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Abstract

The Vietnam economy grew at an average rate of 7.6 per cent per year from 2000-2008, peak at 8.5% in 2007. However, due to Vietnam is an open economy, it has been obviously impacted by the global economic crisis through several channels including trade, investment, financial market and price movement, in turn, affected the demand for labour and income level of workers in Vietnam. The slowdown of the GDP growth has been mainly interpreted by the decrease of export turn-over and the FDI sector where used labour intensive technologies. To cope with the global crisis, various economic stimulus and social protection policies have been adopted by the Government. As a result, though the economic growth rate was rather low and a number of workers has been laid-off, the economy has not been fallen into crisis. The growth of the economy in general and the industry in particular has been gradually improved. It is estimated that around 80 per cent of laid-off workers have found new jobs over the first 6 month, 2009 and the GDP growth rate will reach 5.2 per cent in 2009.
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1. Introduction
The current global economic crisis has been originated from a panic in the U.S. shadow banking system and a wrong in the U.S. subprime mortgage market. According to John Taylor (2009), “government actions and interventions caused, prolonged, and worsened the financial crisis. They caused it by deviating from historical precedents and principles for setting interest rates, which had worked well for 20 years. They prolonged it by misdiagnosing the problems in the bank credit markets and thereby responding inappropriately by focusing on liquidity rather than risk. They made it worse by providing support for certain financial institutions and their creditors but not others in an ad hoc way without a clear and understandable framework”
. The crisis erupted in late 2008 in the U.S. and then it rapidly hit the rest of the world including Vietnam.
In the context of globalization, Vietnam, a populous country with an abundant labour force of more than 46 million people and low qualification, has achieved a rather high economic growth rate. The economic growth on average reached at the rate of 7.6 per cent per year from 2000-2008, peak at 8.5 per cent in 2007. The main driver of the Vietnam economy was the industry, which grew at 10.2 per cent over period 2000-07. In 2008, gross domestic products (GDP) down to 6.2 per cent because of fall of the industry to 6.3 per cent and services to 7.1 per cent
. High growth rate but it is not sustainable due to the fact that the economic growth relies much on the investment expansion. Over period 2001-2007, the capital factor contributed 52.7 per cent to the GDP growth, mean while the factor of labour contributed only 19.1 per cent and the total factor productivity (TFP) contributed 28.2 per cent to the GDP growth
.
It is necessary to say that the Vietnam economy’s growth level depends heavily on the global economy. In terms of trade, the ratio of trade to GDP has increased rapidly, from 96 per cent in 2001 to 170.3 per cent in 2008. Export growth almost double GDP growth during the last 1 decade
. In 2008, export turn-over was equivalent with 78.2 per cent GDP and the US, EU and Japan were the Vietnam’s largest destination markets, accounted for more than 55 per cent of export turn-over
.
With the effectiveness of the Vietnam-US Bilateral Trade Agreement since early 2001, there has been an influx of foreign companies seeking site production in Vietnam, mainly in the field of labour intensive industries including clothing, footwear, electronics and heavier industry like steel. After World Trade Organization (WTO) accession in 2007, there was a further influx of FDI and foreign companies. FDI commitments soared to USD 64 billion in 2008. Among the amount of investment, FDI accounted for 31.5 per cent in 2008
. Furthermore, remittances of the oversea Vietnamese people have also played a considerable role for the economic growth. In 2008, the amount of this remittance reached about USD 7.2 billions or equivalent with 8 per cent GDP. Simultaneously, the blooming of the Vietnam financial market in recent years has attracted foreign financial investors. In September 2008, foreign investors held about 25 per cent stock market capitalization and nearly 30 per cent of total bond outstanding
.
Integrating into the world economy and pursuing the target of high economic growth rate based on the investment expansion, the economy has achieved a rather high growth rate on the one hand, but it also has to face many immanent difficulties in the integration process on the other hand, including: (i) trade unbalance, excess of imports over exports was about 27.8% in 2008; (ii) ineffective investment, the incremental capital output ratio (ICOR) increased from 3.4 in 1996 to 5.4 in 2007; (iii) inflation increased from 2007 and erupted from the first half of year 2008 leading to a race of interest rate of commercial banks, this created a barrier for a large number of enterprises in accessing the banking system and an unmet need of capital for enterprises.
The economy is rather open and its immanent difficulties obviously leading to a high sensitivity with external shocks. Analyzing impacts of the global economic crisis, this paper firstly determines the impact channels of the global crisis on Vietnam. Secondly, it observes macro-economic results and employment outcomes over the last 12 months of the global crisis. Finally, the paper is closed by main conclusions and prospects of the economy in the coming year.
This paper mainly uses data of the General Statistical Office (GSO); the survey of “Quick assessment of the global financial crisis on firms and workers” which carried-out by ILSSA in April-May 2009; and recent research papers conducted by domestic and international scholars.
2. Impact Channels of the Global Economic Crisis on the Vietnam Economy and   Labour Market
A closed economy will almost not be impacted by the global economic crisis; on the contrary, an opened economy will be strongly impacted by the crisis and the impact level depends on the openness of the economy with the rest of the world.
Based on the macroeconomic equality Y = C + I + G + (EX-IM)
Of which: 
Y is the aggregate demand of the economy or the national income
C is the households’ consumption
I is investment
G is the government’s expenditure
EX is export and IM is import
would see that the global economic crisis impacts directly on an opened economy like Vietnam through 3 channels: (i) changes of trade including export and import; (ii) changes of investment including the FDI inflow, financial investment of foreign investors on the Vietnam financial market and remittance of the oversea Vietnamese; and (iii) changes of households’ consumption and government’s expenditure mainly due to price movements of commodities including final goods as well as material, semi-goods for production and income fluctuations of the working population.
Being a developing country with low quality of technologies, Vietnam mainly export raw material and labour intensive goods as garment, footwear, etc. In the context of global economic recession, reduction of purchasing power in the world market especially the Vietnam’s largest destination markets including the US, EU and Japan has badly hit the export of the country, in turn reduce the national income.
The influx of FDI and foreign companies is interpreted by the advantage of abundant labour force and low wage cost for workers in Vietnam. The FDI inflows to Vietnam have mainly concentrated in labour intensive industries to produce export products. Therefore, it can be said that in case of global crisis, the more the FDI and foreign companies in Vietnam the more the risks for the economy. Due to economic crisis, the purchasing power in the world market decreased leading a reduction of orders/production contracts of foreign clients and withdrawal of foreign investors. As a result, the national income is lowered on the one hand and a substantial number of workers is laid-off on the other hand. This, to some extent, impacts on the households’ income and forces the households to reduce consumptions, particularly luxury and valuable goods or in other words, reduces the purchasing power in the domestic market, in turn, lower the growth of domestic investment and the demand for labour.
Therefore, the global economic recession has created a domino impact on the growth, investment, employment and income in Vietnam especially in the open economic industries as export production and FDI sectors.
3. Vietnam Economic Outcomes
3.1. Inflation

The global financial crisis happened when the inflation in Vietnam has already erupted. The inflation has started to increase since quarter III, 2007 leading to CPI 2007 reached 13 percent
 and continue increasing at a high speed in the first half of 2008.

The inflation in Vietnam is the combination of three types of inflations including cost-push, demand-pull and monetary inflations. Cost-push inflation is caused by external impacts due to petrol, gas and some other key materials has been imported from high inflation countries which led to a high increase in input prices, in turn high increase in output prices. Demand-pull inflation is originated from the heavily dependence of economic growth on the investment expansion which exceeds the economics’ absorbable capacity on the one hand, and physical resources are insufficient for the demand on the other hand. All those lead to high increase in market price. Simultaneously, a huge amount of cash in circulation caused the unbalance of commodity-money relations. Hence, the monetary inflation occurs
.
Figure 1. Monthly growth rate of consumer price index

from June 2008 to November 2009



 
Source: GSO (2008, 2009), Statistics on monthly CPI

Facing the inflation, the government has to prioritize the target of restraining inflation through monetary tightening and public investment rather than fostering development. As a result, inflation rate has been taken under control since the quarter IV, 2008. However, due to the high consumer price index (CPI) in the previous period, average CPI was still reached 23 per cent in 2008 
, it is the highest rate over the last 10 years. Moreover, increasing trend of CPI, even not so serious, since quarter II, 2009 has still showed the remaining risk of inflation.

3.2. Export and Import

Since October 2008, government’s policies have turned from inflation restrain to fight against economic downturn, sustain the macro economy and ensure social security in the context of global economic crisis. Due to reductions in the purchasing power, particularly in Vietnam’s major destination markets like the USA and Western Europe, export industries of textile and garment, leather and footwear, fine art, food, consuming goods, etc. have been in stagnancy, those have affected the GDP growth rate as 60 per cent of GDP come from export industries
.
The decrease of purchasing power has led to a lower price of commodities in the global market. Petrol price downed by 52 per cent; fertilizer by 33 per cent; steel by 31 per cent; price of plastic by 32 per cent; and price of cotton fiber reduced by 23 per cent
. This, to some extent has promoted the import but the more loosen monetary policy and the stagnancy of production have constrained the import. Consequently, though import has been recovered from the second quarter 2009, but very slowly.
Figure 2. Export-import growth rates
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Source:  GSO (2008, 2009) Media release of socio-economic data in 6 months, 9 months of 2008; 3 months, 6 months, and 9 months of 2009.
The growth rates of export and import turnover have declined since quarter IV 2008, especially since the beginning 2009. Over 8 months 2009, export and import turnover reduced by 14.2 per cent and 28.2 per cent respectively as compared to that in the previous year. While import has step by step recovered due to mainly the falling of the global market prices, export has continued to deeply fall down. For 9 months 2009, the crude oil export reached USD 4.8 billions, an increase of 8.6 per cent in term of export output but decrease of 45.6 per cent in term of the turnover. Similarly, the rice export reached only USD 2.2 billions, an increase of 34.1 per cent in term of export output but decrease of 7.8 per cent in term of the turnover; coffee export reached USD 1.3 billions, an increase of 14.4 per cent in term of output but decrease of 19.7 per cent in term of turnover; rubber export reached USD 734 million, an increase of 7 per cent in term of output bur decrease of 41 per cent in term of turnover
.
Figure 3. Rates of trade deficits
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Source: Calculated from Media release of socio-economic data in 6 months, 9 months of 2008; 3 months, 6 months, and 9 months of 2009 by GSO.
It should be noted that the turnover of export is normally lower than that of import in the case of Vietnam. In the context of economic recession, the export turnover is negatively influenced by the decrease of the global market price though the output of many export products is still increased. On the contrary, the demand for imports of machines, technologies and production inputs is also decreased due to the stagnancy of the Vietnam economy. As a result, both export and import turnovers are decreased but in this crisis period, the trend of trade deficit is narrowed.
3.3. Foreign Direct Investment and Tourism
Due to the crisis, FDI volume has dramatically declined in Vietnam. The committed investment amount in 2008 is USD 62 billion, while the number in 9 months of 2009 is as small as USD 12.6 billion, a reduction of 78.6 per cent as compared to that in the same period 2008. The situation of disbursed FDI was also worse off. Only was USD 7.2 billion disbursed in 9 months of 2009, a decline of 11.2 per cent. The decline of FDI inflows was mainly impacted by the quite low or even negative economic growth rate of Singapore, Japan, Taiwan, Korea, the US, Western Europe that has been the largest investors in Vietnam.
In the context of the global crisis, the FDI flows have concentrated in the field of real estate rather than in other industries. In 2007, around 25 per cent of the total capital of FDI was invested in the field of real estate; this figure increased to 36.8 per cent in 2008 and reached 60 per cent over 6 months 2009. This trend has not much created the improvement of economic restructure, employment as well as exports
.
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Figure 4. Investment growth rates
Source:  GSO (2008, 2009) Media release of socio-economic data in 6 months, 9 months of 2008; 3 months, 6 months, and 9 months of 2009.
There has no sign of FDI outflows in the case of Vietnam but due to the global economic recession, 71 FDI firms have been dissolved in early months of 2009
. This situation pluses the stagnancy of the FDI inflow have obviously effected the Vietnam economic growth in general and employment in particular in 2009. 

The impacts of global economic crisis are clearly shown in the reduction in the number of foreign visitors to Vietnam. The number of foreign visitors in 2008 is just 0.6 percent higher than that in 2007
 due to sharp decrease of tourists since quarter IV 2008. Particularly, 6 months of 2009, the number of international visitors to Vietnam shrank heavily to 19.1 percent as compared to that in the previous year
.
However, in line with the recovery sign of the world economy, the number of foreign visitors has been increased in quarter III 2009. As a result, the number of foreign visitors over 9 months 2009 lowered than 16 per cent as compared to that in the same period of the last year instead of 19.1 per cent as in the 6 months 2009.
3.4. GDP Growth

The world economy is stagnated, the purchasing power is declined while the Vietnam industry has been mainly relied on subcontracts, order by multi-international companies, hence  the growth rate of value added of the industry has been decreased. This rate was increased only 6.1 per cent and 4.5 per cent in 2008 and over 9 months 2009 respectively. The output of Industrial production increased 6.5 per cent for 9 months 2009 as compared to 16 per cent and 17.1 per cent for the same periods in 2008 and 2007 respectively. The increase of 17.6 per cent of crude oil exploitation showed that non-oil industry has made a poor growth rate as compared to that in the year earlier
. This is a challenge for Vietnam’s economic recovery process.
Agriculture has been perhaps less and slowly affected by the global economic recession. The global price “shocks” has brought both negative and positive impacts on a number of Vietnam agricultural products. The increased prices of rice and rubber in 2008 promoted the Vietnam agriculture sector. The Value added growth rate of agriculture-forestry-fishery in 9 months 2008 was 3.6 per cent, but the rising prices of fertilizer and foodstuff for cattle also caused trouble for the Vietnamese farmers. Furthermore, the downturn of prices in 2009 has negatively affected the value added growth rate of agriculture-forestry-fishery. For 9 months 2009, this growth rate reached only 1.6 per cent in comparison with 3.6 per cent in the same period 2008.
Figure 5. GDP growth rates
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As a result, GDP growth rate was rather low. Due to sharp decline in quarter IV 2008, the GDP growth rate in 2008 was only 6.2 per cent, much lower than the average growth rate over period 2000-2007
. In 2009, the economy downturn reached the bottom in March 2009 and then it has been gradually improved. The GDP growth rate was only 3.1 per cent in quarter I 2009; then it reached 3.9 per cent and 4.6 per cent over 6 months and 9 months 2009 respectively.
3.5. Government’s Responses: Stimulus Packages and Monetary Policy
Before the crisis, the Vietnam economy has fallen into a status of inflation danger since 2007. In order to combat the acceleration of the consumer price index (CPI), the State Bank of Vietnam (SBV) asked the commercial banks and financial entities to increase the rate of compulsory reserve by Decision 187/2008/QĐ-NHNN dated January 16, 2008 and continuously raised the key interest rates in order to absorb and control the money supply. From February 1st 2008 to June 11th 2008, the interest rates were adjusted 3-times by the SBV, the prime rate was increased from 8.75 per cent to 14 per cent, refinancing rate from 7.5 per cent  to 15 per cent; and rediscount rate from 6 per cent to 13 per cent. Nonetheless, public expenditures were also reduced. As a result, inflation has been controlled since the end of quarter III, 2008.
However, the global financial crisis since late 2008 has challenged the Vietnam economy. In its response, the Government started to move from the prioritized objective of inflation control to that of proactive prevention of economic downturn. The Government has executed the economic stimulus packages worth VND 150 trillion (equivalent to US$ 8 billion) to be broken down as:

· VND 17 trillion for interest subsidy of bank loans;

· Temporary recovery of  capital construction advance of VND 3.4 trillion;

· State budget advance of VND 37.2 trillion to implement a number of urgent projects;

· Rollover of the 2008 planned investment capital resources worth VND 30.2 trillion to the 2009 plan;

· To make additional issuance of Government bonds worth VND 20 trillion;

· Tax reduction of VND 28 trillion;

· To make an increase of credit guaranty outstanding worth VND 17 trillion;

· The other stimulus expenditures.

Simultaneously, the monetary policy has been more eased to support production and trade activities. In May 28th 2008, the SBV issued Decision 1141/QĐ-NHNN that allowed the commercial banks and financial entities to lower the rates of compulsory reserve and key interest. From October 21st 2008 to February 1st 2009, interest rates were adjusted 6-times. The prime rate was down from 13 per cent to 7 per cent; refinancing rate from 12 per cent to 7 per cent; and rediscount rate from 12 per cent to 5 per cent. Moreover, the interest rate for the compulsory reserve [that the commercial banks have to save at the SBV] has increased from 1.2 per cent to 3.6 per cent since September 2008 in order to support the process of cutting down the lending-interest rate. All those policies in combining with the ceiling lending interest rate of no more than 150 per cent of the prime rate have supported both banks’ costs as well as enterprises’ credit access. As a result, the total liquidity and credit operations increased properly. In 2008, the total liquidity increased by 20 per cent and credit amount was up by 23.58 per cent while these numbers in the first 7 months of 2009 were 20.22 per cent and 22.61 per cent respectively
.

In the context of the interest rate subsidy package that has been implemented since early 2009 in order to support production and trading activities and the profit level of the commercial banks was relatively optimistic for 6 months 2009, the SBV has lowered the interest rate of the compulsory reserve from 3.6 per cent to 1.2 per cent since August 2009 meanwhile still maintained three key interest rates as well as the ceiling lending rate.

Under the scheme of interest rate subsidy, institutional and individual borrowers have been enjoyed interest rate subsidy at commercial banks and finance companies in line with ordinary lending mechanism (Decision No.131/QD-TTg of January 23,2009, Decision 443/QD-TTG of April 4, 2009 and Decision 497/QD-TTg of April 17,2009), the Vietnam Development Bank and the Local Development Investment Funds (Document No. 667/TTg-KTTH of May 5, 2009) and the Vietnam Bank for Social Policies (Decision No. 579/QD-TTg of May 6, 2009).

Up to December 2009, the total loan outstanding of the interest rate subsidy scheme was reached VND 405 trillion; of which the SOE accounted for 16 per cent, the private enterprise sector accounted for 68 per cent and the cooperatives and households accounted for 16 per cent. It is estimated that in year 2009, the stimulus packages will spent: VND 10 trillion for interest rate subsidy; VND 20 trillion tax reduction, exemption; VND 60.8 trillion for development investment; and VND 9.8 trillion for other expenditures including rice, gas, petrol and regular expenditure of social protection.
However, the implementation of the stimulus packages also created some negative effects especially the interest rate subsidy scheme. It is reported that only 20 per cent of the enterprises accessed this policy. Moreover, the inspection implemented by SBV indicated danger of loan abuse. Nearly 4000 loans with total amount of VND 8.3 trillions did not meet the objectives as designed by the stimulus packages. Those have created the unfair competition between enterprises
.
4. Impacts of the Crisis on the Vietnam Labour Market
4.1. Workers’ Employment and Incomes
Pursuing the target of high growth rate in order to narrow the economic gap and promote faster the labor restructuring from agriculture to non-agriculture sectors in the situation of low qualification of human resources, Vietnam economic growth has derived by the investment expansion and labour intensive model in order to take full advantage of cheap labour price and mitigate the employment pressure. As a result, the majority of private and FDI capital has concentrated in the field of garment, footwear, electronic assembling, etc. and most of those processing products have been exported to such large markets as the USA, Western Europe and Japan 
. Therefore, when the global economy, particularly the economy of such countries fall into crisis, the Vietnam economy is obviously being staggered, in turn, affected negatively on the labor market, employment and income of the workers in enterprises, handicraft villages and in rural areas as well.

Workers in enterprises: Due to the impacts of the global economic crisis, revenues of 24.8 per cent and 38.2 per cent of the enterprises have been decreased in 2008 and 2009 respectively
. In this context, many enterprises had to narrow the production size. Consequently, a number of employees was either laid-off or underemployed.

[image: image5]
According to MOLISA’s data, 67 thousand employees were laid off in 2008, accounted for 16.3 per cent total employees of reported enterprises, of which female workers accounted for 25.5 per cent. During the first 6 month 2009, about 107 thousand employees were laid off, accounted for 18 per cent of total employees of reported enterprises, of which female workers made up 31 per cent
. The faster trend of laid-off female workers was due to the fact that lost jobs have been mainly happened in industrial parks (IPs), export production zones (EPZs) where dominated by female workers. They accounted for about 60% of total workers in IPs and EPs
.

Simultaneously, there have also enterprises that expanded production size and increased demand for labour. However, enterprises’ increased trend of demand for labour has decreased under the context of crisis. In 2008, about 29.8 per cent of the enterprises expended the labour size, this figure slightly decreased to 28.4% in 2009
. Among the enterprises with expanding labor scale, 12.9 per cent have the rate of expanding exceed 20 per cent in 2008 but this rate decreases to 5.5 per cent in 2009. As lost job and labour shortage happened in the same time, 80 per cent of the laid off workers found new jobs
. Therefore, the size of unemployment in Vietnam is not really high.

Losing job means workers lost the regular income source. In fact, the situation is much worse off as a number of employers do not terminate labor contract to avoid compensation payment, and in some cases, monthly wage payment, social insurance and health insurance contributions that enterprise still owed the workers. Employers adopted the negative solution of asking workers to take leave with 70 per cent of the basic salary, equivalent to several hundreds of thousand VND per month
. After a short time, such workers have to unilaterally quit job to find another one
.
For employees in the export production sector as textile and garment for example, the growth rate of their average income has been slowed in 2008 as compared to that in 2007. Conversely, the growth rate of workers’ income in essential products as foodstuff and plastic products which mainly sold in the domestic market still remaining at the same level as it was. This reflected impacts of the global crisis on workers’ income in late 2008. Workers’ income has been clearly affected by the crisis since the beginning 2009. Before the crisis, workers were paid about VND 2 million per month for 12 working hours per each of 4 days in a week. They even could earn about VND 3 million per month if they worked more overtime in Saturday and Sunday. In the period of crisis, no overtime and extra works due to lack of orders reduced workers’ income. Their income was reduced to VND 1.3 million per month
.
Figure 6. Average growth rate of workers’ monthly income in 2007 and 2008
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Source: - ILSSA (5/2009), Survey data on impact evaluations of global economic integration on employment in the textile and garment sector.

It is interesting to say that due to the crisis, the decreased demand for labour has led to a decreased number of strikes since quarter IV 2008. There were 649 strikes for 8 months 2008
, but for the last 3 months 2008 there were just 113 strikes more
. Over 9 months 2009, the number of strikes just equaled with 70 per cent as compared with that in the same period of the previous year. Particularly, in Ho Chi Minh City where the number of strikes decreased dramatically since 2009, up to September 2009, there were only 48 strikes happened as compared to 81 strikes in the same period of the previous year
.
Workers in handicraft villages: Vietnamese handicraft villages have been developed since the WTO accession also impacted negatively by the global crisis. Currently, there are about 2,790 handicraft villages providing job for nearly 11 million workers, including the old, the handicapped, children and farmers in leisure time. Under the impact of crisis, such villages are now facing a number of serious problems i.e. markets are narrowed, many signed contracts have been cancelled because clients are not able to pay; purchasing power in domestic market also sharply decreased
. From 2008 to quarter II 2009, more than 37 thousand workers of handicraft villages lost jobs, of which female workers accounted for 45 percent
.

Workers’ income in handicraft villages is 3-4 times higher than the one doing in agriculture. Now, due to job lost, many workers have to switch to agricultural activities in the context of limited cultivation land. This leads to a rise of underemployment in rural areas.


[image: image7]
Rural workers: In the situation of economic recession, the Vietnam rural economy is recognized as “a container” to contain laid-off workers from non-agricultural sectors and oversea-workers returned the country before the end of contracts. Under the context of low arable land per capita, high underemployment and huge entrants annually, the return of laid-off workers has pushed the rural labour market into the stagnant.


[image: image8]
Most of laid-off workers in IPs, EPZs and overseas working are rural people, they accounted for 70% total workers in IPs and EPZs
. Over the first fourth month 2009, the rate of migrants who lost jobs and must returned their hometown in rural areas accounted for 21.7 per cent of total rural migrants, of which the number of laid off workers from industrial parks, export zones, urban areas accounted for 36.9 per cent; the oversea workers accounted for 17.2 per cent of total oversea rural workers
. It is necessary to note that among migrants get back their hometown in rural areas, only 11.3 per cent found new job, of which 5.3 per cent in the agricultural sector, 6 per cent in industry and service sectors
.
Rural workers working in the urban informal sector and not getting back their hometown in rural areas have been also affected by the crisis due to the decline of demand for labour in this sector. In 2008, the demand for those workers has decreased much as compared to that in 2007. In the first months of 2009, the situation was worse off. In 2007, for every 10 day, each rural worker in the mobile market could be hired for about 7 days, in 2008 this figure reduced to 3-5 days, in 2009 the number of working days continues to be decreased
.
It can be said that many rural households’ income sources relies on remittance of their household members not only from IPs, EPZs and overseas but also from “mobile market” in urban areas. Due to the crisis, this income source has been cut-off or reduced. This combined with seasonal characteristics and risks of agricultural cultivation have negatively impacted on rural households’ living standards.


[image: image9]
In line with the recovery of the economy and new-launched social protection policies, the situation of the poor and near poor has been positively improved in recent months. Up to September 2009, the number of households in hunger was decreased 40.8 per cent and cohorts of people in hunger were decreased 37.6 per cent as compared to that respectively in the same period of the last year.
4.2. Government’s Responses: Social Protection Policies

In the situation of the problem on laid-off workers that has been emerged since 2008, the Prime Minister has issued Decision No. 30/2009/QĐ-TTg dated February 23, 2009 to solve this problem. According to this Decision:

(1) Enterprises that are not able to pay salaries, social insurances, job lost allowances or severance pay to their workers will be offered preferential loans. The maximum lending limit equals to the amount needed to pay salaries, debts and other payables to the jobless employees with the lending rate of 0 percent and the maximum lending time of 12 months. Vietnam Development Bank is responsible for launching the lending program.

(2) Laid-off employees of enterprises which have become insolvent will receive the remaining wage. Payroll costs will be advanced from provincial budgets and refunded from proceeds from the liquidation of the assets of the concerned enterprise.  In case the assets value is not sufficient, report should be sent to the Prime Minister for consideration. 

(3) Laborers lost jobs (including overseas workers who lost jobs and have to come back home before schedule) are entitled to borrow loans with preferential interest rate from the National Job Creation Fund to create employment; entitled to borrow loans for job training following the Decision No.157/2007/QĐ-TTg dated 27th Sept 2007 on credit for disadvantaged students in 12 months since the unemployed date; entitled to borrow loans from the lending program of overseas workers for definite term following the SBV's Decision No.365/2004/QD-NHNN dated 13th April 2004 in 12 months since the unemployed date or the date of coming back home. Bank for Social Policies is responsible for launching the lending program.

Moreover, the Government has also issued a series of social protection policies during the economic recession period, including:

(1) Decree No.101/ 2008/ND-CP dated September 12th 2008 on adjustment of pension, social insurance allowance and monthly allowances for retired communal officers;
(2) Decree No.105/ 2008/ND-CP dated September 16th 2008 on adjustment of allowance for the national devotees who rendered contribution to the national revolution;

(3) Decision No.81/QD-TTg dated January 15th 2009 on continuation to provide allowance for wage-earners whose income with  coefficient (lower than 3.0);

(4) Decree No.110/2008/ND-CP dated October 10th 2008 on regulation of regional minimum wage for workers in domestic companies, enterprises, cooperatives, cooperative groups, farms, households, individuals and other organizations of Viet Nam that employ workers; and Decree No.111/2008/ND-CP dated 10/10/2008 on regulation of regional minimum wage for Vietnamese workers employed by FDI enterprises, foreign agencies, organizations and individuals in Viet Nam;
(5) Resolution 30a/2008/NQ-CP dated December 27th 2008 on program for fast and sustainable poverty reduction in 61 poor districts;
(6) Decree No.127/2008/ND-CP dated December 12th 2008 on implementation of unemployment insurance under the Social Security Law;
(7) Decision No.167/2008/QD-TTg dated December 12th 2008 on support on housing for poor households;
(8) Decision No.497/QD-TTg dated May 6th 2009 on preferential interest rate of loans for procurement of equipment and materials for agricultural production and materials for rural housing construction;
The Government has increased budget in order to ensure resources for implementation of the social protection policies. In 2008, budget allocated for this purpose was VND 52 trillion equivalents to 3 per cent of total State expenditure, of which VND 19 trillion was sent directly to beneficiaries, VND 28.9 trillion for increase of minimum wage and adjustment of pension and allowance for national devotees and workers with low wage. In the first quarter of 2009, VND 16.7 trillion was supplemented, an increase of 8 per cent as compared to it was in 2008. Particularly, up to June 2009 each of 61 poor districts has been provided VND 25 billion to implement projects of poverty reduction. Nonetheless, there have 37 economic corporations, enterprises agreed to support for 57 poor districts. Morever, in 2008 over 40,000 tons of rice was delivered free of charge for people in areas affected by natural calamities and hunger; water fees and other fees and contribution were removed; support 12 preferential credit programs valued VND 12 trillion, etc. 
Government’s policies and activities in recent times have strengthened the belief of enterprises and employees on government’s capacity to help the economy to resist the negative impact of global economic crisis. The recent economic recovery has created a positive prospect for the coming years. It is estimated that the GDP growth rate in 2009 will be 5.2 per cent and the rate of poor households will be reduced to 11 per cent as compared to 12.1 per cent in 2008
. 
However, the target of ensuring the social protection still faces many challenges. Firstly, though the rate of poor households reduced to 11 per cent but it is based on the poverty line since 2006 hence, it is not suitable for the present time due to the impacts of inflation.
Secondly, the Decision No. 30/2009/QĐ-TTg is not so feasible due to the following reasons: (i) the policies only support for laid-off workers in 2009 meanwhile there has a large number of workers that already laid-off since 2008 due to the economic recession; (ii) criteria for enterprises to be supported is too tight, not suitable with the actual context of Vietnam. The policy stimulates that to be supported, enterprises must cut off at least 30 per cent of the total workers (not including the seasonal workers with contract less than 3 months) or the enterprises must cut off at least 100 workers. Meanwhile, 97 per cent of total enterprises have the labour size of less than 300 workers, the number of enterprises with less than 200 workers accounted for 95 per cent, the number of enterprises with less than 50 workers accounted for 87 per cent of total enterprises
. Therefore, only small number of enterprises and workers accessed this policy. Up to end of June 2009, only 4 enterprises can get loans and just 728 workers were supported by this decision
.
Thirdly, among laid-off workers, a high proportion is low-skilled and un-skilled workers, many of them are seasonal workers with contract of less than 3 months. They are not covered by the Vietnam Social Insurance Agency as stipulated by the Law of Social Insurance, hence those laid-off workers have no insurance and also have no right to access Decision number 30/2009/QĐ-TTg.
5. Conclusions
5.1. Main Findings
Integrating into the world economy and pursuing the target of high economic growth rate based on the investment expansion, the economy has achieved a rather high growth rate on the one hand, but it also has to face many immanent difficulties in the integration process on the other hand, including trade unbalance, ineffective investment and inflation increased from 2007 and erupted from the first half of year 2008 leading to a race of interest rate of commercial banks, this created a barrier for a large number of enterprises in accessing the banking system and an unmet need of capital for enterprises.

In order to combat the acceleration of inflation, a series of tightened monetary policies was adopted. The government asked the commercial banks and financial entities to increase the rate of compulsory reserve and continuously raised the key interest rates in order to absorb and control the money supply. As a result, inflation has been controlled.

The global economic recession has directly impacted on Vietnam’s open economy since the end 2008 through channels of investment, trade, and price fluctuations of commodities in the world market.

The FDI inflows to Vietnam have mainly concentrated in labour intensive industries to produce export products. Under the context of the global economic crisis, the purchasing power decreased leading a reduction of orders/production contracts of foreign clients and withdrawal of foreign investors. The number of foreign visitors to Vietnam also decreased in this context. The decline of FDI inflows and foreign visitors was mainly impacted by the quite low or even negative economic growth rate of Singapore, Japan, Taiwan, Korea,  USA, Western Europe because they accounts for the major part of FDI and visitors to Vietnam. Consequently, the national income is lowered on the one hand and a substantial number of workers is laid-off on the other hand.
Vietnam mainly export raw material and labour intensive goods as garment, footwear, electronic assembling, fine art and foodstuff, etc. The reduction of purchasing power in the world market especially the Vietnam’s largest destination markets like the USA, EU and Japan has badly hit the export of the country. The decrease of purchasing power has led to a lower price of commodities in the global market. This, to some extent has promoted the import but the stagnancy of production originated from the decrease of purchasing power has constrained the import. As a result, the import has been recovered but rather slow. While import has gradually recovered, export has continued to deeply fall down. Those have impacted on employment in Vietnam, particularly employment in export production enterprises and handicraft villages.
GDP growth rate has been impacted especially in the industry sector. However, the Vietnam economic recession seemed to reach the bottom in quarter I 2009. Economic growth indicators have been improved since quarter II 2009.
Unfortunately, Vietnam economic growth has derived by the investment expansion and labour intensive model in order to take full advantage of cheap labour price and mitigate the employment pressure. The Vietnam economy is obviously staggered under the global crisis context, in turn, affected negatively on the labor market, employment and income of the workers in enterprises, handicraft villages and in rural areas as well.

The stagnancy of many enterprises’ production led to a number of employees with a majority of rural migrants was either laid-off or underemployed. Income level of workers has been clearly impacted by the crisis since the beginning 2009. However, most of laid-off workers have re-entered the labour market in line with the recovery of the economy.
In handicraft villages, various workers, most of them are rural migrants also lost jobs due to the crisis. They have to switch to agricultural activities in the context of limited cultivation land. This might contribute to a higher underemployment rate in rural areas on the one hand and negatively impacted on rural households’ income on the other hand.
In the situation of economic recession, the Vietnam rural economy is recognized as “a container” to contain laid-off workers from non-agricultural sectors and oversea-workers returned the country. However, due to low arable land per capita, high underemployment and huge entrants annually in rural areas, the return of laid-off workers has pushed the rural labour market into the stagnant. On the other hand, rural workers working in the urban informal sector and not getting back their hometown in rural areas have been also affected by the crisis due to the decline of demand for labour in this sector.

Shortly, the global economic recession has created a domino impact on the growth, investment, employment and income in Vietnam especially in the open economic industries as export production and FDI sectors. Coping up the global crisis, the Government has promptly launched and implemented a series of policy responses in order to stabilize the economy and ensure the social security. Among various responses, the economic stimulus packages which concentrated in the interest subsidy package to support enterprises, households and laid-off workers are recognized as very effective and timely responses.
5.2. Prospects for 2010

The Vietnam economy prospect in 2010 depends much on the recovery of the world economy especially the developed countries like USA, Western Europe, countries in Eastern Asia on the one hand and the Government’s responses on the other hand. In terms of external impacts, the world economy has showed a sign of recovery, especially the US since August 2009. This implies that the Vietnam economy has better chances to take off as it was before the crisis because trade activities will be improved and investment from foreign investors will be increased. In terms of Government’s responses, the second stimulus packages will be launched in order to foster the economic growth and social security. Meanwhile, SBV continues to control the scope and speed of growth of liquidity and credit in combination of management of interest and exchange rates as at present time; simultaneously, the Bank will continue to manage the monetary policy instruments in an active, flexible and prudent manner in order to limit credit and liquidity growth at the rate of 30 per cent and gradually decrease them in the following years. 
All favourable conditions as mentioned above draw a nice picture for the Vietnam economic prospect. It is expected that the economic growth will be above 6.5 per cent and inflation rate will be controlled under 10 per cent for year 2010. Obviously, control the inflation is a very heavy task for Vietnam in 2010 due to the recovery, increased prices of energy and food will create pressures on inflation because those two commodity groups account for 50 per cent in the good basket which is used to calculate the CPI. Moreover, the second stimulus packages will also create another pressure on the danger of inflation in 2010.
In 2010, the increase of investment including domestic investment and FDI inflows will create more jobs for workers. Handicraft workers will also have more chance to work due to increases of consumption demand from foreign clients. People especially rural people will have more chances to work overseas. All those will stimulate the development of the Vietnam labour market. As a result, the households’ living standards will be improved. However, it must be noted that the pressure of inflation is still existed. It may be one among other causes of conflicts on wage between workers and employers as already happened in 2007 and 2008.
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Box 1. The enterprise survey on impacts of global economic crisis 





In April 2009, ILSSA in cooperation with Department of Labor-Wage (MOLISA) conduct the survey on impact of global economic crisis on enterprises and employment, income. 


1. Objectives:


- Quick assessment on impacts of the global economic crisis on employment and income of workers in enterprises; 


- Assessment on the accessibility of enterprises to government’s supporting policies and enterprises’ solutions. 


2. Respondents: Employer or representatives of the employer 


3. Survey method: face to face interview at the enterprise, conducted by staff of Departments of Labor, Invalids and Social Affairs in localities and supervised by ILSSA’s researchers and Department of Labor-Wage’s staff. 


4. Survey sample: 


- Of the 1661 surveyed enterprises, 327 are SOEs, accounting for 19.7%; 1006 are private enterprises, accounting for 60.6%; and 328 foreign invested enterprises, accounting for 19.7% of the sample. 


- Of the 1661 surveyed enterprises, 40% is in export industry; 74.5% are SMEs (with less than 300 workers) and 25.5% large enterprises. 


5. Survey sites: The survey is conducted in 16 provinces representing for different economic regions in Vietnam. 


6. Duration: 30 days from April 4, 2009.


7. Content: 


- Changes in enterprises’ revenue and investment 


- Changes in labor scale, cut-off employment and workers’ income 


- Characteristics of laid off workers 


- Enterprises’ accessibility to government’s supporting policies 


- Solutions have been and are going to be applied by the enterprises to cope with crisis 


8. Main findings


Global economic crisis has posed negative impacts on enterprises, particularly in the private, FDI sectors and export production sector of industries as textile and garment, leather and footwear, construction, and transportation. 


Enterprises have applied a number of solutions to cope with the crisis such as labor rotation; reduction of working hour and working shift; allowing workers to take leave; staff downsizing, etc. For some enterprises, these are effective solutions to keep the labor force stable and retain skilled workers. 


However, some enterprises keep the labor underemployed, unpaid leave or 70% of the basic wage paid leave, take long leave in order to make the workers feel tired and quit job voluntarily, therefore enterprises shall not have to pay compensation as stipulated by the labour code. 


Source: ILSSA (7/2009), Draft Report on Enterprises survey on global economic crisis’s impacts on enterprises, employment and income. 








Box 2. Vietnam handicraft villages in the context of global economic crisis 





1. Bat Trang Commune in Hanoi city has 60 small-sized businesses and two army enterprises involved in ceramics and porcelain production. Before 2008, local household producers employed around 10,000 migratory workers. Due to the crisis, this figure was reduced by 60 per cent.


2. Dong Ky handicraft village in Bac Ninh province is also hit by economic crisis. With 140 enterprises and 20 co-operatives, the village used to create employment for about 6,000 local workers and 10,000 workers from neighboring localities. At present, number of workers in the village has reduced by 2/3.


Source:	1.- CAF/VASS, WB and Oxfam GB (2009), Case studies on formal sector: Enterprises and workers in industrial parks. The paper is conducted under the project “Overall rapid assessment on social impacts of economic crisis in Vietnam.


2.- MOLISA (7/2009), Job lost situation due to economic downturn in the first 6 months 2009 and the implementation of Decision 30/2009/QĐ-TTg dated 23/2/2009.





Box 3. Survey on affects of economic recession on rural people


and impacts of social protection policies





This survey is conducted by Institute of Policy and Strategy for Agriculture and Rural Development (IPSARD) as the request of the national Assembly’s Economic Committee.


1. Objective: Assessing the affects of economic depression on rural people and impacts of social protection policies 


2. Target group and information collection method: The target groups are farmer households. The information is collected through discussion and gathering idea through questionnaires. 


3. Survey fields: 4 provinces of An Giang, Binh Thuan, Lang Son and Nam Dinh representing for 4 different regions 


- Nam Dinh province: represents for the Red River Delta with diversified production system and migrant 


- Lang Son province: represents for the Northern mountainous area with ethnic minority groups and disadvantage communes


- Binh Thuan province: represents for the Central area 


- An Giang province: represents for the Mekong delta area


 4. Sample scale and pattern 


- 584 surveyed communes in 4 provinces, of which 45.9% communes in the delta area, 42.8% in the mountainous area, 4.1% in the midland and 7.2% in the coastal area. 


- 85% of the communes have 50% of the income from agriculture-forestry-fishery. Non-agriculture communes account for nearly 4%.


5. Content of assessment


- Employment of local workers including returned migrants. 


- Farmer households’ expenditure and poverty


- Production activity of agriculture-forestry-aquiculture, handicraft and small size industry.


Source: IPSARD (5/2009), Reference Report No.1, Affects of economic recession on rural people and impacts of social protection policies.





Box 4. Farmers “tighten their belts” 


Economic depression makes farmers, who are already economical, to “tighten their belts” and cut off expenditure both for living and investment. 


According to IPSARD’s survey, up to 68.4% of the communes in 4 provinces have reduction in households’ expenditure for meat and fish. The number in An Giang and Nam Dinh province is up to 73.9% and 71.2% respectively.


Not only cutting expense on meat consumption, in 65.2% of the communes farmers do not spend money on expensive equipment. Meanwhile reduction in spending on construction is seen in 52.3% of the surveyed communes. 


Economic crisis has made near poor households fall into poverty. Rate of communes with poor households increases in most of provinces, particularly in mountainous areas and areas with economic difficulties.


Source: Kim Thanh (2/6/2009), Farmer in crisis: Serious job lost, expenditure cut off, http://www.cpv.org.vn/cpv/Modules/News/NewsDetail.aspx?co_id=30106&cn_id=343449
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