tapering of asset purchases will also be sought. 
Meanwhile, central bank meetings will be held in 
Australia and Malaysia with no changes expected amid 
varying degrees of COVID-19 resurgences.  

Rounding back to inflation, China’s June inflation data 
will also be carefully tracked after the latest NBS and 
Caixin manufacturing PMIs suggested easing price 
pressures. We will also get a look as to how inflation 
amongst sectors changed via the June IHS Markit 
Sector PMIs.   
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Global manufacturing supply worsens 
The worldwide manufacturing PMI data for June revealed that 
supply shortages worsened further to hit a new all-time high, 
constraining output at an increasing number of firms and 
feeding through to another steep rise in raw material prices.  

Global PMI output, prices and supply delays  

 

Asian output hit by further virus waves 
While manufacturing output rose in 22 economies during 
June, it fell in eight, with Asia bearing the brunt of further virus 
waves. While output surged in Europe and the US, China’s 
growth weakened to its lowest since March 2020, Japan’s 
upturn almost stalled, and production in the rest of Asia fell for 
the first time since July of last year. Malaysia and Vietnam (see 
special report) saw the steepest production declines as 
COVID containment measures were stepped up.  

Manufacturing output  

 

https://ihsmarkit.com/research-analysis/eurozone-manufacturers-report-unprecedented-price-spike-July21.html
https://ihsmarkit.com/research-analysis/eurozone-manufacturers-report-unprecedented-price-spike-July21.html
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Key diary events  What to watch
Monday 5 Jul 
US market holiday  
Worldwide Services & Composite PMI (Jun), incl. Japan, 

Brazil, Eurozone, India* 
Australia Building Approvals (May) 
Australia Retail Sales (May, final) 
Singapore Retail Sales (May) 
Thailand CPI (Jun) 

Tuesday 6 Jul 
Australia RBA Cash Rate (Jul) 
Japan All Household Spending (May) 
Hong Kong SAR IHS Markit PMI* (Jun) 
Philippines CPI (Jun) 
Germany Industrial Orders (May) 
Taiwan Jobless Rate (May) 
United Kingdom Markit/CIPS Cons PMI* (Jun) 
Germany ZEW Economic Sentiment (Jul) 
Eurozone Retail Sales (May) 
United States IHS Markit Services, Composite and Sector 

PMI* (Jun) 
United States ISM Non-Manufacturing PMI* (Jun) 
Global JPMorgan Composite PMI* (Jun) 

Wednesday 7 Jul 
Global, Europe, Asia Sector PMI* (Jun) 
Taiwan CPI and Trade Balance (Jun) 
Germany Industrial Output (May) 
United Kingdom Halifax House Prices* (Jun) 
United States JOLTS Job Openings (May) 

Thursday 8 Jul 
Global Metal Users PMI* (Jun) 
Japan Current Account (May) 
Malaysia BNM Overnight Policy Rate (Jul 8) 
UK Recruitment Industry Survey* (Jun) 
Germany Trade Balance (May) 
United States Initial Jobless Claims 
United States Fed FOMC Minutes (Jun) 

Friday 9 Jul 
China CPI, PPI (Jun) 
United Kingdom Monthly GDP, incl. Manufacturing, Services 

and Construction Output (Apr) 
United Kingdom Goods Trade Balance (May) 
Canada Unemployment Rate (Jun) 
United States Wholesale Inventories (May) 
 
*  Press releases of indices produced by IHS Markit and 

relevant sponsors can be found here. 

 June worldwide services and composite PMIs  
Worldwide services and composite PMIs will be 
released next week after the June manufacturing PMIs 
reflected continued divergence between the likes of US 
and Europe against Asia economies amid the 
resurgence of COVID-19. The service sector, more 
sensitive towards containment efforts, will be watched 
for how it fares across the different regions in June.  

Services PMI prices gauges will also be eagerly 
assessed after services inflation contributed to the 
composite price index’s climb in the June flash PMI 
releases. Next week’s updates will be tracked for the 
price inflation conditions across the various countries.   

 Fed FOMC minutes from June 15-16 meeting 
The Fed FOMC minutes from the June 15-16 meeting 
will be released on Thursday and scrutinised for details 
after having surprised markets with projections of 
earlier-than-expected interest rate hikes. At the same 
time, Fed Chair Jerome Powell acknowledged that 
inflation may be ‘higher and more persistent’ than 
expected, though he has since reassured markets that 
runaway inflation is highly unlikely. Closer to the present 
on the timeline is the concern with regards to tapering 
amid improving economic conditions in the US. Clues 
as to when tapering may commence will be watched, 
with IHS Markit expecting tapering to begin in 2022.  

 Reserve Bank of Australia meeting  
Central bank meetings in Australia and Malaysia will 
unfold in the coming week with no change to interest 
rates expected amid signs of COVID-19 resurgence in 
both countries. The RBA is expected to keep their cash 
rate unchanged according to Refinitiv consensus, 
maintaining their current dovish stance.  

 China June inflation data  
China’s June PPI and CPI will be updated on Friday. 
The latest Caixin China General Manufacturing PMI 
reported that price pressures eased to a seven-month 
low ahead of the official data release.  

 UK GDP, jobs and house price datal  
The health of the UK economy will come under the 
spotlight with April’s GDP data accompanied by June 
recruitment industry survey results and Halifax house 
price index as well as services and construction PMIs. 

Special report:  
Vietnam: New COVID-19 Wave Creates 
Downside Risks to Near-Term Outlook 
Rajiv Biswas | page 4  

https://www.markiteconomics.com/Public/Release/PressReleases
https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://www.markiteconomics.com/Public/Home/PressRelease/b1e3b17e70ff4045a0454eb4c7c52505
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Recent PMI and economic analysis from IHS Markit 
Global US and Europe report strong growth in June as Japan 

contracts 

23-Jun Chris Williamson 

  Global economic growth surges to 15-year high as COVID-
19 lockdowns ease 

21-Jun Chris Williamson 

  PMI data hint at rising numbers of staff shortages 17-Jun Chris Williamson 

  G7 leaders punt on pushing green growth for developing 
countries 

14-Jun Amena Saiyid 

  Critical supply chains: The semiconductor shortage 10-Jun 
Chris Suckling, 
Ph.D, Sian Jones, 
Yacine Rouimi 

US US Sector PMI shows improvement in consumer 
confidence 

10-Jun Jingyi Pan 

  US PMI surveys signal record growth as economic 
recovery shifts up a gear 

3-Jun Chris Williamson 

Europe 
Eurozone manufacturers report unprecedented price spike 
as PMI hits new all-time high, but will the price surge prove 
transitory? 

1-Jul Chris Williamson 

  Eurozone prices spike higher as economy grows at fastest 
rate for 15 years 

23-Jun Chris Williamson 

  Flash UK PMI holds close to record high in June as 
economy booms 

23-Jun Chris Williamson 

  Flash UK PMI signals record surge in employment, but 
also hints at higher wages 

23-Jun Chris Williamson 

  Flash UK PMI price gauges hit record highs in June 23-Jun Chris Williamson 
  Lack of tourism set to drag on Greek economic recovery 16-Jun Sian Jones 

APAC Japan flash PMI indicates further economic slowdown in 
June amid COVID-19 emergency and supply disruptions 

23-Jun Jingyi Pan 

  Asia Pacific trade outlook in 2021 

17-Jun Rajiv Biswas 

Commodities Weekly Pricing Pulse: Commodity price correction 
continues 

30-Jun Michael Dall 

For further information: 
For more information on our products, including economic forecasting and industry research, please visit the Solutions section of 
www.ihsmarkit.com 

For more information on our PMI business surveys, please visit www.ihsmarkit.com/products/PMI 

Click here for more PMI and economic commentary 

 

Follow our latest updates on twitter at @IHSMarkitPMI. 

The intellectual property rights to the report are owned by or licensed to IHS Markit. Any unauthorised use, including but not limited to copying, distributing, transmitting or 
otherwise of any data appearing is not permitted without IHS Markit’s prior consent. IHS Markit shall not have any liability, duty or obligation for or relating to the content or 
information (“data”) contained herein, any errors, inaccuracies, omissions or delays in the data, or for any actions taken in reliance thereon.  In no event shall IHS Markit 
be liable for any special, incidental, or consequential damages, arising out of the use of the data.  
Purchasing Managers' Index® and PMI® are either registered trade marks of Markit Economics Limited or licensed to Markit Economics Limited. IHS Markit is a registered trademark of 
IHS Markit Ltd 

https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://ihsmarkit.com/research-analysis/us-and-europe-report-strong-growth-in-june-as-japan-contracts-Jun21.html
https://ihsmarkit.com/research-analysis/global-economic-growth-surges-to-15year-high-as-covid19-lockdowns-ease-Jun21.html
https://ihsmarkit.com/research-analysis/global-economic-growth-surges-to-15year-high-as-covid19-lockdowns-ease-Jun21.html
https://ihsmarkit.com/research-analysis/pmi-data-hint-at-rising-numbers-of-staff-shortages-Jun21.html
https://ihsmarkit.com/research-analysis/g7-leaders-punt-on-pushing-green-growth-for-developing-countri.html
https://ihsmarkit.com/research-analysis/g7-leaders-punt-on-pushing-green-growth-for-developing-countri.html
https://ihsmarkit.com/research-analysis/critical-supply-chains-the-semiconductor-shortage.html
https://ihsmarkit.com/research-analysis/us-sector-pmi-shows-improvement-in-consumer-confidence-June21.html
https://ihsmarkit.com/research-analysis/us-sector-pmi-shows-improvement-in-consumer-confidence-June21.html
https://ihsmarkit.com/research-analysis/us-pmi-surveys-signal-record-growth-as-economic-recovery-shifts-up-a-gear-Jun21.html
https://ihsmarkit.com/research-analysis/us-pmi-surveys-signal-record-growth-as-economic-recovery-shifts-up-a-gear-Jun21.html
https://ihsmarkit.com/research-analysis/eurozone-manufacturers-report-unprecedented-price-spike-July21.html
https://ihsmarkit.com/research-analysis/eurozone-manufacturers-report-unprecedented-price-spike-July21.html
https://ihsmarkit.com/research-analysis/eurozone-manufacturers-report-unprecedented-price-spike-July21.html
https://ihsmarkit.com/research-analysis/eurozone-prices-spike-higher-as-economy-grows-at-fastest-rate-for-15-years-June21.html
https://ihsmarkit.com/research-analysis/eurozone-prices-spike-higher-as-economy-grows-at-fastest-rate-for-15-years-June21.html
https://ihsmarkit.com/research-analysis/flash-uk-pmi-holds-close-to-record-high-in-june-as-economy-booms-Jun21.html
https://ihsmarkit.com/research-analysis/flash-uk-pmi-holds-close-to-record-high-in-june-as-economy-booms-Jun21.html
https://ihsmarkit.com/research-analysis/flash-uk-pmi-signals-record-surge-in-employment-June21.html
https://ihsmarkit.com/research-analysis/flash-uk-pmi-signals-record-surge-in-employment-June21.html
https://ihsmarkit.com/research-analysis/flash-uk-pmi-price-gauges-hit-record-highs-in-june-Jun21.html
https://ihsmarkit.com/research-analysis/lack-of-tourism-set-to-drag-on-greek-economic-recovery-Jun21.html
https://ihsmarkit.com/research-analysis/japan-flash-pmi-indicates-further-economic-slowdown-June21.html
https://ihsmarkit.com/research-analysis/japan-flash-pmi-indicates-further-economic-slowdown-June21.html
https://ihsmarkit.com/research-analysis/asia-pacific-trade-outlook-in-2021-Jun21.html
https://ihsmarkit.com/research-analysis/weekly-pricing-pulse-commodity-price-correction-continues.html
https://ihsmarkit.com/research-analysis/weekly-pricing-pulse-commodity-price-correction-continues.html
http://www.ihsmarkit.com/
http://www.ihsmarkit.com/products/PMI
https://ihsmarkit.com/research-analysis/pmi.html
https://twitter.com/IHSMarkitPMI
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Special Focus 
Vietnam Economy: New COVID-
19 Wave Creates Downside Risks 
to Near-Term Outlook 

Rajiv Biswas 
Asia Pacific Chief Economist, IHS Markit  
Email: rajiv.biswas@ihsmarkit.com  

Vietnam was one of the most resilient economies in the 
Asia-Pacific region to the shockwaves from the global 
COVID-19 pandemic during 2020. Strong economic 
recovery continued in the first half of 2021, with GDP in 
the second quarter of 2021 rising by 6.6% year-on-year.  

However, after considerable success during 2020 in 
containing daily new domestic COVID-19 cases to low 
levels, the situation has deteriorated in May and June 
2021, with a significant pickup in reported daily new 
cases. With COVID-19 vaccination rates still remaining 
very low as a share of the total population, Vietnam 
remains vulnerable to a rising and protracted COVID-19 
wave. The latest IHS Markit Vietnam Manufacturing PMI 
for June 2021 showed a sharp drop, reflecting the 
impact of the rising COVID wave. 

New COVID wave poses downside risks to 
Vietnam’s economy 

Vietnam has been one of the world’s fastest growing 
emerging markets in the past decade, boosted by strong 
foreign direct investment inflows into its manufacturing 
sector. The pace of economic growth slightly exceeded 
7% in both 2018 and 2019. Rapid growth of 
manufacturing exports and large new inflows of foreign 
direct investment have been important growth drivers 
for Vietnam, notably driven by rapid expansion in the 
textiles and electronics sectors. Total electronic and 
electrical manufacturing exports accounted for 33% of 
total merchandise exports in 2019, with textiles, clothing 
and footwear accounting for a further 19.4%.  

Total foreign direct investment inflows reached USD 
20.4 billion in 2019, up 6.7% year-on-year, driven by 
strong investment by multinationals in establishing new 
manufacturing production facilities in Vietnam. 
Samsung has been a key investor, with total foreign 
direct investment into Vietnam of around USD 17 billion 
in the decade to 2018. Vietnam has become the biggest 
foreign production hub for Samsung Electronics, which 

booked USD 66 billion of sales in 2018 out of its 
Vietnamese operations, which was equivalent to around 
28% of Vietnam’s GDP. Around 50% of Samsung's 
smartphones and tablets are produced in Vietnam and 
exported globally. Samsung Vietnam has also built its 
largest R&D centre in Southeast Asia near Hanoi. 

However, economic growth momentum moderated 
significantly in 2020, due to the impact of the COVID-19 
pandemic. For calendar 2020, the Vietnamese economy 
grew by 2.9% y/y, compared with a 7.1% GDP growth 
rate in calendar 2019. Despite the moderation in growth 
momentum, Vietnam was one of the very few industrial 
economies in the Asia-Pacific region that achieved 
positive GDP growth in 2020. IHS Markit estimates that 
the Vietnamese economy will show improving growth 
momentum in 2021, expanding at a pace of 5.5% year-
on-year. Disbursed FDI remained resilient in 2020 
despite the pandemic, at around USD 20 billion, down 
only 2% on 2019. However, FDI commitments fell more 
sharply, by 25% y/y, to USD 28.5 billion. 

Economic growth momentum has strengthened in the 
first half of 2021. GDP growth in the second quarter of 
2021 up 6.6% y/y, improving on the 4.5% y/y growth 
recorded in the first quarter of 2021. A key driver of 
economic growth momentum has been the rapid growth 
of exports, which rose be 28.4% y/y in the first half of 
2021. The strong performance of industrial exports also 
boosted the industrial sector, with industrial production 
up 9.3% y/y in the first half of 2021. FDI inflows in the 
first half of 2021 remained resilient, at USD 9.2 billion, 
up 6.8% y/y. 

However, a pickup in daily new COVID-19 cases during 
May and June has created risks to the near-term outlook. 
A key concern is the low COVID-19 vaccination rate in 
Vietnam, which leaves the nation vulnerable to further 
rises in daily COVID cases until vaccination levels 
increase substantially. Only 3.3% of the total population 
had received a first vaccination by 27th June 2021, while 
the fully vaccinated share was extremely low, at just 
0.2% of the population. As a result of the rising COVID 
wave, the government authorities have put in place strict 
lockdown restrictions for Ho Chi Minh City for a wide 
range of activities, including on public transport and 
public gatherings, as well as non-essential business 
activities. 

COVID wave impact on manufacturing 
sector  
The latest wave of COVID-19 cases in Vietnam led to a 
sharp decline in business conditions for manufacturers 
during June. The IHS Markit Vietnam Manufacturing 

mailto:rajiv.biswas@ihsmarkit.com
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Purchasing Managers' Index (PMI) plummeted to 44.1 
in June from 53.1 in May, pointing to the most severe 
deterioration in business conditions for over a year and 
ending a six-month period of growth. 

Output and new orders both decreased at the sharpest 
rates since the first outbreak of the pandemic in early-
2020, while firms scaled back their employment and 
purchasing activity accordingly. The pandemic also 
impacted supply chains, resulting in a near-record 
lengthening of delivery times. For example, four 
industrial parks in Bac Giang province in northern 
Vietnam were temporarily closed in late May, due to 
outbreaks of COVID cases, which also impacted on 
some manufacturing facilities of Foxconn and Samsung. 

Vietnam manufacturing PMI, supplier delivery times  

 

The COVID-19 pandemic, lockdown measures and 
temporary company closures were all mentioned by 
firms participating in the survey as factors leading to 
sharp reductions in both output and new orders during 
June. 

However, despite the deterioration in manufacturing 
conditions in June, Vietnam’s exports performed 
strongly during the first four months of 2021, prior to the 
escalation of the current COVID wave. According to 
Vietnam’s General Statistics Office, exports in the first 
four months of 2021 are estimated to have risen by 
29.6% y/y to USD 104.9 billion, while imports likely 
increased 31.8% y/y to USD 103.3 billion, resulting in a 
trade surplus of USD 1.6 billion for the first four months 
of 2021. 

In the near term, Vietnam’s exports have shown rapid 
growth, as key export markets, notably the US, China 
and EU, roll out COVID-19 vaccines, allowing a gradual 
recovery in economic growth momentum. This has 
supported a rebound in new orders for key Vietnamese 
exports such as garments and electronics. Vietnam’s 

exports to its largest export market, the US, rose by 48% 
y/y in the first four months of 2021, while exports to 
China rose by 28% y/y over the same period. 

Vietnam manufacturing PMI, output and exports 

 

Although Vietnam’s merchandise exports were very 
resilient in 2020 and have rebounded in the first half of 
2021, exports of tourism services have collapsed since 
March 2020 due to the impact of international travel 
bans, including Vietnam’s own ban on international 
travel. Prior to the pandemic, the tourism economy had 
been growing strongly in recent years, with international 
tourist visits to Vietnam in 2019 having reached 18 
million trips, up 16% y/y. The protracted disruption of 
international tourism has hit Vietnam’s service sector 
exports badly in 2020-21. The impact on the overall 
tourism economy has been mitigated by the significant 
contribution of domestic tourism to the overall industry 
while the domestic pandemic had very low daily cases. 
However, with the rising COVID wave and new 
restrictions, domestic tourism activity is also being hit.  

Electronics Sector hit by global demand 
slump 
A key factor that has driven the sustained strong growth 
of Vietnam since 2010 has been the rapid growth of 
electronics manufacturing. The importance of Vietnam’s 
electronics industry has risen dramatically, with the 
electronic industry’s share of total GDP rising from 
around 5% in 2010 to around one- quarter of GDP by 
2019, a key factor helping to drive rapid growth of both 
exports and GDP.  

With electronics now being Vietnam’s most important 
export sector, the impact of global lockdowns due to the 
pandemic on the global electronics industry had been a 
key shock to the sector during the first half of 2020. Amid 
widespread global lockdown measures aimed at 
containing the spread of the pandemic, world demand 
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for electronic goods slumped sharply in the second 
quarter of 2020.  

However, since the low points in April and May 2020, 
the IHS Markit Global Electronics PMI has signalled a 
very significant rebound. The latest IHS Markit Global 
Electronics Purchasing Managers’ Index for May 2021 
reached the highest level recorded in 23 years, boosted 
by buoyant demand in key markets. Rebounding 
consumer spending and industrial production in key 
economies, notably the United States, mainland China, 
the European Union, and the United Kingdom, is helping 
to drive demand for a wide range of electronics 
products. 

According to the PMI data, global electronics new 
orders rose from a calendar year-to-date low of 34.7 in 
May 2020 to a level of  63.3 in May 2021. New orders in 
May showed the fastest pace of expansion since May 
2004 and were the fourth-fastest pace of expansion 
since the survey series began 23 years ago. 

IHS Markit Global Electronics PMI, output and new 
order inflows 

 

IHS Markit Global Electronics PMI,  
output by product category 

 

Vietnam’s exports from phones and components were 
up 30.7% y/y in the first four months of 2021. Meanwhile 
exports of personal computers and related products 
rose by 18.2% y/y, as the global shift to remote working 
boosted demand for personal computers. Vietnam has 
significantly increased its share of global exports of 
computers in the past five years and is now competing 
with China in terms of the total export value of computer 
products. 

Medium term growth drivers 
The pandemic is expected to recede during 2022 as 
vaccination rollout becomes more widespread across 
the population of Vietnam. Over the medium-term 
outlook for the next five years, a number of key drivers 
are expected to continue to make Vietnam one of the 
fastest growing emerging markets in the Asian region.  

Firstly, Vietnam will continue to benefit from its relatively 
lower manufacturing wage costs relative to coastal 
Chinese provinces, where manufacturing wages have 
been rising rapidly over the past decade.  

Secondly, Vietnam has a relatively large, well-educated 
labour force compared to many other regional 
competitors in Southeast Asia, making it an attractive 
hub for manufacturing production by multinationals. 

Third, rapid growth in capital expenditure is expected, 
reflecting continued strong foreign direct investment by 
foreign multinationals as well as domestic infrastructure 
spending. For example, the Vietnamese government 
has estimated that USD 133 billion of new power 
infrastructure spending is required by 2030, including 
USD 96 billion for power plants and USD 37 billion to 
expand the power grid. 

Fourth, Vietnam is benefiting from the fallout of the US-
China trade war, as higher US tariffs on a wide range of 
Chinese exports have driven manufacturers to switch 
production of manufacturing exports away from China 
towards alternative manufacturing hubs in Asia.  

Fifth, many multinationals have been diversifying their 
manufacturing supply chains during the past decade to 
reduce vulnerability to supply disruptions and 
geopolitical events. This trend has been further 
reinforced by the COVID-19 pandemic, as protracted 
supply disruptions from China during February and 
March created turmoil in global supply chains for many 
industries, including autos and electronics.  

For example, the Japanese government has introduced 
a subsidy program in 2020 for Japanese companies to 
help reduce supply chain vulnerability by relocating 
production out of China either back to Japan or to 
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certain other designated nations. The Japanese 
government has allocated an estimated 220 billion yen 
for the supply chain reshoring program in Japan’s 
supplementary budget for the 2020 fiscal year, 
equivalent to around USD 2.1 billion. An additional 23.5 
billion yen were allocated for supply chain diversification 
to other selected countries, which includes ASEAN, 
India and Bangladesh. Vietnam has been one of the 
preferred destinations for Japanese firms choosing to 
shift their production to the ASEAN region in the first 
round of subsidy allocations announced by the 
Japanese government. 

Free trade agreements 
Vietnam is also set to benefit from its growing network 
of free trade agreements. As a member of the ASEAN 
grouping of nations, Vietnam already has benefited 
considerably from the ASEAN Free Trade Agreement 
(AFTA), which has substantially removed tariffs on trade 
between ASEAN member countries since 2010. ASEAN 
also has a network of free trade agreements with other 
major Asia-Pacific economies, most notably the China-
ASEAN Free Trade Area which entered into force in 
2010. This network of free trade agreements has helped 
to strengthen Vietnam’s competitiveness as a low-cost 
manufacturing export hub. 

The EU-Vietnam FTA (EVFTA) is a key new free trade 
agreement that will boost Vietnam’s exports and foreign 
direct investment inflows. The EVFTA is an important 
boost to Vietnam’s export sector, with 99% of bilateral 
tariffs scheduled to be eliminated over the next seven 
years, as well as significant reduction of non-tariff trade 
barriers. For Vietnam, 71% of duties were removed 
when the EVFTA took effect on 1st August 2020. 
Vietnam’s exports to the EU rose by 21% y/y in the first 
four months of 2021. The scope of the EVFTA is wide-
ranging, including trade in services, government 
procurement and investment flows. An EU-Vietnam 
Investment Protection Agreement has also been signed 
which will help to strengthen EU foreign direct 
investment into Vietnam when it is implemented.  

Vietnam will also benefit from the Regional 
Comprehensive Economic Partnership (RCEP) free 
trade agreement. The 15 RCEP countries are the 
ASEAN ten nations, plus China, Japan, South Korea, 
Australia and New Zealand. The RCEP agreement 
covers a wide range of areas, including trade in goods 
and services, investment, e-commerce, intellectual 
property and government procurement. 

US bilateral trade frictions 
The U.S. deficit for trade in goods with Vietnam reached 
USD 55.8 billion in 2019, with the deficit widening by 
41.2% compared to 2018. This was slightly mitigated by 
the USD 1.2 billion surplus in favour of the US for trade 
in services, but still left the overall bilateral trade deficit 
at USD 54.5 billion in 2019.   

In 2020, the US trade deficit with Vietnam for trade in 
goods has further widened, reaching USD 69.7 billion. 

Reflecting the persistent large bilateral trade surplus 
that Vietnam has with the US, the Office of the US Trade 
Representative (USTR) announced on 2nd October 
2020 that the US government has launched an official 
investigation into acts, policies, and practices by 
Vietnam that may contribute to the undervaluation of its 
currency and the resultant harm caused to US 
commerce, under section 301 of the 1974 Trade Act.  

As part of its investigation on currency undervaluation, 
USTR consults with the US Department of the Treasury 
as to issues of currency valuation and exchange rate 
policy. The US Treasury has informed the US 
Department of Commerce that Vietnam’s currency was 
undervalued by 4.7% in 2019, partly due to intervention 
by the Vietnamese government. In December 2020, the 
US Treasury named Vietnam as a “currency 
manipulator”. 

USTR has also launched an investigation into Vietnam’s 
acts, policies, and practices related to the import and 
use of timber that is assessed to be illegally harvested 
or traded. 

However, in its April 2021 semiannual Report on 
Macroeconomic and Foreign Exchange Policies of 
Major Trading Partners of the United States, the US 
Treasury determined that with reference to the Omnibus 
Trade and Competitiveness Act of 1988, there was 
insufficient evidence to make a finding that Vietnam 
manipulates its exchange rate for either of the purposes 
referenced in the 1988 Act, and dropped its labelling of 
Vietnam as a “currency manipulator”.  

Nevertheless, consistent with the 1988 Act, the US 
Treasury considers that its continued enhanced 
engagements with Vietnam, as well as a more thorough 
assessment of developments in the global economy as 
a result of the COVID-19 pandemic, will enable the US 
Treasury to better determine whether Vietnam 
intervened in currency markets in 2020 to prevent 
effective balance of payments adjustment or gain an 
unfair competitive advantage in trade.   
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Economic outlook 
The Vietnamese economy is expected to show 
improved annual growth in 2021, with GDP growth 
expected to strengthen to a pace of 5.5% y/y. Growth 
momentum is forecast to strengthen further to 6.8% y/y 
in 2022. 

However, a key uncertainty in the near-term outlook is 
the extent and duration of the current wave of new 
COVID-19 cases that is hitting the nation. If the COVID 
wave escalates further, it poses a significant risk to the 
near-term outlook for domestic demand, with the added 
risk of disruption to manufacturing output if COVID-19 
cases are detected in major manufacturing facilities or 
logistics supply chains. Furthermore, unless Vietnam 
can significantly ramp up its vaccination rate in coming 
months, it remains vulnerable to new COVID waves. 

Despite these near-term risks, over the medium-term 
economic outlook, a large number of positive growth 
drivers are creating favourable tailwinds and will 
continue to underpin the rapid growth of Vietnam’s 
economy. This is expected to drive strong growth in 
Vietnam’s total GDP as well as per capita GDP.  

Vietnam’s total GDP is forecast to increase from USD 
270 billion in 2020 to USD 450 billion by 2025, rising to 
USD 736 billion by 2030. This translates to very rapid 

growth in Vietnam’s per capita GDP, from USD 2,800 
per year in 2020 to USD 4,500 per year by 2025 and 
USD 7,000 by 2030, resulting in substantial expansion 
in the size of Vietnam’s domestic consumer market. 

Vietnam’s role as a low-cost manufacturing hub is also 
expected to continue to grow strongly, helped by the 
further expansion of existing major industry sectors, 
notably textiles and electronics, as well as the 
development of new industry sectors such as autos and 
petrochemicals.  

For many multinationals worldwide, significant supply 
chain vulnerabilities have been exposed by the 
protracted disruption of industrial production in China as 
well as some other major global manufacturing hubs 
during the COVID-19 lockdowns. This will drive the 
reshaping of manufacturing supply chains over the 
medium term, as firms try to reduce their vulnerability to 
such extreme supply chain disruptions. With US-China 
trade and technology tensions still remaining high, this 
is likely to be a further driver for reconfiguring of supply 
chains. A key beneficiary of the shift in global 
manufacturing supply chains will be the ASEAN region, 
with Vietnam expected to be one of the main winners.   
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