Việt Nam – What is going on? 
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	Thousand of Vietnamese used to be cheerful with WTO and magical power of the market


Having been involved with Vietnam for fourteen years, since my first visit in 1994, I have seen Vietnam change considerably.  

At that time, the once war-ravaged country still showed the effects of being closed off to the international community for so long.  
I remember travelling back to my hotel every night after dinner; the streets were deserted, dark and unfriendly.  I really felt like I was in a Communist country.

How times have changed!  Last night, whilst driving back to my apartment after dinner, I passed ten BMW’s, six Mercedes and a multitude of other foreign brands of cars and motorbikes.  The streets were full of bright lights and there was a sense of joy, people were laughing, there were smiles on their faces.

Where are we now? 
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	Inflation makes the money devalue


Over the past months, many pundits and investors have been asking, “Has the property bubble burst? Is the honeymoon over?” 
Coupled with record levels of inflation that Vietnam is currently experiencing, doubts are being expressed by some analysts about the difficult transition from a centrally-planned to market-orientated economy and whether Vietnam is able make that transition.

In order to combat inflation, the State Bank put a brake on the growth of money supply, which for a while, made it difficult for firms to exchange foreign currency, primarily US dollars for the dong. This was accompanied with stricter rules for lending, the raising of interest rates, increasing compulsory bank reserves and expanding bond issues to absorb local currency. With banks under strict instructions to preserve their dong holdings, there have been reports of foreign-invested firms encountering dong shortages at local banks. 
Naturally, this fueled rumors of a looming bank crisis.

The property market is an integral component of any nation’s economy; however one cannot look at real estate in isolation and make a judgment about the health of a nation. 
During speculative times, many Vietnamese invested in property rather than depositing their money in low-interest bank deposits or even in the highly regulated stock exchange. 
When the property market showed signs of a downward trend and banks called in loans, serious concern was expressed by the project owners. These are the same people who did not want to talk to us six months ago, because they were so proud of their project, now they have begun to knock on our door to solicit investors to rescue their project.

Current economic conditions concern those at home and abroad. Perhaps it is of little solace, but Vietnam is not alone in facing inflationary pressures, in Asia and around the world, similar conditions exist. That is a consequence of joining the global market; one becomes connected to events happening in another country and another economy. We have all seen the global effect from the credit crunch that was caused by the subprime mortgage crisis in the USA.
It is true that global market forces such as the astronomical rise of oil prices and the knock-on effect to everything else, plus the steep increase in food prices, have affected everyone.  However, there are domestic causes also. With the construction boom that has taken place over the past couple of years, building materials, especially steel have increased sharply.
It’s been a case of too much money coming in, too fast causing fast growth in the local money supply. At a recent meeting of the Vietnam Business Forum, the problems of high inflation and a mounting trade deficit were discussed. In the first two months of 2008, the deficit was US$4.2 billion, compared to $12.4 billion for the whole of 2007, which is a sharp rise on the $4.8 billion for 2006. 

Chairman of the European Chamber of Commerce Chairman Alain Cany (formerly head of HSBC in Vietnam) said, "Monetary issues are largely at the root of the current inflation problem, we feel the Government’s focus should remain on monetary policy to resolve this issue domestically." He also hoped that the Government would not be tempted to reintroduce trade barriers.

There is a no end of advice and concerns are being expressed by the various Chambers of Commerce in Vietnam. Whether those giving the advice and making the comments are qualified, or are just informed bystanders, it is hard to determine.

The Vietnamese Government have a hard task to identify the best Wizard that can guide them through the current turmoil. 

What lies ahead?
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 When the stable period come back in the next few years, the business will be as in the past but one will have the way to access it more careful 
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A year ago, Vietnam was described as the next Asian miracle with projected growth rates of 7% to 8%.  
However, as inflation started to bite a growing number of industrial disputes and strikes over wages and work conditions occurred in foreign-invested firms. According to government statistics, from 1995 to the end of January 2006, more than 1,000 strikes took place in Vietnam, 387 of those occurring last year and 300 of them targeted foreign-invested firms. 
According to the Ministry of Labor, the first two weeks of this year saw 50 strikes take place across the fast industrializing country. 
The three main targets of the Government are to control inflation; stabilise the macro-economy; to ensure social stability and stable development.  The recent moves by the Government, through the State Bank of Vietnam (SBV), to control money supply and the foreign exchange market, seem to have been effective.  

Inflation in July slowed down, only increasing 1.13% over the previous month, which is the lowest rise since the beginning of the year. Officials warned that limiting the annual CPI increase to 24% or 25% for the year would be tough.

According to a leading valuation company, Hanoi’s housing market will remain frozen until 2009 and then gradually thaw and heat-up by 2010. Sales of high-end, quality apartments are still doing quite well in Hanoi.  On the other hand, residential sales in Ho Chi Minh City have seen a drop.  

With project owners needing to offload projects to stop the bleeding, now is the time for foreign investors to enter the market. Prime sites are coming to the market, at reasonable prices that are open to further negotiation. However, complex administrative procedures can deter potential investors, unless they have a competent local partner. 
People have been talking about Vietnam’s soaring trade deficit.  Vietnam’s biggest import items are machinery and equipment (17.75%); construction materials (8.16%) and refined fuel (12.3%).  All these are items that are vital to the development of an emerging economy.  It won’t be long before Vietnam is able to locally produce a lot of what it now imports.

So the fundamentals are sound and there is much potential. Vietnam does have a chance to pull itself out of the current difficult times.  Vietnam’s Government is obviously on a steep financial leaning curve, when it comes to dealing with a market-driven economy. After all, this is still a Communist country, although at times, it easy to forget that.  
The technocrats are learning fast and more crucially, the Government has shown that they have the will to act.

I believe that if one is able to ride out the short-term difficulties, then when the good times return in a couple of years, it will be business as usual with a more cautious approach because everyone will have learnt the basic lesson in economics – what goes up, can go down. To navigate through the next couple of years, buyers that are cashed up and do not need to borrow, will have the advantage.
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