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Executive summary

Strong investment
flows increase the
risk of overheating in
Vietham

Vietnam has benefited from strong FDI in recent years

However, because of the strong FDI inflows combined with a tight
labor market, Vietham’s economy is hitting structural limitations,
which affects its ability to take on additional investment

Vietnam is attempting to address the tight labor market by
improving labor productivity and transitioning workers from the
agricultural to industrial sector

Improvement of
transport
infrastructure will be
key in bolstering
Vietnam’s logistics
performance
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Vietnam’s Master Transport Infrastructure Plan is ambitious in its
scope and timeline, seeking the expansion of port, air, rail, and road
capacity

Structural challenges to the Plan’s implementation remain, however,
with respect to land reclamation policies and government capacity

Infrastructure investment will grow by 7% and new seaport
investment will enhance Vietnam’s logistics performance and
economic productivity



Vietnam has benefited from strong FDI in recent years
But pressures are building that could weaken economic performance
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2023: $36.6bn
in FDI, +32%
from 2022
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FACTORS BOOSTING FDI

« US-China tensions

« Economic environment improvements
and labor cost competitiveness

« Government policy for tech and
manufacturing industries

* Infrastructure plan and investment

WHAT TO WATCH FOR

 Labor shortages
* Input cost pressures
* Logistics performance

« ESG-related concerns



Inflationary pressure likely to rise due to tight labor market
But productivity growth over the next decade may help drive capacity growth
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Policy Spotlight : Vietham

Industrial

The government is prioritizing strengthening the
supporting industries in the electronic and
semiconductor sectors and industrial parks
development.

Labor cost in Vietnam is 0.83 USD per hour; launching
programs to train workers and domestic firms in
supporting industries and facilitate the intra-ASEAN
movement of labor to bolster labor quality.

Infrastructure

Poor infrastructure has led to high logistics costs;
however, major infrastructure improvements are
underway.

Trade policy is focused on promoting economic
growth and development through trade liberalization
and integration into the global economy, while also
protecting domestic industries

New top-up tax for multinational corporations, setting
the effective corporate tax minimum at 15% starting in
January in line with OECD’s Global Minimum Tax; VAT
is 10% on most goods and services; and Property tax
varies by location and value of property.
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Bolstering supporting industries will allow
intermediate goods to be locally produced;
reducing the dependency on China.

Labor Cost

Neutral Lower costs

The development of eco-industrial parks will be a
key priority to attract more foreign direct
investment.

Labor Availability
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Plan to increase minimum wages by 6% in 2024;
will still be the lowest labor cost among ASEAN-6
economies.

Logistics Performance

Less Competitive Neutral More Competitive

Under skilled labor and labor scarcity are
bottlenecks. However, the governmentis
developing programs to increase labor quality.

Economic Impact
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Vietnam’s logistics costs account for nearly 20.9%
of GDP, double that of developed economies and
higher than the global average of 14%.

Sectoral Impact
Higher Cost Neutral

Lower costs

Public investment of ~$65 billion for infrastructure
development through 2030, prioritizing road, rail,
inland waterways, sea, and air transport.

Trade Barriers
Less Availability Neutral

More Availabilit
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Stands to gain the most out of ASEAN-6 through
regional trade liberation, including RCEP and
CPTPP, particularly on income levels (up 4.9%).

Incentives
Higher Cost Lower costs

Supports a rules-based multilateral trading system
and actively participates in negotiations under the
World Trade Organization (WTO).

Complexity
Less Availability Neutral More Availability
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Several measures to cushion higher CIT: non-tariff
zones, land incentives, improving infrastructure in
industrial zones and export-processing zones, and
exemption from indirect taxes.

Foreign companies are subject to a 1-10% foreign
contractor tax when working with a Vietnamese
party.
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Infrastructure investment forecasted to grow 7%
Mainly directed to increasing port, road, rail and air capacity

INVESTMENT IN TRANSPORT AND STORAGE
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Master Transport Infrastructure Plan: 2021 - 2030

POLICY AIMS

AIR
» Top upgrading priorities are Noi Bai, Tan Son Nhat, Long Thanh
= Aiming to have 29 airports in total, including 14 international
and 15 domestic ones by 2050
=  Major project: Long Thanh airport 40km from HCMC, which
aims to serve 100M passengers, 5M tons of cargo

ROAD/RAIL
= Scaling up of national highway from 1,290 to 5,000 km by

Expressway to be completed in 2024
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PORTS
= Developing seaport network to transport 1.4B tons of
cargo/year vs current capacity of 500M tons
= Buildout of ports - Binh Thuan to serve Son My 1 industrial
park, Lien Chieu to make Danang a regional hub and Can Gio
to relieve HCMC congestion



But structural hurdles often delay infrastructure plans
Without clear and short-term solutions that can speed up development

*  While the state owns land rights, they must compensate
landowners for acquisition

* Pricing is calculated by the state, so landowners often receive
less than market value and launch an appeal

* Appeals process is opaque, thus local authorities cannot move

forward with compensation and the project

DISPLACED PERSONS' EVALUATION OF COMPENSATION SCHEME
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Source: Pham, Westen, Zoomers (2013), Statista, Onyx
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1 Opaque land acquisition policies p. Government inexperience

Road and rail projects are expected to face more
delays/lower quality due to govt. inexperience

In contrast, state-owned operators of airports, ports have
more experience with upgrading programs

However, roads still account for almost half of freight
transported

FREIGHT IN VIETNAM BY TYPE OF TRANSPORT
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Public-private partnership is a potential solution
Vietnam performs better than regional and global average for PPP
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Key Assumptions

Scenario: '
Vietnam Port Investment

In this scenario, we explore the macroeconomic and logistics impacts of Vietnam’s
plan to modernize its transportation infrastructure with a focus on seaport investment
of nearly $14 bn by 2030.

The Viethamese government has prioritized port development as central to its
broader economic aims to develop a modern seaport system by 2030, with even
longer-term economic objectives stretching into 2050.

Through its Master Plan for seaport development, the government aims to upgrade
the system of seaports in northern Hai Phong city, with an aim of turning Lach Huyen
into a port serving container cargo, along with the port clusters in Thanh Hoa, Da
Nang and Khanh Hoa in the central region, and Cai Mep (Ba Ria-Vung Tau) and Tran
De (Soc Trang) in the south.

The Master Plan also supports the development of the region’s agricultural, transport,
energy, and tourism sectors and emphasizes sustainability.

© Onyx Strategic Insights . Reproduction by written authorization only.

50/50 split between public and
private investment totaling $13.7
bn, spread evenly from 2024 to
%8:2% with project completion by

Enhanced infrastructure attracts
FDI inflows at a rate of $0.20 for
every $1 of new infrastructure
spending

The spike in construction and
capital inflows drives up wages
and the exchange rate

The central bank raises interest
rates in response to inflationary
pressures

Improved infrastructure increases
total factor productivity




Port investment will improve economic productivity
Due to trade openness and technology transfer from foreign firms
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— Base Case

Seaport Master Plan

KEY INSIGHTS

Investment leads to
overheating and higher
inflation over the short- to
medium term

Rising labor costs are the
primary inflation driver

The Dong appreciates during
the construction ramp-up
phase, but then normalizes

Overall economic productivity
improves marginally over the
long-run due to positive
spillover effects from trade
openness technology transfer
from foreign firms



Modern infrastructure improves logistics performance
Customs and logistics competence transformation is needed to compete

with China

COST STRUCTURE IMPACTS

Labor cost drivers
% impact by 2035

Unit labor costs +4.8%

Productivity +1.0%

Commodity Costs
Oil price No change*

Non-oil commodities No change*

LOGISTICS IMPACTS

Global Logistics Performance Ranking
Percentile Rank

60 | 65 | 70 | 75 | 80 | 85 | 90 | 95 | 99 |

Enhanced Ol CHN SG

infrastructure [ VN \ |
moves VN to on-
par with Malaysia

f
Requires transformation of VN’s
customs and logistics
competence

Logistics Time and Cost Reductions

Port Call Duration -22% to -29%

Transport Costs -3.1% to -4.6%

*The overall benign macroeconomic impacts and the relatively small size of Vietham’s economy have a negligible effect on global commodity prices

Source: Onyx, Oxford Economics, World Bank, Bloomberg
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Get in touch Website Contact

onyxsi.com info@onyxsi.com

LinkedIn

https://www.linkedin.com/company/onyxsi
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Disclaimer

Onyx Strategic Insights ("Onyx", "Onyx SI", "We", "Our", or "Us") is a division of Expeditors International of Washington, Inc. ("Expeditors").

The information in this website, article, event invitation or other written form, or shared during or provided in materials as part of an event or other forum
(“Content”) is for informational purposes only. The views, opinions, analyses, estimates, predictions and/or strategies (“Views”) expressed in the Content are those
of the respective Onyx authors and/or speakers who publish and/or present the Content, and may differ from those of other Onyx employees and/or Expeditors
and its officers, directors, and employees. The Content is as of a certain date and is often based on current market and/or geopolitical conditions and is subject to
change without notice.

We do not guarantee the accuracy, completeness, timeliness, or availability of the Content. In preparing this Content, we have relied upon and assumed, without
independent verification, the accuracy and completeness of all information that was acquired from public sources. Any mention of third-party trademarks, brand
names, products and services is for referential purposes only and is not meant to imply any sponsorship, endorsement, or affiliation unless otherwise noted.
Copying, re-publishing, or distributing this Content is strictly prohibited without prior written consent from an authorized representative of Onyx.

The Content does not represent an offer or commitment by Onyx or Expeditors to provide any service. The statements in the Content are not intended to be
legally binding, and any references in the Content to services that may be offered by Onyx and/or Expeditors are subject to, and superseded by, the terms and
pricing set forth in the separate legally binding documentation and/or terms and conditions applicable to those service offerings. Nothing in the Content shall
amend the applicable documentation and/or terms and conditions.

The Content and Views are not advice on legal, accounting, trade compliance, tax, financial, investment, regulatory, technology or other matters. You should always
consult your own legal, accounting, trade compliance, tax, financial, investment, or similar advisors before making any relevant decisions. In no event shall Onyx,
Expeditors or any of its directors, officers, employees or agents be liable for any use of, any decision made or action taken in reliance upon, or any inaccuracies or
errors in or omissions from, the Content or Views.

The information in the Content does not include all applicable terms or issues and is not intended as an offer or solicitation for the purchase or sale of any service.
Our services are subject to applicable laws and regulations, as well as our service terms and policies. Not all services are available in all geographic areas or to all
customers. Credit is subject to approval. Rates and programs are subject to change. Certain restrictions apply.
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