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Vietnam Inflation: VAT Reduction Buffers Increasing Inflation Risks        

  

 Vietnam’s CPI release today printed at 1.4% YoY for February, stepped down from the 1.9% in January, 
with a large majority of the contribution stemming from higher transportation costs. 
   

 It should be noted that Vietnam’s VAT was reduced from 10% to 8% starting from 1 Feb for 
selected groups of goods and services. Some sectors such as telecommunications and financial services 
are excluded from the reduction.    
 

 The VAT reduction will reduce inflationary pressure with a once off reduction in the price level which 
will favour the YoY growth rates for the remaining of this year. This notably leaves more room for 
the SBV and government authorities to manoeuvre policy. This step is especially important as 
Vietnam faces inflationary pressures on multiple fronts.       
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Contribution to CPI Inflation: Transportation cost was still the main driver despite having 
relatively smaller weight of 10%. VAT reduction may have restrained inflation.
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 First, on the energy front, the pain from higher oil prices looks to have intensified. After keeping 
petrol prices low in 2021, the government has allowed petrol prices to rise in all 4 reviews since the 
start of 2022. This could be seen as a step to lift an increasingly heavy burden on the petrol stabilisation 
fund which has continued to remain at precariously low levels. (See bottom left chart above) 
    

 Given the current Russian-Ukraine situation, Vietnam’s coal reliance on Russia (12% of coal imports 
from Russia in 2021) will exacerbate the worries from surging oil prices, in turn translating to higher 
energy cost or a transfer of burden to the authorities risking fiscal slippages. In addition, agricultural 
costs may increase given the reliance on fertiliser imports from Russia (10%). This may in turn 
translate to higher food costs. (See bottom right chart above) 
 

 Second, as mobility recovers in Vietnam together with tourism re-opening in March, inflation on 
the services components from culture, sports and entertainment may start creeping up. This will also 
benefit employment and wages which may lead to second round effects. At this juncture, these 
transmissions still remain muted. 
 

 Third, in the months ahead, Vietnam’s economy recovery program set at 4% of GDP which also include 
programs to boost public investment spending will provide additional support to aggregate demand. 
This will also be coupled with continued FDI inflows into the economy as structural trends towards 
building supply chain resilience continues. Demand side inflationary pressure may seep in.        
 

 All in, with inflation being muted by the VAT reduction and nowhere near the 4% target, the SBV will 
be afforded more room to keep policy rates on hold to support the economy.  
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