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Will the world ever be the same again?

•1975 recession: slowdown of the engine of growth (Lewis, 1980)

•1980s debt crisis: the end of capital flows to developing countries

•1997 Asian financial crisis: the end of a growth model

•Current crisis: paradigm change and rethinking globalization

The Global Crisis and Long-run Implications for Vietnam

•Current crisis: paradigm change and rethinking globalization

In the midst of the current turmoil in the world economy and in 
economic thinking about the appropriateness of past strategies and 
policies, what are policy makers to do?



Vietnam’s economy before the crisis and the role of globalization

1. Growth was high and inflation low before the turmoil in mid 2008

2. Key to past success was structural changes favoring export-oriented 
industrialization and growth of the non-state sector, especially FDI (39% of 
industrial output), but the private corporate sector remains underdeveloped 
(only 24% of industrial output).  Vietnam, unlike China, has still not 
marginalized the SOE industrial sector.

3. Strong perception that growth of the superstructure (e.g., agriculture and 
industry) of the economy has not been accompanied by sufficient 
strengthening of the foundation, the social and economic infrastructure 
broadly defined.

4. Vietnam had a mini rehearsal of the global financial crisis in 2007-08–a 
massive increase in spending, financed by short-term external borrowing, 
which led tor Vietnam’s mini-crisis in the summer of 2008.



The economy before the crisis and the role of globalization

IMF, Vietnam: Article IV Consultation-Staff Report, April 2009



The Financial Crisis in the U.S. and Europe Sparked the Global Crisis



Fall out from the financial crisis worldwide

Stock market return index Stock market volatility index

Massive loss of wealth (around USD 25 trillion) with the collapse of equity 
values and home prices

Source: MSCI Barra, MSCI Global Market Indicies, online; Chicago Board Options Exchange, online data



Fall out from the financial crisis worldwide

Rate of Growth of Real GDP (%)

Worldwide economic downturn from the contraction of credit and loss of wealth



Fall out from the financial crisis worldwide

Growth rates of DC imports, LDC exports

Transmission to Developing Countries through International Trade and Finance

Net private capital flows to LDCs

IMF, World Economic Outlook, April 2009, online database



Fall out from the financial crisis: Vietnam

Actual (2002-08) and IMF Forecasted (2009-14) Real GDP Growth Rates

Growth impact in Vietnam & its neighbors

IMF, World Economic Outlook, April 2009, online database



Fall out from the financial crisis: Vietnam

Growth impact in Vietnam by Expenditure Component

Economist Intelligence Unit (EIU), Country Forecast: Vietnam, June 2009.



Fall out from the financial crisis: Vietnam

Impact on Exports and Imports

YOY monthly export and import growth rates (%)

Source: Vietnam General Statistical Office (GSO), online data



Fall out from the financial crisis: Vietnam

Impact on Exports to the U.S.

YOY Growth rates for US Imports: Total YOY Growth rates for US Imports: Clothing

U.S. International Trade Commission, online database.



Fall out from the financial crisis: Vietnam

Impact on Capital Flows

Vietnam Balance of Payments: 2006-09 (USD billions)

Trade & CA deficits
remain high

IMF, Vietnam: Article IV Consultation-Staff Report, April 2009

Portfolio & ST flows
virtually disappear

No serious shortfall
in FX is foreseen by IMF

FDI holds up 

Significant reduction in
net capital inflows



Fall out from the financial crisis: Vietnam

Impact on Government Budget

Vietnam Central Government Budget (as % of GDP)

Fall in revenue due to
fall in oil tax revenue 

IMF, Vietnam: Article IV Consultation-Staff Report, April 2009

No chg in expenditure
but shift from capital to 
current expenditure

No major impact on 
inflation or interest 
rates is foreseen by 
IMF



The Shape of Recovery

IMF forecasts of V-shaped growth recovery in developed countries

Forecasted Real GDP Growth Rates (%)
Past U.S. recessions were 
V-shaped, but things may 
be different this time:

1.Global scope makes 
exporting out of recession 
less effective.

IMF, World Economic Outlook, April 2009, online database

2.Fiscal response is 
unprecedented and will 
lead to large increase in 
the share of government 
in the economy, large 
fiscal deficits, high interest 
rates and rising taxes that 
will crowd out the private 
investment.



The Shape of Recovery

What an L-shaped recovery looks like

Real GDP Growth Rates in Japan (%)

IMF, World Economic Outlook, April 2009, online database



Long-term Implications for Vietnam

Prospects for “uncoupling” from developed countries

1. Intra-Asian trade and the global supply chain

2. Substituting domestic consumption for exports as a source aggregate demand

The absence of viable alternatives implies that Vietnam must redouble efforts to:

1. protect price competitiveness to further export-oriented industrialization

2. further structural changes required to raise investment efficiency

3. strengthen economic infrastructure broadly defined



Panic in the shadow banking system

• Shadow banking system vs. conventional banking system

• Why the shadow banking system was vulnerable to panic

• What sparked panic in the shadow banking system

Causes of the Global Crisis



Causes of the Global Crisis

Panic in the shadow banking system caused liquidity to contract
The spread between LIBOR and 3-month T-Bill rate

Source: Federal Reserve Board, online data



Causes of the Global Crisis

Flight to quality (US Treasuries) led “haircuts” in the repo market
The Repo “Haircut” (percentage discount) on Structured Debt

Gary Gorton, “Slapped in the Face by the Invisible Hand: Banking and the Panic of 2007,” Yale University, May 2009



Causes of the Global Crisis

Disintegration of Wall Street’s credit-generating mechanism cuts off 40% of the 
blood flow to the economy

Consumer and Real Estate Securitization: 2006-2008

Mike, Whitney, “Disintegrating Financial System: Haircut Time for Bond Holders,” The Market Oracle, March 12, 2009



Causes of the Global Crisis

Causes of the turmoil in the subprime mortgage market

• Macro policy failure

• Political failure

• Regulatory failure

• Market failure• Market failure


