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EXECUTIVE SUMMARY 

Vietnam Annual Economic Report 2020 has been conducted in the context of a global 

economic slow down due to COVID-19, with which, Vietnam's economic growth in the first 

quarter of the year was slower than the same period last year. Due to the impacts of this pandemic, 

along with the increasing tensions among many countries around the world, trade flows, 

investment flows, and especially global supply chains are strongly diverting, making the global 

outlook more uncertain than ever. As Vietnam continues to deepen in international integration and 

is increasingly sensitive to external forces, our tax system could be eroded rapidly under the 

pressure of international competition. This year's report, titled “Consolidating the Base for Fiscal 

Policy”, focuses on the Vietnamese tax system in both regional and global contexts, thereby 

pointing out opportunities and challenges to our fiscal system in supporting the sustainable 

development of the economy. 

In the Report, the first two chapters give an overview of the current world economy and 

Vietnam’s economy, the next four chapters deal with in-depth analyses of some aspects of the 

taxation system in Vietnam and provide several notices of the other taxation systems in ASEAN 

countries, thus, identify the new opportunities and challenges for the Vietnam’s economy during 

and after this crisis. In particular, chapter 3 presents an overview of the structure and features of 

the taxation system in Vietnam and reports the performance of the budget revenue system in 

accordance with the international integration process, ever since the country’s newly declared 

membership in WTO (2007 onward). Chapter 4 generally describes common macroeconomic 

standards of ASEAN countries to observe the difference between countries and the need to 

supervise all the tax incentives on the enterprise income tax across nations. Chapter 5 provides an 

estimation of the tax expenditure from the corporate income tax in Vietnam and gives an evaluation 

of the effect of tax exemption. Chapter 6 deals with an overview of the tax avoidance and evasion 

behaviors, and legal framework to regulate this kind of behavior in Vietnam. Finally, chapter 7 

presents three scenarios for the Vietnamese economic outlook for 2020 and provides policy 

recommendations for short-term, medium-term and long-term development. 

A REVIEW OF THE WORLD ECONOMY IN 2019 

World economy was growing tardily during 2019 at the rate of 2,4% which was lower than 

the rate of 3% of 2018 (World Bank, 2020). This was the lowest growth rate since the Financial 

Crisis 2007-2008. The decline of investment and international trade is regarded as the primary 

factor leading to the sluggish growth rate in 2019. In particular, this decrease in investments and 
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trade was due to the effect of U.S.-China trade war and the follow-up trade protectionism policies, 

economic and political tension in some emerging economies, tightened credit policies and the 

promotion of consuming domestic goods in China. Global FDI in 2019 fell 1,3% more in value 

than 2018. Global political tensions and lack of businesses confidence are responsible for the 

stagnation of investment. Particularly, the FDI dropped in all of the markets including mergers & 

acquisitions and greenfield investments.  

The growth rate of international trade in 2019 was 1,4%, down from 4% in 2018. Several 

complex crises that led to this decline could be named: the U.S.-China trade war, different 

perspectives between nations in the G20 meeting, and the struggle of the WTO in the multilateral 

trade’s adaptation. There was a likelihood of an expansion in trade protectionism. Although the 

U.S. and China have passed the first stage of a trade agreement, many conflicts between the two 

countries remain unsolved and the trade protectionism gives no signal of declining in the future. 

The Europe is internally tearing apart, conflicts between the largest economies are unsolved, along 

with ongoing regional and political clashes of disagreement, etc… These events continue to have 

negative effects on the global economy.  

Trade protectionism signaled an upward trend in 2019. According to Global Trade Alert, 

in 2019, the number of trade discrimination measures has been increased by 429 while the number 

of these measures but with the focus on liberalization has been increased by only 101 (GTA, 2020). 

The total number of trade intervention measures regarding protectionism was 1050 in 2019, 

equivalent to that number in 2018, and was nearly 70% higher than the number in 2015, 2016, and 

2017 which were all approximately 600. During 2017 - 2019, China and the U.S. were making 

23% of the new trade protectionism measures each year whereas, in the previous years, this rate 

was about 12% (GTA, 2019). 

The price of crude oil generally ranged from 50 to 60 USD/barrel during 2019 and 

significantly decreased at the beginning of 2020. The price of WTI, on average, reached 57 

USD/barrel in 2019, which was lower than its average value in 2018. In the first quarter of  2019, 

oil price tended to slightly increase due to the effort of cutting the oil supply from the OPEC and 

Russia. In the second quarter, oil price varied because of the tension in the Middle East and the 

flood of the Midwest, causing the oil delivery industry to struggle. In September, the largest oil 

production infrastructure in Saudi Arabia was attacked by drones and this led to a decline in oil 

supply. The event that the U.S. assassinated general Qassem Soleimani of Iran worsened the 

interruption of oil demand and potentially made the price much higher at the end of the year. 

Economic sanctions acted on Venezuela by the U.S. were damaging the oil exporting industry of 

these two nations, forcing higher oil prices. However, the upward pressure on oil prices was 

reduced because the U.S. increased the oil production.  
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Other than the damages from the COVID-19 pandemic, the global economy in 2020 

continues to suffer from many difficulties such as geopolitical tension or unpredictable moves in 

terms of trade conflict between the United States and other partnership countries, especially the 

tension between the U.S. and China (which is likely to escalate after the pandemic). These shocks 

will affect the growth of international trade, weaken economic activities, disturb the global value 

chain and the FDI flows from pivotal countries, and, thus, affect global economic growth. In this 

economic hardship, UNCTAD (2020b) forecasted in March that global FDI could decrease by 30-

40% during 2020-2021 due to the contraction of and investment cross-border M&A. The tendency 

for an acceleration of new trade protectionism measures along with a gradual loss of trust in 

globalization after the crisis could lead to a further fall of investment in many countries. This 

means the capital in the developing countries could flow back to the developed countries. 

For the international financial market and assets market, the negative effect of COVID-19 

has caused the central banks to stay defensive, with the main aim is to protect the economy instead 

of focusing on growth in the meantime. In 2020, there will be more aid and stimulus packages to 

support enterprises and individuals. Negative interest rates could be more popular worldwide in 

2020 due to the sloppy economic outlook.  

Despite the gloomy economic prospect caused by COVID-19, this could be a time for a 

restructure of the economy with new possible directions. Social distancing and remote working 

could bring about new motivations for growth. 

AN ASSESSMENT OF THE VIETNAMESE ECONOMY IN 2019 

While the world economy decelerated, Vietnam's economic growth in 2019 still reached 

an impressive rate of 7.02%. The most notable point in 2019 is that the General Statistics Office 

recalculates GDP, with which the scale of the economy increased by 25%. However, according to 

the GSO announcement, this new calculation method would only be applied since 2021. The main 

contributors to growth are the industrial & construction sectors (50.4%) and the service sector 

(45%). PMI has the 49th month at over 50 points, marking the continuous expansion of the 

manufacturing sector. On investment, the FDI sector is still the fastest growing sector in all aspects 

(production value, exports, and job creation). In 2019, the number of employees working in 

industrial enterprises increased by 2.8%, higher than the previous year (2.6%). In particular, labor 

in non-state enterprises increased by 1.4%, while labor in the FDI sector increased by 4.3%. The 

country had 138.1 thousand newly established enterprises, up 5.2% compared to 2018. The average 

registered capital per newly established enterprise reached 12.5 billion dong, 11.2% higher than 
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the previous year. Meanwhile, the total number of temporarily suspended enterprises decreased to 

only 72.4 thousand. 

Compared to 2018, the retail and commodity retail services of 2019 are much improved in 

both value and quantity. The total value is estimated at 4,940.4 trillion VND, up 11.8%. In 

particular, the retail volume (excluding price factor) increased to 9.2%.  Total social investment 

capital at current prices in 2019 is estimated to increase by 10.2% over the previous year. Of which, 

capital from the state-owned sector (accounting for 31% of the total capital) increased by 2.6% 

over the previous year, the non-state sector (accounting for 46%) increased by 17.3%; the FDI 

sector (accounting for 23%) increased by 7.9%. The private sector has shown an increasingly 

important role in the structure of social investment capital. In general, state investment has been 

gradually narrowed along with the process of restructuring state-owned enterprises since 2015. 

Total disbursed FDI increased by 6.7% over the same period in 2018. The amount of newly and 

additionally registered capital figs in 2019 continues to fall. There are 3883 newly granted FDI 

projects, an increase of 27.5% compared to 2018. The processing and manufacturing industry is 

still the sector attracting the most FDI capital with the total registered capital accounting for 72.2% 

of total newly registered capital. Korea is the leading investment partner in 2019 with a total 

registered capital of  3.66 billion USD.  

By the end of the year, the trade balance had a surplus of about 9.9 billion USD, nearly 2 

times the surplus of 2018. Total exports and imports respectively increased by 8.1% and 6.3% 

compared to 2018. Similar to previous years, exports from FDI enterprises increased by 4.2%. FDI 

sector still accounted for the largest proportion of export, but the share has decreased to 68.8% of 

total exports. Exports from the domestic sector have significantly improved, increased by 17.7% 

(yoy). For the whole year of 2019, the FDI sector had a trade surplus of 35.85 billion USD, while 

the domestic sector had a trade deficit of 25.91 billion USD. Crude oil export continued to decline, 

reaching only 2.02 billion USD. The US continues to be Vietnam's largest export market with a 

turnover of 60.7 billion USD, up 27.8% compared to 2018. China is still the largest import market 

with a turnover of 75.3 billion USD, increasing by 14.9%.  

In 2019, the average CPI increased by 2.79% (yoy), lower than the increase of 3.54% in 

2018, and still below the 4% threshold set by the Government. The major contributor to the 

increase of CPI in 2019 is the sharp increase in the price of food. Interbank interest rates increased 

at the end of the calendar year and traditional New Year when the capital demand of enterprises 

and consumer demand increased. In 2019, deposit rates of commercial banks remained relatively 

stable at 5% p.a for the first nine months of the year and only slightly decreased at the end of the 

year due to the SBV's lowering of policy rates. Meanwhile, lending rates remained high, around 

7-9%. The money supply in 2019 increased by 12.10%, still high compared to other countries in 
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the region. Deposit growth in 2019 reached 12.5%, higher than in 2018. Credit growth was only 

12.10% - the lowest in the last five years. The VND / USD exchange rate was relatively stable in 

2019.   

Budget revenue is still not sufficient to offset the budget expenditure. The budget deficit 

of 2019 is estimated to be 209.5 trillion VND, equivalent to 3.4% of GDP, lower than the estimate 

approved by the National Assembly at the beginning of the year (3.6%). The budget deficit in 2019 

increased compared to 2018 due to increasing recurrent expenditure. The structure of budget 

expenditure did not improve, as spending on development investment only accounted for a small 

proportion (below 30%). 

In general, Vietnam's economy in 2019 continued to fulfill the socio-economic targets set 

by the National Assembly. GDP growth for the whole year reached 7.02 %. The annual average 

inflation was 2.79%, lower than the target (4%). International trade and investment are growing. 

The money market, capital market, and exchange rates are stable and under control. The budget 

deficit and public debt also showed certain improvements. However, the aforementioned successes 

are based on a macroeconomic foundation that is still uncertain and carries many potential risks. 

Firstly, economic growth, exports, and employment are increasingly dependent on the FDI sector 

and a few FDI enterprises. Secondly, the private business sector has not grown and is still subject 

to many barriers from the domestic institutional and business environment. Thirdly, the monetary 

policy space is gradually narrowed by increasing inflationary pressures as well as by the exchange 

rate commitments. And finally, fiscal policy does not create positive changes in the structure of 

budget revenues, while high public debt, budget deficits, and state assets are increasingly 

declining. This means that Vietnam is lacking fiscal buffer to cope with external shocks. 

Given these outstanding issues, the Government and ministries need to continue to focus 

on cutting unnecessary business conditions, to improve the business environment and to overcome 

domestic shortcomings. The Commission for the Management of State Capital at Enterprises 

(CMSC) should set the central task of reducing the focal point of management, removing obstacles 

to promote the equitization of SOEs. Second, monetary policy needs to adapt promptly to 

economic fluctuations. The top priority is flexible exchange rate management, to absorb the impact 

of external shocks. Interest rates should be kept stable to facilitate businesses' access to the capital 

market. Third, at a longer-term level, Vietnam needs to gradually build a fiscal buffer, first through 

streamlining the state hierarchy and cutting down on recurrent spending. 
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CHARACTERISTICS OF THE BUDGET REVENUES OF VIETNAM IN THE 

INTERNATIONAL INTEGRATION PROCESS 

As a transforming economy, Vietnam now is taking robust steps to change the ideology of 

economic management and operation. The Government has made increasingly tight commitments 

in opening markets and developing the private sector. Taxation is one of many fields that have 

witnessed a major reform since the opening of the economy and the implementation of Doi Moi 

(renovation) in Vietnam. In general, Vietnam’s current tax system is comparable to that of other 

nations with conventional market economies. However, have the tax policies in Vietnam been able 

to ensure fairness, and, if yes, to what extent? Has the tax system succeeded in regulating the 

revenues substantially? Are the tax administration procedures conducted transparently enough? 

What is the further guidance needed to improve the tax system?... These are very important and 

foundational questions that need to be addressed with respect to our current taxation system. Chapter 

3 of the report will answer these questions one by one. 

The Law on State Budget promulgated by the National Assembly in 2015 regulates that all 

the sources of revenue in Vietnam must follow certain common regulations at the central level. Local 

authorities are not allowed to propose taxes and fees by themselves. All the tax revenues, especially 

taxes, charges, and fees, are entitled to official legal documents guiding the implementation so that 

local systems can consistently be enforced nationwide. The relative scale of the state budget with 

respect to GDP tends to decrease. On average, during the period of 2006-2019, the state budget 

revenue accounted for approximately 25.16% of GDP. The instability in the share of total state 

budget revenue to GDP primarily occurred during 2010-2019. Similarly, the tax revenues declined 

from 22.2% GDP (2006) to 17.8% GDP (2019). Over the past few years, the growth rate of total 

revenues tends to reduce. Compared to the period of 2006-2011 when the average growth rate per 

person reached 17.4%/year, the period of 2012-2019 witnessed a downward trend to only 7.2%/year. 

In terms of tax structure, the proportion of indirect tax in the total tax revenue has increased 

substantially up to more than 60% while the direct tax accounts for less than 40% (despite a high 

increase in the absolute value). This led to a decrease in the progressive property of Vietnam’s 

taxation system. In comparison with other nations of the ASEAN-5 and OECD, the percentage of 

tax revenue to GDP in Vietnam was lower than that of OECD countries but higher than that of 

ASEAN-5 countries. The share of direct tax in Vietnam was much lower than OECD but ranked 

second among the ASEAN-5. By contrast, the share of indirect tax to GDP in Vietnam was higher 

than that of the OECD nations and ranked number two in the ASEAN-5 group. Furthermore, the 

proportion of fees and charges in the total state budget revenue and total tax revenue substantially 

decreased during 2009-2011 but tended to grow again during 2012-2019. In the last three years, 

revenues gained from fees and charges increased robustly with respect to the absolute value. The 
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average growth rate in fee and charge revenues in the 2012-2019 period was about 21%/year. The 

capital revenue dropped during 2011-2015 and leaned to an increase again soon. Revenues gained 

from non-refundable ODA only took 1.15% of  non-tax revenue in 2019. This result showed that 

Vietnam’s current budget revenue closely depends on indirect tax, especially Value-Added Tax 

while this tax is highly regressive.  Fees and charges are creating a burden on residents. Every 

proposal on increasing consumption tax, fees, charges needs to be taken into careful consideration 

due to its influence on the fairness in consumption. Particularly, the Draft Law amending and 

supplementing a number of articles of the Law on Value-Added Tax, the Law on Fees and Charges 

are brought to the discussion and adjustment in the future. 

Statistics about the number of taxpayers who pay income tax and statistics about the number 

of enterprises paying corporate income tax are not publicly displayed. Nevertheless, according to the 

General Statistics Office of Vietnam (GSO, 2020), by December 31st of 2018, there had been 714.8 

thousand enterprises that were operating, growing at 9.2% compared to the same period in 2017. In 

particular, 610.6 thousand enterprises were able to generate revenue (accounting for 85.4%). The 

proportion of profitable businesses account for 44.1% of total enterprises in 2018, equivalent to about 

269.3 thousand enterprises. Despite an increasing number of enterprises and businesses that generate 

revenue, the share of businesses that made profits was constantly decreasing during the 2016-2018 

period. Intuitively, this decline means that there is a decrease in the amount of corporate income tax 

payable, therefore, negatively influenced the tax revenue. Moreover, the informal sector still remains 

at large (about 30% GDP of Vietnam in 2017). One of the biggest barriers that prevent them from 

focusing on upgrading to the enterprise position is that they are required to pay informal fees along 

with formal fees (up to 40% of the profit). 

One of the factors that greatly affect the tax revenue in Vietnam is tax incentives, especially 

ones applied to the corporate income tax. Many multinational corporations that invested in Vietnam 

could be imposed with a 10% tax which was as low as half the general tax rate of 20%. The special 

enterprise phenomenon is when multinational corporations utilize the incentive policies related to 

corporate income tax in order to avoid tax. This has been popular for a long time but been recently 

governed closely since 2010. Legal documents on the tax incentives were publicly announced but 

other information about this matter has yet been recorded, especially the revenue loss in the state 

budget due to tax incentive has not been recorded and publicly reported. All the analyses of 

advantages and fees on tax incentives were not performed thoroughly and in detail either. 

Along with the information technology innovations in tax management, many major tax 

reforms in Vietnam over the past few years have emphasized a strong determination to construct a 

fair and transparent taxation system. Vietnam has made progress in the dissemination of state budget 

information. In 2019, the country advanced by 14 levels in the Open Budget Index table and ranked 
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77th among the total of 117 nations chosen for the ranking. This result has assured many certain 

improvements achieved from the disclosure of state budget information recently. On the other hand, 

more necessary works are yet to be done. Statistical sets about the state budget published 

domestically and internationally are not similar in terms of the tax structure. Revenues that are not 

gained from the state budget are not publicly shown although these accounts are collected following 

the legal documents such as the Oil Price Stabilization Fund, the Fund for Prevention and control of 

tobacco harms, the Environmental Protection Fund, etc. The management of tax incentives in 

Vietnam has caused controversy over its transparency. Due to the mechanism of self-declaration and 

self-payment of taxes, with the “self-responsibility” mechanism, companies enjoying tax incentives 

have never been collected, even at the local scale. Other information about enterprises and 

individuals paying their taxes is not accessible. According to the Law on Tax Administration (Law 

78/2006/QH11), individuals and organizations must provide sufficient and necessary information 

for tax authorities. This piece of information will be kept confidential and only provided for 

inspection or policy purposes upon request of public authorities. In the coming time, Vietnam needs 

to encourage the disclosure and transparency of data on state budget revenues and expenditures, 

including the data on the taxpayers, tax expenditure, especially data on tax incentives in the annual 

state budget report and ensure the disclosure of this information at a suitable and early time, so as to 

be in accord with international best practices.   

TAX INCENTIVES COMPETITION AMONG ASEAN COUNTRIES: A CASE OF 

CORPORATE INCOME TAX 

Using tax incentives became policy norms in ASEAN countries to encourage domestic 

investment as well as attract foreign investment. ASEAN countries tend to compete with each 

other rather than cooperate to promote economic growth, putting concerns on fiscal costs on the 

side-lines. This is further reinforced by large divergences among ASEAN countries in terms of 

economic development, macroeconomic policies, and governance. Practices of tax incentives 

along with large reductions of effective tax rates with incentives are implemented by their own 

ways, leading ASEAN's tax incentive system to be more complex. Therefore, it is increasingly 

difficult to discuss among these countries to bring about a mutual agreement in the practice of tax 

incentives and the level of transparency of providing tax incentives. Chapter 4 investigates these 

countries’ tax incentives practices, especially via corporate income tax (CIT) by summarizing all 

of the rules in the legal framework on tax incentives with the featured offers including tax 

exemptions, tax holiday, preferential tax rates, tax deduction, transfer losses forward and some 

other tax incentives.  
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In legal terms, incentives are often stipulated in tax laws and laws on attracting foreign 

investment. The tax policy in general and the tax incentives in particular are always changed and 

updated to meet the socio-economic development context of a country. In ASEAN, the tax 

incentives are also up to date, following the trend of enhancing incentives. In general, the average 

of the CIT rate in ASEAN countries tends to decrease in the last decade. In 2010, the average of 

CIT rate in ASEAN countries was 25.1%. Over the next five years, the figure reduced dramatically 

to 22,6% in 2015. There was then a steady fall in 2020 with only 21,7%. Singapore offers the 

lowest CIT rate at 17 percent of the taxable income. 

Activities and sectors that enjoyed tax exemptions in ASEAN countries are relatively 

diverse. Lao PDR, Myanmar and Indonesia are three countries that provide tax-exempt for 

reinvesting activities. In Vietnam and Cambodia, economic activities in the agricultural sector will 

be exempted from tax. The CIT exemption only granted to approved services projects in Malaysia. 

Meanwhile, Singapore and Brunei Darussalam offer tax exemptions for SMEs. Tax holiday in 

ASEAN countries officially lasts from 5 to 20 years depending on the law. The average length of 

tax holiday in ASEAN countries is about 12 years. Brunei Darussalam and Indonesia are countries 

with a higher tax holiday period among ASEAN countries. In addition, businesses in ASEAN 

countries can enjoy at least 50% and up to 100% of tax reduction. Cambodia, Thailand and 

Indonesia provide the most attractive preferential tax rate among ASEAN countries. Businesses in 

ASEAN countries are allowed to deduct all reasonable expenses related to production and business 

activities. Some countries offer an extra tax deduction to activities related to SMEs, training, R&D, 

export and expanding oversea such as Cambodia, Malaysia, Singapore and Thailand. Vietnam and 

the Philippines offer an additional deduction for labour expenses. In Malaysia and Singapore, any 

unutilized tax losses can be carried forward indefinitely and offset against future trading profits. 

Indonesia provides an extension of tax losses carry-forward for up to ten years. Vietnam, Thailand, 

Cambodia and Myanmar provide a maximum of five years of losses transfer. While the Philippines 

offers up to six years of losses transfer, operating losses of businesses in Lao PDR will be deducted 

for three years. Governments also offer other incentives such as tax credit, investment allowances 

and depreciation. In the context of Covid-19 pandemic, governments of ASEAN countries had 

issued some supportive policies to recover business activities, including tax incentive policies. The 

policies focus mainly on delaying tax payments (Vietnam), tax holidays (Cambodia, Lao PDR and 

Malaysia) and tax reduction (Indonesia and Singapore). 

One of the criticisms often levelled against tax incentives in developing countries is that 

they are redundant, the same investments would have been undertaken even if no incentives. The 

lowering of CIT rates is often used as a tool by a government to improve the country’s 

attractiveness to foreign investors. Tax incentives seem to be effective in attracting investment in 
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Cambodia and Malaysia. In countries like Indonesia and Myanmar, the relationship among tax 

incentives and FDI is still widely discussed by experts, they consider to what extent tax incentives 

are effective to increase investment. Despite generous tax incentives given by the government, the 

relationship among tax incentives and FDI is limited, even not improved in countries like Brunei 

Darussalam and the Philippines. 

To reduce harmful tax practices and avoid the races to the bottom, ASEAN countries 

should be restructuring their tax incentives system, enchanhing tranparency on tax incentives and 

to ward forming a regional mechanisms on tax incentives. At first, the system of tax incentives, 

especially the incentives for the CIT should be restructuring.  Tax law would be most preferable 

to contain provisions on tax incentives, including eligibility requirements. Redundant and excess 

incentives need to be removed. As mentioned above, the same investment would have been 

undertaken even without tax incentives. Therefore, it is not necessary to provide continuous tax 

incentives. Instead, more important things that ASEAN countries need to do to attract investment 

are improving the business investment environment, enhancing the quality of infrastructure and 

especially improving the quality of human resources in the context of rising labour costs. The 

governments should aim at two objectives: broadening the tax base and harmonizing tax systems 

among ASEAN members. Tax incentives need to be made public to all investors. Incentives via a 

separate agreement between the government and investors should be used with caution. In the case 

of use, the entire content needs to be public. Eligibility requirements for granting tax incentives 

should be clearly defined and readily verifiable. Failure to do so, it creates unnecessary uncertainty 

for investors. On the other hand, ASEAN countries should improve tax transparency by publishing 

tax expenditure in the annual budget. The annual tax expenditure report should include not only 

the total tax expenditure estimates but also the estimates for each activity. To end and avoid the 

race to the bottom when offering tax incentives, a minimum tax standard for ASEAN countries 

should be seriously considered and discussed. This requires ASEAN countries to vigorously 

reform their tax systems, especially tax laws as mentioned above. The initial cost may be large, 

but it avoids the heavy and long-term losses of harmful tax practices. Tax revenues will be 

improved, the ASEAN governments will have more resources to address the inequality issues and 

ensure that no one is left behind. 

VIETNAM TAX EXPENDITURES: THE CASE OF CORPORATE INCOME TAX 

Tax expenditure has not been comprehensively recognized in Vietnam and in developing 

countries. By contrary, in developed countries, tax expenditure has been observed and been 

publicly available since the 1970s. Tax expenditure, tax evasion, and tax avoidance are the three 

components of budget losses which policymakers, activists and analysts pay a close attention. 
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Overall, tax expenditures are tax incentives for a specific group of taxpayers which are outside the 

bechmark tax system. Thanks to these treatments or incentives, the aforementioned group can be 

applied a lower tax rate than the general tax rate or have a lower taxable income than the one the 

benchmark tax system. In another word, tax expenditure is the tax revenue loss due to the 

application of special terms or mechanisms. 

Theoretically, there are three methods to estimate the tax expenditure including revenue 

foregone, revenue gain, and outlay equivalence. In practice, there are also three widely applied 

methods to estimate the tax expenditure, including: micro-stimulation model, computable general 

equilibrium (CGE) model, and conventional accounting or “head count” approach. Due to the data 

in Viet Nam, the research team employed the method of revenue foregone combining with 

conventional accounting to estimate the tax expenditures for corporate income tax in 2012, 2014, 

and 2016. Furthermore, the research team also applied the computable general equilibrium (CGE) 

model to assess the impacts of the tax expenditure abolition. 

The tax expenditure estimate for corporate income tax, based on Vietnam Enterprise 

Census (VES), was a remarkable number and sharply increased in 2016. The figure was equal to 

7% of the total state budget revenues, 30% of corporate income tax revenue, 5% of the total state 

budget expenditures, and even higher than health expenditure. In 2016, the tax expenditure 

estimate for corporate income reached nearly 86 trillion VND. That rising by 40% and 50% 

compared with the figure in 2014 and 2012 respectively. The tax expenditure  has two components 

research team calculated that tax expenditure due to tax reduction was nearly doubled from 34 

trillion VND in 2012 and 2014 to VND 64 trillion VND in 2016. The effective tax rate was about 

70% of the general tax rate of corporate income tax. In 2012, the general tax rate was 25%, while 

the effective tax rate was 18.4%. The figures in 2014 were 22% and 16.8%, respectively, and the 

ones in 2016 were 20% and 13.6%, respectively. 

The highest tax expenditure group is foreign-invested and industry (especially 

manufacturing). To specify, The proportion of foriegn-invested enterprises was about 3% of total 

positive profit enterprises, but the proportion of tax expenditure of this group was nearly a half 

(2016). The effective tax rate of manufacturing enterprises was about one fifth of the general tax 

rate. The proportion of tax expenditure of large foreign-invested (equity is more than 100 VND 

billion) enterprises in industry sector accounted to 41% of total tax expenditure, although the 

number of this group was only 1% of total positive profit enterprises (about 1.6 thousand 

enterprises). And the effective tax rate of this group was 8%. And 90% of enterprises of this group 

is located in zones which are industrial, export processing, economic, and hi-tech zones or parks. 
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Using the method of revenue gain combining with the computable general equilibrium 

(CGE) model, the study shows that if the tax  expenditure for corporate income tax are removed, 

the budget revenues might increase by 20%. However, the simulation results also indicate that the 

removal of tax expenditure might exert both positive and negative impacts on the economy, which 

depends greatly on the government response. If the government uses this incremental budget 

revenue to allocate into development projects or to tackle the poverty, that might improve the 

social welfare and the economic growth. If the majority of the revenue generating from the tax 

expenditure abolition is allocated into current expenditures, it might not improve the economic 

growth. If the increase of the value-added tax rate alters the tax expenditure abolition, the 

household income and consumption might plummet. 

Furthermore, the simulation analysis also illustrate that the elimination of tax expenditure 

for corporate income tax will have adverse effect on the high-income household groups, whom 

receive the remarkable amount of benefit of tax incentives. If the government uses this incremental 

budget revenue to allocate into development projects or to tackle the poverty, the abolition might 

bring significant benefits to low-income households. Thus then the tax expenditure abolition might 

not have adverse effect on the poverty rate and the GINI index. The regression function of welfare 

effects of tax expenditure abolition also shows that the least affected households are low-income, 

female-headed, rural, and self-employed head households. 

Finally, although producing astonishing numbers, these calculations also have significant 

limitations. The Vietnam Enterprise Census data only provides gross accounting profits and the 

total tax payment of each enterprise. Meanwhile, there is a major difference between tax 

accounting and ordinary accounting. Moreover, an enterprise can execute many projects in 

different industries, while tax incentives are often applied for industry. The lack of access to the 

profit and tax payment by activity is an remarkable problem. Hence, to ensure the accuracy of tax 

expenditure estimates and contribute to right policy recommendations, the access to tax profile of 

all enterprises should be the first priority in the following researchs. 

TAX AVOIDANCE AND EVASION IN VIETNAM: THE CASE OF CORPORATE 

INCOME TAX 

Corporate income tax avoidance and evasion is a global phenomenon that takes place 

particularly in multinational companies. Tax avoidance is either legal or semi legal acts, exploiting 

gaps in customs and tax regulations to reduce payable taxes. Tax evasion is illegal acts so that tax 

liabilities are not required. 
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There are many channels of tax evasion and avoidance, including: transfer mispricing; 

strategic location of intellectual properties; international debt shifting; tax treaty shopping; tax 

deferral; or corporate inversions, etc. 

Industry 4.0 or the digital economy produces new business models that reduce the physical 

presence of businesses, while increase the importance and mobility of intangible assets and 

increase the integration of the value chain,  therefore creating great challenges for the international 

tax system. 

Countries around the world are making great efforts to prevent tax avoidance and tax 

evasion with a series of tax system reforms. These policies can be divided into two groups: (i) 

policies towards tightening regulations and; (ii) policies to increase tax transparency. 

In Vietnam, tax violations in recent years have occurred not only in corporate income tax 

but also in other taxes. The businesses with tax violations are not only multinational but also state 

owned and private. The act of tax fraud is becoming more and more complex, the scope is wider, 

the scale is bigger and the tricks are increasingly sophisticated. 

Vietnam has been making positive changes related to tax laws to integrate more deeply 

into the regional and global economy, improve the fair competition environment and avoid tax 

losses. Among them, the most significant is the reduction and simplification of administrative 

procedures, the issuance of Decree 20/2017/NĐ-CP and the approval of the Law on Tax 

Administration (amended) 2019, and the signing tax treaties with countries in the region and 

around the world. 

One of the most important findings of this study is that tax policy (through statutory tax 

rates or tax incentives) plays an important role in influencing tax avoidance and evasion behaviors. 

The greater the tax burden, the greater the degree of profit shifting. In particular, the response of 

enterprises in the FDI and non-SOE sectors to the changes in tax policy is much larger than that 

of SOEs. 

Multinational companies have more opportunities, and thus committee more in tax 

avoidance and evasion, than domestic businesses. Other things being equal, the declared 

profitability (ROA and ROE) of FDI enterprises tends to be much lower than that of domestic 

enterprises, regardless of their strength in terms of international market access, technology, or 

lower capital intensity than SOEs. 

On average, in the period of 20103 - 2017, the estimated tax revenue loss due to tax avoidance and 

evasion each year ranges from 13.3 to 20.7 trillion dong, equivalent to 6.4 - 9.9% of the total 

corporate income tax revenue. These figures are about 3-4 times larger than the number of detected 
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annually by regulatory agencies. In particular, the estimated annual tax revenue loss from the FDI 

sector can reach 8.0 - 9.0 trillion dong (4.0 - 4.5% of CIT revenue), while the corresponding 

number of the non-state sector is up to 10.5 trillion dong (5% of CIT revenue). 

Vietnam should continue to maintain and improve existing policies, and study and develop 

new policies that are widely applied and recommended by developed countries and international 

organizations. Such policies may include: gradually tightening the ceiling of tax deductible interest 

expenses of associated companies; regulations aimed at preventing tax base erosion and thin 

capital; abolish excessive tax incentives; enhance information exchange with other countries, 

improve database for tax administration purposes; implement tax administration regulations for e-

commerce, digital-based business, and other services performed by suppliers in foreign countries 

without permanent establishments in Vietnam; incorporate issues of tax competition, tax 

incentives, and tax avoidance and evasion to ASEAN's agenda to raise awareness and initiate 

regional discussions on these topics. 

VIETNAM’S ECONOMIC PROSPECT IN 2020 AND POLICY IMPLICATIONS  

In addition to the medium-term policies that incorporate the proposed policy views in the 

thematic chapters of the Report, Chapter 7 provides three forecast scenarios for Vietnam's 

macroeconomic perspective for the year. 2020 and some detailed discussions of short-term policies 

are in place today. 

Vietnam's economic outlook in 2020 and beyond depends on the ability to control the 

disease, both domestically and globally. Vietnam's economy is facing many opportunities and well 

as challenges. Factors that can support growth for the rest of the year include: (i) Free Trade 

Agreement and Investment Protection between Vietnam and the European Union (EVFTA and 

IPA) ) has been completed and approved, and will take effect from August 1, 2020; (ii) Progress 

of disbursement and construction of key public investment projects is accelerating; (iii) Costs of 

raw materials and fuels remain low due to the declining global demand and production; (iv) 

Opportunity to receive the flows of investment, as foreign investors attempt to disperse risks from 

the US-China trade war, while taking advantage of FTAs, cheap labor, tax incentives, and lax 

environmental management in Vietnam; (v) Inflation rate is moderate, creating favorable 

conditions for the implementation of macroeconomic policies to support growth. 

Nevertheless, Vietnam is also facing many risks and challenges in an unstable global 

economic landscape. The risk of a second wave of COVID-19 infection with the possibility of 

further blockade measures and supply chain disruption is still present in many major economies 

around the world. In addition, geopolitical conflicts between large countries can cause a largely 
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open economy like Vietnam to suffer regardless of the victory in favor of either side. In addition, 

the domestic macroeconomic condition is still weak, not much improved compared to previous 

years with chronic problems such as: high fiscal deficit, low budget for development investment; 

insufficiently improved health of the banking - financial system; the heavy dependence of growth 

on the FDI sector; labor force is high in quantity but low in quality; low efficiency of public 

investment and widespread corruption; the delayed equitization process of SOEs; inadequacies 

regarding institutional and business environment. These shortcomings, if not improved soon, will 

not only hinder short-term recovery, but also adversely affect the stability of Vietnam's economy 

in the long term 

Taking into consideration the positive as well as the negative factors affecting the 

Vietnamese economy today, we make forecasts of growth and inflation under different scenarios 

regarding different possibilities of disease control. With the removal of the social distancing earlier 

than expected (from the end of April compared to the expected end of May before), we update the 

Vietnam's economic growth to be higher than the previous forecast. The most optimistic scenario 

is based on the assumption that the disease was completely controlled domestically by the end of 

April and the economic activity gradually returned to normal. Meanwhile, the world has begun to 

relax blockade measures since the beginning of June, helping Vietnam's goods export industry 

grow well in the second half of the year. However, economic activities in the field of tourism, 

accommodation and passenger transport are still reserved and only gradually recover. The worst 

impact of COVID – 19 will be in the second quarter. With this optimistic scenario, Vietnam's 

economic growth is forecast to reach about 5.3% in 2020. With neutral and pessimistic scenarios, 

epidemics (in many important economic and financial centers around the world) is presumed to 

recur and countries must extend the blockade period to the second half of the third quarter, even 

the fourth quarter of 2020. The impact of COVID – 19 on agriculture, forestry & fishery, 

manufacturing sector and service sector will be more serious. Economic growth in 2020 might be 

only 3.9% in the neutral scenario, or just 1.7% in the pessimistic scenario. 

Finally, Chapter 7 summarizes the medium-term policy implications analyzed in the in-

depth study chapters of the Report.  
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2. CHAPTER 7 

VIETNAM ECONOMIC PROSPECT IN 2020 AND 

POLICY IMPLICATIONS 

Pham The Anh and Nguyen Dieu Huyen 

VIETNAM ECONOMIC OUTLOOK 2020 

The world economy slowed down in 2019 due to the weakening of investment flows and 

international trade, the result of an increasing wave of trade protectionism surrounding the US-

China trade war, and a series of economic and political tensions in other regions around the world. 

The reduction of global FDI inflows, both in Mergers and Acquisitions (M & A) and greenfield 

investment, make the world economic outlook for 2020 somewhat less optimistic. In particular, 

the sudden outburst of COVID-19 pandemic and the risk of a second outburst makes the recovery 

of global FDI and international trade in 2020 unimaginable. Besides, tensions between the US and 

Western countries with China will be increasingly fierce, which will cause business confidence to 

decline, negatively affecting the global economy in 2020 and even the following years.  However, 

it is undeniable that this is the decisive moment that the world economy is restructured in 

completely unexpected ways, with many risks but also many opportunities. The disruption of the 

global supply chain since the outbreak of COVID-19 has highlighted the urgent need for supply 

chain rearrangement in which investment flows, trade flows, and value chains are expected to 

experience big changes. 

Being a deeply integrated economy with motivations for growth relying heavily on 

international trade, Vietnam is forced to adapt to changes in the world economy, and proactively 

transform the economy to keep up with these changes, to timely take advantage of opportunities. 

Currently, Vietnam is in a better position than many countries in the world, due to the total control 

of the COVID-19 pandemic. Even when the world economy faces many instabilities, Vietnam's 

economy still witnessed impressive economic growth in 2019, 7.02%, exceeding the targets set by 

the National Assembly; Economic growth in Q1 / 2020 is still at 3.82% and growth for the whole 

2020 is expected to remain positive despite the influence of COVID-19 being more and more 

widespread globally.  

Inflation in 2019 remained at a low level as in previous years but increased in the last 

months of the year. However, consumer prices have started to decline since the beginning of 2020 

due to the COVID-19 pandemic. With declining income and social distancing, the demand for 

shopping and consumer goods tends to decrease. At the same time, the decline in energy demand 
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and disagreements in production cuts among oil-exporting countries have made the price of fuels 

and input materials at a record low. Therefore, in general, in 2020, the risk of demand-pulled 

inflation and inflation due to currency depreciation is low, while the risk of inflation due to supply 

disruption (of grain food and foodstuffs) is significantly higher. The goal of controlling inflation 

below 4.0% can be achieved if food prices for the rest of the year are well controlled. 

In 2019, deposit rates of commercial banks remained relatively stable at 5-7% p.a for the 

first nine months of the year and only slightly decreased at the end of the year due to the SBV's 

lowering of policy rates. Meanwhile, lending rates were in the range of 7-11%. This makes the 

cost of capital for businesses remain high. Meanwhile, the size of the corporate bond market has 

increased sharply in 2019 to 11.5% of GDP, compared to only about 7% in 2018. In early 2020, 

COVID-19 broke out, hindering business operations. To support business activities, SBV lowered 

a series of policy rates to create better access to capital, however, the current level of interest rate 

in Vietnam is still high. Meanwhile, the corporate bond market is risky. Vietnam has not had an 

independent organization for corporate credit rating, thus, the warming up of the bond market can 

lead to interest rate competition, uneven corporate bond quality, pushing the risks of assessing and 

evaluating the asset to investors. The total cost of issuing bonds is even higher than the borrowing 

rate. Currently, due to the negative impact of COVID-19 on production and business activities, the 

pressure on payment of bond issuers will also be higher, increasing the risk of default. 

The budget deficit of 2019 is estimated to be VND 209.5 trillion, equal to 3.4% of GDP, 

slightly lower than the estimate approved by the National Assembly at the beginning of the year 

(3.6%). The budget deficit in 2019 increased compared to 2018 due to increasing recurrent 

expenditure. The expenditure structure has experienced no improvement when spending on 

development & investment only accounts for a small proportion (less than 30%) and the demand 

for expenditure was far beyond the ability to collect budget revenue. The ratio of budget revenue 

to GDP has fallen sharply in 2019 due to the reduction of revenue from import-export activities 

(resulting from the reduction of tariffs in free trade agreements) and the reduction of ODA. 

Entering 2020, Vietnam's budget deficit is expected to increase by 1.5-1.6 percentage points, to 

5% -5.1% of GDP, as the COVID-19 pandemic causes budget spending to increase while tax 

revenues are reduced. The Ministry of Finance announced that Vietnam is now planning to borrow 

1 billion USD from abroad in 2020 to make up for the budget. Persistent budget deficits coupled 

with rapidly increasing payment obligations are notable fiscal risks. If this does not improve, the 

introduction of new tax or increase of old tax will likely be inevitable in the near future. 

International trade in 2019 also has noticeable changes. By the end of the year, the trade 

balance had a surplus of about US $ 9.9 billion, nearly double the US $ 5.6 billion surplus of 2018. 

However, similar to previous years, exports came from the FDI sector accounted for the major 
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proportion (68.8%). This shows that Vietnam's economy has not yet promoted potential internal 

resources, but still depends mainly on the FDI sector. While the economic benefits from the FDI 

sector are still small, environmental risks, inequality in the business environment, foreign labor 

management issues, etc. is making Vietnam's foundation for growth precarious. The import 

structure has remained stable compared to previous years, which focuses mainly on machinery, 

equipment and components for export. That continues to pose unsolved problems for Vietnam on 

the development of supporting industries or the transformation of the economy from outsourcing.  

Vietnam's economic outlook in 2020 and beyond depends on the ability to control the 

disease, both domestically and globally. Vietnam's economy is facing many opportunities and well 

as challenges. Factors that can support growth for the rest of the year include: (i) Free Trade 

Agreement and Investment Protection between Vietnam and the European Union (EVFTA and 

IPA) ) has been completed and approved, and will take effect from August 1, 2020; (ii) Progress 

of disbursement and construction of key public investment projects is accelerating; (iii) Costs of 

raw materials and fuels remain low due to the declining global demand and production; (iv) 

Opportunity to receive the flows of investment, as foreign investors attempt to disperse risks from 

the US-China trade war, while taking advantage of FTAs, cheap labor, tax incentives, and lax 

environmental management in Vietnam; (v) Inflation rate is moderate, creating favorable 

conditions for the implementation of macroeconomic policies to support growth. 

Nevertheless, Vietnam is also facing many risks and challenges in an unstable global 

economic landscape. The risk of a second wave of COVID-19 infection with the possibility of 

further blockade measures and supply chain disruption is still present in many major economies 

around the world. In addition, geopolitical conflicts between large countries can cause a largely 

open economy like Vietnam to suffer regardless of the victory in favor of either side. In addition, 

the domestic macroeconomic condition is still weak, not much improved compared to previous 

years with chronic problems such as: high fiscal deficit, low budget for development investment; 

insufficiently improved health of the banking - financial system; the heavy dependence of growth 

on the FDI sector; labor force is high in quantity but low in quality; low efficiency of public 

investment and widespread corruption; the delayed equitization process of SOEs; inadequacies 

regarding institutional and business environment. These shortcomings, if not improved soon, will 

not only hinder short-term recovery, but also adversely affect the stability of Vietnam's economy 

in the long term 

Taking into consideration the positive as well as the negative factors affecting the 

Vietnamese economy today, we make forecasts of growth and inflation under different scenarios 

regarding different possibilities of disease control. With the removal of the social distancing earlier 

than expected (from the end of April compared to the expected end of May before), we update the 
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Vietnam's economic growth to be higher than the previous forecast. The most optimistic scenario 

is based on the assumption that the disease was completely controlled domestically by the end of 

April and the economic activity gradually returned to normal. Meanwhile, the world has begun to 

relax blockade measures since the beginning of June, helping Vietnam's goods export industry 

grow well in the second half of the year. However, economic activities in the field of tourism, 

accommodation and passenger transport are still reserved and only gradually recover. The worst 

impact of COVID – 19 will be in the second quarter. With this optimistic scenario, Vietnam's 

economic growth is forecast to reach about 5.3% in 2020. With neutral and pessimistic scenarios, 

epidemics (in many important economic and financial centers around the world) is presumed to 

recur and countries must extend the blockade period to the second half of the third quarter, even 

the fourth quarter of 2020. The impact of COVID – 19 on agriculture, forestry & fishery, 

manufacturing sector and service sector will be more serious. Economic growth in 2020 might be 

only 3.9% in the neutral scenario, or just 1.7% in the pessimistic scenario. 

Table 21. Growth and Inflation forecast, 2020 (%, yoy) 

GDP Growth (%) Average Inflation 

Rate (%) 
Optimistic Neutral Pessimistic 

5.3 3.9 1.7 3.5 – 4.0 

Source: VEPR Macroeconomic Team’s forecast, June 2020 

SHORT-TERM POLICY RECOMMENDATIONS 

In short-run, promoting public investment in the second half of the year can offset the 

temporary difficulties of many manufacturing industries. However, we cannot promote public 

spending in the long run due to limited resources, the consequence of chronic fiscal deficit. 

Besides, monetary policy is also constrained by inflation and exchange rate targets. If applying 

monetary easing as many economies today, it can lead to currency devaluation, riskier investment 

environment, or the delay of flow of capital investment. With such limited resources, policies need 

to be well-targeted, avoiding waste of resources. Different policies in response to different 

scenarios for the pandemic should be developed. In all circumstances, we must develop plans to 

achieve a duel target: combating the epidemic and maintain business activities, creating the best 

conditions for enterprises that are still able to operate. The importance of economic development 

should be placed on par with disease prevention. 
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Social security policies such as payment of unemployment insurance, support for people 

temporarily suspended from work, allowances for the poor and those who lose their livelihood due 

to social distancing should be a top priority, which needs to be implemented quickly. In particular, 

workers in the informal sector need to be paid more attention because this group is likely to be 

outside the scope of beneficiaries of current policies.  

Meanwhile, policies to support businesses also need to be more classified and focused. The 

freezing / stopping or reduction of financial expenses such as loan interest and land rent should be 

applied to groups of enterprises that have to stop operating;  for businesses that are negatively 

affected but still operate, policies to postpone social insurance contributions, reduce land rents, 

reduce interest rates and debt freezing, and collect VAT arrears should be implemented but there 

should be clear criteria for the level of support to avoid NPLs. On the other hand, for groups of 

businesses that are less affected or not affected, or those who are able to effectively transform 

business operations, credit should be encouraged and favorable conditions on both institutional 

and industrial level should be ensured. 

Even if the epidemic is fully under control domestically, many export-oriented 

manufacturing and services sectors may face long-term difficulties once the epidemic has not 

completely disappeared in our trading partner economies. Therefore, promoting public investment 

in the second half of the year is recommended, to support economic growth. Vietnam should only 

accelerate projects that have been approved and available for implementation, especially national 

key projects. Dividing large projects into multiple bidding packages and implementing them in a 

scattered manner should be considered, as more businesses and localities can access them, creating 

a better spillover effect. At the same time, a regular budget reduction (consumption) of at least 

10% should be done to devote resources to addressing the consequences of the disease. 

Finally, in line with the current short-term policies to mitigate the negative impacts of 

COVID – 19, Vietnam should continue working on longer-term policies to improve 

macroeconomic foundation and reduce future risks. In all situations, inflation, interest rates, and 

exchange rates need to be maintained stably. Diversification of export/import markets needs to be 

paid more attention, to avoid heavy dependence on some major economic partners. In this time of 

difficulties, many inadequacies in managing economic policies were revealed, so efforts to 

improve the institutional environment need to be sustained. Especially, Vietnam should gradually 

build a fiscal buffer to prevent external shock. 
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CONSOLIDATING THE BASE FOR FISCAL POLICY 

Vietnam is a transitional economy and there are strong changes in thoughts and practices 

regarding operating the economy. The government has made increasingly tight commitments in 

opening markets and developing the private sector. In particular, tax is one of the areas with great 

reforms since the implementation of Doi Moi and the open of the economy. Overall, the current 

tax system in Vietnam is quite similar to countries with the oldest market economy in the world. 

However, international integration is creating challenges for the fiscal system. 

Despite the strong application of information technology in tax administration, the issue of 

Vietnam's budget transparency is still a big question mark in both spending and revenue. 

Specifically, the data on the national and international disclose of the national budget is not 

consistent in terms of structure; there are too many non-state revenue funds but these funds are not 

disclosed; Vietnam's management of tax incentives and tax expenditure is less transparent and not 

in line with international practice; t tax structure is unsustainable, inefficient and inequitable; 

budget settlement process is still very slow. In addition, the process of international integration is 

also causing many sources of budget revenues to fall sharply. Vietnam's tax incentives/expenditure 

measures are relatively large, spread out, and causes inequality across business sectors. In 

particular, like many other ASEAN countries, Vietnam tends to use tax incentives as a tool to 

encourage investment, especially foreign investment, to compete, rather than cooperate with other 

countries to promote regional economic growth. This creates concern about the increase in 

financial costs as a side effect of tax incentives. 

Tax evasion & avoidance is another problem that Vietnam's tax system is facing in the 

integration process. Tax violations occur not only with CIT but also in a range of other taxes. Tax 

evasion and avoidance can occur in all types of businesses, from SOEs to multinational or private 

companies, and tend to increase. In particular, there is evidence that evasion and tax avoidance in 

multinational companies can be widespread and more serious than domestic companies. 

In order to work towards a transparent, fair and effective tax system, which underpins 

Vietnam's sustainable development in the long term, in this report, we offer several policy 

recommendations as follows: 

Firstly, Vietnam needs to build a transparent budget system, complying with 

international standards in accounting, publishing, and budget monitoring. Budget revenues 

and expenditures should be consolidated, avoid being off-balance sheet. The revenue losses 

due to tax exemptions should also be disclosed. At the same time, Vietnam needs to increase 

the application of information technology to limit violations and ensure transparency in tax 

and budget management. 
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Secondly, Vietnam needs to undertake a comprehensive tax system reform instead of 

fragmented changes. These reforms must address the inequality, complexity, and inefficiency 

of the entire tax system. Tax policies need to be reviewed, assessed for impacts on socio-

economic development, and revised in a consistent manner towards a sustainable tax system. 

Thirdly, Vietnam needs to review and restructure the tax incentive system. Generous 

and redundant incentives need to be eliminated to lead the economy toward a fair business 

environment, enabling many individuals and organizations to participate in economic 

activities, contributing to the process of innovation, accumulate knowledge in the economy. 

At the same time, Vietnam needs to cooperate with countries in the region to form a common 

regional mechanism on tax incentives, avoiding the race to the bottom regarding tax 

incentives to attract investment, which leads to distortion of the tax structure in every 

country.  

Fourthly, over the past years, Vietnam has strived to establish and strengthen the legal 

framework for tax administration, moving closer to international standards for increasing 

transparency and combating tax evasion. However, the current legal framework is still 

inadequate, inconsistent, and has not kept pace with the fast and complicated developments 

of the reality. Decree 20/2017 / ND-CP should be replaced by another decree with more 

relevant content in the spirit of the Law on Tax Administration 2019, effective July 1, 2020. 

In the next phase, Vietnam needs to make more efforts to perfect the legal system of tax 

administration, and especially to make the law come to life.  

 Fifthly, Vietnam should quickly study and apply anti-tax avoidance measures 

currently applied in advanced countries around the world, especially the provisions of the 

Anti-tax Avoidance Directive - ATAD, which is being applied in EU member countries, or 

measures recommended by international organizations such as the Base Erosion and Profit 

Shifting Program (BEPS) or Tax Justice Network Global, etc. In addition, it is also necessary 

to strengthen the inspection, increase the level of penalties, and improve the qualifications 

of tax officials to ensure tax compliance of enterprises. 

Sixthly, Vietnam should carry out research on the implementation of regulations to 

combat tax base erosion and against thin capital. In order to ensure the sound financial 

structure of businesses and the banking system in the long term, the borrowing behavior of 

businesses, regardless of whether they are associated or independent, should be controlled. 

The limit on debt must cover all types of businesses, whether they are state-owned or private, 

multinational corporations or domestic corporations, independent companies or joint 

ventures, etc... to ensure an equal business environment. 
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Seventhly, In addition to increasing information exchange with other countries, 

Vietnam needs to improve the database for tax administration purposes by requiring al l major 

multinational companies to make annual reports with aggregated data on the distribution of 

income, profits, taxes, and economic activities among tax jurisdictions in which it operates. 

In addition, Vietnam needs to implement tax administration regulations for e-commerce, 

digital-based business, and other services provided by foreign suppliers who have no 

permanent establishment in Vietnam. This contributes to creating a fair business environment 

and preventing revenue loss for the state budget. 

Finally, Being ASEAN chairman in 2020, Vietnam should add issues of tax 

competition, tax incentives, and tax avoidance to ASEAN's agenda to raise awareness and 

initiate multilateral discussions on these topics. OECD emphasizes that unilateral actions of 

individual countries are ineffective in preventing and limiting businesses' tax evasion and 

avoidance. Therefore, comprehensive measures to strengthen tax regulations for regional 

countries need to be taken. 

 

 

 

 

 


