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INTRODUCTION
“We decided
to transform our
growth model
to focus on the
quality of growth,
to maximise
factors like
productivity, and
use knowledge
and innovation
to promote
productivity.”
Pham Binh Minh
Deputy prime minister
and minister of
foreign affairs
Vietnam
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Since 1990, only China has outpaced Vietnam in economic growth.
One reason for Vietnam’s spectacular record is its successful
transition from a centrally planned economy in the 1980s to a
market economy today. Another is that Vietnam has capitalised on
its competitive advantages: low-cost labour and correspondingly
strong agricultural and manufacturing sectors. In this environment,
the government’s strong support for free-trade agreements (FTAs)
has helped Vietnam’s exports surge.
But can the country continue to grow in the future as it has in the
past? On November 3rd, The Economist Events gathered more than
300 executives, entrepreneurs, critical thinkers and government
officials at the Vietnam Summit 2016 to debate whether current
growth can be sustained in the face of external and internal
challenges, and to ask what is needed for the country to move up
the global value chain.
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KEY TAKEAWAYS
• Vietnam is adopting a new growth model.
The agricultural and manufacturing sectors
employ most of the workforce and constitute
the largest portion of Vietnamese exports,
in large part due to low-cost labour. Moving
forward, however, a new growth model will rely
on higher productivity and quality as Vietnam
tries to move up the global value chain.
• Education and skills will be crucial. For
a country at its level of development,
Vietnam scores exceptionally well in the
OECD’s Programme for International Student
Assessment (PISA) rankings. But as it seeks
to diversify its economy and expand into
services, there is a great need to upskill the
current workforce through vocational training
and to enhance the quality of education,
especially at the tertiary level.
• Growth will rely on innovation and technology.
Government investment in science and
technology R&D could be higher, and efforts
are under way to improve this. At the same
time, Vietnam is poised to reap the rewards
of relatively high internet and smartphone

penetration, while advancements in
technology use more broadly are leading
to growth in domestic demand.
• Vietnam faces challenges beyond its control.
Issues of external origin will likely dominate
the Vietnamese agenda for years to come.
Geopolitics looms large, mainly in the form
of sovereignty and territorial disputes in the
South China Sea (in Vietnamese, Bien Dong,
“East Sea”). So do questions surrounding
commitments to global trade, including
whether the Trans-Pacific Partnership (TPP) will
be ratified. The impact of climate change will
also be a significant issue.
• Entrepreneurial spirit is an advantage.
Almost all the largest companies in Vietnam
remain state-owned enterprises (SOEs), as
privatisation has been slow. Although the
Vietnamese mindset is sometimes described
as dominated by short-term thinking, it also
involves abundant entrepreneurial spirit and
business savvy, which are advantages that
bode well for the country’s future as it seeks
to capitalise on global opportunities.
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A NEW GROWTH MODEL
Vietnam is among the world’s leading producers and exporters of rice, coffee, black
pepper, seafood and fruit. However, the country is more known for quantity than quality, as
its industries are generally based on low-skilled, low-cost labour. This is changing. Wages are
outpacing productivity growth by 4%, which means that regional competitors like Myanmar
and Cambodia are likely to increase their share of the low-cost production market. “Low
wages are not good enough to protect the textile and garment sectors. We have to change
our competitiveness to productivity,” said Le Tien Truong, the general director of Vietnam
National Textile and Garment Group.
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FROM AGRICULTURE TO
AUTOMATION
The agricultural sector in Vietnam accounts for 70% of the workforce, but the goal is to reduce that
share to 40%. One reason is that quality, not quantity, must be increased to meet the high standards
often required by FTAs. Similarly, manufacturing accounts for 80% of Vietnam’s overall exports but
is reaching its current limits. To increase productivity, manufacturers are looking to robotics. An
International Labor Organization (ILO) study estimates that 70% of formal, waged jobs in Vietnam
could potentially be automated, although doing so would create unemployment concerns.
A new growth model
In many ways, Vietnam, with its successful, export-led industries, is already a new “Asian tiger”.
The big question now is not whether Vietnam can increase the volume of its exports, but if it can
increase their value. To spur a move up the value chain, the government has introduced a new
growth model. “We decided to transform our growth model to focus on the quality of growth to
maximise factors like productivity, and [to] use knowledge and innovation to promote productivity.
Those will be the building blocks of the new growth model,” said Pham Binh Minh, the deputy prime
minister and minister of foreign affairs.

“We need to
encourage
development of
SMEs. We cannot
compete just
based on low
labour costs, and
we must move up
the value chain.”
Dinh Thi Quynh Van
General director
PwC Vietnam
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EDUCATIONAL
BUILDING BLOCKS
“When we talk
about the fourth
generation of the
technological
revolution [in
manufacturing]
we have more—
and new—
requirements for
human capital.”
Vo Quang Hue
Vice-chairman
EuroCham Vietnam
and managing director
Bosch Vietnam
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Vietnam scores well above its current level of development in the OECD’s Programme for
International Student Assessment (PISA) rankings, which is a positive indication of the country’s
success at primary and secondary schooling. But as Vietnam seeks to diversify its economy, there is
also a need to upskill the current workforce through vocational training, and to increase the quality
of tertiary education to support the new growth model. “If the fourth industrial revolution takes
place, it will affect 86% of the workforce, because they are semi-skilled, and that’s a challenge for
Vietnam,” said Mr Pham.
No choice
There are essentially two options for low-skilled labourers whose jobs are threatened by automation.
They can retrain and move into services professions, which are likely to boom as the country
moves up the global value chain and urbanisation rates mushroom, or they can acquire the new
skills needed to stay in their current line of work, which will mean learning digital competencies to
manage robots instead of people. “When we talk about the fourth generation of the technological
revolution [in manufacturing], we have more—and new—requirements for human capital,” said
Vo Quang Hue, vice-chairman of EuroCham Vietnam and managing director of Bosch Vietnam.
The question is whether the education system can rise to the challenge. “The intelligence DNA in
Vietnam is very high. But it’s not being nurtured in the way that it should across the board,” said
Peter Ryder, the chief executive of Indochina Capital Corporation.
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RELIANCE ON INNOVATION
AND TECHNOLOGY
The new growth model relies on advances in science and technology to raise productivity.
Recognising this, the government has issued a five-year strategy (2016–2020) for enhancing innovation
and creating an environment conducive to applying it. Yet, there are concerns that the strategy
may not be met by adequate investment. “The Vietnamese government and relevant authorities
need to make sure that we maintain spending of at least 2% of the national budget for science and
technology development,” said Tran Viet Thanh, the vice-minister of science and technology.
A connected future
Vietnam has relatively strong domestic consumption and demand for services, which will strengthen
due to the rise of the middle class. There are high rates of technological adoption, which is expected
to play a large part in economic growth across a range of sectors. About half the population uses
the internet, and about a third uses smartphones. In fact, Vietnam has seen the world’s fastest growth
in smartphone use in each of the last three years. “This provides a great opportunity for mobile and
online banking,” said Pham Thanh Ha, deputy general director of Vietcombank.

“One focus
area we have
is on improving
the capacity
of Vietnamese
businesses so that
they can better
integrate into the
global economy.”
Tran Viet Thanh
Vice-minister of science
and technology
Vietnam

Changing winds
Still, there are areas where newer technologies have yet to be fully exploited. A World Bank report
noted that demand for electricity in Vietnam will double between 2014 and 2020. At present, the
country largely relies on coal to meet its energy demands, and there is a plan in place to secure
imports until 2030. Investment in more environmentally friendly resources appears to have been slow,
though the prevailing winds may soon change. “We have to encourage development of renewable
energy resources, such as solar and wind,” said Dang Hoang An, president and chief executive of
Vietnam Electricity.
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CHALLENGES BEYOND
VIETNAMESE CONTROL
“Global economic
integration is a
consistent policy
for our country
in terms of foreign
policy and reform.”
Do Thang Hai
Deputy minister of
industry and trade
Vietnam

“Like other countries, Vietnam will face both traditional and non-traditional security challenges,” said
Bui Thanh Son, the deputy minister of foreign affairs. “The ultimate goal is to maintain peace and
stability.” Foremost among the non-traditional challenges are climate change and rising sea levels,
which could negatively affect the Mekong Delta region, the country’s top producer of fruit and many
other agricultural products.
Global free trade: Whither Vietnam?
Climate change also is just one example of Vietnam’s exposure to the effects of global phenomena.
Trade policy is another: as an export-led economy, Vietnam depends on international trade. “Global
economic integration is a consistent policy for our country in terms of foreign policy and reform,” said
Do Thang Hai, the deputy minister of industry and trade.
Analysts generally expect global free trade in the coming year to improve, and Vietnam stands
to benefit, as it has signed FTAs with 55 trading partners. However, a collapse of the TransPacific Partnership (TPP) agreement would be a setback. The impending US election may well
determine whether the TPP will be ratified or not, which in turn may thwart Vietnam’s wishes for
further trade liberalisation.

8

economistinsights.com
© The Economist Events 2016

VIETNAM SUMMIT 2016

THE SOUTH CHINA
SEA DISPUTE
Territorial claims made by China regarding the Paracel and Spratly islands and the areas surrounding
them in the South China Sea—known in Vietnam as Bien Dong, the “East Sea”— once made frontpage news. Since 2014, however, relations between the two countries have been good, as they
have stressed economic co-operation and political trust. “The official Vietnamese position is to settle
disputes by peaceful means,” said Tran Truong Thuy, executive director of the Foundation for East
Sea Studies. A failure to do that would strain current relations.

“The official
Vietnamese
position is to
settle disputes by
peaceful means.”
Tran Truong Thuy
Executive director
Foundation for
East Sea Studies
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A MIND OF ITS OWN
“The problem with
start-up financing
in Vietnam is that
we’re very shortterm oriented. It
is hard to change
that mindset.”
Le Hong Minh
Chief executive officer
VNG Corporation

A particular challenge for Vietnam is the continued dominance of state-owned enterprises (SOEs),
as privatisation has been slow. This leads to organisational inefficiencies, and has a broader negative
economic impact in hampering domestic competition. Currently, 97 of the country’s 100 largest
companies are state-owned, and they play a large role in finance, agriculture and to some extent
manufacturing. All of these sectors will need reform to support the new growth model.
Progress in privatising SOEs has picked up in the last nine months. There is now a clear roadmap for the
government to reduce its shares in Habeco and Sabeco, two brewing companies, and Vinamilk, a
dairy producer. This will help support the Vietnamese policy of creating an environment conducive to
investors and an equal playing field for formerly state-owned and private-sector companies.
Uniquely Vietnamese
Short-term mindset is supposed to be a particularly Vietnamese trait. Although government strategies
often span a decade or more, policies on the ground change frequently. This can make it difficult
for businesses to operate smoothly, as they often have to adapt to new regulations at short notice.
Short-termism also extends to the corporate world, where investors often seek to recoup their money
sooner rather than later. “The problem with start-up financing in Vietnam is that we’re very short-term
oriented. It is hard to change that mindset,” said Le Hong Minh, chief executive of VNG Corporation, a
technology company.
On the flipside, Vietnam has a distinctively entrepreneurial and business-driven culture. “There are
some key ingredients here in Vietnam that I have not seen elsewhere, like the entrepreneurial spirit,”
said Gael McDonald, president and general director of RMIT University Vietnam.
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A BRIGHT FUTURE?
Vietnam has come a long way since gaining independence. Going from war-torn country to
stable middle-income performer, it has reaped the benefits of economic reform and global trade.
But a lot of the low-hanging fruit appears to have been picked, and Vietnam can no longer rely
on a low-cost labour model. “The driver for growth is approaching its limits, so it requires a new
growth model. We set a target to develop rapidly but sustainably. For the next five years, we
expect to grow 6.5% to 7%,” concluded Mr Pham.
The question is not whether the country can keep growing, but rather if it can move up the global
value chain through better education and technology. This seems a tall order, as Vietnam is
beset by domestic and international challenges in SOE reform and geopolitics. At the same time,
Vietnam is currently in a sweet spot in its industrial cycle, and benefits from the demographic
dividend of a young population. “I can’t imagine, or I don’t see, any other country or society that I
would be more positive about than Vietnam,” concluded Mr Ryder.
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