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RAM Ratings: Vietnam’s rising trade and strong FDI to spur growth 

 

RAM Ratings has reaffirmed Vietnam’s respective global- and ASEAN-scale sovereign 

ratings at gBB3(pi)/stable and seaBB1(pi)/stable. The ratings take into account persistent 

fiscal deficits and rising government debt levels, inadequate forex reserve coverage, 

dominant state-owned enterprises (SOE) in the economy, and the risks faced by its 

banking sector. On the other hand, the negatives are partially mitigated by the 

Vietnamese economy’s solid growth, strong FDI and improving business 

environment. 

 

“Vietnam’s economic performance has been impressive, driven by robust export 

performance and strong domestic demand,” notes Esther Lai, Head of Sovereign 

Ratings at RAM. This momentum is envisaged to continue in the medium term, aided 

by increasing trade and FDI inflow. The Vietnamese economy, which depends much 

on trade, is mainly supported by foreign investments and has benefited from a rise in 

free trade agreements including the recent Trans-Pacific Partnership, expanding 

high-tech exports and sizeable inflows of FDI, thanks to its favourable labour 

conditions and improving business climate. 

 

Nonetheless, Vietnam’s fiscal deficit widened to 5.5% of its GDP in 2015 (2014: 

5.0%), driven by heftier administrative expenditure. As a result of its persistent 

fiscal deficit, general government debt has ballooned while total public debt is fast 

approaching its debt ceiling of 65%. Meanwhile, the presence of large SOEs presents 

a contingent risk to government finances and the economy, as they crowd out the 

private sector. Ongoing reforms centred on the divestment of SOEs are expected to 

address some of this concern over the long term.  

 

In a bid to maintain its pegged exchange rate, Vietnam’s foreign reserves level fell 

17.1% in year-to-date Q3 2015 despite multiple rounds of devaluation. We expect 

this move to help gradually build up its forex buffers, which is currently inadequate 

at 2.1 months of current account purchases as at end-September 2015.  At the same 

time, its banking industry still faces risks stemming from weak and declining 

profitability, limited transparency and lack of quality in reporting standards. We also 

remain cautious on the pick-up in the Vietnamese property market, driven by more 

accommodative bank lending, as had happened when the previous housing bubble 

burst.  

 



 

 

 

 

The ratings could be adjusted upwards if there’s an improvement in growth 

prospects arising from rising trade activities and strong FDI. Narrowing of fiscal 

deficit is also viewed positively. Conversely, a negative rating action could be 

triggered by macroeconomic instability arising from a shift in policy, severe ebbs in 

capital inflows, and crystallisation of banking and/or SOE sector risks that would 

increase government debt. 

 

 

Media contact 

Serene Tan 

(603) 7628 1088 

serene@ram.com.my 

 

Date of release: 29 March 2016 

 

 

 

 

 

The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not 

comment on the security’s market price or its suitability for a particular investor, nor does it involve any 

audit by RAM Ratings. The credit rating also does not reflect the legality and enforceability of financial 

obligations. 

 

RAM Ratings receives compensation for its rating services, normally paid by the issuers of such securities 

or the rated entity, and sometimes third parties participating in marketing the securities, insurers, 

guarantors, other obligors, underwriters, etc. The receipt of this compensation has no influence on RAM 

Ratings’ credit opinions or other analytical processes. In all instances, RAM Ratings is committed to 

preserving the objectivity, integrity and independence of its ratings. Rating fees are communicated to 

clients prior to the issuance of rating opinions. While RAM Ratings reserves the right to disseminate the 

ratings, it receives no payment for doing so, except for subscriptions to its publications. 

 

Similarly, the disclaimers above also apply to RAM Ratings’ credit-related analyses and commentaries, 

where relevant. 
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