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Week Ahead Economic Preview

US and China.factory ‘and retdil sales updates,plus UK jobs data

The coming week will bring important insights into
economic trends in the US and China at the start of the
fourth quarter, most notably via industrial production
and retail sales updates for October. Concerns are
centred on the extent to which supply chain issues are
limiting US output and whether ongoing COVID-19
related disruptions are again affecting China’s
factories. Similarly, while some alleviation of Delta
wave infections will have likely helped support US
consumer spending, tightened restrictions due to its
“zero Covid” policy may have hurt China’s high streets.
However, while factory PMI data deteriorated for both
the US and China in October, the more consumer-
focused service sector PMls rose.

The focus in Europe will be on the UK as the Bank of
England ponders whether to start hiking interest rates.
Inflation data look set to show the further acceleration
of price pressures, but more uncertain will be the
impact of these higher prices on consumer spending,
via updated retail sales numbers, and whether wage
pressures are rising. Some insight into the latter will be
provided by the official labour market report, which
will have a particular importance given the Bank of
England’s stated focus on how the job market is holding
up as the country’s furlough scheme unwinds.

Also watch out for updated third quarter eurozone GDP
numbers, the flash release for which showed a
surprisingly strong 2.2% gain, as well as a first release
of Japan’s GDP, which looks to have fallen in the three
months to September, albeit with recent survey data
hinting at renewed strength in October.

Chris Williamson

Chief Business Economist,
IHS Markit

chris.williamson@ihsmarkit.com

Lewis Cooper
Economist,
IHS Markit

lewis.cooper@ihsmarkit.com

Get the Week Ahead Economic Preview
direct via email:

Email economics@ihsmarkit.com to join our distribution list.

UK inflation and job market in the spotlight

The Bank of England took markets by surprise by failing to follow
through on what was considered a widely-trailed rate hike at its
October monetary policy meeting. Policymakers instead wanted
more time to assess the health of the labour market in particular
before tightening policy. The publication of new labour market
data, as well as the latest consumer price numbers, in the coming
week will therefore be of great interest.

The central bank is concerned as it expects inflation to rise above
5% in coming months. That compares with a policy target of 2%.
Such concerns seem justified: recent PMI survey data indicate
that sharply rising costs will soon feed through to a further
acceleration of consumer price inflation to above 5%. Such a
situation was seen in the US in October, where IHS Markit's PMI
data also showed a steep pick up in price pressures in October,
which has already been found to have fed through to consumer
price inflation hitting a 31-year high of 6.2%.
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However, more important is the extent to which the anticipated
rise in inflation will prove transitory, which will likely depend to a
large extent on the tightness of the labour market as this will in
turn dictate the degree to which higher inflation could feed into a
wage-price spiral. Alas, the picture here has been blurred by the
UK government’s furlough scheme, which came to an end in
September — the month for which the upcoming job market data
will be published on Tuesday.

A heads-up on the labour market report is provided by the latest
UK Report on Jobs, which showed recruitment agencies
reporting that strong demand for staff and a steep fall in labour
supply drove the sharpest increase in starting pay since the
survey began in October 1997; a development that would clearly
concern the hawks at the Bank of England.
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Key diary events

Monday 15 Nov
Japan GDP (Q3)
South Korea Export Growth Revised (Oct)

China (Mainland) Retail Sales, Industrial Output and Urban
Investment (Oct)

Thailand GDP Growth (Q3)

Indonesia Trade Balance (Oct)

India WPI Inflation (Oct)

Eurozone Reserve Assets Total (Oct)

Canada Wholesale Trade (Sep)

IHS Markit Global Business Outlook Reports* (Q3)

Tuesday 16 Nov

Australia RBA Meeting Minutes (Nov)

United Kingdom ILO Unemployment Rate (Sep)
United Kingdom Employment Change (Sep)
Eurozone GDP (Q3)

Eurozone Employment (Q3, flash)

United States Retail Sales (Oct)

United States Industrial Production (Oct)

United States Business Inventories (Sep)

United States NAHB Housing Market Index (Nov)

Wednesday 17 Nov

Japan Machinery Orders (Sep)

Japan Trade Balance (Oct)

Australia Wage Price Index (Q3)

Singapore Non-Oil Exports (Oct)

United Kingdom Inflation (Oct)

Eurozone HICP (Oct, final)

United States Building Permits and Housing Starts (Oct)
United States Housing Starts (Oct)

Canada CPI Inflation (Oct)

Thursday 18 Nov

Indonesia 7-Day Reverse Repo (Nov)
Philippines Policy Interest Rate (18 Nov)
United States Initial Jobless Claims

Friday 19 Nov

India Market Holiday

Japan CPI, Core Nationwide (Oct)

United Kingdom GfK Consumer Confidence (Nov)
Germany Producer Prices (Oct)

United Kingdom Retail Sales (Oct)

Canada Retail Sales (Sep)

*  Press releases of indices produced by IHS Markit and relevant
sponsors can be found here.
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What to watch

B China October data releases

Industrial production, retail sales and investment figures
come from China on Monday. Analysts are expecting a
3% annual increase in production, pointing to a
relatively subdued expansion compared to the rebound
seen earlier in the year. Factory production fell again in
October, according to the Caixin China Manufacturing
PMI amid power supply issues and material shortages.
Retail sales growth also likely moderated, with forecasts
putting growth at just 3.5% vy/y in October, again
reflecting ongoing COVID-19 restrictions on activity.

B USretail sales, industrial production figures

Retail sales in the US are meanwhile expected to have
risen 0.7% in October when figures are released on
Tuesday. Industrial production and business inventories
data will likewise be keenly watched to gauge the impact
of continued material shortages and supply issues on
the manufacturing sector. Latest PMI data saw factory
output rise at the weakest rate for 15 months in October,
as lead times for inputs lengthened to a near record
extent and goods producers battled with shortages of
components and, in some cases, labour.

B UK employment and inflation data

Employment data are the focus in the UK, with new data
coming just over a week after the Bank of England
announced it was holding interest rates steady in part to
allow it to better gauge the labour market. The number
of employed people is expected to rise by 243k amid the
continued economic recovery, but the data will
nonetheless be closely watched for any changing trends
in what was the final month of the government’s furlough
scheme. Inflation data will be similarly eyed for further
indications of the extent to which supply issues are
contributing to producer and consumer price pressures.
Retail sales will also be keenly awaited as concerns
grow about the impact of rising prices.

® Japan Q3 GDP

First estimates for third quarter GDP come from Japan
on Monday. The market consensus is for a decline of
0.8% y/y and 0.2% g/q, in line with au Jibun Bank PMI
data, which showed a sustained decline in business
activity across the quarter as rising COVID-19 cases
overshadowed the economic boost from the summer
Olympics, and firms were hit by subdued demand
conditions and rising cost pressures.

Special report: Vietnam economy rebounds

after third quarter GDP contraction
Rajiv Biswas | page 4


https://www.markiteconomics.com/Public/Release/PressReleases
https://www.markiteconomics.com/Public/Home/PressRelease/a3a46da8f2854739a02a748b73668a2d
https://www.markiteconomics.com/Public/Home/PressRelease/a3a46da8f2854739a02a748b73668a2d
https://www.markiteconomics.com/Public/Home/PressRelease/a8cc4754ce9a40158976a6b47f03e82f
https://ihsmarkit.com/research-analysis/rising-covid19-cases-and-supply-chain-disruptions-overshadow-olympic-games-boost-Sep21.html
https://ihsmarkit.com/research-analysis/rising-covid19-cases-and-supply-chain-disruptions-overshadow-olympic-games-boost-Sep21.html
https://ihsmarkit.com/research-analysis/rising-covid19-cases-and-supply-chain-disruptions-overshadow-olympic-games-boost-Sep21.html

& PMI”
//A\% By IHS Markit

Recent PMI and economic analysis from IHS Markit

Global manufacturing growth slows and sentiment darkens amid record

Elks supply delays, unprecedented price hikes and stalling trade N Chris Williamson
Eu'rozone bucks trend of higher flash PMIs, but record price rises are 25.0ct Chris Williamson
universal
Economic quV\{th gtalls |.n Sub-Saharan Africa amid renewed lockdowns 12-Oct David Owen
and supply chain disruption
Monthly PMI Bulletin: October 2021 8-Oct Chris Williamson
Global auto makers suffer record underperformance amid supply chain 7-0ct Chris Williamson
delays
Global manufacturing prlc.es spike h.|qher amid supply constraints, but 4-Oct Chris Williamson
demand pressures show signs of easing
Global manufacturlrlq subdueq by supply constraints, but pressures from 1-Oct Chris Williamson
Delta wave show signs of easing

us US_eqwtv investor sentl_ment lifts fr_o_m lows in October but caution persists 12-Oct Chris Williamson
amid concerns over policy and politics
US sector data show economic growth slowing across consumer, tech L

- - 5-Oct Jingyi Pan
and financial sectors

Europe Eurozone flash _PMI §ees shortages and COVID-19 push growth to six- 22.0ct Chris Williamson
month low, and inflationary pressures to two-decade high
UK flash manufacturing PMI masks deteriorating production trend 22-Oct Chris Williamson
UK Flash PM! S|qn§1Is economy lifted by service sector, but manufacturing 22.0ct Chris Williamson
falters and prices rise at record rate
Semlcohductor shortages contllnue to bite as European automotive 13-Oct Sian Jones
production contracts at substantial pace

APAC Agstralla ecpnomv sees first expansion in four months, but higher demand 22.0ct Jingyi Pan
drives up prices
Three key economic takeaways from September's Asia Sector PMI 8-Oct Jingyi Pan
Vletnam economy slump persists into September amid worsening supply 1-Oct Jingyi Pan
constraints
Risin VID-1 n | hain disruption versh W .

s q_ (6{0) 9 cases and supply chain disruptions overshado 20-Sep Usamah Bhatti
Olympic Games boost
Commodities Weekly Pricing Pulse: Lumber and freight markets at the head of the pack 3-Nov Tal Dickstein

as commodity prices decline

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
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Special Focus

Vietnam economy rebounds after
third quarter GDP contraction
Rajiv Biswas

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

In 2020, Vietham was one of the most resilient
economies in the Asia-Pacific region to the shockwaves
from the global COVID-19 pandemic, with very low
numbers of COVID-19 cases throughout most of 2020.
Economic growth was strong in the first half of 2021,
with GDP in the second quarter of 2021 rising by 6.6%
year-on-year. However, a severe COVID-19 Delta wave
engulfed the nation in mid-2021, resulting in a sharp
contraction in GDP growth in Q3 2021.

Latest economic data for Q4 2021 are showing signs of
recovering economic momentum. The IHS Markit
Vietham Manufacturing PMI for October 2021 showed a
strong rebound in the manufacturing sector. However,
the economic recovery still faces headwinds due to a
renewed upturn in daily new COVID-19 cases as well
as continuing supply chain disruptions.

Vietham’s economy rebounds from COVID-19
Delta wave

Prior to the COVID-19 pandemic, Vietnam had 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 2019 out of its
Vietnamese operations, which was equivalent to around
25% of Vietnam’s GDP. Around 50% of Samsung's
smartphones and tablets are produced in Vietham 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 still recorded positive growth of 2.9% yly,
compared with a 7.1% GDP growth rate in calendar
2019. Despite the moderation in growth momentum,
Vietham was one of the very few industrial economies
in the Asia-Pacific region that achieved economic
expansion in 2020, as the world economy slumped into
a recession. 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% yly, to USD 28.5 billion.

Vietnam GDP growth

Annual % change
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2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021

Source: IHS Markit.

With the domestic pandemic having remained
contained, economic growth momentum strengthened
in the first half of 2021. GDP growth in the second
quarter of 2021 rose by 6.6% yly, improving on the
4.65% yly growth recorded in the first quarter of 2021.
A key driver of economic growth momentum was the
rapid growth of exports, which rose be 28.4% yly in the
first half of 2021. The strong performance of industrial
exports also boosted the industrial sector, with industrial
production up 9.3% yly in the first half of 2021. FDI
inflows in the first half of 2021 remained resilient, at
USD 9.2 billion, up 6.8% yly.
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Covid wave triggers widespread
manufacturing supply chain disruption

However, with the highly transmissible Delta strain of
COVID-19 having spread rapidly throughout Southeast
Asia in mid-2021, a severe new Covid Delta wave hit
Vietham in Q3 2021. As a result of the rising pandemic
wave, the government authorities put in place strict
lockdown restrictions for many provinces. Ho Chi Minh
City, a key commercial hub, faced very severe
restrictive measures for a wide range of activities,
including on public transport and public gatherings, as
well as non-essential business activities.

Consequently, Vietnam’s GDP contracted by 6.17% y/y
in Q3 2021, with consumer spending, construction
activity and manufacturing production hit severely by the
lockdown measures.

This led to a sharp decline in business conditions for
manufacturers during June and July. The IHS Markit
Vietnam Manufacturing Purchasing Managers' Index
(PMI) plummeted from 53.1 in May to 44.1 in June,
showing the most severe deterioration in business
conditions for over a year and ending a six-month period
of growth. Although the July PMI reading edged up to
45.1, this remained well below the 50.0 mark signaling
neutral business conditions, indicating continuing
contraction in the manufacturing sector. By September,
the headline PMI had fallen further, to 40.2.

Vietnam manufacturing PMI

Vietnam Manufacturing PMI
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However, as daily new COVID-19 cases started to
decline during the second half of September and early
October, easing lockdown restrictions allowed the
reopening of many factories, resulting in a sharp
rebound in the IHS Markit Vietham Manufacturing PMI
to 52.1 in October.

During Q3 2021, severe disruption to supply chains
were noted by firms in the PMI survey results, with the

extent of delivery delays reaching the highest level since
the survey began more than a decade ago. Companies
linked longer lead times to difficulties with transportation
both domestically and internationally due to the
pandemic, as well as raw material shortages.
Manufacturers were also faced with surging input costs.
The rate of input price inflation accelerated to the fastest
since April 2011. Input costs increased at the fastest
pace since April 2011 and at one of the sharpest rates
in the survey's history. Higher freight charges were
widely reported, adding to the inflationary pressures
caused by raw material shortages. Higher costs for raw
materials such as iron and steel, products imported from
China and freight charges were all reported by firms.

Shortages of labour also contributed to rising backlogs
of work, as migrant workers returned to their home
provinces and towns during the protracted lockdowns
and widespread factory closures.

Issues around staffing levels remained despite the wider
return to growth. Employment continued to fall markedly
in October, with a number of firms indicating that some
of their staff members had returned to their hometowns
during the latest wave of the pandemic and had yet to
come back to their place of work.

Vietnam manufacturing PMI supplier delivery times

IHS Markit Vietnam Manufacturing PMI Suppliers’ Delivery Times
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The impact of factory closures related to the pandemic
has become increasingly widespread during July and
August. Over 100 seafood processing factories were
closed in southern Vietnam during periods in August,
while over one-third of textiles and garments factories in
Vietham are also reported to have been temporarily
closed in August and September due to the pandemic.

Samsung Electronics has reported that in Vietnam,
which is a key electronics manufacturing hub for the firm,
there were production disruptions in certain places due
to lockdowns that affected operations. However, the firm
managed to mitigate the disruptions by shifting
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production to other parts of their global manufacturing
supply chain.

Toyota announced an estimated 40% drop in global
auto production in September due to the impact of
global semiconductors shortages as well as disruption
to supply chains in Southeast Asian manufacturing hubs,
including Vietnam. Toyota temporarily halted several
auto assembly lines in Japan for periods during July and
August due to disruptions to supply of auto parts from
Vietnam.

The COVID-19 pandemic, lockdown measures and
temporary company closures were all mentioned by
firms as factors leading to sharp reductions in both
output and new orders during Q3 2021.

In August, total merchandise exports fell by 2.3%
month-on-month (m/m), as the impact of factory
closures due to the escalating pandemic began to
impact more significantly upon manufacturing
production. The decline in August exports was heavily
impacted by a 15% m/m decline in exports of textiles
and garments and a 40% m/m decline in exports of
footwear, due to widespread factory closures. Exports
of wood products fell by 39% m/m, while exports of
fisheries products fell by 30% m/m.

Nevertheless, due to the strength of Viethamese
exports during the first half of 2021, total Viethamese
merchandise exports for the first eight months of 2021
were still up by 21.8% yly, according to Vietnam
Customs data. Exports to the US were buoyant, rising
by 31.8% yly, while exports to China also rose strongly,
by 22.3% yly. Exports to the EU rose by 14% y/y during
the same period.

Although Vietnam’s merchandise exports have been
very resilient in 2020 and in the first eight months of
2021, exports of tourism services have collapsed since
March 2020 due to the impact of international travel
bans, including Vietham’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% yl/y. The protracted disruption of
international tourism has hit Vietham’s service sector
exports badly in 2020-21. The impact on the overall
tourism economy had been mitigated by the significant
contribution of domestic tourism to the overall industry,
while the domestic pandemic remained contained.
However, with the severe Covid Delta wave resulting in
intensifying lockdown restrictions since mid-2021,
domestic tourism activity has also been badly hit.

Vietnam’s vaccine rollout

The Vietnam’s COVID-19 vaccine rollout program
lagged significantly behind the rate of vaccination
progress in many OECD nations as well as in most other
APAC emerging markets during the first half of 2021.
Even by late August 2021, the first dose vaccination rate
for Vietham had only reached 15% of the total
population, compared with 80% in Singapore, 56% in
Malaysia and 50% in Japan. The fully vaccinated share
of the Viethamese population was still extremely low by
late August 2021, at only 3%.

However, the pace of vaccination rollout has risen very
rapidly in September and October, with the first dose
vaccination rate rising to 63% by 8th November, while
the fully vaccinated share of the population has risen to
31%. Nevertheless, with the fully vaccinated share of
the total population still at around only one-third,
Vietham still remains vulnerable to escalating new
COVID-19 transmission, which could result in renewed
lockdown measures.

ASEAN COVID-19 vaccination rates
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Medium term growth drivers

The economic impact of the pandemic is expected to
recede during 2022 as vaccination rollout becomes
more widespread across the population of Vietham. An
additional new favorable factor is the development of
tablets by Pfizer and Merck to treat those patients who
become COVID-19 positive and are vulnerable to
severe illness. The combination of increasing
vaccination rollout and having supplies of these new
tablets are expected to help to contain the pandemic
during 2022.

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.
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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
labor 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 2020 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
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 vyear,
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, Vietham 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 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 Vietham’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 14% yly in the first eight months of 2021.
The scope of the EVFTA is wide-ranging, including
trade in services, government procurement and
investment flows. An EU-Vietham Investment
Protection Agreement has also been signed which will
help to strengthen EU foreign direct investment into
Vietham when it is implemented.

Vietham will also benefit from the Regional
Comprehensive Economic Partnership (RCEP) free
trade agreement, which will be implemented from 1st
January 2022. The fifteen RCEP countries are the
ASEAN ten nations, plus China, Japan, South Korea,
Australia and New Zealand. Vietnam has already
ratified the RCEP agreement and will therefore benefit
immediately from the date of RCEP implementation.
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 Vietham 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 favor 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 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
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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 Vietham’s currency was
undervalued by 4.7% in 2019, partly due to intervention
by the Viethamese government. In December 2020, the
US Treasury named Vietnam as a “currency
manipulator”.

USTR has also launched an investigation into Viethnam’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 Vietham
manipulates its exchange rate for either of the purposes
referenced in the 1988 Act, and dropped its labelling of
Vietham 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 to prevent effective
balance of payments adjustment or gain an unfair
competitive advantage in trade.

US government concerns about currency manipulation
have been further addressed following a bilateral
agreement in July 2021 between the US and Vietnam
whereby Vietnam has committed to refrain from
competitive devaluation of the dong. The agreement
was announced in a joint statement by US Treasury
Secretary Janet Yellen and State Bank of Vietham
Governor Nguyen Thi Hong.

Economic outlook

Due to the impact of the latest COVID-19 Delta wave,
the pace of Vietham’s economic growth is expected to
moderate to 2.3% in 2021, compared with the 2.9%
growth rate recorded in 2020. A strong recovery in GDP
growth momentum is forecast for 2022, at a pace of

6.3% yly, as increasing vaccine rollout helps to
gradually contain the pandemic and allows a gradual
reopening of international tourism.

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 daily new
COVID-19 cases rise sharply again, this would pose a
significant further risk to the near-term outlook for
domestic demand. There would also be the added risk
of renewed protracted disruption to manufacturing
output if widespread COVID-19 clusters are again
detected in major manufacturing facilities or logistics
supply chains, as occurred in July and August 2021.
Furthermore, unless Vietham can significantly ramp up
its fully vaccinated rate in coming months, it remains
vulnerable to new Covid outbreaks.

Despite these near-term risks, over the medium-term
economic outlook, a large number of positive growth
drivers are creating favorable 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 433 billion by 2025, rising to
USD 687 billion by 2030. This translates to very rapid
growth in Vietham’s per capita GDP, from USD 2,785
per year in 2020 to USD 4,280 per year by 2025 and
USD 6,600 by 2030, resulting in substantial expansion
in the size of Vietham’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
further 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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