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top risks

Welcome to StrategicRISK’s  
2014 Vietnam Risk Report, 
which looks at the major 

challenges facing corporates operating 
in a country that is changing so fast, 
regulators, employers and investors are 
all struggling to keep up.

The StrategicRISK Vietnam Risk 
Management Roundtable held in Ho 
Chi Min City brought together risk 
professionals from multinationals, state-
owned enterprises and the Pan-Asia Risk 
and Insurance Management Association 
(PARIMA) to discuss Vietnam’s risk 
landscape. There was plenty to talk about, 
with challenging economic conditions, 
supply chain disruptions, regulatory 
changes and natural catastrophes high 
on the agenda. 

This report is produced with the 
support of Zurich, and with the 
assistance of PARIMA. PARIMA’s aim is to 
strengthen and enhance the risk culture 
in the region through the creation of 
opportunities for education and dialogue 
within the risk-management community. 
It is a mission that sits comfortably with 
the aims of our publication, and we will 
be working with PARIMA members in 
the future to bring you comprehensive 
coverage of Asia-Pacific’s risk landscape.

Keep an eye out for future risk reports 
on countries such as China, Japan, South 
Korea, Taiwan and the Philippines – and 
our pan-Asia risk report and interactive 
webinar towards the end of the year.

IntroductIon

KeepIng 
up wIth 
changes Is  
a struggle

Sean mooney  
Asia editor

 EmploymEnt and 
political instability 

NOTE The risk bars indicate the world distribution of the particular risk, from the lowest  
scoring country to the highest. The lower the score, the lower the risk or exposure to the  
particular indicator (a lower score is always positive).

Risk Walls

Political Instability
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Country risk staCks  
The Risk Stacks chart shows a histogram 
of the countries’ riskiness. Countries are 
ordered by ascending Zurich Risk Room 
Metric with the lowest on the left to the 
highest on the right hand side. Within one 
bin, countries are ordered by ascending 
ZRR Metric from bottom to top.
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The Risk Stacks chart shows a histogram of the countries' riskiness. Countries are ordered by
ascending ZRR Metric with lowest on the left to highest on the right hand side. Within one bin,
countries are ordered by ascending ZRR Metric from bottom to top.
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Vietnam shows solid labour market fundamentals – employment-friendly labour 
regulation, a well-trained labour force despite some ongoing brain drain and finally 
salaries that are commensurate with productivity – on the back of a slowly but steadily 
recovering economy. some domestic and external headwinds remain, however, especially 
the risks of ongoing bank deleveraging and, above all, a sharper-than-expected chinese 
slowdown in H2 2014 and 2015. 

Employment

Risk Walls

Employment
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Employing 
workers 

Quality of 
labour

Brain 
drain

Pay and 
productivity

Employment 
of working-age 

population

Vietnam

Vietnam’s employment market is healthy, riding on 
a steady economic recovery and a stable political 
situation, although a few concerns remain
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Armed  
conflict risk

State 
failure
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Political 
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Expropriation

Vietnam
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Vietnam’s economic and political stability have been a major contributor to its 
impressive growth in the past two decades. A widening wealth gap, relatively weak 
protection of human rights and residual expropriation risk, however, mean that doing 
business in the country may remain challenging for (some) foreign corporations. 

Source: Zurich Risk Room

Political instability
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W hen StrategicRISK held its 
Vietnam risk management 
roundtable in Ho Chi Minh City, 
the country’s attending risk 

managers and insurance professionals had 
plenty to discuss. Challenging economic condi-
tions, supply chain disruptions, regulatory 
changes and natural catastrophes are all major 
challenges to corporates operating in Vietnam. 
Further, since the placement of a Chinese oil rig 
in the disputed waters of the South China Sea in 
May, which sparked anti-Chinese riots on the 
Vietnamese mainland, Vietnam’s risk landscape 
has become very interesting.

Roundtable contributors agreed that 
Vietnam’s top risks were primarily economic, 
with inflation, interest rates and integration into 
regional and global economic development all 
of concern. An overheating economy, global 
economic failure and price volatility are viewed 
as threats to the country’s economic wellbeing. 

Many argued that only 
a few corporations were 
actively managing market 
risks, with interest rate and 
foreign exchange risks 
causing large swings in 
firms’ profit and loss state-
ments. “We’re in a rela-
tively low interest rate 
environment, which is 
good from a corporate perspective but I’m not 
sure how many are thinking in the medium to 
long term if those interests rates increase,” one 
participant said. Chief risk officer at leading 
dairy producer Vinamilk Nguyen Trung said 
risk was “ a new concept” in Vietnam. “Major 
shareholders perceive risk in a way that is differ-
ent from the board of management and short-
term investors,” he added.

Vietnamese investment management and 
real estate development firm VinaCapital’s 
head of risk and compliance Ly Xuan Thu said 

economic risk was indeed one of Vietnam’s 
most pressing challenges. “The government is 
in the process of restructuring the banking 
sector because it has not performed well in the 
past and was affected by the economic crisis,” 
she said. “The government is trying to restruc-
ture the sector to review the non-performing 
loans (NPLs) and control the inflation rate, 
while still maintaining a reasonable economic 
growth rate. It established a company to buy 
NPLs back from companies to improve the 
liquidity of the local banking sector.” 
Furthermore, it seems that although the pub-
lished figure of NPLs is 4%, estimates of 10%-
20% are probably closer to the mark, much of 
this on the back of real estate lending. 

Supply chains and nat cats
Supply chain disruption was another major 
point of discussion, with water and electricity 
scarcity, labour imbalances, outsourcing and 

natural disasters all 
seen as threats. Thu 
said that natural catas-
trophes significantly 
affected the logistics of 
Vietnamese compa-
nies and their supply 
chains. “There is a 
threat of natural catas-
trophe every year in 

Vietnam, particularly in central Vietnam,” she 
said, adding that the country’s natural catas-
trophes exposure could make it difficult to 
secure appropriate insurance. Thu explained 
that firms often devised alternative risk man-
agement strategies. “Many manufacturing 
companies don’t even have factories in central 
Vietnam, as natural catastrophe is the big issue 
for the manufacturing sector there,” she said. 
“They establish distribution channels there to 
deliver goods or products, but they avoid that 
area during the high-risk time.”

The head of Ho Chi Minh City-based insur-
ance brokers Gras Savoye Willis Vietnam, 
Philippe Robineau, added that as major natural 
catastrophes such as landslides, typhoons and 
monsoonal floods were concentrated in the 
centre of the country, “capacity becomes a 
problem and risk management the solution”. 

Risk mitigation projects such as the creation 
of natural barriers to reduce the effect of 
extreme weather events are used in Vietnam. 
For example, mangroves have been planted to 
protect existing sea dykes by dissipating wave 
energy and stabilising the coast. However, all 
too often they are removed, such as during the 
widening of a coastal road in Da Nang. Dunes 
and vegetation that previously afforded some 
protection from wave strikes were removed 

top risks

Shutterstock

The most significant risks affecting this dynamic  
country with almost 90 million inhabitants are economic, 
but supply chain disruption, recruitment challenges, 
natural catastrophes and constantly changing  
regulations should also not be underestimated

Negotiating Vietnam’s
risk roundabout

“Major shareholders 
perceive risk in a way 
that is different from the 
board of management 
and short-term investors’’
Nguyen Trung, Vinamilk
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and many houses were subsequently destroyed 
and their occupants forced to retreat inland.

Although “storms come and go and their fre-
quency can be predicted”, as one participant put 
it, the unexpected threat is often the most dam-
aging. The Chinese oil rig incident is Vietnam’s 
latest ‘black swan’ event, with the resulting riots 
causing US$300m in insured losses out of a 
market of about US$1bn in premium. 

The head of Asia analysis and forecasting at 
IHS Country Risk Omar Hamid points out that 
the riots were the largest and most violent since 
the 1979 Sino-Vietnamese border war, resulting 
in the deaths of three Chinese nationals, hun-
dreds of factories being wrecked or looted and 
the government evacuating thousands of 
Chinese nationals. “A short-lived drop in overall 

Chinese investment in Vietnam is probable after 
the riots, but this is unlikely to extend to the can-
cellation of existing project,” Hamid said. 
“Although the Chinese government is keen to 
send a strong disapproving message to Vietnam 
over the riots, the official Chinese media have 
played down calls for rigorous economic and 
political sanctions. The Chinese government is 
aware that Vietnam’s geographical proximity, 
growing market for infrastructure development 
and likely participation in the Trans-Pacific 
Partnership trade agreement offer valuable trade 
and investment opportunities to Chinese firms.”

Uneven relationship
Nevertheless, as founder and chief executive 
of the strategic intelligence, risk and security 

management firm KCS Group Stuart Poole-
Robb points out, China’s need for Vietnam’s 
trade is far outweighed by Vietnam’s depend-
ence on China. 

In 2013, China was Vietnam’s fourth-larg-
est foreign investor, accounting for almost 
11% of pledged foreign direct investment, 
with a focus on the garment and textile sec-
tors. “Although prime minister Nguyen Tan 
Dung says he is looking at every possible 
avenue to stop the current Chinese expansion 
programme into what Vietnam sees as its terri-
tory in the East ‘China’ Sea, only one option 
appears to be available to bring the action to a 
halt: a physical, US-led, military presence in 
the region,” Poole-Robb said. “That is unlikely 
anytime soon. Current legal threats from the 

Central Ho Chi Minh City at twilight
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Vietnamese government are being considered 
as of no interest to Beijing, any more than 
those from other Asian countries or the rather 
empty rhetoric emanating from the White 
House at the moment.” A question mark now 
hangs over the country’s future as a haven for 
investment, Poole-Robb added. 

Head of JLT Asia Duncan Howorth said 
that Vietnam, when considered in aggregate, 
posed some substantial risks for investors and 

 
Top 10 risks
The top risks facing large corporates in Vietnam, according to VinaCapital’s head of risk and compliance Ly Xuan Thu:

1.  “Economic conditions (overheating economy, global economic failure and price volatility) 
 Right now, many factors contribute to this concern, for example the government setting up a company to buy back non-  
 performing loans from local banks and the balance between inflation risk and reasonable economic growth. Besides that, 
 the government restructuring state-owned enterprises to accelerate the equitisation process.

2.  Supply chain disruption (water and electricity scarcity, labour imbalances, outsourcing, natural disasters) 
 There is a threat of natural catastrophe every year in Vietnam, particularly in central Vietnam.

3.  Regulatory changes (compliance) 
 Vietnam is a member of the Association of Southeast Asian Nations and the World Trade Organization and the next step is to  
 join the Trans-Pacific Partnership  (TPP). Vietnam needs to look at the regulatory issues and adapt with the requirements of  
 development as soon as possible, and that is really a big challenge.

4.  Human capital (retention and acquisition of talent, succession plan, income disparity) 
 Vietnam is making an effort to integrate with the international and regional environment but still encounters labour imbalances  
 and human capital scarcity, particularly with skilled labourers. For example, it is difficult for international companies to fill top  
 management positions with local Vietnamese, so they have to hire expatriates to fill top management positions. Vietnam needs  
 to think about how to fill this gap in the future.

5.  Natural catastrophe (extreme weather, climate change) 
 Some big companies in Vietnam ask for complete insurance policies for supply chain systems from manufacturing until delivery  
 covering high-risk areas that are often affected by natural disaster. However, this does not mean that companies do not have  
 any mitigation risk strategies to reduce the loss for their companies.

6.  Market risk (foreign exchange, interest rate, investment development) 
 Mainly linked to capital markets, like the stock index that is up and down every day, always in an unstable condition.

7.  Failure to innovate (technology) 
 Particularly for the local companies when they need to compete with multinationals. For example, most Vietnamese consumers  
 still prefer foreign products rather than local brands.

8.  Reputation damage 
 In my view, reputational risk is very important with foreign companies because they know the value of goodwill assets, and  
 reputation is a big goodwill asset for a company. At the moment, local companies do not consider it a key risk for them,   
 because they are not multinationals at this stage.

9.  Cyber threats and vulnerabilities (hacking attacks, data loss) 
 The government is beginning to become aware of this with more attacks on online trading, so it will have a new law about that.

10.  Globalisation (TPP) 
 The strategy is to open the markets to multinational markets, but as well as benefits this will bring challenges for the country,  
 particularly for small- and medium-sized companies that might be hurt by this programme because of the lack of competitive  
 advantage to compete with multinationals. Vietnam needs to think about how to build a framework to protect the small and  
 medium-sized companies.”

companies. “Recent events have shown that 
these risks can quickly surface,” he said. “For 
example, the country is a substantial supply 
source in the textiles and garments sector as 
well as a manufacturing base for multination-
als. Be it political, social or natural (weather) 
related, these supply chains become exposed. 
Supply chain risk and business interruption 
are some of the least analysed risks and there-
fore most under-insured.”

Legal changes
Regulatory change is another risk of extreme 
concern to Vietnam’s risk professionals.  
One roundtable participant called the volume 
and frequency of legal change in the country 
“relentless”, while the perception appeared  
to be that regulatory change was not servicing 
and supporting business. “They can always 
find a grey area to squeeze you with,” was  
one comment. A good example is the new bid-
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An organisation must strike a balance between cost 
savings within its supply chain and the potential financial 
exposures from a disruption. The common mistake made 
by many organisations is focusing solely on finding the 
lowest procurement costs, without projecting what the total  
impact could be on revenue and reputation when risks are 
factored in.

Once an organisation has its comprehensive list 
of supply chain risk scenarios and develops a better 
understanding of potential disruption and recovery 
costs, it can start to ascribe a total cost of ownership to 
these risks. Too often, a company evaluates its total costs 
only after a traumatic event such as the 2011 earthquake  
in Japan.

Obtaining a picture of a company’s total risk profile should, 
ideally, include an analysis of exposures in addition to supply 
chain risks, such as the threat of natural disasters, man-made 
and technological risks, compliance risks, the political stability  
of territories in which the firm operates, economic stability 
of suppliers and intellectual property risks. 

There should also be consideration given to lost 
customers and slow customer response times if  
the supply chain is disrupted as well as transportation and 
reputation risks.

An organisation that has identified, prioritised and 
managed its risks and costs proactively is one that is well 
on its way to a more financially sustainable future, helped 
to a great extent by an appropriate level of contingent 
business income coverage for physical risks and supply 
chain insurance for non-physical exposures. 

Furthermore, many organisations find that integrating  
the management of supply chain risks into a captive offers 
greater flexibility, savings and control over their cost of risk. 
Some of the benefits of using a captive can include access 
to reinsurance capacity, freeing up premium allocation, 
securitising supply chain risks and funding risks assessments. 
Using transparent and consistent reports that form the 
captive infrastructure can assist senior executives in having 
a better understanding about the strategic impact of supply  
chain disruptions.

Zurich has worked with a number of experts in the field 
to better understand supply chain risk. These risk insights 
can be found at www.supplychainriskinsights.com.

thought 
leadership

how to calculate 
Supply chain coStS

LINDA CONRAD 
Director of strategic business  
risk at Zurich’s Global  
Corporate business

ding law that came into effect on  
1 July, aimed at, among other things, 
consolidating bidding-related regula-
tions scattered among various laws, 
streamlining the bidding process,  
and improving the competitiveness of 
Vietnamese contractors. 

Foreign contractors are now required 
to partner with domestic contractors 
or employ domestic sub-contractors in 
their bidding projects in Vietnam, 
unless domestic contractors do not 
have capacity to participate in any part 
of the bidding process. Previously, this 
requirement applied only to foreign 
contractors in the construction 
domain. Partner in KPMG forensic’s 
dispute advisory practice Owen 
Hawkes believes the regulatory envi-
ronment in Vietnam is “getting signifi-
cantly tougher”. “The stakes are higher 
than in Singapore, for example,” he 
told a corporate governance seminar 
held in Ho Chi Minh City recently. “In 
Singapore, you may lose your licence, 
but you won’t lose your freedom.”

Indeed, the Vietnamese founder of 
Asia Commercial Bank (ACB) Nguyen 
Duc Kien was recently sentenced to 30 
years in prison for fraud, tax evasion, 
illegal trading and “deliberately violat-
ing state regulations on economic 
management and causing serious con-
sequences”. Kien was accused of caus-
ing losses of US$67m through illegal 
cross-bank deposits and investments 
and evading more than US$1m in tax 
and was fined US$3.5m. 

Interestingly, Kien still owns a small 
stake in ACB and is a major share-
holder in several other Vietnamese 
banks. He was also involved in assisting 
prime minister Nguyen Tan Dung to 
encourage state-owned enterprises to 
expand, which left many in deep debt. 

Hamid suggests that the sentencing 
of Kien “underscores the prime minis-
ter’s weakened position within the 

ruling Communist Party of Vietnam 
following years of the country’s eco-
nomic challenges, a result of poor 
banking and financial regulations, as 
well as corruption scandals hitting 
state-owned firms, for which Dung 
has accepted personal responsibility”. 

However, Hamid points out, none of 
this is likely to affect the overall political 
stability of Vietnam in the short term, 
with Dung unlikely to be removed 
before his term ends in 2016. “The case 
illustrates sector-wide risks in banking, 
namely the lack of transparency in 
bank reporting and accounting stand-
ards, and supervisory and regulatory 
loopholes,” Hamid said.

Employment issues
Human capital risk also worries 
Vietnam’s risk professionals. The 
retention of skilled and talented 
people is a particularly major prob-
lem. “Once they are trained, they will 
be poached,” as one participant put it. 
“People who have a little bit of experi-
ence will generally jump pretty quickly 
if a higher offer is provided,” said 
another. Keith Pogson, the global 
assurance leader for banking and capi-
tal markets at EY, sees the big chal-
lenge as sourcing and keeping skilled 
talent that “fits into the way in which 
the market operates”. “Not only is it 
bringing the knowledge and the know-
how, but it’s also getting people with 
the experience and the knowledge of 
how it works in Vietnam,” he said. SR

“Supply chain risk 
and business 
interruption are some 
of the least analysed 
risks and therefore 
most under-insured”
Duncan Howorth, JLT
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Economic risk

“F rom an investment standpoint, 
Vietnam is split between two 
elements: the first is a great 
opportunity and the second is 

political concerns. Politics are the scary factor 
about Vietnam.” This is how Keith Pogson, the 
global assurance leader for banking and capital 
markets at EY, describes Vietnam’s greatest 
economic challenge. “The risk profile of 
government uncertainty and the impact of 
political connections, and what happens when 
they go wrong, are also a big concern,” he says.

Pogson believes that Vietnam is “an 8-10% 
growth economy that has been delivering only 
maybe 5%”. He says: “one of the real drivers 

The complex interweaving of politics, economics and banking has created  
an environment that is making it difficult for Vietnam to reach its full potential

An economy of many colours

behind that is the inability of the government 
to address some of the major challenges”, 
which include non-performing loans and 
over-competition in the banking system. 
Perhaps the biggest challenge is the 
“decoupling of politics, economics and 
banking”, he suggests. 

“A number of banks are family-owned or 
owned by a small group of investors, often 
with cross holdings, and this hasn’t made for 
the most robust decision making on who to 
lend to or not. Connected party-lending is a 
problem in the system.” Pogson says that the 
big issue for customers is whether to trust 
banks and the banking system. “In Malaysia 

and Indonesia the question does not arise, but 
in Vietnam it does.”

Asia-Pacific director at Control Risks Rupert 
Evill believes that, despite Vietnam’s problems, 
now is a good time to invest in the country. 

“The Vietnamese government is keen to 
attract big foreign investment,” he says. 
However, he cautions that “one of the problems 
is that the government will come out with a 
master plan, but there isn’t necessarily much of 
an intention to execute it.” Chief executive 
officer at investment management company 
VietNam Holding Asset Management Pham 
Ngoc Bich says there is a pressing need to 
“encourage foreign investment, to build 

CAn VietnAm esCApe the trAp?

Vietnam has risen out of poverty and 

reached a low middle-income level, 

however it is now encountering 

macroeconomic instability and structural 

difficulties that are preventing further 

sustained growth, says the chairman of 

the Vietnam Asia-Pacific Economic Center 

Professor Tran Van Tho.

In an Asian Development Bank Institute 

(ADBI) working paper, the professor of 

economics at Waseda University in Tokyo 

writes that, without drastic reforms, 

Vietnam may provide a case of an early 

appearance of what is known as the 

‘middle-income trap’. This refers to the 

phenomenon of countries stagnating 

after reaching the middle-income level, 

finding themselves unable to advance to 

the high-income level. 

Co-chairman of the Vietnam Business 

Forum Virginia Foote worries about a 

possible middle-income trap for Vietnam. 

“The easy reforms have been made, while 

some basic building blocks of a more 

market-based economy are not,” she warns.

In the ADBI paper The Middle-Income Trap: 

Issues for Members of the Association of 

Southeast Asian Nations, Professor Tran 

points out that middle income is widely 

defined as ranging from US$1,000 to 

US$12,000, and that the per capita GNI of 

Vietnam reached US$1,000 in 2008. He 

asks whether low middle-income 

countries in Asia such as Vietnam will 

continue to grow to the level of high 

middle-income countries or will the ‘trap’ 

appear early so that the economy 

stagnates or shows slow growth, with per 

capita GNI stuck at about US$2,000? 

“While the problem for high middle-income 

countries such as Malaysia and Thailand is 

in promoting innovation-oriented policy  

to maintain international competitiveness 

to avoid the trap, the problem for a low 

middle-income country such as Vietnam is 

promoting development of factor markets 

and ensuring equal competition among 

economic actors for efficient use of capital, 

land, and other resources,” Tran writes.

“Even though Vietnam is just entering the 

low level of middle-income, the trap may 

appear soon if the country fails to shift 

from gradual to drastic reforms of 

stated-owned enterprises (SOEs) and 

economic groups, factor markets, and 

policy formulation.”

New reforms are needed, Tran asserts, if 

Vietnam is to avoid a fall into stagnation 

or slow growth. He writes that these 

should be “characterised by high-quality 

institutions that include private 

ownership of production factors, 

development of factor markets, corporate 

governance of SOEs and economic 

groups, wide participation of stakeholders 

in policymaking processes, transparency 

of policy and its implementation,  

and increasing quality of bureaucrats  

and technocrats”. 
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capacity for policy makers so that they can 
efficiently embrace the globalisation of 
Vietnam’s economy, to increase participation of 
the private sector and to reduce the monopolistic 
role of many inefficient state-owned enterprises” 
(SOEs). Only through such means will Vietnam 
“efficiently use its main competitive advantages 
and vast potential in certain key sectors such  
as agriculture, tourism, original equipment 
manufacturing, outsourcing of technology and 
business processes and natural resources 
(mining, oil and gas), so as to bring the income 
level of the population and the abilities of the 
government to the next level,” he says.

Trade agreements
To this end, Vietnam is in the process of secur-
ing several important free trade agreements 
(FTAs), including the Trans-Pacific Partnership 
Agreement (TPP), which is in its final stage of 
negations, and the EU-Vietnam FTA (EVFTA), 
negotiations for which are expected to end  
in October. Furthermore, prime minister 
Nguyen Tan Dung told the 2014 Mid-term 
Vietnam Business Forum (VBF) held in early 
June that although Vietnam had already 
joined eight FTAs, it was actively joining nego-
tiations for four FTAs in addition to the TPP 
and EVFTA, namely with Russia, Belarus, 
Kazakhstan and South Korea. 

Co-chairman of the VBF Virginia Foote 
says that these agreements can assist in 
lowering tariff barriers in areas such as market 
access for apparel, footwear, agriculture and 
other Vietnamese exports. “Further, they call 
for market access in other areas such as 
government procurement and services while 
setting new standards for regulatory 
coherence, SOE disciplines, non-conforming 
measures, workers’ rights, environmental 
protection and intellectual property rights,” 
she says. “These agreements will require new 
laws and regulations of high standard. But 
some basic structures are also not yet ready.” 
Foote says that, in general, “government 
decisions are often painfully slow, procedures 
are very complicated and often burdensome 
with the number of offices involved, rules  
and laws are not uniformly enforced and 
courts are weak”. 

“We are looking for ways to solve these 
issues to enable all companies to compete on 
their merits – including for access to capital, 
land and other opportunities,” she says. “In 
some areas, there has been an increase of 
regulations that could stifle the private 
sector… with price controls, on work permits, 
on slowness in settling non-performing loans 
and with red tape more generally. We hope 
that actions to enable and facilitate, rather 
than restrict, business opportunities can be 
the focus of government regulation to get 
ready for the new FTAs and to bring Vietnam’s 
regulatory framework more in line with other 
successful countries.”

Five-year plan
Dung said the Vietnamese government was 
developing a five-year socio-economic devel-
opment plan for the period 2016-20, with the 
overall goals of “consistently and determinedly 
building a peaceful, independent, self-reliant 
Socialist Republic of Vietnam, wealthy people, 
strong, fair, and civilised country”. 

Dung added that Vietnam would “supple-
ment policies to further encourage domestic 
and foreign investment in socio-economic 
infrastructure development, including trans-
portation, power, energy, environmental pro-
tection, healthcare and education, in which the 
private-public partnership (PPP) model is 
strongly encouraged... Vietnam will continue 
to pursue fast and sustainable economic devel-
opment on the basis of increasingly improving 

market economy institutions and actively inte-
grating deeply and widely into the global econ-
omy,” he said. “In 2014-15, we will equitise 
more than 400 SOEs, including many corpora-
tions and economic groups, while solutions to 
improve the corporate governance capacity 
will also be introduced.”

VietNam Holding Asset Management’s 
Pham Ngoc Bich says that such equitisation is 
required because the government has limited 
tax revenues. “Unfortunately, the government 
dominates a large part of the economy, but it 
is under-resourced, under-staffed and subject 
to problems if subjected to external shocks 
such as the geopolitical situation with China,” 
he says. “That creates uncertainty among 
consumers and investors, and they play an 
important role.” 

Many institutions in Vietnam are still in the 
capacity-building phase, and, as such, are 
under-resourced, Bich warns. “Therefore, they 
come up with regulations that are not 
consistent, not easy to interpret and to apply, 
and this prevents business from developing,” 
he says. “When they change, it creates volatility 
in the business of a number of companies.  
The biggest risk in doing business Vietnam in 
volatility risk, in terms of pricing, stability of the 
economy and sustainability of the financial 
system.” Bich cites the example of a the decision 
taken by the State Bank of Vietnam five years 
ago to forbid physical gold trading. “A number 
of gold trading floor companies shut down with 
a lot of losses,” he says. SR

“There has been an 
increase of regulations 
that could stifle the 
private sector” 
Virginia Foote, Vietnam  

Business Forum
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Vietnam’s economy is diverse, 
but so are its problems
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Political risk

Social unrest and international conflict 
risk have reared their ugly heads in 
Vietnam this year. The placement of a 
Chinese oil rig in the South China Sea 

in May led to collisions between ships from 
Vietnam and China as Vietnam tried to block 
what it views as Chinese encroachment into its 
waters. It is worth noting that Vietnam is not 
alone in questioning China’s sovereignty in the 
South China Sea. Malaysia, Brunei and Taiwan 
also have claims to parts of the potentially 
energy rich waters, as does the Philippines, 
which submitted a case to an arbitration tribunal 
in The Hague earlier this year, the first time 
Beijing has been subjected to international legal 
scrutiny over the waters. China has refused to 
participate and warned Manila that its 
submission could damage economic and 
political ties between the two countries.

This oil rig move sparked anti-Chinese riots 
on the Vietnamese mainland. The violence first 
erupted at industrial parks in southern 
Vietnam, where several foreign-owned factories 
were set on fire. At least two Chinese workers 
were killed and scores injured. There were more 
than US$300m in insured losses out of a market 
of US$1bn in premium from this one ‘event’. 
(The head of Gras Savoye Willis Vietnam 
Philippe Robineau reports that many foreign 
investors are now looking at political cover in 
the light of the claims recorded.) 

To maintain order, the Vietnamese 
government increased police presence in Hanoi 
and Ho Chi Minh City, with the security services 
arresting some protestors. Vietnam’s prime 
minister Nguyen Tan Dung told the 2014 Mid-
term Vietnam Business Forum in early June 
that, “China’s illegal placement of the drilling 
rig in Vietnam’s waters has sparked resentment 
among all Vietnamese people”. “In some 
localities, some people demonstrated to oppose 
China’s perverse action,” he said. “Taking 
advantage of the patriots’ demonstrations, 
some individuals violated the laws by attacking 
people, robbing and destroying foreign 
business’ assets.”

The most interesting aspect of this 
development was that by initially allowing 
such protests, the Vietnamese government 

Anti-Chinese sentiment is running high in Vietnam after China placed an oil rig in 
disputed waters, but how can the country stand up to the might of its neighbour?

Troubled waters

aligned itself with public sentiment, perhaps to 
avoid being seen as a puppet government. The 
strategic intelligence, risk and security 
management firm KCS Group has suggested 
that the Vietnamese government probably 
relied on China backing down because of the 
slowing of the Chinese economy weighing 
against its need to assert its territorial position. 
This did not happen. As founder and chief 
executive of KCS Stuart Poole-Robb puts it, 
China’s need for Vietnam’s trade is far 
outweighed by Vietnam’s dependence on 
China. After all, much of Vietnam’s economic 
growth in the past two decades has been on the 
back of the ‘China Plus One’ strategy.

Asia-Pacific director at specialist risk 
consultancy Control Risks Rupert Evill says that 
mainstream media coverage of anti-China 
sentiments in Vietnam “missed a lot”. “The 
factories that had problems were the ones that 
had problems already,” he says. “When China 
makes that kind of move, because of the history 
between the countries, the government has to 
allow a valve to let off some nationalist steam, 
and if some people have existing grievances, 
they are provided with a window of opportunity 
to vent their grievances. That part of it has been 
massively overplayed and overblown.”

Appearing strong
Further, insurance industry sources have 
revealed to StrategicRISK that the companies 
predominantly affected by the riots were 
Taiwanese. Out of the approximately 200 claims 
lodged at the time of writing, only about 5% 
were Chinese companies, while more than 75% 
were Taiwanese, with Singaporean and Hong 
Kong-Chinese firms also affected. So, the feeling 
within the Taiwanese corporate community is 
that, unless some kind of restitution happens, 
why would many bother to rebuild and con-
tinue to invest in Vietnam? They could invest in 
Cambodia or Myanmar instead, thereby avoid-
ing not only the prospect of further violence, 
but also benefiting from potentially smaller 
costs as well as less red tape and corruption. 

Poole-Robb says that investors in Vietnam 
now face the “deepening concerns that they are 
about to witness a David and Goliath-style 

confrontation, with Nguyen Tan Dung being 
forced to square up against the economic and 
military might of China”. Dung cannot be seen 
by the Vietnamese public to be caving in to 
China if he wants to stay in office long term, 
Poole-Robb explains. His country has a long 
history of resisting foreign aggressors. 

“The US’s doomed attempt to impose itself 
on in the 1960s and early 1970s was merely the 
last in a long list of foreign invasions that have 
been repulsed by the Vietnamese and followed 
the total humiliation of the French army at the 
hands of the Vietnamese at the battle of Dien 
Bien Phu in 1954,” he says. “But the longest 
conflict of Vietnam’s long and pugnacious 
history was with China. For 800 years, China 
attempted to subjugate the Vietnamese before 
being humiliated and driven out when the 
Vietnamese obliterated China’s armada at the 
battle of Bach Dang River in 938AD. If Dung’s 
government is to remain in office he cannot 
afford to appear soft in the face of China’s 
encroaching into Vietnamese waters.”

Thomson Reuters
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“For 800 
years, China 
attempted to 
subjugate the 
Vietnamese 
before being 
humiliated and 
driven out” 
Stuart Poole-Robb,  

KCS Group

Faced with challenges to grow and constant pressure to create 
shareholder value, multinationals are increasingly turning to 
the unique business opportunities found in emerging markets. 
Overall expansion in many developing economies is expected 
to double that of developed nations in the years ahead. 
Yet, although these markets are a company’s best hope of 
unleashing substantial growth and value, they are also home to 
substantial risk and volatility.

Numerous political risks make emerging markets particularly 
precarious for multinationals. Recent events have underscored 
how swiftly a government or business climate can turn, leaving 
multinationals vulnerable to loss. Among the most significant 
exposures for multinationals operating in developing economies 
are acts of political violence, including terrorist attacks, acts of 
war, revolution, insurrection, riot, sabotage or civil disturbance; 
confiscation or expropriation of in-country assets by the local 
government; and actions by, or changes in, the host government 
that could render the company unable to convert local currency 
or transfer currency out of the country.

Multinationals in emerging markets should seek highly 
tailored political risk insurance policies expressly designed to  
meet their individual, long-term needs. Coverages can include 
political violence coverage, which provides insurance protection in 
the event of losses a multinational suffers as a result of damage or 
destruction of assets or business interruption caused by political 
violence such as an act of terrorism, war, revolution, insurrection, 
civil unrest or sabotage; expropriation coverage, which provides 
insurance protection in the event of losses arising from  
confiscation, expropriation, nationalisation or other acts 
by a host government that deprive a multinational of the 
fundamental right to its investment or cause it to default on 
a loan; and currency inconvertibility coverage, which responds 
if a multinational is unable to convert local currency to hard 
currency and repatriate converted currency. Coverages for non-
honouring of sovereign guarantees and wrongful calling of 
bonds are also available.

In addition to securing long-term, more comprehensive 
political risk insurance, multinationals can choose to partner 
with an insurer with deep political risk experience – one that 
stays closely attuned to dynamic political risks and just-
surfacing issues in developing economies. This can help 
multinational clients to respond quickly to new concerns and 
opportunities by allowing coverage to be adapted to address 
changing needs and market conditions.

thought 
leadership

Risk insuRanCe FoR 
emeRging maRkets  

RICHARD ABIZAID 
Senior vice-president  
and regional manager,  
Asia-Pacific, credit and political Risk, 
Zurich Insurance Company  
(Singapore branch) 

Poole-Robb believes that joining forces 
with all the countries in the region that have 
territorial disputes with China is an essential 
step for Vietnam, if only to gain further  
US attention. 

“However, in the short to medium term, 
this is unlikely to concern Beijing,” he says. 
“The Chinese government has timed its action 
well and knows any alliance will be fraught 
with difficulties, especially when some of the 
potential alliance countries are also disputing 
each other’s claims. It also knows that Barack 
Obama’s hands are tied at this time, as the US 
public has shown a lack of interest in getting 
involved with other countries’ problems.” 

Of course, China is also capable of 
economically and militarily disrupting all the 
countries with which it has territorial disputes. 
“If required, [it] can call on the assistance of 
North Korea to fire the odd errant missile to 
keep the South Korean and Japanese 
government’s attention focussed elsewhere,” 
Poole-Robb adds. SR

Shutterstock

Chinese oil rig Haiyang Shi You 981 (C) is surrounded by 
China Coast Guard ships in the South China Sea in May 2014
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Corruption risk

Corruption is a significant issue in many 
emerging economies, and Vietnam is 
no different. It is especially prevalent 
at the “low, everyday level”, as a 

StrategicRISK roundtable participant put it. 
“Locals find ways to deal with corruption 
issues,” it was suggested, “but it is much 
harder for foreigners; they need advisers to get 
these resolved at a low cost. It’s about 
relationships; for example, every local business 
knows you need a good relationship with the 
local police officers”. 

Vice-president of finance at agri-business 
Olam Vietnam Rajiv Shah names corruption 
as one of the most pressing risks faced by 
corporates operating in Vietnam. Asia-Pacific 
director at specialist risk consultancy Control 
Risks Rupert Evill agrees that corruption is 
clearly an issue that needs to be addressed, but 
adds “you’ve got to understand the motivation 
of the person who is soliciting the payment – 
the person who’s doing it to subsidise his 
income because he’s underpaid and has a 
family to feed”. 

Indeed, much discussion at the roundtable 
centred around the proposed long-term 

Corruption is widespread in 
Vietnam and tackling it calls 
for long-term solutions

Paying for 
a prevalent 
problem

solution of raising remuneration for public 
servants to make bribery less prevalent, 
although it was pointed out that there were 
flaws in this proposal, not least of all Vietnam’s 
low tax base.

No shark bite
There is a more egregious tender space cor-
ruption in Vietnam. Evill says: “After some of 
the excesses of the state-owned companies, 
the prime minister is attracting serious criti-
cism and there is now a will to deal with those 
issues. What we’re hearing from clients part-
nering with the better-run state-owned enter-
prises (SOEs) is that this is not the issue. What 

you have to be careful of is the downstream, 
when you are further into the project and the 
SOE insists you use its subsidiary company for 
catering or logistics, quoting a jacked-up fee, 
which is where the kickback is built in. It 
requires heavy investment of time, resources, 
creativity and choosing your project carefully 
to defend against predatory practices.” 

Evill shines an optimistic light on the issue, 
saying that infrastructure investors have  
“a better chance of batting away serious cor-
ruption and getting a bit of a handle on it  
than they do in some of the other markets in 
the region”. 

“Vietnam’s infrastructure needs significant 
development, but it is much further down the 
track than Myanmar, Cambodia or Laos, for 
example,” he says. “They chip away at some of 
the investment that would otherwise go to 
Vietnam, certainly, but it’s more nibbling than 
a big shark-sized bite.”

 Interestingly, Japan is implementing new 
anti-fraud measures to ensure accountability 
within its foreign-aid operation, after bribery 
allegations rocked three of its country 
programmes earlier this year – Vietnam chief 

“Locals find ways to deal  
with corruption issues,  
but it is much harder for 
foreigners; they need 
advisers to get these  
resolved at a low cost”
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Typhoon waTch

The ‘terrific Tongking typhoon’ of October 1881 spread destruction 
and calamity along the coast of what is now northern Vietnam. The 
young port town of Haiphong, located about 16km inland from the 
Gulf of Tonkin on a branch of the Red River, was swept away, while 
flooding devastated the surrounding low-lying delta.

In a paper published by the Royal Meteorological Society (Weather, 
March 2012, vol 67, no 3) James P Terry discusses the implications 
of this event for modern Vietnam. Terry writes: “The lack of any 
repeat for, so far, 130 years lies within the horizon for insurance 
corporate risk managers, who are typically advised by financial 
regulators to consider loss events with a 1-in-200 year recurrence 
interval or longer. The combination of an intense system and a 
northward-curving track shape in the Gulf of Tonkin will surely be 
repeated at some point in the future, and thus it demands 
attention from both corporate risk analysts and from the 
Vietnamese Government.”

The corridor between Haiphong and Hanoi is one of Vietnam’s 
most heavily industrialised areas and Haiphong is one of South-
East Asia’s principal ports. Storm surge and violent winds would 
pose a threat to shipping still anchored and cargo stored at the 
port. Since the fertile delta of the Red River is a rich rice-producing 
area, heavy agricultural losses would also be expected; ponding of 
seawater in rice paddies would be likely to ruin the ground from 
an agricultural perspective for many months.

Terry again: “What are the lessons that can be learnt from this 
unusual historical event? One of the most important observations 
is that this typhoon executed an extraordinary trajectory… The 
majority of storms that strike northern Vietnam tend to arrive 
from the east or south-east, usually crossing or skirting the 
mountainous island of Hainan, which weakens their intensity (such 
as with Typhoon Nesat in September 2011). By contrast, the 1881 
event was a ‘worst-case’ scenario for Haiphong as the typhoon 
almost certainly followed a curving trajectory that missed Hainan 
and gradually turned more northward within the Gulf of Tonkin. 
This highly atypical path avoided disruptive land influences, so 
reducing the chance of the typhoon losing intensity before making 
landfall on the mainland. Most of the fatalities were presumably 
the result of widespread flooding caused by the arrival of an 
unannounced storm surge, perhaps 3m high at the coast, which 
penetrated inland along the distributary network of the Red  
River delta.”

Two heavily industrialised deltas lie directly in the prevailing path 
of typhoons – the Red River delta in northern Vietnam and the 
Pearl River delta in southern China. Neither of these deltas has felt 
the direct impact of a powerful typhoon combined with strong 
storm surge during their period of industrialisation in the past few 
decades. It is only a matter of time before such a storm arrives.

among them. A private contractor has been accused of paying 
local officials more than three-quarters of a million dollars to 
win development projects. The anti-bribery mechanism will be 
trialled in Vietnam first before potential adoption in Indonesia 
and Uzbekistan. 

Too much cash
Co-chairman of the Vietnam Business Forum Virginia Foote says 
that she worries that “corruption is a growing problem that trade 
agreements cannot fix but is an overall drag on the economy and 
reputation of Vietnam”. 

“Too much of the economy is still dependent on cash,” she 
says. “An economy where large transactions are done in cash, 
where fees and fines to the government are collected in cash,  
is a recipe for corruption or delays, and sometimes both. There 
are systems to implement legal fees structures, taxes and  
customs collection procedures – so that the amounts due and 
payments made are done in a transparent way and are  
uniformly assessed.”

Chief risk officer at dairy producer Vinamilk Nguyen Trung 
refers to a World Bank corruption survey that found that about 
80% of the corporate community offer bribes in advance of any 
request from a government officer. “The corporations give 
bribes before being required and this matter needs to be 
changed,” he says. “We need the actions from both sides 
regarding corruption. SR

Looking at history to predict the future
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Human capital

As vice-president of finance at leading 
agri-business Olam Vietnam, Rajiv 
Shah knows a lot about food and 
industrial raw materials. Olam is the 

largest exporter of cashews, pepper and instant 
coffee in Vietnam, the third largest exporter of 
green coffee, a large buyer of Vietnamese rice 
and a major supplier of cotton, wood products, 
dairy products and wheat into Vietnam. 

However, for Shah, the most difficult 
commodity to manage in Vietnam is the kind 
that can walk away if conditions are not to its 
liking. “The biggest challenge is human 
capital,” he says. “Retention of educated and 
talented people is a major challenge and we 
don’t see any mobility of the people. Ho Chi 
Minh City has many people, but no one wants 
to go up-country, especially for commodity 

A scarcity of experienced employees in Vietnam is making  
competition for the best of them particularly fierce

The people problem

procurement operations, where we need 
people to take care of trading issues, maintain 
systems and controls and report procurements 
within 24 hours.” Furthermore, Shah says, 
once a company trains someone to use its risk 
management system, the person is likely to be 
poached by another firm offering more money.

The war for talent is part of the risk landscape 
in Vietnam. As one participant of StrategicRISK’s 
roundtable in Ho Chi Minh City said, “people 
with a little experience will generally jump 
quickly at a higher offer”. Another said: “The 
market is relatively young and inexperienced 
and it’s difficult to find professionals with 15 or 
20 years’ experience, as you would if you were 
operating in Singapore or Hong Kong”. 

With this in mind, the head of JLT Asia 
Duncan Howorth says his firm is “focused on 

Shutterstock

assisting our clients in talent recruitment and 
retention in Vietnam”. “The importance of 
clearly communicated employee benefits, and 
of employee engagement is becoming 
pronounced, as is the need to improve the talent 
pool and create more opportunity for locally 
developed middle and senior management,” he 
says. “The recent introduction of pension 
regulations offers an additional way of 
rewarding and engaging staff members.” Head 
of Gras Savoye Willis Vietnam Philippe 
Robineau agrees that “retention is the issue”, 
adding that obtaining work permits for 
foreigners has become more of a challenge.

A more skilled workforce
The World Bank’s Vietnam Development 
Report 2014, Skilling up Vietnam: Preparing the 
workforce for a modern market economy, points 
out that Vietnamese employers are increasingly 
looking for a mix of higher quality cognitive, 
behavioural and technical skills. World Bank 
country director for Vietnam Victoria Kwakwa 
says that although literacy and numeracy 
among Vietnam’s adult workforce are wide-
spread, more so than in many wealthier coun-
tries, “a more skilled workforce will be key to 
Vietnam’s successful economic transition”. The 
challenge is to turn graduates from good read-
ers into critical thinkers and problem-solvers 
who are well equipped to acquire technical 
skills in university, vocational training and 
throughout their working lives, Kwakwa adds. 

The report shows that economic moderni-
sation involves a shift in labour demand from 
today’s predominantly manual and elemen-
tary jobs towards more skill-intensive non-
manual jobs, from jobs that mostly involve 
routine tasks to those with non-routine tasks. 

These new types of jobs will require new 
skills. According to the report’s lead author 
Christian Bodewig, these new jobs can already 
be found in today’s labour market. “But 
Vietnam’s employers struggle to find the right 
workers for them,” he says. “Equipping its 
workforce with the right skills will, therefore, 
be an important part of Vietnam’s effort to 
accelerate economic growth and further its 
economic modernisation in the coming 
decade and more.” 
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Insurance
Agri-business Olam Vietnam’s vice-
president of finance Rajiv Shah describes 
the Vietnamese insurance market as 
“shallow with a lack of international 
players”. “National players are too tough 
to manage even on actual risk/damage 
for claim settlements,” he adds. Indeed, 
many in the industry say it is a price-
sensitive (rather than solutions-oriented) 
‘undeveloped’ market, but chief 
executive officer at investment 
management company VietNam Holding 
Asset Management Pham Ngoc Bich  
says it must be considered in the social 
context of the country. “In general the 
understanding of risk in Vietnam is low,” 
he explains. “You see it everywhere, in 
life and non-life insurance, few people 
buy it, everyone needs motorcycle 
insurance, but most people don’t buy it 
after a year (the first year is compulsory). 
In business, consumers and businesses 
don’t cover many of the risks or they 
self-insure and the cost could be 
excessive. It’s part of the national 
mentality to live a risky life. There is also 
the perception that many Vietnamese 
people have that when it’s time to make 
a claim, the insurance companies will not 
pay the claims for all sorts of reasons.”

Head of Gras Savoye Willis Vietnam 
Philippe Robineau says that after eight 
years of an average 20% annual growth, 
“the non-life sector is down to a 5%-10% 
increase since 2012”. “The smaller 
players among the 29 insurance 
companies have started to suffer and 
selective underwriting is becoming the 
norm,” he says. “Traditional lines such as 

marine, property or construction keep 

low rates and high competition as far  

as local capacity is concerned.”

StrategicRISK has heard from one 

industry insider that Vietnamese laws 

“inhibit the development of the 

insurance and risk advisory business for 

a number of reasons. Essentially, the 

laws recognise brokers only as playing a 

transactional role and not much more, 

so the trouble is that when these events 

happen and customers are faced with a 

situation of trying to recover, should 

they look for assistance locally they’re 

going to come up short,” they said. 

It was suggested that corporate 

customers in Vietnam needed to be able 

to access a far broader range of services 

than only insurance purchasing because 

that is only a small part of the risk-

management picture. Another perceived 

issue is that insurance professionals 

have to battle with “red tape, corruption, 

rule of law, enforcement and 

transparency”, which makes the 

insurance sector unattractive to skilled 

young people looking for employment.

Nevertheless, says Robineau: “We still 

believe that the market has a long view 

growth potential in the next 20 years.”

Reorienting Vietnam’s education system 
towards focusing more on teaching these types 
of skills will also help Vietnamese workers to 
prepare themselves for the future. Asia-Pacific 
director at specialist risk consultancy Control 
Risks Rupert Evill says Vietnam has an educated 
population, “albeit at the top end there’s a lack 
of technically skilled people” in specialised sec-
tors such as energy. It is the same for financial 
services, says global assurance leader for bank-
ing and capital markets at EY Keith Pogson. 
“There aren’t that many talented people with 
experience in the market and too many banks 
are competing for too little talent.” Pogson says 
that while an “understanding of risk is develop-
ing”, the real challenge is the “scarcity of talent 
with the right skills and getting that to fit into 
the way in which the way the market operates”. 
“Not only is bringing the knowledge and the 
know-how [problematic], but also getting 
people with the experience and the knowledge 
of how it works in Vietnam”

What of the risk management profession?
There is a need for skilled, professional, highly 
recognised risk managers in organisations oper-
ating in Vietnam, as well as for the profile of risk 
management to be raised in many of these 
firms. Vietnamese investment management and 
real estate development firm VinaCapital’s head 
of risk and compliance Ly Xuan Thu says that 
“risk management maturity in Vietnam is the 
challenge at this early stage”. Thu is the only 
Vietnamese board member of Pan-Asia Risk 
and Insurance Management Association 
(PARIMA), which she says gives her the respon-
sibility of developing a local PARIMA chapter. 

“We will establish a risk manager commu-
nity in Vietnam and organise conferences and 
seminars here. Most companies have a person 
in charge of insurance – maybe they take care of 
both insurance and risk management – so, at 
an operational level, PARIMA can help them 
understand the benefits that ERM can bring to 
their company.” Thu hopes her work with 
PARIMA can elevate risk management prac-
tices in Vietnam to “international standards”. 
“That will help attract more investors and 
encourage them to learn more about Vietnam’s 
economy and opportunities,” she adds. SR

“There is the perception 
that many Vietnamese 
people have that when it’s 
time to make a claim, the 
insurance companies will 
not pay the claims’’
Pham Ngoc Bich, VietNam Holding  

Asset Management

Shutterstock
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