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Current Situations and Issues of Vietnamese Economy

S
(Terasaki Katsushi)

Abstract :

One of the characteristics of Vietnamese demand structure in terms of GDP is high
dependence on foreign trade, that implies her vulnerability as an independent growing open
economy. Like other developing countries, Vietnamese trade structure shows vertical division
of labor between imports of manufactured goods and exports of primary products, which has
led her trade balance to chronic deficit. The fall of an exchange rate is also promoting deficit
expansion as the j-curve effect explains.

Furthermore, purchasing power parity theory explains the depreciation of a dong rate to
foreign currency by the domestic inflation created by the financial policy which stimulates
business, so that the fall of dong rate does not contribute to raise the international
competitiveness of Vietnamese export products.

Anyway, in the basis of such trade structure, the increase in export of one billion dollars
will bring about the increase in import of 1.2 billion dollars, and will bring about the trade
deficit of 0.2 billion dollars as a result.

Although the deficit of the current balance is provided with the black figures of the capital
account balance, since the risk of a short-term capital outflow always hangs around and
degree of dependence upon foreign trade is very high, economic growth is always exposed to
the exchange risk.
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