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COVID-19 is a gigantic shock,
devastating the society and the
economy across the world often in
mutually reinforcing ways. Most
countries are entering into recession
and a recovery is not expected before
the end of the third quarter of 2020,
which should hopefully intensify over the
course of 2021. Uncertainties are so
large that both the health and financial
consequences of the global outbreak are
proving diff icult to predict. All over the
world, economists have been
continuously revising their economic
projections to better reflect the growing
negative impact of the global pandemic,
and the World Bank Group has 

and the World Bank Group has been
playing a crit ical role in this effort by
providing much needed technical advice
and financing.
 
Against this backdrop, the economic
projections for Vietnam have been
revised downward significantly.  The
COVID-19 outbreak has so far been
contained in Vietnam through the
combination of smart preventive
measures and controls. GDP growth is
projected to be only 3.0 percent in 2020,
which is good by regional and
international standards but the lowest
expansion rate since 1986. Our new
projection is lower than the 4.9 percent 
growth 

With rising global health and economic concerns, Vietnam economy is expected
to be significantly affected, even though the COVID 19 health crisis has been
so far contained, with only 240 cases of infected people and no registered
death as of early April.
The World Bank’s GDP growth forecast for Vietnam has been cut by half
compared to pre-crisis projections, with new forecast at 3.0 percent in 2020.
Both the fiscal and external accounts are expected to deteriorate, creating a
fiscal f inancing gap of approximately $5 bil l ion that wil l require new borrowings.
The Government’s fiscal response—a combination of tax and social protection
measures—is expected to attenuate the short-term economic costs associated
to the COVID 19 pandemic, but the key challenges wil l be the rapid and
effective implementation of the above measures and preparing the economy for
the expected rebound when the health crisis is contained.
Easing monetary and credit policies creates a welcome buffer to the affected
businesses, but close monitoring is required as banks become increasingly
exposed to the economic slowdown, affecting their asset quality, l iabil i ty, and
profitabil ity over time.
Potential areas for collaboration between the Government and the World Bank
could include (i) macro and fiscal monitoring; (i i) implementation of social
protection measures; and (i i i) reforms to be implemented for optimizing the
rebound of the economy.

Key  messages
 

Stronger headwinds bring new challenges
for the government

1. This note was prepared by Jacques Morisset with inputs from Alwaleed Alatabani, Nga Nguyet Nguyen, Viet Tuan Dinh, Obert
Pimhidzai, Steffi Stallmeister, Dung Viet Do, and Viet Anh Nguyen; and under guidance fromOusmane Dione, Deepak Mishra, and
Rinku Murgai.
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Stronger headwinds will reduce growth and require
additional financing



consumption, especially since a State of
Emergency was declared by the Prime
Minister at end of March.
 
The first quarter results, just
released, confirm the slowdown in the
rate of expansion of the Vietnamese
economy. Although the outbreak was
only reported in China by mid-January
and Vietnam started to implement
restrictive measures in early February,
the quarterly GDP growth rate was only
3.8 percent - the lowest expansion since
2009. While several sectors performed
relatively well (such as manufacturing
and construction), the service sector
was severely hit, especially tourism and
transport activit ies. The growth of retail
commerce (a proxy for households’
consumption) was almost f lat (up 1.5
percent in real term) compared to a 9.3
percent expansion during the first
quarter of 2019. Total investment was
also slightly down because of lower
private investment (including FDI) even
though it was only partly offset by higher
public invest 

projection is lower than the 4.9 percent   
growth rate that was projected in the
recently published the East Asian
Economic Update . We sti l l  expect that
the Vietnamese economy will recover
relatively quickly and report a GDP
growth rate of 6.8 percent in 2021. This
assumes that the global health crisis wil l
start phasing out by June/July 2020,
followed by a gradual resumption in
external demand in the country’s main
trading partners.  
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The reason for the downward
adjustment in the growth rate is the
stronger headwinds in both the global
and local economies. By now, it is a
foregone conclusion that the global
economy will sl ip into a recession in
2020. The Conference Board consensus
estimates from March 25 suggest a
decline of US GDP in 2020 of 1.6-6
percent, with the odds rapidly moving to
a worse scenario.

The PMI for the Eurozone dropped from
51.6 in February to 31.4 in March – the
largest decline since comparable data
were first compiled in July 1998. The
World Bank projects growth in the
developing regions to slow to 0.9
percent in 2020, down from a forecast of
4.1 percent in the January Global
Economic Prospects (GEP), with
contractions in all regions of the world
except East and South Asia. This global
downturn wil l sharply reduce foreign
demand for Vietnamese exports during
this period. It could also disrupt global
value chains in industries such as
electronics and texti le that account for
about 2/3 of the country’s total exports.
The tourism sector is at standsti l l  with
no foreign visitors allowed and heavy
restrictions on international and
domestic passenger travel.
Concurrently, the local economy is being
hit by more restrictive measures on the
mobility of people, affecting businesses
and households, lowering domestic
consumption, especially since a State

Table 1: Summary of main economic indicators, 2018-2022

2. The World Bank, East Asian Economic Update: East Asia and Pacific in the Time of COVID-19, March 31, 2020
3. https://www.conference-board.org/data/usforecast.cfm
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Source: GSO, MOF, SBV and World Bank projections
*According to IMF's GFS statistics
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though it was only partly offset by higher
public  investment. Net exports, after a
good performance in January and
February, fell abruptly in March mainly
as the result of lower earnings from
tourism and transports (down by over 30
percent). Similarly, FDI commitment
declined by almost 21 percent in the first
quarter compared to a year ago.
 
The decline in the GDP growth rate
will be accompanied by a
deterioration in the fiscal and external
accounts. On the external front, the
balance of payments wil l suffer as a
result of lower (net) exports, in
particular services, and a decline in
remittances as well as of FDI inflows. As
a result, the current account surplus is
l ikely to decline be approximately 5
percentage point of GDP—from 4.5
percent in 2019 to 0.1 percent in 2020
(table 1). However, the resulting impact
on the balance of payments should be
limited with a marginal depletion of
international reserves in 2020, which at
$78 bil l ion represents a strong buffer
against growing pressure on the
country’s external accounts.
 
The Government’sfiscal consolidation
drive would be temporarily
interrupted by the COVID 19
crisis. The overall f iscal deficit is
expected to jump from 4.4 percent in
2019 to approximately 5.8 percent of
GDP in 2020, abcd 

To mitigate the significant health and
economic shocks to the economy, the
Government has taken a series of
actions. Under crisis conditions,
aggregate health, economic, and
financial indictors race away from the
pre-crisis normal to a peak level of
distress, and then begin to ebb before
slowly getting back to normal (which
need not match the pre-crisis normal).
What matters for policymakers is the
peak of the half-cycle and its duration.
The 

The deeper the crisis (the taller the peak
of the half-cycle), the more damaging it
is from a long-term perspective. Clearly
in the case of health, f lattening the
pandemic curve is important because it
saves l ives. For this reason, the
Government has focused its init ial effort
on controll ing the health dimension of
the crisis by scaling up testing and
controll ing mobil ity. Over time, increased
preventive measures were taken from
the closure of schools in early February
to the declaration 

4. While fiscal data is still incomplete for Q1 2020, preliminary results are that the collection effort was good in January and
February but fell significantly in March due to lower domestic activities and declining imports.
5. P. Dudine and J. T. Jalles, How Buoyant is the Tax System? New Evidence from a Large Heterogeneous Panel, IMF working
paper, WP/17/4, 2017.
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GDP in 2020, mainly as the result of
lower revenues from the expected
slowdown in economic activity. We
estimate, extrapolating from a recent
study from the IMF on a large set of
countries, that a substantial decline in
economic activit ies due to a shock such
as the current pandemic could reduce
tax revenue by a factor of two – meaning
that a 3.5 percent decline in GDP growth
could lead to a 7 percent decrease in tax
revenue or the equivalent of about 1.2
percent of GDP . This loss in revenue,
should be added  to the cost associated
with the fiscal package under
consideration by the authorit ies. We
expect that the Government wil l return to
its prudent fiscal policy in the aftermath
of the global crisis, explaining why the
overall f iscal deficit wil l decline to 4.7
and 4.0 percent of GDP in 2021 and
2022 respectively.
 
The projected increase in the fiscal
deficit will create a fiscal financing
gap of about $5 billion in 2020.
Compared to the pre-crisis projections,
the Government wil l need to secure an
additional 1.8 percent of GDP in new
funding, leading to an increase in the
public debt to GDP ratio from 54.1 to
55.8 between 2019 and 2020. Because
the Government wil l resume its
consolidation effort in 2021, the debt
trajectory should remain sustainable
over the medium term.
 

Fiscal package: what we know so far

Stronger headwinds bring new
challenges for the government

4,5



to the declaration of State of emergency
by the Prime Minister at the end of
March. Today, almost all international
passenger fl ights have been cancelled
and domestic mobil ity severely
restricted. Due to Vietnam’s early action
(including contact tracing) and extensive
measures, it has been internationally
recognized for the adequacy of its
response that has translated into a
limited number of infected cases (around
240 as of April 4) and no registered
deaths.
 
A deep and prolonged economic
recession, to the extent possible,
must be avoided, as it can cause
lasting damage. Economic cycles are a
regular occurrence even in market
economies. If the peak of the cycle is
not excessively high, things get back to
normal when the economy returns to its
long-term trend. But deeper and more
prolonged recessions have the potential
to erode human capital and weaken
institutions. As argued in our previous
policy update, it is essential that the
Government acts on a sequencing
strategy to support most affected
businesses and people in the short term
and prepare early enough to reactivate
the economy when the heath crisis is
phased out, hopefully in the next few
months. Measures to accelerate the
implementation of the existing public
investment program and structural
reforms to make the best use of digital
technologies as well as to strengthen
the level of resil ience and preparedness
of the health system for future
pandemics could help to quicken the
pace of recovery. 
 
So far, the Government has prepared
a series of fiscal measures to mitigate
the impact on most affected
businesses and people – the first step
of what should the comprehensive
economic response. As presented in
Annex (Table A2), COVID 19 can affect
wellbeing of cit izens through three
different channels: (i) health preventive 
 restrict

and remedial measures; (i i) measures to
restrict mobil ity; and (i i i) trade disruptive
measures. The resulting impact of these
channels could be a combination of
reduced output and higher prices. The
WBG team has been interacting with the
authorit ies on the content and the
magnitude of their f iscal package to
mitigate the impact of these channels.
However, our assessment is based on
information collected in early April,
recognizing upfront that the policy
response should evolve rapidly to adjust
to changing conditions.
 
The initial mitigating measures have
focused on two type of instruments:
tax payment and social insurance
deferrals, and direct financial
assistance to employees and
vulnerable households (see Tables A3
and A4 in Annex for a full description).
These instruments are well aligned with
international practices as they aim at
relaxing the cashflow constraint on most
affected businesses and people. As
discussed below, our preliminary
assessment is that the proposed
package is ambitious as it covers most
formal f irms operating in Vietnam by
postponing their tax payments and uses
various existing social programs to
distribute extra cash to approximately 26
mill ion vulnerable people and
households’ businesses. It is also
affordable, with an estimated cost of
about one percent of GDP, that should
remain within the boundaries of the
fiscal framework discussed earlier,
However, further improvements could be
considered to better cover the informal
sector. A major challenge wil l be to
identify businesses and employees in
the informal sector and to transfer them
the extra money when most of them
have no bank accounts and their
mobil ity is restricted.
 
Relatively big package but affordable
 
When designing their response,
governments are facing a trade-off
between 
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the measures of direct financial
assistance to vulnerable firms and 
 people (see Table A3 in Annex). The
total cost is estimated at around
VND61.4 trillion or almost one percent
of GDP. Around ¾ of this amount wil l be
funded directly from the State budget
(and accumulated reserves from the Un-
employment Fund), while the remainder
will be financed by the combination of
social security payments deferrals and
loans to affected households’
businesses. The budgetary
responsibil i t ies between central and
local governments have already been
defined following a set of rules that
mainly depends on the financial capacity
of each Province. 
 
The fiscal cost associated with tax
measures (described in Table A4) is
limited even though the State
Treasury may face liquidity
challenges in the short term. Since
most actions consist of the deferral of
tax payments over the next few months,
tax administration wil l recover their
revenue before the end of the
year.  Under these conditions, the fiscal
cost is simply the delay in payments that
can be estimated in the range of around
VND 3.6 tri l l ion (US$ 190 m) assuming a
discount rate of 3.6 percent (which is
the interest rate on T-bonds today).
However, because of the magnitude of
deferrals, the Government wil l face a
shortage of l iquidity in the short term
that wil l reach approximately VND 241.8
tri l l ion (US$ 10.3 bn).This temporary gap
will need to be fi l led by the use of
contingent funds set aside in the budget
every year (equivalent to 5 percent of
the State budget) and, most l ikely
complemented by short term borrowing.
 
Broad coverage despite the challenge
of the informal sector
 
The proposed package is ambitious as
it will cover almost all formal
businesses operating in Vietnam and
a relatively large number of
vulnerable groups. It is estimated that
the direct f inancial program will reach 26
mill ion people 

between helping the most affected
groups and respecting existing fiscal
rules. We believe that the Government
of Vietnam has found the right balance
with the set of proposed measures that
are estimated to cost around one
percent of GDP. This cost wil l contribute
to an increase in the fiscal deficit but
should be affordable using a
combination of contingent allocation and
funds from the budget of central and
local governments and additional
borrowing. Most importantly,
authoritative research on the 1918
pandemic suggests that regions that
intervened earlier and with more
determination experienced a relative
increase in real economic activity after
the pandemic subsided. Pandemics have
large costs, but “non-pharmaceutical
interventions can lead to both better
economic outcomes and lower mortality
rates. 
 
The size of the fiscal package by the
Vietnamese authorities would be on
the low- side compared to other East
Asian and developing countries. It
would be within the range of the fiscal
package recently adopted by Indonesia
(0.8 percent of GDP), Myanmar (1
percent) as well as Argentina (1
percent), and higher than the ones
adopted in South Africa (0.2 percent)
and Japan (0.1 percent). However, it
would be lower than the ones reported in
Phil ippines (1.7 percent) and Thailand
(3 percent) and distant to the ones
announced in Brazil (over 2 percent of
GDP) and far below the recently adopted
packages in OCED countries such as
USA and Australia (close to 10 percent
of GDP).   The authorit ies have
proportioned their init ial response to the
size of the shock and to their available
fiscal space but, as discussed later,
should be ready to adjust their response
in view of the evolving conditions in the
future. 
 
The bulk of the fiscal costs of the
Vietnamese program will be linked to
the measures of direct financial
assistance to vulnerable firms and
abcd
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vulnerable groups. It is estimated that
the direct f inancial program will reach 26
mill ion people or almost 30 percent of
the country’s population. Measures
include the standard actions to defer
fi l ing and payment of taxes and cut into
social contributions by formal employees
and employers. They also provide no- or
low-interest loans to firms and targeted
transfers to firms as well as pay a share
of private wages directly to workers,
with the objective to l imit long term lay-
offs. To broaden the coverage to
vulnerable groups and informal workers,
direct f inancial assistance wil l be
offered over a three-month period.
 
By definition, all tax related measures
are directed to enterprises and people
that pay their financial obligations.
These relief measures wil l be offered to
almost all sectors of activit ies, but the
notable exceptions are the
telecommunication and construction
sectors (See table A4). Qualif ied
taxpayers wil l benefit from a
combination of temporary tax relief on
VAT, CIT, PIT and other smaller
obligations such as land rental charges.
While social security contributions are
not per se taxes, their deferral wil l also
alleviate cash flow pressures of
beneficiaries. This measure wil l also
reduce the cost of formal labor and so,
hopefully, reduce the incentives for
employers to lay-off their workers.
Altogether, these measures wil l reduce
the payment of tax obligations in the
magnitude of VND 210,000 bil l ion,
alleviating temporarily the cash flows
constraints of most f irms in the country.
In the longer term, to the extent that
these obligations wil l be paid by the
firms at the end of the grace period,
their savings could be estimated around
VND 15,000 bil l ion (if they would have
borrowed this money at a lending rate of
12 percent).
 
On top of tax and social insurance
deferrals, the Government has
designed social protection measures
by using (i) special support (including
wage subsidies) to registered firms to
retain 

designed social protection measures
by using (i) special support (including
wage subsidies) to registered firms to  
retain their workers; (ii) top-up
financial support to beneficiaries of
existing social programs; and (iii)
monthly allowances to informal
employees. The government’s response
is well aligned to the one used by most
countries to mitigate the short- term
impact of the COVID 19 on most
affected groups (Figure 1).  The
measures are briefly described below.
 
Registered firms will receive special
financial support to retain their
workers. Proposed measures include
partial payments of wages to temporary
lay-off workers, deferral of SI
contributions, training, and subsidized
loans to employees (measures # 7-10 in
table A3). According to the Government,
the combination of these measures is
expected to reach about 4-5 mill ion
beneficiaries or less than 10 percent of
the total labor force as most workers
have no contract or are in self-
employment. The total amount of
financial support per worker (equivalent
to about VND 1.7 mill ion (or $80) per
month is also relatively low as it would
represent only 40 percent of the median
salary in the manufacturing sector.
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Figure  1: Global mix of COVID-19 SP
response programs and adaptations (n=418),

as of early April
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Registered firms wil l receive special
f inancial support to retain their
workers. Proposed measures include
partial payments of wages to temporary
lay-off workers, deferral of SI
contributions, training, and subsidized
loans to employees (measures # 7-10 in
table A3). According to the Government,
the combination of these measures is
expected to reach about 4-5 mill ion
beneficiaries or less than 10 percent of
the total labor force as most workers
have no contract or are in self-
employment. The total amount of
financial support per worker (equivalent
to about VND 1.7 mill ion (or $80) per
month is also relatively low as it would
represent only 40 percent of the median
salary in the manufacturing sector.
Retaining workers, even on a part t ime
basis, wil l not only help maintain their
income during the crisis but it wil l also
help to speed up the reactivation of
production when the demand wil l
increase again. 
 
Beyond formal businesses and
workers, about 16.7 million vulnerable
people will receive direct financial
support through participation in
existing assistance programs by
providing additional benefits (‘top-ups’)
on a temporary basis. The proposal
wil l provide support to the poor, near-
poor  

poor households, social assistance
beneficiaries, and “merit” people. Most
of these are currently beneficiaries of
different assistance programs. Each
poor household wil l get a monthly
allowance of VND1 mill ion (USD 43),
near-poor households get VND 500,000
(USD 21) per month, while social
protection beneficiaries and those with
meritorious services would receive
VND500,000 (USD 21) per
month.Approximately 760,000 registered
household businesses (who have annual
revenue below VND100 mill ion) wil l
receive a monthly allowance of VND
500,000 ($21.5). These allowances
would be provided over at least three
months (unti l June).
 
In a deliberate effort to broaden the
coverage to the informal sector, the
Government has included a monthly
direct support to five million non-
registered employees for at least a
three months period. The total monthly
allowance would be of VND 1.8 mill ion
($51) per person. Such a measure is
justif ied by the high-level of informality
in sectors which are the most vulnerable
to the COVID19 such as tourism,
transport and retail trade (see Table 2).
Many of these informal workers are also
unlikely to receive support though the
existing programs mentioned above as
their databases are rather incomplete.
abcdefgh abcd 
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their databases are rather incomplete.
However, it remains unclear how the.
Government calculated the number of
beneficiaries in the range of 5 mill ion
people as no clear eligibil i ty criteria has
been yet shared. This figure is also
unlikely to cover all informal workers
affected by COVID 19 crisis. For
example, the distress of the hotel sector
could mean that 90 percent of its labor
force could be temporary unemployed,
including possibly up to 3.7 mill ion
informal employees. If the lay-offs
include half of the informal labor force in
the logistics sector and retail commerce,
the total number of affected workers wil l
jump by an additional 7 mill ion. In
addition to the size of the informal
sector beneficiaries, our most important
concern is how to implement this
measure as discussed below.
 
A general concern is that the
Government’s program may omit a
few potential vulnerable groups.
Among them are the elderly people who
might not belong to any of the groups of
beneficiaries identif ied by the authorit ies
(a rough estimate is about half of total
people aged over 65 years old). Not only
aged people report generally low or no
income, but they are also extremely
exposed to the COVID 19 pandemic. The
number of people 65 years and older in
Vietnam is estimated to be at around 11
mill ion in 2019. Some specific
professions (tour operators, taxi drivers,
etc.)  wil l be more affected than others,
which could benefit from special
attention. For example, in Singapore,
taxi drivers and private-hire car drivers
will receive relief payments of S$300
(USD210) per vehicle per month unti l
the end of September. 
 
Implementation would be challenging
especially for the informal sector
 
The Government aimed at minimizing
the transactions costs associated with
the  abcdefghik 

implementation of the different
assistance programs. All related tax
measures should be relatively easy to 
 implement as deferral mechanisms are
well known by the tax administration.
Similarly, the allocation of direct
payments to several groups wil l be
realized through existing programs that
have proved their relative efficacy
through the network of government
agencies in the country over the past
few years. However, specific attention
should be on monitoring and evaluation
to reduce the risks of delays and
leakages during the implementation of
these programs under special
circumstances as transactions are often
on manual basis and it is hard to follow
social distancing requirement during
pandemic period.
 
The main challenge will be to provide
financial assistance to millions of
informal employees, including
possibly street vendors and small
farmers, who are currently not
registered under any existing
program. The authorit ies are facing a
double problem that is, f irst, to
identify/register them and, second, to
transfer the cash to them. Many
countries can rely on a comprehensive
ID system and the use of digital
payments through mobile phones.
Unfortunately, Vietnam is lagging in
these two areas . The Government wil l
have to find alternative solutions,
including by using existing databases
such as MOLISA, VSS, and cit izen ID
databases as well as from mobile
operators as currently experimented in
other countries. The extension of pilot
programs using mobile payments could
also be accelerated. As done recently by
Indonesia, Thailand, Phil ippines, and
Argentina, voluntary e-registration
programs can be launched through
which the informal workers can
registered themselves . The authorit ies
have then to check if the registered
persons are not already included in
other databases from  abc 
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11. The Thai authorities in their second package have provided for a THB 5,000 (USD152) monthly payment for three months for
around nine million workers not covered by the Social Security Fund. This involved rapid registration of millions of informal workers,
which was achieved using a banking app, and leveraging Thailand’s strong national ID system.
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persons are not already included in
other databases from the tax
administration, social security or
registered households’ businesses to
avoid duplication of assistance. As a
result of this screening process, in the
Phil ippines, out of 18 mill ion people who  
submitted on-line applications, two-third
were automatedly eliminated through
checking across government databases.
 
One common challenge to existing
and new programs is to proceed with
timely payments to beneficiaries when
people cannot freely move because of
containment measures. As only 1 out
of 3 Vietnamese own a bank account,
the banking system is not a practical
solution or can be considered only an
incomplete solution. Today most
transactions include manual cash
payment that are both not transparent,
inefficient, and not following social
distancing principle during pandemics.
Given the magnitude of targeted
beneficiaries (approximately 15 mill ion),
it would be important to avoid
congestion in banks and government
offices as recently experienced in the
streets of Argentina when thousands
of pensioners and cit izens who receive
government welfare l ined up outside
banks 

to get their monthly payments. The long
lines underscored some of the strains
created by the coronavirus pandemic in
countries in which less than half of the
population has a bank account and e-
payments through mobile phones are not
yet possible .
 
Because of the challenge to distribute
monthly allowance to new
beneficiaries under the current
circumstances, some governments
have opted to reduce the utility bills
of poor customers. For example,
Malaysia is providing a 15 to 50 percent
discount, depending on consumption, on
the electricity bil l  for households. The
government of Indonesia announced full
electricity subsidies for households
using 450 Volt-Ampere (VA) connections
and a 50 percent subsidy for those on
900VA connections between April and
June. In the case of Vietnam,
subsidizing the electricity bil ls of poor
households might not be efficient as
those account for an insignificant share
of their monthly expenses (on average
only 2 percent). However, such a
measure could be considered for the
mobile phone bil ls, which account for a
larger share of their expenses.   

Contrary to the 2009 global crisis, the
current turmoil does not find its
origin in the excesses of the financial
sector. The global pandemic has
affected the real economy, both the
supply and demand sides, and financial
policies have been seen as part of the
solution than the source of current
problems. In almost all countries,
including in Vietnam, Central Banks
have eased monetary and credit policies
to rescue affected business and
households. However, the financial
sector is not immune to the current
COVID 19 crisis as deterioration of
business performance and household
consumption wil l eventually hit the
banking 

banking sector and the capital markets.
 
As of today, the outstanding credit to
the economy is currently about
VND8,251trn (US$350 bn), of which 54
percent is for businesses. Since the
outbreak of COVID-19, outstanding
loans decreased in most sectors of
which the most significant were in
services, trading, tourism and
transportation. In the first 3 months,
credit to the economy only increased by
0.68 percent, the lowest growth rate in
the last 5 years. Credit growth in many
commercial banks either stood sti l l  or
declined due to low credit demand from
both corporate and retail segments. On
the consumer side, credit demand 
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Special focus: The impact of COVID-19 on the
financial sector

12. https://www.reuters.com/article/us-health-coronavirus-argentina/ridiculous-block-long-lines-at-banks-greet-argentine-
pensioners-at-high-risk-for-coronavirus-idUSKBN21L2Y6
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the consumer side, credit demand has
also decreased in l ine with slower
growth of retail sales of consumer goods
and services that only increased by 4.7
percent YoY in the first two months and
grew much slower than the same period
in 2019 (at 12.1 percent).
 
Deposit growth (fund mobilization) of
banks also increased slowly. Deposit
growth and total money supply (M2)
growth expanded for only 0.51 percent
and 1.55 percent respectively (last year
increased 1.72 percent and 2.54
percent) (Figure 2). Due to declining
revenues, many businesses have
resorted to withdrawing their bank
deposits to cover operation costs.
Consumer deposits are l ikely to decline
because of lower monthly individual
incomes when their employment is
threatened and/or uncertain.
 
These negative trends occurred
despite the supportive policy
measures the State Bank of Vietnam
(SBV) has issued. In March 2020, the
SBV cut its benchmark rates by 50-100
points and reduced short-term deposit
rates cap by 25-30 bps, and the short-
term lending rates cap for priority
sectors by 50 bps; raised their
remuneration rates on required VND
reserves. The authorit ies announced a
credit package totaling VND 250 tri l l ion
(about 4 percent of 2019 GDP) for the
banking sector design 

banking sector designed to support
affected firms and households through
restructuring loans of affected
businesses and a reduction or waivers
of interest rates and fees. These
supportive policies have and wil l
contribute to reduce temporary
diff iculties of f irms facing cash flow
issues and debt repayment challenges.
They are mainly targeted to the formal
sector, most notably large enterprises,
as the credit allocation to small and
medium firms has been marginal, albeit
increasing, over the years. However,
their implementation by banks wil l
increase the pressure on their net
interest margins (NIM) and, ult imately,
reduce their overall profitabil ity. 
 
To the extent that the COVID 19 crisis
is expected to last over the next few
months, both credit and deposit
growth are expected to expand at a
slower pace in Q2 with the continued
stagnation of business activities in
most sectors. While most commercial
banks appear well equipped to resist a
temporary economic slowdown, they
may start to face a decline in assets’
quality through higher non- performing
loans in their portfolios if the crisis last
longer. In addition, some might be more
fragile due to their relatively high
exposure to tourism and real estate that
have considerably affected by the crisis.
Some banks are also undercapitalized,
therefore 
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Figure 2: Credit, Deposit and Total money supply (M2)
growth in the first 3 months, 2017-2020

Figure 3: Loan balance (VNDtrn) and YTD growth (%) as
of 20 Mar 2020

Source: SBV, GSO
Note: Total money supply include corporate and individual deposits PLUS the
value of issued valuable papers purchased by credit institutions

Source: SBV, GSO
Note: The most significant declines in outstanding loans came from Services,
Trading, Tourism & Transportation
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therefore l iming their resil ience.
 
An ongoing concern is to ensure a
degree of financial safety net for
small businesses in affected sectors
to avoid situations of illiquidity
leading to insolvency of businesses.
Liquidity in the banking system in Q1
remained stable due to slow credit
growth, low interest rate levels in the
interbank market and SBV's net
withdrawal via OMO or the issuance of
treasury bil ls (SBV net withdrew
VND94.96trn/US$3.98bn in February).
Liquidity is expected to remain stable in
Q2 due to low credit demand since the
Lunar New Year and the abundant cash
circulating in the banking system before
the COVID-19 broke out. By the end of
2019, deposits grew in parallel with
credit (13.6 percent) and total money
supply (M2) grew faster (14.2 percent).
 
For the monetary authorities, it would
be prudent and essential to plan for a
situation where the economic effects
of the pandemic continue beyond Q2.
This may require continued and
potentially more direct support to the
banking sector. The longer this
pandemic prevails, the more l ikely is the
risk for the banking sector  to  be 
 severely impacted a

severely impacted and broader fiscal
options would need to be considered.
Structural weaknesses in the banking
sector l imit the available options for the
SBV. For instance, relaxing banks’
capital buffers to improve liquidity, as
has been done in several other
countries, is not an option in Vietnam.
Moreover, SBV will need to continue
monitoring the l iquidity situation and
may have to pursue further
expansionary monetary policies through
lowering interest rates at least once
more, reducing net withdrawals of VND
from the market or consider l iquidity
injections to the economy to support
banking system liquidity if the credit
situation lasts longer and leads to a
liquidity crisis for banks. Liquidity
injections can include targeted
interventions to support the banking
sector such as policy loans, emergency
loans and the implementation of banks’
supporting credit packages.
 
Finally, it will be important to assess
the impact of the pandemic and the
economic slowdown on businesses
that have issued corporate bonds in
the corporate bond market over the
past 2 years. The potential effect on
their revenues and capacity to honor
coupon payments.
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Conclusion  and  next  steps
The COVID 19 pandemic has already
shaken Vietnam’s traditional
resilience to external shocks. In 2020,
the economy couldsee its expansion cut
by half compared to pre-crisis
projections, with increasing pressure on
its external and fiscal balances. While
the economic fundamentals remain
strong, the government might have to
find about $5 bil l ion to finance its f iscal
gap due to declining revenues and the
implementation of a fiscal program that
is required to attenuate the negative
impact on businesses and households. 
 
The proposed fiscal package under
abcd 

preparation by the authorities is
ambitious, but affordable within the
existing fiscal framework. This
package wil l combine tax and financial
support measures to both the formal and
informal sectors. The emphasis is
however mainly on formal businesses
and workers. The main challenge
that remains is how to cover informal
employees, mainly street vendors and
small farmers, who are neither well
identif ied nor easy to reach though
standard manual payment procedures.
 
The financial sector offers a solution
to alleviate the cash flows problems
faced by 
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The first area of collaborationwould
be on economic monitoring as the
country’s macroeconomic and fiscal
projections wil l need to be regularly
updated to the frequent changes in
both the domestic and global arena.
The WBG team can share timely
information on other countries as well
as on mega-trends emerging in trade,
capital f lows, and financial markets.
The Bank could also collaborate in
the task to collect t imely and high
frequency information. TheCOVID-19
has placed limitations on traditional
face-to-face methods of data
collection. The use of technology
such as mobile and internet to gather
data has been used in settings where
traditional survey methods cannot be
implemented. Our team has
developed tools, some of which could
be applied in Vietnam, such as rapid
mobile surveys of f irms/households
and online-based tracking information
that could include satell i te data (e.g.
nightl ights), digital data (hotel
bookings, mobil ity and transport data)
and high-frequency administrative
data (e.g. aviation data) to track
economic activity, as well as prices of
key commodities. Furthermore, we
could support the tax administration
to prepare and implement a
compliance stra 

faced by many businesses. Yet, close
monitoring is required as banks wil l also
likely suffer from lower profitabil ity and
higher exposure to delinquent
loans ifthe crisis last longer than
expected.  The WBG stands ready to
help the Government in its effort to
mitigate the short-term impact of the
COVID 19 crisis on the economy. Our
team can share international best
practices and organize technical
assistance on specific topics to tackle
and shorten the crisis as well to
enhance Vietnam’s preparedness for
future shocks upon request of the
authorit ies. This collaboration could take
place in at least four areas that are
briefly described below.
 

The second area would on the
implementation of the proposed
measures to protect the most affected
groups. Our team could collaborate on
the challenge to provide direct
support to the informal sector by
sharing experiences currently under
implementation in other countries,
including,in the region, such as
Thailand, Indonesia, and Phil ippines
that are facing the similar
challenges.We could also explore how
to expand the e-payment pilot of SA
benefits in Cao bang to other areas
as currently envisioned by MOLISA.
We could help update MOLISA’s
registry of poor and near poor
households, that is sti l l  incomplete
despite of recent efforts. Finally, we
could provide technical support in the
monitoring of the programs to gather
social sentiments from beneficiaries
and communities as well as their
coping strategies by using social
media platforms through the Data
Collaboratives agreements between
the WBG and several social
media/internet companies (e.g. using
Facebook mobil ity data, Google, or
Grab app data.  The Iterative
beneficiary monitoring (IBM) could be
valuable tool to be used as part of
project supervision/program
monitoring activit ies as it helps
generate real-time feedback loops on
implementation progress and potential
implementation bottlenecks. It is
already under use in over 80 projects
at the World Bank.).

The third area of collaboration would
be on the reforms that wil l be
necessary to optimize the response of
the economy when the health crisis
wil l start to phase out in the next few
months. As emphasized in our last
policy

strategy that helps to fight against the
increase in non-compliance behaviors
resulted from the crisis, such as
late/none fi l ing, late/none payment,
and increased tax arrears.
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policy note, these could include support
to the government in its effort to
simulate the aggregate domestic
demand through an acceleration of the
existing public investment programs.
[1]The proposed actions aim at
accelerating the execution of capital
expenditures through the digitalization
of procedures and faster approval
processes for priority spending. Because
publicworks programs can generate
temporary jobs and provide income
support, existing public works can be
adapted or new ones can be deployed
and so stimulate the economy at the
community level. Specific actions could
be designed to enhance the response of
customers in distressed sectors such as
tourism and transport (using the specific
expertise of IFC in these
industries).  Concurrently, there is an
opportunity to expand the digital agenda
by enhancing reforms to promote e-
payments, e-learning, and e-
governments. Indeed, this could be an
opportunity for government to implement
faster the recently approved Financial
Inclusion Strategy. Another l ine of
actions could be to support actions to
further strengthen the preparedness and
resil ience of the health system to future
epidemics. 
 
 

Up to the moment, the Government’s
response has rightly focused on
policies that are targeted to flatten
the health, and corporate and
financial distress curves. They are
crisis mitigation policies. How long a
country can sustain these policies – at
great f iscal and economic cost –
depends on each country’s init ial
conditions, its capacity, buffers, the
level of infection, and on its f inancing
capacities. They clearly cannot last
indefinitely.  If needed, the WBG can
provide financial assistance to the
government.  Beyond technical support
in the above-mentioned areas, and in
financing emergency heath related
actions, we can provide budget support
through a series of Development Policy
Operations (DPOs) for an amount that
would be jointly determined but could
exceed US$500 mill ion for each
operation. Such series wil l not only
alleviate the possible budget pressure in
the short to medium term but also
provide foreign currency when the
country’s balance of payment is
expected to deteriorate and allow
Vietnam to diversify sources of funding.
Given the recent decline in interest rates
on international markets, we believe that
the cost of our lending wil l be
competit ive, especially in comparison to
the issuances of bonds on the domestic
market
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ANNEX

Table A1: Main economic indicator, 2016-2022
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Table A2: Main channels of transmission on vulnerable groups
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Table A3: List of social protection measures
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Table A4: List of tax measures

Stronger headwinds bring new
challenges for the government


