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+ Vietnam’s 1Q21 growth was slower-than-expected, reflecting a
stalled recovery in tourism-linked services

¢ That said, support from manufacturing and trade kept the
economy on a robust footing

¢ We expect slower growth of 6.6% in 2021, accounting for
weaker 1Q GDP, but overall momentum should remain strong

A two-speed story

Vietnam surprised the market with a lower-than-expected GDP growth of 4.5% y-0-y
in 1Q21. The main drag came from stalled services, particularly tourism-related
services, largely reflecting ongoing restrictions even after new COVID-19 cases
starting to drop. While the rebound in domestic demand should be quickly restored,
the weakness leads us to think about the future prospects of international tourism.
Vietnam may lag behind peers in terms of vaccine process, thus, an early and
proactive approach is needed to prepare for a safe re-opening of cross-border travel.

There’s still tech

Despite weaker services, manufacturing and trade continued to be the much-needed
support for Vietnam’s robust growth. Thanks to an extended tech upswing, Vietham'’s
electronics shipments are paving the way for sustained export growth. In addition,
unwavering FDI inflows will add future production capacity.

New forecasts

We recently trimmed our 2021 growth forecast to 6.6% from 7%. That said, this mainly
reflects weaker-than-expected 1Q growth, and doesn’t mean the economic recovery is
derailed. We maintain our bullish stance on Vietnam'’s recovery prospects, and believe
the country should remain a regional outperformer, given stellar exports, consistent FDI
inflows and multiple FTAs. An acceleration in the country’s vaccine drive could help
reduce any further downside risks to domestic growth.

Table 1: Summary of key recent economic indicators

Jan-21 Feb-21 Mar-21
Retail sales (% y-0-y) 3.1 39 9.5
Exports (% y-0-y) 55.1 -3.8 19.2
Imports (% y-0-y) 413 9.7 217
CPI (% y-0-y) -1.0 0.7 1.2
Manufacturing IP (% y-0-y) 283 -7.0 6.6

Source: CEIC, HSBC
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Table 2. Vietnam’s GDP profile
%Y-0-y Contribution to GDP, ppt
2Q20 3Q20 4Q20 1Q21 2Q20 3Q20 4Q20 1Q21
GDP 04 2.7 45 4.5 0.4 27 4.5 4.5
Agriculture, Forestry and Fishery 1.8 2.8 4.7 3.2 0.3 0.4 0.6 0.3
Agriculture 1.8 2.8 4.9 3.2 0.2 0.2 0.5 0.2
Forestry 0.5 1.8 4.4 3.8 0.0 0.0 0.0 0.0
Fishery 2.2 3.1 3.9 2.9 0.1 0.1 0.1 0.1
Industry & Construction 1.7 3.2 5.6 55 0.6 1.2 21 20
Industry 1.1 2.3 4.8 5.6 0.3 0.7 1.4 18
Industry: Mining and Quarrying -5.8 -5.9 -6.1 -8.2 -0.3 -0.3 -04 -04
Industry: Manufacturing 34 39 8.6 95 0.6 0.8 15 20
Industry: Electricity and Gas -0.1 4.0 4.4 45 0.0 0.2 0.2 0.2
Industry: Water Supply, Waste Management 14 55 8.3 38 0.0 0.0 0.0 0.0
Construction 4.7 7.0 8.6 52 0.3 0.5 0.7 0.3
Services -1.9 2.8 4.3 3.7 -0.7 1.1 1.7 15
Wholesale, Retail Sales & Motor Vehicles 3.0 55 7.0 6.5 0.3 0.5 0.7 0.7
Transportation & Storage -9.9 0.6 11 -2.2 -0.3 0.0 0.0 -0.1
Accommodation & Food Service Activities -29.3  -10.8 -8.1 -4.5 -1.2 -04 -0.3 -0.2
Information & Communication 75 73 74 52 0.1 0.1 0.1 0.1
Financial, Banking & Insurance Activities 6.3 6.5 7.2 7.3 0.3 05 05 0.3
Real Estate Activities -2.3 -04 1.3 3.6 -0.1 0.0 0.1 0.2
Professional, Scientific & Tech Activities 6.7 6.5 6.9 53 0.1 0.1 0.1 0.1
Administrative & Support Service -19.2  -131  -109 -8.2 -0.1 -0.1 0.0 0.0
Party, Public Administration, Organization 6.8 6.1 6.8 3.0 0.2 0.1 0.2 0.1
Education & Training 5.4 6.3 6.7 6.0 0.1 0.2 0.2 0.2
Human Health & Social Work Activities 10.6 10.6 11.0 9.6 0.1 0.1 0.1 0.1
Arts, Entertainment & Recreation -2.1 -1.8 -1.2 -4.0 0.0 0.0 0.0 0.0
Other Service Activities -12.4 -0.5 1.9 15 -0.2 0.0 0.0 0.0
Households Activities 3.9 -0.5 3.8 53 0.0 0.0 0.0 0.0
Product Tax Excluding Product Subsidy / Implied errors & omission 1.6 0.5 1.1 4.3 0.2 0.1 0.1 05

Source: CEIC, HSBC
Where’s growth going?

Domestic drag, external resilience

Given its reputation as a regional outperformer, Vietnam’s 1Q21 growth of 4.5% y-0-y delivered a
big downside surprise to the market (HSBC: 5.8%; Bbg: 5.7%; prior: 4.5%; Chart 1). The picture is
rather a two-speed story: a manufacturing sector relatively immune to a third COVID-19 wave

coupled with a stalled recovery in services.

The main drag came from transportation and “accommodation and food and beverage”,
signalling weakness in domestic tourism and retail activity (Table 2), a result of concerns about
a renewed COVID-19 wave. While cases started to moderate from mid-February (Chart 3),
there are lingering restrictions. Hanoi and Ho Chi Minh City only allowed restaurants to re-open

Chart 1. Vietnam’s 1Q21 economy rose at

a slower-than-expected pace
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Chart 2. Tourism-related services remain
in the doldrums
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Chart 3. Although the third wave has been Chart 4. ...restrictions have taken atoll on
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from the start of March, with other services to resume operations in late March. Meanwhile, air traffic
has been impacted significantly. For example, flights in Hanoi airport were down 20% m-o-m in
February based on Flight Tracker's data. The prolonged social restrictions have not only discouraged
tourism, but also taken a toll on mobility (Chart 4), weighing on consumption prospects.

However, the hit is likely to be temporary. As we have flagged previously, the strong momentum
in Vietham’s domestic demand should rebound quickly once the wave is fully contained and
restrictions are largely dropped. Indeed, retail sales in tourism-related services have appeared
to bottom out from March (Chart 2). Meanwhile, domestic-oriented services such as real estate
and finance showed more resilience, and trade-related services like retail and wholesale
continued their fast growth, benefiting from Vietnam’s strength in exports.

However, the domestic drag in 1Q leads us to consider international tourism, which largely
depends on coordinated global efforts to re-open borders and the vaccination process. While
Vietnam was one of the earliest countries to contain the virus successfully, its vaccine roll-out
plan appears to lag others (Chart 5), which may delay its tourism recovery. Vietnam is expected
to receive 150 million doses of vaccines to inoculate 70% of its population (Hanoi Times, 24
March 2021). However, the country only received 117,600 doses of the AstraZeneca vaccine in
February, with looming uncertainties with the recent delay in vaccine delivery. Even with a local
vaccine expected to be ready by 4Q21 (CNA, 17 March 2021), mass international tourism is

Chart 5. Vaccines administered per 100 population**
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unlikely to return before 2022. While caution is warranted, it is worth thinking how to preserve
the advantage Vietnam has to quickly and safely re-start cross-border travel. The authorities’
recent study on the implementation of a vaccine passport is an encouraging sign.

But compared to economies largely dependent on tourism receipts, Vietnam is fortunate to have
a robust manufacturing sector and solid exports. Manufacturing rose 9.5% y-o-y in 1Q, almost
reaching the pre-pandemic level, and accounted for close to half of headline GDP growth. This
is no doubt thanks to elevated demand for Vietham’s exports, which soared over 20% y-o-y in
1Q (Chart 6). Much of the strength is due to bourgeoning tech exports, a result of Vietnam being
closely integrated in the global electronics supply chain, which has seen an extended upcycle —
a similar trend to that seen in mainland China, Singapore, and Taiwan. In addition, after falling
for three consecutive quarters, traditional manufacturing (eg, textiles and footwear) finally
staged a turnaround to 6% y-o0-y growth, signalling some green shoots in improving demand.

Chart 6. Much of the growth was Chart 7. Growing new FDI will add
supported by export strength production capacity
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Encouragingly, the resilience in manufacturing should be firmly supported by consistent FDI
inflows. Despite being interrupted by the pandemic, there is still strong FDI interest in the
country. Greenfield FDI rose 31% y-0-y in 1Q after a 13% decline in 2020 (Chart 7), thanks to
Singapore’s USD3.1bn investment in the Long A LNG power plant, Japan’s USD1.3bn
investment on O Mon Il thermal power plant and South Korea’s USD750m investment into LG’s
expanded OLED production (Hanoi Times, 29 March 2021). This should help to sustain
Vietnam'’s rapid growth and diversify its manufacturing production.

Chart 8. Foreign holdings of Vietnam Chart 9. Inflation pressure continued to
government bonds are minimal moderate, should be less of a concern
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While Vietnam’s economy has been showing some resilience, there have been concerns about
resurgent US growth. The USD1.9trn fiscal stimulus may boost Vietham’s exports to the US in
the short term (Vietnam exports numerous consumer products to the US, ranging from
smartphones to T-shirts). However, most spending may be diverted into services rather than
goods as the US economy gradually re-opens.

What about tariff risks, given that Vietnam was labelled a currency manipulator by the US last
December? We believe that tariff risks on trade and the currency appear to be smaller in the
Biden administration, and a benign outcome for Vietham would be perhaps an agreement with
the US regarding gradual FX regime reform. But for now, our FX team expects to see steady
and slow changes, and forecasts a stable USD/VND at 23,100 in 2021.

Meanwhile, a common client question centres around the recent hike in the US 10-year yield.
Compared to other economies in ASEAN, Vietnam appears to be relatively less impacted, as
foreign holdings of its government debt are under 1%, a much lower ratio than peers like
Indonesia and Malaysia (25%) (Chart 8). Moreover, thanks to robust reserves, Vietnamis in a
much stronger external position to safeguard against any market volatility.

Another part of the question relates to concerns about inflation. Headline inflation rose only
1.2% y-0-y in March, meaning average 1Q inflation was around 0.3% y-o0-y (Chart 9). One
notable development was that transport prices ceased to be a drag, reflecting a rapid rise in oil
prices back to pre-pandemic levels. That said, this is in line with what we expected earlier, that
higher transport costs should be offset by moderating food prices this year. We believe inflation
is on track to reach our 2021 forecast of 3%, below the SBV’s 4% inflation ceiling, thus
providing room for the central bank to maintain its accommodative policy throughout the year.

So, where is Vietnam’s recovery going? We recently downgraded our 2021 GDP growth forecast to
6.6% from 7%. However, this is largely a reflection of weaker-than-expected 1Q21 GDP. Our
positive view on Vietnam’s macro fundamentals, both in the near and medium term, remains
unchanged. The country’s recovery should be able to gather pace quickly, and Vietham should
continue to be an outperformer.
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