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Based in London, the Legatum Institute (LI) is an independent non-partisan 

public policy organisation whose research, publications, and programmes 

advance ideas and policies in support of free and prosperous societies 

around the world.

LI’s signature annual publication is the Legatum Prosperity Index™, a 

unique global assessment of national prosperity based on both wealth 

and wellbeing. LI is the co-publisher of Democracy Lab, a journalistic 

joint-venture with Foreign Policy Magazine dedicated to covering political 

and economic transitions around the world.

PROSPERITY IN DEPTH

To complement the Prosperity Index, we commissioned 12 specialists  —

economists, political scientists, journalists—to provide additional 

analysis of selected countries. Their studies vary from essays putting 

contemporary challenges into historical context (Iran, China, Mongolia) 

to up-to-the-minute surveys of the barriers to economic growth (Egypt, 

Japan, India) to controversial alternatives to the conventional policy 

interpretations (Iceland, Colombia, Vietnam). In each case they represent 

highly original work by distinguished experts that adds depth and insight 

to the statistical analysis of the Prosperity Index.
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FOREWORD

Vietnam’s communist government earned its reputation for organisational 

competence the hard way, battling France, the United States, China and the Khmer 

Rouge across four decades. Yet, according to Jonathan Pincus, its determined effort to 

mix free markets with authoritarian governance in the Chinese way is not a success. 

Living standards have certainly increased dramatically. What’s more, rapid growth 

has not undermined the country’s social cohesion, which goes a long toward 

explaining the country’s 53rd place ranking on this year’s Prosperity Index. That’s up 

from 62st in 2011— placing it higher than China, Thailand or Indonesia, in spite of 

its much lower per capita income. 

But Pincus argues that Vietnam’s version of capitalism is deeply flawed. For one 

thing, he minimizes the government’s role in the initial growth spurt, which, he 

says, amounted to getting out of the way of its enterprising farmers. What’s more, 

Hanoi’s brand of state-mandated capitalism is especially prone to financial bubbles 

and fundamentally handicapped by conflict of interest. 

That’s not the conventional assessment: Just months ago, the World Bank 

labelled Vietnam “one of the most dynamic emerging countries in East Asia 

region.” But Pincus has the credentials to be taken very seriously. The Cambridge-

trained scholar served as senior country economist in Vietnam for the UN 

Development Program and he is now Dean of the Fulbright Economics Training 

Program in Ho Chi Minh City, as well as resident academic advisor to the Harvard 

Kennedy School Vietnam Program.

Peter Passell, Editor
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Aid-donor reports on Vietnam typically open with an homage to đổi mới, the 
‘economic renovation’ policy announced in December 1986. This event is 

said to mark a deliberate shift in policy away from central planning and toward a 
mixed economy—what the Vietnamese term a ‘socialist market economy’. Shortly 
thereafter, as the story goes, the government decollectivized agriculture, liberalized 
prices and foreign trade, and allowed greater space for private sector activity. 

Two decades of rapid economic growth followed, during which per capita income 
increased more than three-fold in terms of purchasing power and the official 
poverty rate fell from 60% of the population to 12%. No one was surprised, then, 
when the most recent Vietnam Development Report published by the World Bank 
concluded, “Vietnam’s transition … is now a case study in development textbooks.” 
Or as a former World Bank representative in Hanoi inelegantly put it, Vietnam is the 
“poster child” for economic liberalization.

Well, not quite. To be sure, the conventional story, which is in synch with Vietnam’s 
remarkable high 39th place ranking of the Prosperity Index’s Economy sub-index, 
is not incorrect. From the early 1990s, underutilized land and labour were, indeed, 
brought into production in a classic ‘vent for surplus’ development pattern common to 
Southeast Asia. Exports of agricultural commodities and labour-intensive manufactures 
have soared, and the millions of jobs created as a result have sustained the growth of 
domestic markets. 

However, the panegyrics to đổi mới miss an unintended consequence of the reforms 
that is anything but serendipitous. The shift from central planning to market 
allocation while retaining government control over productive assets within 
the state sector has led to the progressive commercialization of the state itself. 

Driven by a worldview in which private capital was identified with imperialism, 
the Communist Party was deeply committed to keeping what Lenin called the 
“commanding heights” under state ownership, even as markets replaced central 
planning as the primary means of allocation. This gave rise to powerful interests 
within state enterprises, banks, ministries and local authorities who benefited 
personally from the new arrangements and gave them strong incentives to prevent 
the growth of competing private centres of economic power. 

Weak administrative capacity and decentralized political structures subsequently 
thwarted Hanoi’s attempts to impose discipline on the economic agencies of 
the state. And as ideology faded as a motivating factor, the desire of these elites 
to protect their privileged positions emerged as the main obstacle to change. To 
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HANOI

put it another way, the đổi mới reforms achieved productivity gains that fit a classic 
vent-for-surplus model seen elsewhere in Southeast Asia. But much of the gains have 
been hijacked by government functionaries and their private-sector allies, who stand 
in the way of the vigorous market competition needed to sustain rapid growth. 

This unusual adaptation also largely explains Vietnam’s macroeconomic instability. 
Vietnam is an extremely open economy in terms of trade and investment, but has 
been unable to impose market discipline on its largest enterprises, resulting in bouts 
of rapid credit growth, asset bubbles, inflation, trade deficits and a chronically weak 
national currency. 

But back up for a moment. To understand how Vietnam got from there to here, we 
need to look more closely at the origins of the reforms and successive attempts on 
the part of the government to shape the powerful forces unleashed by them. 

4
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THE REAL LESSONS OF  ĐỔI MỚI

The standard accounts of Vietnam’s transition rarely note that 
the country’s experience of central planning was exceptionally 
brief and superficial in comparison to other Communist countries, 
including China. In the north, the Democratic Republic of Vietnam 
(DRV) adopted its first Stalinist central plan in 1961. Following 
Soviet doctrine of the time, the plan emphasized investment in 
heavy industry and sought to extract savings from rural areas by 
paying very little for the food and raw materials they produced. 

However, having lost the rich, surplus-producing agricultural 
regions of the south in the political division of Vietnam, the DRV 
lacked access to the foreign exchange earnings needed to import 
capital and the various inputs needed by industry, and thus grew 
increasingly dependent on aid from the Soviet bloc. Farmers were 
forced into dysfunctional cooperatives. Squeezed by low prices, 
they redirected their efforts to the small household plots allowed 
under the system. Moreover, weak administrative capacity, 
chronic shortages and the aforementioned cost-price squeeze 
created incentives for cooperatives and state-owned enterprises 
to engage in “fence breaking”—selling goods on the underground 
market and trading illicitly with China and other countries. 
Then, in 1965, escalation of the war and American bombing 
necessitated further decentralization and an effective end to the 
industrialization drive. 

Central planning was tried again after reunification of the country 
in 1976. But it didn’t last long this time, either. Collectivization 
of agriculture met with resistance in the Mekong Delta in the 
south, and food production declined in 1977 and 1978. Hard times 
were made even harder by the loss of Chinese aid after 1978 and 
the failure of normalization talks with the US, which closed off 
expected sources of aid and hard currency urgently needed to 
buy inputs for industry in the south. A new embargo by Western 
countries in the wake of the conflict in Cambodia and the war with 
China in 1979, plunged the economy into crisis. Per capita income 
(already at miserably low levels) contracted by 9%; meanwhile, 
industrial output declined by 15%. 

Vietnam thus entered the reform period with neither an 
established apparatus of central planning nor a politically 
powerful heavy-industry sector. In 1980, industry accounted for 
just 11% of the labour force, and a majority of those workers 
were employed in small workshops and household endeavours. 

The weakness of central economic administration brought with it 
both advantages and disadvantages with respect to the transition 

In 1980, industry 
accounted for just 
11% of the labour 
force, and a majority 
of those workers 
were employed in 
small workshops 
and household 
endeavours. 
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to a market economy. On the plus side, the absence of an entrenched planning 
bureaucracy or a large, entrenched industrial labour force reduced political opposition 
to reform. Yet central authorities who were unable to enforce planning also lacked 
the skill or clout to regulate the nascent markets that replaced planning. As Vietnam’s 
reforms unfolded, the inability of the government to discipline interests operating 
within the state sector created space for what economists call ‘rent seeking’—using the 
system to skim off the cream—along with the privatization of public assets for far less 
than they were worth. 

The reforms introduced in 1981 essentially sanctioned fence-breaking to bring out-of-
plan trading into full view, if not under control. The changes provided greater scope 
for household production in agriculture, for trading on parallel private markets and for 
international trade by private interests. These were defensive moves on the part of the 
Communist Party—a pragmatic effort to reverse the decline in living standards and to 
reduce pressure for a more decisive rejection of central planning. 

Local governments tolerated cross-border smuggling in exchange for under-the-
table levies, with part going to enrich corrupt officials and part funnelled into local 
government budgets as a means of reducing deficits. Starting in Ho Chi Minh City 
(formerly Saigon), local authorities established trading companies to export agricultural 
products and to import goods for sale on local markets.

By 1982, it was clear that markets were replacing the plan rather than saving it. 
The Party belatedly attempted to reverse course, but by then the political coalition 
in support of reform was too strong. After all, under the new system, managers of 
state enterprises with access to subsidized imports and/or domestically produced 
goods could reap windfalls by reselling them in illicit markets. Local authorities set 
up companies to benefit from the decentralization of foreign and domestic trade. A 
powerful elite was forming that was more interested in profiting from their positions in 
the state than in building socialism. 

The much-celebrated Sixth Party Congress in 1986 brought an official end to 
collectivization and grudging acceptance of the existence of a private sector as part of 
the socialist market economy—though in practice, purely private activity was severely 
restricted for several more years. Official endorsement of markets and decentralization 
of accountability to the enterprise level prompted a sharp rise in state-owned enterprise 
formation for the rest of the decade. The total number of SOEs rose from 3,000 in 1985 
to 12,000 by 1989. 

Most of these new firms were established by local authorities and were financed 
with bank credit and loans from other state firms, providing lucrative opportunities 
for arbitrage and speculation. The resulting credit growth and deterioration in the 
government’s fiscal position triggered inflation, which forced Hanoi to adopt an 
orthodox macro stabilization program in 1989. This was to become a pattern in 
Vietnam. The absence of control of state entities leads to macroeconomic instability, 
and eventually to tight money and fiscal prudence to restore stability.

The experience of hyperinflation temporarily strengthened the hand of the central 
authorities, and in 1991 all state enterprises were forced to re-register. The objective: 
eliminating chronically money-losing firms. Over the following three years, nearly 
half of all SOEs—many created after the 1986 reforms—were shut down or merged. 
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SOES AND THEIR SHARE OF ECONOMIC OUTPUT

Source: General Statistics Office

Employment in state enterprises fell from 2.7 million to 1.7 
million workers over the same period. 

Yet this sharp reduction in the number of state enterprises did 
not signal the retreat of the state or the rise of private firms 
disciplined by market forces. In fact, from 1991 until the end of 
the decade the government’s role in the economy expanded. 
Some of this is explained by the policy of forcing foreigners who 
wanted to invest in Vietnam to form joint ventures with state 
firms; as these companies grew, the public sector claimed a larger 
share of output. But purely state enterprises also expanded as 
domestic purchasing power grew and private enterprise largely 
remained restricted to small firms. As late as 1998, the private 
corporate sector—as opposed to household businesses and small 
farms—accounted for just 1% of employment and 7% of GDP. 

As late as 1998, the 
private corporate 
sector—as opposed to 
household businesses 
and small farms—
accounted for just 1% 
of employment and 
7% of GDP. 
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VENT FOR SURPLUS

The eminent Burmese economist Hla Myint borrowed Adam Smith’s term “vent for 
surplus” to describe a process in which foreign demand for commodities stimulates the 
productive use of underutilized land and labour—thereby generating jobs, domestic 
income growth and much-prized foreign exchange. The model accurately describes 
development in large Southeast Asian countries that enjoy both favourable conditions 
for the cultivation of tropical commodities and surplus labour in the countryside. 

TABLE 1. VENT FOR SURPLUS GROWTH

COMMODITY YEARS AVERAGE ANNUAL GROWTH

Rice 1990–2010 53%

Coffee 1990–2010 103%

Fish 1990–2010 143%

Cashew 1990–2010 372%

Pepper 1990–2010 152%

Rubber 1990–2010 16%

Garments 1997–2010 54%

Footwear 1997–2010 39%

Source: FAO, UN Comtrade

But Vietnam’s rulers did not deliberately embark on a vent-for-surplus strategy. Trade 
liberalization was a defensive reaction to local initiatives that had proved effective 
in raising incomes. As the liberalization of domestic agricultural markets and foreign 
trade took hold, Vietnam became the latest country in the region to demonstrate the 
tremendous power of vent-for-surplus growth. In a matter of a decade or two, Vietnam 
came from nowhere to rank among the largest ag exporters in the world. A net food 
importer as recently as the 1980s, by the 2000s Vietnam was the second largest rice 
exporter in the world, as well as the second largest exporter of coffee, the top exporter 
of pepper and cashews, and an important supplier of fish and shellfish. 

The growth rates of exports posted for some of these commodities are nothing short 
of phenomenal: over 50% annually for rice, over 100% for coffee, and an astonishing 
372% for cashews. Nearly all of this production for export took place on small farms. 
The growth rate of rubber exports, the one state-managed plantation crop to make 
the list, was a relatively modest 16% annually. Indeed, Vietnam’s small farmers are the 
unsung heroes of the country’s economic miracle. 

Vent-for-surplus also describes rapid growth in Vietnam’s clothing and shoe exports. 
A series of deals—the European Market Access Agreement in 1995, the US Bilateral 
Trade Agreement in 2000, and, ultimately, accession to the World Trade Organization in 
2007—greased the wheels. Light manufactures are largely produced in foreign-owned 
factories using imported inputs, employing mostly young women from the countryside 
or from the densely populated sprawl around Ho Chi Minh City. Garment export growth 
has averaged more than 50% annually since 1997; footwear exports, nearly 40%. 
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The wages earned by these workers—like the profits going to small farmers—
have helped to support domestic demand, which has accounted for more than half 
of Vietnam’s output growth over the past two decades.

Vent-for-surplus growth, Vietnam-style, has not been without problems. Vietnam’s 
small farmers are better at ramping up volume than improving quality. Moreover, 
the environmental impact of rapid growth is not reflected in export prices, especially 
in the cases of fish and shellfish produced in the Mekong Delta. Note, too, that 
Vietnam’s clothing and footwear factories are dependent on imported materials 
which means that domestic value-added is limited. 

But the net impact has been decisive for growth. And new export successes—
outdoor furniture, cut flowers, tropical fruit—turn up regularly in the trade statistics. 
They demonstrate the remarkable flexibility of Vietnamese households, firms, and 
foreign joint ventures to respond to changing global demand, enabling the economy 
to post average growth rates in excess of 7% over two decades. 

Source: UN Comtrade 
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STATE COMMERCIALIZATION

The vent-for-surplus economy demonstrates Vietnam’s potential. 
But the growing footprint of state-dominated commerce during 
the reform period reveals a less attractive characteristic of 
contemporary Vietnam: the fusion of economic and political power 
in the hands of a small and increasingly predatory elite. 

As previously noted, markets were liberalized in the 1990s but 
this process was not accompanied by growth of the domestic 
private sector outside of farm households and small businesses. 
The government’s economic strategy assigned a leading role to the 
state sector, sheltering SOEs from competition through preferential 
access to land and capital, as well as restrictions on market access 
for non-state enterprises. 

The government did not attempt to hide its intentions. Indeed, 
the Vietnamese can hardly be blamed for the eagerness of foreign 
donors and investors to delude themselves that the ‘socialism’ in 
the socialist market economy was not to be taken seriously. The 
government preferred to ‘equitize’ state companies (distributing 
fractional ownership in a variety of ways) rather than to privatize 
them, a distinction that should flag the absence of a clear 
separation between public and private enterprise in Vietnam. 
Equitized companies may be majority- or even wholly-owned 
by the government, with local authorities, ministries and other 
SOEs getting a piece of the action. Managers and workers are 
also typically awarded shares in the transformed enterprise, 
further blurring the line between public and private assets. 

SOE managers, local authorities and other officials have used 
the mechanism to siphon off valuable public assets—particularly 
land—into equitized companies under their control. In fact, a new 
business elite has formed consisting of government officials, SOE 
managers and equitized firms, state-owned commercial banks 
and joint stock banks. Capitalizing on their privileged access to 
resources, and mobilizing their relationships with state agencies to 
bypass oversight, they have launched new ventures to earn large 
profits in the property market, domestic distribution and trade, 
banking and finance. 

Private-sector activity increased in the early 2000s with the 
enactment of a new enterprise law that simplified registration 
procedures. Yet private companies have still found it difficult to get 
access to land and credit, or to compete directly with state-owned 
or equitized firms in local markets. A 2006 study of the 200 largest 
firms in Vietnam conducted by the UN Development Program found 
that the largest wholly private firm at that time was Kinh Do Bakery, 
which ranked 102 among all business enterprises.  

�e growing footprint 
of state-dominated 
commerce during 
the reform period 
reveals a less attractive 
characteristic of 
contemporary Vietnam: 
the fusion of economic 
and political power in 
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and increasingly 
predatory elite. 
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The pace of pernicious equitization accelerated in the early 2000s 
as SOE managers’ perceptions changed regarding the relative risks 
and rewards of direct state ownership versus transformation into 
joint stock companies. While equitization meant giving up direct 
state subsidies, the loss was more than compensated by the 
prospects for insider equitization. Insiders got shares, but without 
the loss of the most important benefits of state ownership—
preferential access to domestic markets, along with cheap capital 
and land. Jonathan London, a Hong Kong-based Vietnam scholar, 
refers to the resulting economic order as “market Leninism”.  

Market Leninism suits Vietnam’s political leaders in some ways, 
preventing the growth of autonomous business groups that owe 
nothing to the leadership. But it is a drag on productivity growth. 
Construction costs are higher than in China or even the US; out-
of-pocket spending on health and education are the highest in 
the region despite rising public expenditure. Moreover, rampant 
speculation has contributed to the formation of asset bubbles and 
inflation. Thus the paradox underlying the market-Leninist model 
is that, while it reinforces loyalty to the party and state among 
powerful groups, it also undermines macroeconomic stability—and 
to some extent, the legitimacy of the government.  

This tension helps explain the government’s periodic efforts to 
patch the system without stirring resistance. The formation of 
General Corporations beginning in 1994 was an early attempt to 
reduce fragmentation, concentrating technological capabilities and 
achieving economies of scale in key economic sectors. Inspired by 
the Korean chaebols and Chinese state business groups, the General 
Corporations are amalgamations of state enterprises that report 
directly to the prime minister (in the case of the larger groups), or 
to ministries and provincial governments. By 1996 nearly half of all 
state enterprises were grouped into General Corporations. 

General Corporations encompass the commanding heights of the 
Vietnamese economy. State conglomerates in electricity, fossil 
fuels, cement, airlines, shipping, rubber, steel, coffee, textiles, 
chemicals and trade in food grains gave Hanoi direct control over 
investment, pricing and international trade in major commodities. 

In theory, these conglomerates should have given the government 
the tools to concentrate investment in better projects and to 
reduce speculative corporate activity. However, it hasn’t managed 
to exercise that authority successfully. Indeed, SOEs found that 
they could make more money straying from their core businesses. 

For example, Vinatex, the big textile manufacturer, transformed 
itself into a developer of industrial estates, even as Vietnam’s 
garment manufacturers became dependent on imports of cotton 
cloth from China to feed their growth. The Southern Food Trading 

Thus the paradox 
underlying the 
market-Leninist 
model is that, 
while it reinforces 
loyalty to the party 
and state among 
powerful groups, 
it also undermines 
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stability—and to some 
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of the government. 
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Company (Vinafood 2) created foreign subsidiaries through which 
it channeled Vietnam’s rice exports, netting the company (and its 
managers) millions of dollars in profits. 

What to do when you’ve hit upon a strategy that doesn’t work? 
In Vietnam, more of the same. The creation of Economic Groups 
in 2005 amounted to yet another attempt to centralize control 
over state enterprises, and to use this control to build ‘national 
champion’ firms. Anticipating the country’s accession to the World 
Trade Organization, the government felt that state companies 
would not be able to compete in open global markets if they did not 
achieve sufficient scale. Moreover, given the scarcity of managerial 
and technical capabilities in Vietnam, the country needed to 
create special vehicles to concentrate talent in the most important 
domestic enterprises. By 2012, a total of 13 Economic Groups and 
96 General Corporations had been created in the state sector. 

Economic Groups and General Corporations are now structured 
under the parent–child model, in which the parent company—
generally 100% state owned—establishes subsidiaries that may be 
completely or partially state controlled. Under the new rules, all 
state companies were required to comply with the Enterprise Law 
of 2005, thus operating on the same legal basis as equitized, private 
and foreign-invested firms. It was also hoped that the ‘children’ 
would attract private investment (foreign and domestic), thus 
increasing the capital under the control of the Economic Groups. 

But not surprisingly, the Economic Groups, like the General 
Corporations, have failed to rein in subsidiaries of SOEs or to keep 
them focused on their core industries. With a few exceptions, 
the parent–child model has not attracted private capital, nor 
concentrated scarce managerial and technical talent in high-
priority businesses. Instead, Economic Groups have functioned 
mainly as finance companies, funding SOEs’ aggressive expansion 
and diversification programs. Investment has also been driven 
by political objectives, as the large SOEs delivered projects to 
powerful provincial leaders as a means of securing their support. 

A particularly risky development from the macroeconomic 
perspective was the penetration of Economic Groups and General 
Corporations into the banking sector. State conglomerates have 
invested aggressively in joint-stock banks, and in several cases 
have established their own branded banks. Regulation is too 
weak to prevent these groups from lending directly to their own 
subsidiaries and to other related parties. Moreover, the ownership 
structures of the joint stock banks, particularly those not listed on 
equity exchanges, have become so complicated that it is difficult 
to gauge the quality of capital invested in them.
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ECONOMIC GROUPS’ INVESTMENT IN JOINT-STOCK BANKS

Source: Vũ Thi Mai Trâm (2012) “Risks to Vietnam’s Banking Sector and Policy Recommendations”, 
Master of Public Policy Thesis, Fulbright Economics Teaching Program, July.

Economic Groups and General Corporations rarely need to compete to survive. Natural resource producers 
like Petro Vietnam and Vinacomin have exclusive access to mineral reserves, and therefore function 
more like government ministries than profit-driven companies. Others, like EVN, Vinalines and Vietnam 
Airlines operate as domestic monopolies or as privileged players in highly regulated markets, giving them 
significant advantages over private and foreign-invested companies. The main exceptions are the telecoms 
Viettel, which is owned by the military, and VNPT, which operates two mobile networks. These large 
networks must also compete with smaller providers, including a company owned by the Ministry of Public 
Security. Not coincidentally, the telecoms are among the best-run and least indebted large companies in 
the state sector. 

Diversification accelerated during the boom years of 2007 and 2008, when a surge of foreign investment 
sparked sharp rises in speculative activity and asset prices. Inflation in Vietnam is closely associated with 
credit growth (after a rather long time lag). Thus by mid-2008, inflation had accelerated to dangerous 
levels, and the government was, once again, forced to tighten monetary policy. 

This political/economic cycle has become almost as predictable as the seasons. A second surge in credit 
growth in 2009 followed when monetary policy was relaxed and lending subsidized as a means of coping 
with the global financial crisis. Inflation again accelerated, leading to yet another round of monetary 
tightening in 2011. 
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COMPANY TOTAL DEBT  
USD MILLIONS) DEBT-EQUITY RATIO DEBT-ASSET  

RATIO

Economic Groups

Electricity Vietnam (EVN) 12,661 4.3 0.8 

Vietnam National Oil and Gas Group (Petro Vietnam) 11,362 0.9 0.5 

Construction Industry Group (Song Da) 3,230 8.9 0.8 

Vietnam Coal and Mining (Vinacomin) 2,998 2.4 0.7 

Vietnam Ship Building Group (Vinashin)* 2,271 4.6 0.8

Petroleum and Oil Group (Petrolimex) 2,211 6.3 0.8 

Vietnam Post and Telecommunications (VNPT) 2,186 0.6 0.4 

Housing and Urban Development Group (HUD) 1,713 6.4 0.8 

Army Telecommunications Group (Viettel) 1,362 0.9 0.5 

Vietnam Rubber Group (VRG) 1,157 0.9 0.4 

Vietnam Chemicals Group (Vinachem) 985 1.8 0.6 

Vietnam Textiles (Vinatex) 521 2.4 0.6 

Finance and Insurance Group (Bao Viet) 245 0.4 0.1 

General Corporations

Vietnam National Shipping Lines (Vinalines) 1,931 4.3 0.8

Vietnam Airlines 1,773 3.7 0.8

Vietnam Cement Industry (Vicem) 1,421 2.2 0.7

HOLDINGS OF ECONOMIC GROUPS IN JOINT STOCK BANKS, 2012

Source: Nguyen Xuân Thành and Nguyen Đuc Mau (2012) “Cau Trúc So Huu Trong Khu Vuc Ngân Hàng 
Thuong Mai Viet Nam,” Fulbright Economics Teaching Program Case Study, July (www.fetp.edu.vn).

THE GREAT UNRAVELLING

Rapid economic growth covers a multitude of sins. In business as in macroeconomics, 
crises typically appear in the wake of an external shock that slows growth just enough 
to transform yesterday’s aggressive risk-taking into today’s irresponsible borrowing. This 
was true in 1997 among the countries hit hardest by the East Asian financial crisis, and it 
is true of Vietnam in 2012. 

The trouble began with Vinashin, the ship building group, which defaulted on a $600 
million international syndicated loan at the end of 2010. The global crisis was one factor 
leading to the group’s financial woes: Vinashin lost $8 billion in contracts in 2009, 
denying the company cash urgently needed to service its domestic and foreign debt. But 
there were others—in particular, the lure of easy credit. The government lent it $750 
million (proceeds from the country’s first sovereign bond issue) in 2005. And Vinashin 
got another $150 million in government support in 2009. According to audit reports 
leaked that same year, Vinashin had accumulated a total of $4.5 billion in debt.
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Source: IMF International Financial Statistics

CREDIT GROWTH AND INFLATION, 1996–2011

Like the other Economic Groups, Vinashin was not a coherent 
corporate entity. Rather than trying to create a vertically 
integrated business able to achieve scale economies and 
to acquire technological capabilities in its core business, 
Vinashin’s management exploited insider status to engage in 
numerous speculative ventures. At its peak, the Vinashin Group 
consisted of 445 subsidiaries and 20 joint-venture companies 
that included initiatives in property development and finance, 
handicrafts and breweries along with shipbuilding. Government 
investigations revealed widespread malfeasance, including the 
purchase of a Polish ship built in 1973 that was so unseaworthy 
that it could not be introduced into service. 

Hopes that Vinashin was the lone rogue SOE were dashed 
when, in May 2012, Vinalines, the state-owned shipping and 
port development group, defaulted on $1.1 billion in debt. A 
government investigation turned up numerous irregularities, 
including investments of more than $1 billion in secondhand 

Data from the Ministry 
of Finance suggests that 
several other Economic 
Groups and General 
corporations are likely 
to follow Vinashin 
and Vinalines into 
insolvency.

-5% 

0% 

5% 

10% 

15% 

20% 

25% 

0% 

10% 

20% 

30% 

40% 

50% 

60% 

Credit
Growth

CPI 

C
RE

D
IT

 G
RO

W
TH

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

YEAR

C
PI



17www.li.com www.prosperity.comwww.li.com

THE LEGATUM INSTITUTE

ships, many of which were not commercially viable. Auditors also uncovered evidence 
of overspending at 14 of the group’s port projects. At the time of this writing, the group’s 
former chairman is still a fugitive from justice, rumoured to be under the protection of family 
members holding positions of authority in the Haiphong police. 

Data from the Ministry of Finance suggests that several other Economic Groups and 
General corporations are likely to follow Vinashin and Vinalines into insolvency. The 
Song Da Construction Industry Group has received a loan of more than $100 million 
from the Asian Development Bank to restructure its outstanding debt. State electricity 
provider EVN has sold its mobile phone network to Viettel and has been instructed to 
divest its holdings in insurance and real estate. Petrolimex plans to raise capital on the 
stock market and has been instructed to sell off financial subsidiaries. According to a 
decree issued in July 2012, Economic Groups and General Corporations must submit 
restructuring plans in the third quarter of the year, and divest subsidiaries outside their 
core businesses by 2015.

However, given the size of the debt overhang, that isn’t likely to make a decisive 
difference in Vietnam’s short-term growth prospects. Outstanding credit reached 
a peak of nearly 140% of GDP in 2010—twice as large as the corresponding figure 

COMPANY TOTAL DEBT  
(USD MILLIONS)

DEBT-EQUITY 
RATIO DEBT-ASSET RATIO

Economic Groups

Electricity Vietnam (EVN) 12,661 4.3 0.8 

Vietnam National Oil and Gas Group (Petro Vietnam) 11,362 0.9 0.5 

Construction Industry Group (Song Da) 3,230 8.9 0.8 

Vietnam Coal and Mining (Vinacomin) 2,998 2.4 0.7 

Vietnam Ship Building Group (Vinashin)* 2,271 4.6 0.8

Petroleum and Oil Group (Petrolimex) 2,211 6.3 0.8 

Vietnam Post and Telecommunications (VNPT) 2,186 0.6 0.4 

Housing and Urban Development Group (HUD) 1,713 6.4 0.8 

Army Telecommunications Group (Viettel) 1,362 0.9 0.5 

Vietnam Rubber Group (VRG) 1,157 0.9 0.4 

Vietnam Chemicals Group (Vinachem) 985 1.8 0.6 

Vietnam Textiles (Vinatex) 521 2.4 0.6 

Finance and Insurance Group (Bao Viet) 245 0.4 0.1 

General Corporations

Vietnam National Shipping Lines (Vinalines) 1,931 4.3 0.8

Vietnam Airlines 1,773 3.7 0.8

Vietnam Cement Industry (Vicem) 1,421 2.2 0.7

DEBT BURDEN OF ECONOMIC GROUPS AND SELECTED GENERAL CORPORATIONS, 2010

Source: Ministry of Finance, author’s calculations
*Figures for Vinashin refer to end 2011.
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for 2005—before receding a bit last year. And the Economic 
Groups and General Corporations account for 18% of it. Adding 
bond sales and loans to subsidiaries, the actual share of domestic 
credit received by large state companies is probably closer to one-
third of the total. 

The National Financial Supervision Commission estimates that 
outstanding loans to the property sector amounted to $16.7 
billion, or 14% of GDP (at the existing exchange rate). Tighter 
monetary policy imposed in 2011 to quell inflation has softened 
the property markets, leaving the banks (both state and joint 
stock banks) holding large volumes of bad debt. Nguyen Van Binh, 
the governor of the State Bank of Vietnam, said in June 2012 that 
non-performing loans were equal to 10% of GDP—a figure far 
higher than earlier official estimates but one that many outside 
observers suspect is still an underestimate. Although the small 
joint stock banks are in the most danger because of their weak 
deposit base and undercapitalization, the large state and joint 
stock banks—including BIDV, Vietinbank, ACB and Sacombank—
are also heavily exposed to property loans. 

With state and non-state corporations and households already 
highly leveraged, and banks undercapitalized and drowning in 
non-performing loans, most of the costs of restructuring state-
owned enterprises will end up as government liabilities. Foreign 
investors are unlikely to acquire SOE assets until prices are lower 
and restrictions on foreign control are lifted. 

The government has only limited room for fiscal manoeuvre, 
having run large deficits during the global crisis. Careful 
management of public sector debt will thus be needed to prevent 
the banking system’s maladies from precipitating a full-blown 
crisis.

WHAT NEXT? 

The big-picture numbers don’t lie: Vietnam has made tremendous 
progress over the past two decades, with growth powering 
rising living standards and falling poverty. Vietnam, moreover, 
still records low rates of infant and maternal mortality and 
high literacy rates relative to its level of income. Electrification 
and access to improved water sources have also proceeded 
faster in Vietnam than in other countries in Southeast Asia at 
corresponding levels of per capita income. 

But it will be several years before there is any hope of a return 
to the high rates of growth recorded during the headiest days 
of the reform period. De-leveraging has begun in earnest, and 
it will take some time for the corporate sector to return to debt 
levels that permit sustained growth in domestic investment. GDP 
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growth over the past two years has relied heavily on household 
consumption, but slow growth of employment will limit the 
scope for increases in private spending. Government will shoulder 
the burden of SOE and bank restructuring, leaving little room for 
spending on public amenities. Much, therefore, depends on the 
strength of export demand and commodity price trends, both of 
which are beyond the control of the government. 

Looking past immediate fiscal issues, the main determinants 
of economic success (or failure) will be political in nature. The 
most effective means of disciplining SOEs and their supporters in 
government would to be to introduce more competition—even 
competition confined to the state sector. It would require the 
creation of independent regulatory agencies and courts of law 
that are shielded from the influence of large state firms and the 
Communist Party. And it would require greater transparency, 
including enforceable codes of corporate governance that 
mandated independent directors and the de-politicization of 

HARVESTING RICE IN XUAN TRUONG NAM DINH
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personnel decisions. Yet such reforms would challenge market 
Leninism and the concentration of economic power in the hands 
of the loyal political elite. 

Vietnam’s economic reforms have not proved to be a textbook 
example for the rest of the developing world to follow. They 
created space for vent-for-surplus production as an unintended 
consequence of incremental change at the local level. And what 
was once an ideologically motivated decision to retain industrial 
and commercial power in the state sector, has been cemented 
in place by interests that profit from the absence of both market 
competition and administrative discipline. 

If the past is any guide, Vietnam’s leaders will grope towards 
solutions to these problems at a deliberate pace, following rather 
than leading change as it occurs at the local and sector levels. The 
first priority is to find ways to limit borrowing by state firms and 
to eliminate state financed speculative activity. But achieving the 
high rates of economic growth of the early years of đổi mới would 
require deeper reforms, along with leadership with sufficient vision 
and tenacity to put them in place. 

What was once 
an ideologically 
motivated decision to 
retain industrial and 
commercial power 
in the state sector, 
has been cemented 
in place by interests 
that prof it from 
the absence of both 
market competition 
and administrative 
discipline. 



21www.li.com www.prosperity.comwww.li.com

LEGATUM PROSPERITY INDEX RANKING: 53

Economy

Entrepreneurship
& Opportunity

Governance

Education

Health

Safety & Security

Personal Freedom

Social Capital

39

73

61

80

80

55

99

35

Hanoi

COUNTRY OVERVIEW
Global Av.

Population (million) (2010) 87.00 N/A

Life expectancy (years) (2010) 74.8 69.6

Birth rate (per year per 1000 people) (2010) 17 22

Fertility rate (births per female) (2010) 1.8 2.8

Life satisfaction* (rated 0 > 10) (2011) 5.8 5.5

Female representation in the legislature (2011) 24.4% 19.5%

Internet access at home? (2011) 14.0% 34.2%

Satisfied with job/work?* (% yes) (2011) 72.0% 73.3%

People are treated with respect in your country* (% yes) (2011) 88% 85.1%

GDP per capita (ppp) (2010) $3,205.14 $14,774.73

Rank/ No. of countries

Legatum Prosperity Index™ 53/142

Average Life Satisfaction Ranking* (2011) 53/142

Per Capita GDP Ranking (2010) 100/142

WEF Global Competitiveness Index (2011) 65/142

UN Human Development Index (2011) 128/187

Heritage/WSJ Economic Freedom Index (2011) 139/179

TI Corruption Perceptions Index (2011) 112/182

World Bank Doing Business Index (2012) 98/183

INDEX COMPARISONS SUB-INDEX RANKINGS

  Top 30

  Upper Middle (41)

  Lower Middle (41)

  Bottom 30

39 ECONOMY Vietnam Global Av.

5 year growth rate (2010) 5.9% 2.7%

Confidence in financial institutions?* (% yes) (2011) 92.1% 61.9%

Satisfaction with living standards?* (% yes) (2011) 67.4% 59%

73 ENTREPRENEURSHIP & OPPORTUNITY

Business start-up costs (% of GNI) (2011) 10.6% 36.3%

Mobile phones (per 100 ppl) (2011) 143.4 98.7

Will working hard get you ahead?* (% yes) (2011) 84.2% 81.1%

61 GOVERNANCE

Confidence in the government?* (% yes) (2011) 94.4% 53.7%

Confidence in the judiciary?* (% yes) (2011) 89.8% 52.5%

Government effectiveness 1 (2010) -0.31 0.03

80 EDUCATION

Pupil to teacher ratio (2010) 20:1 25:1

Satisfaction with education quality?* (% yes) (2011) 85.6% 66.6%

Perception children are learning?* (% yes) (2011) 79.0% 70.4%

80 HEALTH Vietnam Global Av.

Self-reported health problems?* (% yes) (2011) 21.6% 23.9%

Hospital beds* (per 1000 people) (2009) 3.1 3.2

Satisfaction with health?* (% yes) (2011) 86.8% 78.8%

55 SAFETY & SECURITY
Human flight 2 (2011) 5.7 5.4

Safe walking at night?* (% yes) (2011) 72.3% 61.9%

Property stolen?* (% yes) (2011) 18.2% 16.8%

99 PERSONAL FREEDOM
Civil liberties 3 (2011) 3 4.8

Tolerance for immigrants?* (% yes) (2011) 57.4% 65%

Satisfaction with freedom of choice?* (% yes) (2011) 81.8% 73.4%

35 SOCIAL CAPITAL
Rely on others?* (% yes) (2011) 89.8% 80.6%

Donations?* (% yes) (2011) 34.6% 28%

Help strangers?* (% yes) (2011) 47.1% 45.7%

PROSPERITY INDEX: DATA IN FOCUS

NOTES: 1 Gov. effectiveness: values range from -1.73 to 2.25, higher values indicate higher effectiveness. 2 Human flight: values range from 1 to 10, higher values indicate higher levels of human flight. 3 Civil liberties: values 
range from 1 to 7, lower values indicate lack of civil liberties. *Survey data are taken from Gallup World Poll .
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