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Vietnam outperforms regional neighbours in early-2015

® Growth of manufacturing production extends to
year-and-a-half

B Expansion in March faster than other South East
Asian nations

B |nput costs continue to fall sharply

The Vietnamese economy enjoyed a solid first quarter
of 2015 as official data showed GDP rising 6.0% year-
on-year and manufacturing PMI data, produced by
Markit for HSBC, signalled ongoing expansion. Data
also continued to point to downward pressure on prices,
mainly linked to reduced fuel costs.

According to March PMI data, manufacturing output
increased for the eighteenth successive month, and at a
solid pace. Survey respondents reported a general
improvement in client demand, causing new business to
expand for the seventh month in a row. While the trend
in the official manufacturing production data is distorted
somewhat by the Tet festival celebrations, the
underlying trend implied by the PMI data is one of solid
growth during the first quarter of 2015.
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Solid growth in Vietnam contrasts with weaker trends
seen in other parts of South East Asia. In fact, March
saw Vietham’s manufacturing output expand more
quickly than all other South East Asian countries
covered by Markit's PMI surveys, with outright
contractions registered in Indonesia and South Korea.
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One factor potentially helping Vietnam’s
outperformance relative to its neighbours could be the
mix of countries that its firms export to. While countries
such as South Korea and Taiwan see around one-
quarter of their exports heading to China, for Vietnam
the figure is just 10%, with the US and EU accounting
for larger shares of export sales. With the PMI data for
China showing the economy struggling to build
momentum, this diversity may be helping Vietnamese
firms.

That said, the recent weakness of the euro will make
exports to the eurozone harder to secure, as the
Viethamese dong’s peg to the US dollar could see
manufacturers in Vietnam losing price competitiveness.

Input costs falling sharply

A key feature of the PMI data in recent months has
been falling prices. Input costs decreased for the fifth
successive month in March, dropping at a sharp pace.
Similarly, firms continued to reduce the prices they
charge their customers during the month. This is in line
with the official consumer price data, which pointed to
largely unchanged prices month-on-month in March,
with inflation of just 0.9% year-on-year.
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Falling prices were often attributed by panellists to
lower fuel costs, and this is backed up by sector
inflation data which shows prices for the ‘Means of
Transport & Communication’ sector down some 15.2%
over the year to March. That said, after a number of
cuts, the Vietham National Petroleum Group
(Petrolimex) raised fuel prices in March, and an
increase in environmental taxes on fuel products is set
to be implemented in May. These factors may lead to
some inflationary pressure returning in coming months.
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Firms in Vietnam will hope that their efforts to maintain
competitiveness will help them to continue to secure
new business in coming months, extending the current
sequence of production growth. The next release of
the HSBC Vietnam Manufacturing PMI report will be on
04 May, covering data for April.
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