Total assets {Region 1)

Number of Houschalds SISH “0” i 2 3 4 5 ol
from 376 3252 5226 10208 20549
to 3229 5160 10052 19684 44781
VLSS  from to
“Q" 0 14 12 13 12 14 63
I 0 0 0 0 ¢ 0 0 0 0
2 0 0 0 0 o 0 0 0 0
3 0 ¢ 0 0 o 0 0 0 0
4 0 0 g 0 ¢ 0 o 0 o
5 o 2000 0 0 2 2 2 1 7
total 0 14 14 15 14 15 72
Footnote  Households in the state “0” is counted separately.
Transition Probabilities  VLSSISISH] 0" 1 2 3 4 5  tolal
“07 0.00 2154 1846 2000 1846 21.54 100
1] 003 000 00 000 000 000 0
2 000 000 000 000 000 000 0
3] 000 000 0060 000 000 000 0
4 000 0060 0600 000 0060 000 0
5/ 000 000 2857 2857 2857 14.29 100
Total assets (Region 2)
Number of Houschalds SiSH “a” 1 2 3 4 5 lofal
from 371 11140 19376 33036 93838
1o 11121 19195 32665 93541 1040460
VISS  from to
“0” 0 38 22 27 21 23 13
1 ] 0 0 0 0 0 0 0 i
2 a 0 0 0 0 0 0 0 0
3 0 573 0 12 17 10 13 9 61
4 580 1500 0 8 15 19 12 0 64
5 1500 135800 0 6 10 8 18 23 65
total 0 64 64 64 64 65 321
Footnote  Households in the state “0” is counted separately.
Transition Probabilities VLSSISISH “o” 1 2 3 4 5  total
“00r 000 2901 1679 2061 1603 1756 100
¥ 000 000 000 000 000 000 o
21 000 0060 000 000 000 000 ¢
3] 008 19.67 2787 1639 213F 1475 100
4 000 1250 2344 2969 1875 15.63 100
5f 000 923 1538 1231 27.69 3538 100
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Total assets {Region 6)

Number of Houscholds SISH “0” 1 2 3 4 S total
from 445 17409 38864 74833 148998
10 17238 38426 73497 148738 804306
- VLSS  from e
“0 0 17 21 14 9 6 67
i 0 0 0 1] 0 ¢ 0 0 0
2 0 200 0 10 10 10 7 4 41
3 200 1200 0 12 12 15 9 7 55
4 1200 4000 1] 9 8 9 13 15 54
5 4025 70000 1) 6 3 7 16 23 35
total 0 54 54 55 54 55 272
Footnote Houscholds in the state “0™ is counted separately.
Transition Probabilitics  VLSS|SISH} 0" 1 2 3 4 -5 total
«] 000 2537 3134 2090 1343  B8.96 100
il opo 000 OO0 000 000 000 0
21 000 2439 2439 2439 17.07 976 160
3l 000 2182 2182 2727 1636 12713 100
4] 000 1667 14381 1667 2407 271.78 100
51 000 109 545 1273 2909 4182 100
Total assels (Region 7)
Number of Houscholds SISH “0” 1 2 3 4 5 total
from 393 13660 29027 48515 80539
to 12049 28285 46919 79561 428359
VISS from {o
“p” )] 13 9 2 1 2 27
1 0 0 0 Q 0 0 0 0 0
2 0 100 ] 1 7 5 i 1 15
3 100 480 0 6 4 2 5 4 21
4 500 1350 0 Q 1 9 8 3 21
5 1350 74540 )] i 0 3 6 12 22
total Q 21 21 21 21 22 106
Foolnote Houscholds in the state “0° is counted sepatately.
Transition Probabilities  VLSS|SISH “0° 1 -2 3 4 5 total
“o"| 000 4815 3333 741 370 741 100
1{ 000 000 000 000 000 000 0
A 000 667 4667 3333 667 667 100
3 000 2857 1905 952 2381 19.05 100
41 000 ©00 476 4286 3810 1429 100
51 000 455 000 1364 2727 5455 100
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Table A17 Portfolio of assets by current expenditure quintile (1,000 VND)

i 2 3 4 5  AllClasses VISS93
Dong Curtency 576.1 1,113.9 1,668.2 3,009.8 6,574.5 2,589.4 179.1
Quasi Moncy {QM) 300.8 1,123.5 2,285.1 3,710.2 58479 26544 G90.8
Dollar MNotes 0.9 8.7 0.0 47 280.7 59.0 65.7
Gold 27119 1,077.0 2,088.9 3,163.7 2,656.1 1,8534 784.3
Deposits 220 YRS 196.2 5418 2,911.1 742.0 140.8
M2 (Dong Notes 877.5 2,2374 3,9534 6,720 124225 524373 1,169.9
+0OM)
Shares 00 00 0.1 88.8 8059 179.0 1.6
Contributions to Yo/Hui 1.2 515 220 118.1 2259 80.8 X
Personal Loans (P1) 107.8 372 4.5 236.9 9393 3393 fn.a.
F1. Without Interest 5.0 1364 614 1382 369.0 156.0 n.a.
PL With Interest 32.8 2009 13.1 98.7 570.3 1833 n.a.
Sales on Credit 15.9 1130 60.0 2536 920.7 2727 na.
Government Bond 0.0 49.5 38 58 288 17.6 6.3
Qther Financial Assets 31.8 60.4 379 52.6 415.2 119.6
Money and Financial 1,064.2 2,848.9 4,151.8 74758 15,7582 6,261.7 1,247.8
Assels
Taventories (excl. 182.5 2234 179.3 276.9 659.3 3044
paddies)
Durable Consumiption 914.4 2,142.2 318356 7,2224 14,8088 5,7964 381
Goods o
Durable Equipment 8715 i,i624 1,4925 2,879.5 4,352.6 21534
House and Land 14,492.1 326554 48,9917 9551735 1997857 18,3128 3583
Other Real Assets 3119 714.6 3994 528.6 3,344.6 1,060.1 837
Paddics n.a. n.a. na. n.a. n.a. na. 54.1
Real Assels 16,778.5 36,8979 54,9485 1064248 2229510 876271 534.2
Total Assels 17,8427 39,7468 59,100.3 113,900.6 238,709.2 93,8888 1,782.1
Composition of assets between money and financial assets and real assets (%)
Money and Financial 5.96 7.17 7.02 6.56 .00 6.67 70.02
Assets _ ‘ -
Real Assets 94.04 92.83 92.98 93.44 93,40 93.33 29.98
Total Assets . 100.00 104.00 100.00 100.00 100.00 100.00 100.0
Composition of money and financial assets {%)
Dong Currency -54.20 39.10 40.18 40.26 41.72 4135 14.35
Quasi Money (QM) 28.26 39.44 55.04 49,63 3211 42.39 79.40
Dollar Nolcs 0.08 0.31 0.00 0.06 1.78 0.94 5.27
Gold 26.11 37.80 50.31 42.32 16.86 29.60 62.85
Deposits 2.07 1.33 473 7.25 18.47 it.83 11.28
M2 (Dong Notes 82.46 78.53 95,22 89.89 78.83 83.74 93.7¢
+ QM)
Shares | 0.00 0.00 0.00 1.19 5.11 2.86 5.74
Contributions o Ho/Hui 2.93 1.81 0.53 1.58 1.43 143 X
Personal Loans (PL) 10.13 11.84 1.79 3.17 5.96 5.42 n.a.
PL Without Interest 7.04 4.19 1.48 1.85 2.34 249 n.a.
PL With Interest 3.08 7.05 032 1.32 3.62 2.93 n.a.
Sales on Credit 149 397 1.45 3.39 5.84 4.36 n.a.
Government Bond 0.00 1.24 0.09 0.08 0.18 0.23 0.50
Other Financial Asseis 2.99 212 091 0.70 263 1.91
Money and Financial 100.00 100.00 100.0¢ 100.00 100.00 100.G0 100.00
Assels
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Composition of Real Assets (%)

Inventaries {excl. 1.09 0.61 0.33 0.20 0.30 0.35 na.
paddics)
Durable Consumption 345 3.81 107 6.19 6.64 6.61 713
Goods
I>urable Fquipment 523 315 2.72 21 1.95 2.46 X
Housc and Land 86,37 88.50 89.16 89.75 89.61 89.37 67.07
Other Real Assets 1.86 1.94 0.73 .50 1.5¢ 1.21 15.67
Paddies n.a. n.a. n.a. n.a. n.a. 0n.a. i0.13
Real Assets 106.00 100.00 100.00 10(.00 100.00 100.00 100.0
Table A18  Composition of debts by different types of lenders
Nation
i 2 3 4 5 Total
1,000 VND
Barks and Other Fin. Inst. 42370 42494 66866 55487 123291 661.26
Ho/Hui 3.96 2041 22.54 2270 102.67 34.49
Without Intesest 396 14.45 7.13 20.26 96.48 28.49
With Interest 0.00 5.96 15.41 245 619 5.99
Relatives, Friends, cle. 74188  0645.68 1227.02 257559 3039.00 1648.70
Without interest 52420 41522 52623 2015.71 1856.48 107094
With Intcrest 213.68 23046 70080 55988 118251 57135
Scllers 160.51  134.16 13289 33375  789.87 310.59
Government 52.55 7240 48.59 2795  242.60 88.87
Money Lenders 11428 16470 13382 29346 74.23  156.15
Total Debts 150285 146230 2233.52  3808.33 5481.28 2900.05
%
Banks 2nd Other Fin. lost, 2819 2906 2994 1457 2249 2280
Ho/Hui 0.26 1.40 .01 0.60 1.87 1.19
Without Interest 0.26 0.99 032 053 1.76 0.98
With Interest 0.00 0.41 0.69 0.06 0.1] 0.2t
Relatives, Friends, ele. 49.76 44.16 54.94 67.63 5544 56.85
Without Intezest 35.55 28.40 23.56 5293 33.87 36.93
With Intercst 14.22 15.76 31.38 14.70 21.57 19.92
Sellers 10.68 9.17 395 8.76 14.41 10.71
Government 3.50 495 218 0.3 4.43 - 306
Money Lenders 7.60 £1.26 5.99 7.7 1.35 5.38
Total Debis 100,60  100.00  100.00 10000 10000 10000
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5-1

Issues on Foreign Exchange Rate
in Viet Nam

Masaaki Kuroyanagi
The Eprrt- import Bank of Japan

| . Current Situation of Viet Nam’s Foreign Exchange Rate

t. Devetopment of Viethamese dong in the 1990s

One of the key factors of success in Viemamcse economic reform is the adopuon of an open foreign
exchange system and market-oriented exchange rate policy, which avoided overvaluation and
maintained .external competitiveness (Dodsworth et al. 1996). Also, this is one factor that made
successful integration of Viet Nam into the world economy in the 1990s.

Reform of ‘the foreign exchangc rate started in the late 1980s, as an integral part of the
comprehensive economic reform. Before March 16, 1989, a mulhpIe exchange rate system comprised
of three different exchange rates was being vsed. These exchange rates were substantially overvalued
which caused distortions, which subsidized impdrts and discouraged expoits, and as a resull, exporters
required support from the slate budget, Authorilies have carried out devaluation of these official
exchange rales since September 1988 on four occasions, and on March 16, 1989, these exchange rales
were unified and determmed at a rate very close to the parallel market rate, which was considered as a
market determined rate.’ This devaluation and the unification of the exchange rate was intended to
eliminate distortions caused by the former multiple exchange rate system. To introduce a market
determined exchange rate to the economy, authorities slarted to open foreign exchange transaction
floors, first at Ho Chi Minh City in August 1991, and at Hanoi in November 1991. After confirming
that the dong rate had kept stable, authorities introduced an inter-bank foreign exchange market in
October 1994,

The Vietnamese dong rate has kept stable at around VND 11 000 per US dollar since September
1991. Due to large capital inflows in the form of Foreign Direct Investment (FDI) and remitlances,
jnternational reserves of the State Bank of Viet Nam (SBV) increased from $27 million at the end of

! In the former system, there were three kinds of exchange rates which were applied to; trade transactions within
the central plan; iavisible trade transactions; and trade transactions outside the central plan. The exchange sate
which applied to trade Iransaciions in the central plan was devalued on September 15, 1988 from YND 225 per US
dollar to VND 900 per US dollar. The exchange rate for invisible trade (ransactions was devalued on November
10, 1988, from YND 368 por US dollar ta VND 2600 per US dollar, and unified with the exchange rate applied
outside the central plan, and this unified rate was devzlued to VNI 3500 per US dollar in March 8, 1989. And

finally, these two rates were unified and devalued to VND 3500 per US dollar on March 13, 1989 (Dodsworth et
al. 1596).
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1991, to $875 million at the cnd of 1994, and to $1.8 billion at the end of 1996 (sec Table 1). The
stable exchange rate supported by the appropriate macroeconomic management opened the way for the
inflow of foreign exchange in the form of FDI and remittances. At the same time, these Jarge amounts
of inflow of foreign currency were the main source for increasing internatiopal reserves, which
supporled confidence in the Victnamesc dong.

2 . Existence of Currency Substitution

A notable feature of Viet Nain's financial sector is the existence of currency substitution.

Currency substitution, often referred to as “dollarization” has been widely seen in developing
countries, particutarly in Latin America in the 1980s, and recenily in the former Soviet Union, and in
Indochina, including Viet Nam. The definition of currency substitution has been made in various
studies. Calvo and Vegh (1992) defines the situation of currency substitution where different
currencies are used as the media of exchange; and Agenor and Montiel (1996) define the situation as a
process where foreign currency substitutes for domestic money as a store of value, unit of account, and
mediuvm of exchange, In the case of Viet Nam, the situation can be considered as “dollarization with
gold,” where real and financial transactions are actually performed in US dollars and gold, relative to
domestic currency.

A feature of the development of currency substitution in Viet Nam can be s¢en in the situation in
which Viet Nam is both a developing cconomy, and, at the same time, @n economy in teansition. It was
only in 1988 thal the private sector was given legal status and rights, and also in 1988, state monopoly
of foreign trade was eliminated and private sector was alowed to perform external trade. in addition,
from 1976 to 1989, firms and houscholds were not permitted to hold foreign currency. Therefore,
except for the illegal activities such as smuggling, there was no way for the private sector to be
involved in handling foreign currency before the economic reform.

As a part of the comprehensive economic reform, price lberalization starfed in 1987, which made
firms and houscholds to become aware of portfolio choices. A new set of financial regulations
introduced in October 1988 had a significant impact on usage of the US dollar, and in 1989, foreign
currency deposits (FCDs) were allowed. 2

Duc (£997) points out in his sludy on curcency Subsuluhon that a high level of commumg inflation,
its wide magnitude of fluctuations, the persisient budgel deficits, lack of developed financial and
capita! markets, and distrust of the formal banking system were behind the wide use of the US dollar
and gold for transaction purposes as well as purpose for store of value. The US dollar was widely used
before 1976 in the southern part of Viet Nam, but after 1976, its use was limited, and from 1981,
ownership of foreign currency was banned. However, macrogconomic instabitity, loss of confidence in
the dong due to the failure of currency reform, and the shortage of goods accelerated dollar holding.?
This tendency was intensified particularly after the massive shift of funds of dong deposits following

? These measures allow the firms to open foreign currency deposits, and also allow banks to operate in transactions
in foreign currency.

¥ Fhere is the view that the new currency exchange in September 1975, afier the unification, had a psychological
effect leading to distrust of the currency. In 1975, the new regime issued a new currency (dong), which was
circulated only in the southern part of the country, to replace “Piasters” which were issued by the deposed South
Viclnamese goveroment. At that time, the exchange rate was 1| dong (o 500 Piasters, and on theory, all Piasters
were exchangeable for new currency. However, in reality, each family having less than 1 million Piaslers was
altowed to exchange 100,000 Piasters (approximately $1,000) for 400 dong and rest was deposited with the
Central Bank. Small businesses with certifted licenses were able 1o exchange an additional 300,000 Piasters far an
additional 600 dong (G. Nguyen 1977).
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the collapse of credil cooperatives in 1989,

3. Level and Effect of Currency Subslitution

There exists difficolty in evaluating the degree or the fevel of currency substitution. As in most
counlries where the dollarization has been substantially developed, foreign curcency deposits are frecly
atlowed in Viet Nam. After the legalization of the forcign currency deposits in 1988, they increased
substantially, and in 1991, their share to total deposits exceeded 50%. However, in 19906, this share
declined to approximalely to 30%. An interesting fact is that, on the other hand, the share of forcign
curcency denominated loans increased from 19% to 39% in the same period.

Behind the initial increase of the foreign currency deposits is thal the elforts of the authorities (o
bring in dollars circulating in the informal sector to the formal sector proved a success, and the
declining share of dollar deposits might indicate that the dong based deposits became more atiractive
afterwards. This means that remonctization of the dong occurred. On the other hand, the increase of
doltar loans also reflects the increasing public’s confidence o owe dollar based debil, which reflects
confidence in the Vietnamese dong in the recent years,

Another peculias case in Viet Nam is that gold is also used as medium of transactions for expensive
durable consumer goods and real eslate, and the storage of vatue. However, the SBV is prohibiting use
of gold for clearing any kind cross border transactions. There are no limits to bringing gold {as well as
other precious metals and gems) into Viet Nam, but approval from the SBV is required 1o take them out
of Viet Nam (Huong 1997). In Agenor and Monticl (1996), two aspects of the parallel market are
introduced. One aspect of the parallel market is derived from the application of the trade theory which
emphasizes illegal activities such as smuggling, and illegal foreign exchange lransactions o finance
them. In Kamin (1983), it is explained thal considering a country without access to the international
capital markets, the value of legal exports must be equal to the value of legal imports, and the value of
itlegal exports must be equal to the value of illegal imports. In this situation, parallel market premium
is determined by the tariff rate, rate of the export tax of the exporling country, penalties of smuggling,
and risk of getting caught. Another approach ‘to explain the activity of the parallel market is the
portfolio balance, or currency subslitution models. This model emphasizes that foreign exchange is a
financial assel rather than medium of transaction, which the economic agents hold as stock of value.

In the case of Viet Nam, the existence of the paratlel market can be explained by the combination of
both models mentioned above. Many people we have interviewed suggested that the parallel market is
in equilibrium on a flow basis, since the parallel market exchange rate is not moving very much and the
paralle} market premium is low, and thus the inflow amount should be equal to the amount of
smuggling. An unofficial estimate of smuggling can be as large as one-third of imports. When we take
the import value of the 1996, the estimated amount could be as high as $3.4 billion. If we take this
estimation, flow amount of the paralle! market could be estimated at as large as $3 billion. On the other
hand, in estimating the volume of the parallel market, an article in Far Eastern Economic Review*
published in 1995 quotes the unofficial estimate as from $600 million to as high as $2 billion. There is
an alternative estimate in Duc (1997) that the unofficial amount of the US dolars is $2 billion and that
of gold is $3 biltion. These US dollars and gold are kept in corporate and household savings. It has
been pointed out that on average, the share of gold to the total household savings is 44%, while cash
and bank deposits only comprise 17.7%.”

* Far Eastern Economic Review, March 30, 1995 (Ding Dong Dollar)
* This is based on the joint study by UNDP and SPC on income, savings and credit for 1994, which is analyzed in
Hattori (1995.)
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From the various cslimales mentioned above, the amount of FCD and the dollar in the parallel
market can be estimated at least about $2.6 billion, or 15% of GNP.® Considering that the dong based
M2/GDY is aboul 19%, the amount of informal forcign currency is very large. This massive amount of
foreign currency has a large effect on cconomic management,” Particularly, on the monctary side,
circulation of foreign currency means that this part of the monetary aggregates is out of control of the
monclary authoritics. And as a result, the cffectiveness of the monctary policy will be relatively small,
and the monetary policy will be influenced by the exchange rate.

Il . Assessment of Current Level of Foreign Exchange Rate

1. Stability of Nominal Exchange Rate and Appreciation of Real Exchange Rate

As a result of the various reforms taken in the late 1980s, the dong rate in the 1990s was slable.
Particularly, at the end of 1992, both the officiat exchange rate’, and parallet market rate fluctuated in a
small range ncar VND11,000 per US dollar (sec Figure 1). To examine the export competitiveness,
have calculated several kinds of “ceal exchange rates” and they are shown in Figure 2. First taking the
consumer price index {CPI) as a deflator, the rcal exchange rate appreciated 60% in the period of
December 1991 to January 1993, Also, calculating real effective exchange rate (REEF) with the
estimated trade weight, it appreciated 40% in the same period.” However, both rates were stable since
the end of 1992, until very receatly. Taking other indicators such as consumer goods and staple goods
price indices for Vict Nam, and the consumer goods price index in the United States, these real
exchange rates were depreciated substantially due to the tow price increase of these goods in Viet Nam,
possibly due to the price control,

It is difficult to judgs whether the current teve! of thie exchange rate is overvalued or not. One way of
looking at this issue is to atlach importance lo the slabilily of the real effective exchange rate for four
years, with exports growing at the rate of 30% in 1996. From this view, we may judge that the
exchange rate is not overvalued. On the other hand, it can be said that with the 46% increase of imports
in 1996, the exchange rate is overvalued.

2 . Parallel Market Exchange Rate

In chapter 11, I mentioned that the existence of a large-scale paraliel market is a distinct characteristic
of the Vielnamese financial sector. Usually, parallel market premivm has been considered as an
indicator to judge the misalignment of the foreign exchange rate. In the case of Viet Nam, since the
market determined system of the foreign exchange rate was set up in 1991, the spread between the
official markel determined exchange rate and parallel market has been very small, al the maximum of
3%

Due to the massive increase of imports since the later half of 1995, the current account deficit

® GNP of Viet Nam was estimated at $17,634 million in 1995 (The Werld Bank 1997.)
? The problems regarding the cxistence of currency substitution is that diminishing demand for the domestic moncy
reduces the base for inflation tax and raiscs the rate of inflation to finaace the same amount of fiscal deficit, _
5 From August 1991 to September 1994, the market based foreign exchange rate was determined at foreign
exchangc rate (toors, and since October 1994, this rate was determined in the inter-bank market.
? In estimation of the trade weight used for calcutatiog REER, 1 used 1995 dala. These weights were, Japanese yen
2056, Singapote dollar 15%, Deutsche mark 8%, and Korean wong 7%, as the simple average of the share of
export and imports. The US dollars’ weight was taken as the residual of the total shares mentioned above.
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widened and it increased as high as 12% of the GDP in 1996, Influcnced by this widening of the
current account deficit, the expectation for devaluation became stronger in the latier half of 1996. Since
the autumn of 1996, SVB officials mentioned on several occasions that the level of the exchange rate
was ovdrvalued, and this increased expectations of devaluation of the dong. The dong rate in the
paralle! market quickly responded 10 the stronger pressure for devaluation, and il began to depreciate,
and thus the paratlel market premium widened to the level of 5%. However, international rescrves of
the SBV kept increasing reflecting the increase of capital inflows. It seems that expectation for the
devaluation was not reflecting the total demand and supply condition of forcign exchange, but rather
focusing on the current account imbalance.

3. Allowing More Flexibility in the Exchange Rate Determination

Since September 1994, the exchange rate of Viel Nam has been determined by the inter-bank market.
Everyday, the SBV announces official reference rate and the inter-bank transaclions were determined
withia the band of plus for minus 0.5% from the reference rate. To cope with the depreciation in the
parallel market, the SBV widened this band to 1% in December 1996, and in late February 1997,
further widened the band to 5%. The exchange rate in the inter-bank market quickly responded to the
widening of the band and it moved from VND11,200 per US dollar at the beginning of March to
VND11,655 in the middle of March. This was an approximately 4.5% deprecialion, which made the
official exchange rate adjust to the level of the parallet market rate. Since, the official reference rate is
kept at VNDI11,100 per US dollar, the inter-bank exchange rate is in the lower band of 5%. Since
March 1997, the exchange rate has becn stable. For cxample, on July 29, 1997, buying rate of the US
dollar was USD11,650, and the selling rate was VNID11,683, and the parallel market premium was
smalt. The actual movement of the dong shows that the widening of the band was intended to adjust the
official exchange rate to the parallel market, and not to depreciate it because of the widening of the
trade deficit. :

This type of gradual depreciation of the foreign exchange rate can be seen in the case of Indonesia.”
The similarity of the iwo countries is that they both are widening the intervention band (o make the
exchange rate more flexible. In the case of Indonesia, the band itself moves towards gradual
depreciation, and the depreciation does nol have significant influence on the capital inflows. The aim
of this policy is to kecp ihe‘real effective exchange rate conslant to maintain export competitiveness
under the appreciation pressure caused by heavy capilal inflows.

On October 14, 1997, SBV widened the band to 10 %, and the market rate depreciated to 11,970
dong per US dollar. This widening of the band is to align with the recent depreciation of the
neighboring ASEAN countrics.

Ill. Perspective for Medium- and Long-term Exchange Rate

1 . Exchange Rate Projection in the New Five-year Plan

The exchange rate projection in the New Five-year Plan is not apparently shown in any of the
official documents. However, macroeconomic indicators of 1996 to 2000 submitted by Dr. Ngu)'en
Quang Thai at the Tokyo Workshop in March 1997, show that the possible projection of the exchange
rate in 1996 is VND11,050 per US dollar, and that of 2000 is VND12,810 per US dollar, which in a

® [ndonesia moved o a flexible exchange rate system and remove the Rupia’s trading band on August 14, 1997.
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yearly average of 3.0% depreciation from 1996 to 2000. The consumer price inflation rate, which was
12.7% in 1995, is expected 1o go down to 5%, which means that the average inflation rate of CPI from
1996 to 2000 will be 7.5%. When estimating the real exchange sate, [ took doltar-bascd inflation from
IME (1996), 2.1% for 1996, and the estimation is 2.5% for the period from 1997 to 2000. As a resuli,
the real exchange rate for 1998 to 2000 will be approximately 10% higher than 1995 level.

2. Balance of Payments Projection and the Exchange Rate

In Chapter 4 of the main text, we discussed that to keep the trade deficit approximately in the level
of 15% of GDP in the period of 1996 to 2000, if the growth rate of exports is 28%, growth rate of
imporis must be kept at 24%, which is substantially lower than the average growth rate in the petiod of
1991 to 1995, which was 34.2%. Inconsistency exists between the assumption of implicit real
appreciation of the dong rate, and the high growth rates of exports, and relatively low growth of
inports.

Regarding capital inflow and trade deficits, there exists two scenarios. One scenario which has less
probabitity is that the trade deficit will remain as projected (15% of GDP) with capital inflow is
substantially larger than the predicted amount. In this sitwation, there will be pressure for the
appreciation of the dong, and at the same time this will cause an inflationrary pressure through jncrease
of money. However at the current stage of underdeveloped financial sector, Viet Nam lacks a tool of
steritization, such as operation of government bonds in the secondary market. If the SBV attempts to
prevent the growth of money by strengthening the current policy of credit ceilings on commercial
banks, this in itself will discourage development of the market-based financial markel. In this case,
issuing ceniral bank securities to absorb liquidity might be one solution, but the interest burden on
these securitics could be a source of quasi-fiscal deficit.

An alternative scenario is that even with capital inflow as designed in the plan, the trade deficit will
widen substantially. In this casc there will be strong pressure for the deprecialion of the dong. But
under the existence of currency substitution, expectation for a substantial devaluation rate will cause a
drastic change of the asset holding of the ¢conomy. This means that if this occurs, confidence in the

national currency will be lost, and the stability of the ¢conomy will be endangered. The plan is on
knife-edge in this respect.

IV. Evaluation of Foreign Exchange Management Policy

t . Current Situation of Foreign Exchange Management

As a part of the comprehensive cconomic reform, liberalization of the foreign exchange control was
accomplished based on the decree of October 21, 1988. Under this new liberalized system, all
surrender requirements were abolished, and foreign currency obtained from commercial transaciions
were allowed to be used for payments to the foreign counterparts. Also, firms were allowed to keep
foreign currency obtained from exports in foreign currency deposits, and individuals were allowed to
hold foreign curreacy, in the form of deposits and foreign currency notes.

However, to encourage the use of the dong, decision 396/TTg was issued by the Prime Minister on
August 4, 1994, This decision ruled that all aclivities concerning foreign exchange musl be carried out
through the banking system, and all monetary and financial transactions, with some exceptions such as
duty frec stores, must be made in Vietnamese dong. And also, partial surrender requirements were
reintroduced, and institutions and individuals opening foreign currency deposits abroad was restricted
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{Huong 1997)."

2 . Criticism on the Foreign Exchange Management Policy

Along with various administrative measures, such as circulars and decrees issued periodically,
liberalization at the early stage, and the backdown on enforcing the policy afterwards made foreiga
cxchange management unclear and complicated.

From the comments of foreign businessmen working in Viet Nam, there were (wo views of
cvalualing foreign exchange management, First, like other developing countries, Viet Nam’s foreign
exchange management policy has been severely criticized. Criticisms are: the policy is uuclear; and
interpretation of the rules is among those to whom you make inguirics or where you inquire.”” There
ate other opinions on the function of the inter-bank foreign exchange market, which was opened in
October 14, 1994. We often hear the criticism that this market is not functioning very well because the
SBV is not functioning as a “central bank” in adjusting demand and supply, and pasticipants often face
difficulty in obtaining foreign currency to meet their aceds. This siluation is similar to the domestic
money market, where the liquidity is not smoothly supplied by the SBV.

On the other hand, there are still other opinions that the foreign exchange system diflers little from
other developing countries. A few belicve (hat the foreign exchange management in Viet Nam is clear,
once you understand the mechanism well.

In response to the criticism, the SBV prepared a comprehensive document on forcign exchange
management, and the preliminary‘ English translation is attached. This guideline is planned to be
enforced when the new banking laws are approved by the parliament in the near future (sce Appendix
I). L

The guideline is comprised of various circulars, decrees, decisions, and regulations, issued from
1989 to 1995, are arranged so that firms and individuals who conducts forcign exchange operations
will be able to understand the comprehensive overview of the regulations. Since this is not yet enforced,
we cannol evaluate it now, but at least from reading the document, it scems that the regulations are
quite clear, needing further clarification on details.

V. COncluding Remarks

1) From their past cconomic performance, Vietnamese authorities are implementing an appropriale
foreign exchange rate policy and foreign exchange management. This success is not only the resull of
the foreipn exchange policy, but also the adoption of appropriate fiscal and monetary policy to contain
inflation. The favorable macroeconomic conditions were the base for increasing inflows of FDI, and
the increase of external aid. This inflow of capital was the important faclor to promote economic
growth. This suggests that a prudent macrocconomic policy is necessary for appropriate forcign
exchange rate management.

2) Concerning the external balance of Viet Nam, we believe that the trade balance deficits cannol
easily be reduced, and the there is no reason to expect the increase in the inflow of capital when trade

! However, in reality regulations under this decision are being enforced loosely (Dodsworth et al. 1956). But on
the other hand, Huong (1997) elaims thai the limitation of the foreign exchange management policy is that
authoritics have not succeeded in managing the “individual’s” holdings and the usc of forcign cxchange, and the
existence of activilies such as inter- enterprise transactions of foreign exchange.

2 1t is pointed out that interpretation of regulations are different between SBV in Hanoi and Ho Chi Minh City,
and this causes confusion for foreign businessmea in Viel Nam..
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deficits increase. In this case, there will be depreciation pressure on the exchange rate. Under curtency
substitution with existence of a large paralle] market, this is a dangerous situation because an
expectation for substantial level of devaluation will trigger assel shift, which will weaken confidence in
domestic currency. To avoid this situation, Viet Nam must push forward with steuctural reforms in the
external and financial sectors in order to maintain a sound macroeconomic situation.

3) The dong rate is quite stable, “dolarization” still exists, and authorities have not succceded in
eliminating the use of doltars and gold, particularly in the parallel market. If authoritics attempt by
regutation to force the use of the dong and try to stop the use of dollars, the only result will be to
cncovrage the development of an underground cconomy. But on the other hand, the high level of
currency substitution and the existence of parallel market will have unfavorable effects on fiscal and
monetary aspects. To discourage the development of paraliel market, structural reforms, such as further
trade liberalization to reduce the tari{f rate are required so that smuggless have no incentive. But the
preference for doftars and gold came about because of the historical reasons, and still there exists
“hyslerisis.” The most important policy promoting prudent macrocconomic situation, as mentioned in

Chapter 4 of the main text, is to develop institutionalized financial system and an improved preference
for dong based financial assets.
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Figure 1 Monthly development of Vietnamese dong (dong/$US)

Note  Free Market: Hanoi Free Market Selling Rate, Official: For 1991, official ratc of the State Bark,
Since 1992, selling rate of Victcam Bank.

Data Source  ‘Fhe State Bank of Vict Nanm.
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Figure 2 Real exchange rate of Vietnamese dong (Sep. 1931=100)
Note ‘
CP1(Viet Nam) Consumer goods{Vicl Nar)
.CPi= ¢ Q=
1.CFi CPI(USA) Consumer goods Consumer goods{USA)
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P57 Consumer goods(USA) N Wages(USA)

REER2=Real Effective Exchange Rate. Weight Estimated by the author based on trade weight; US doltar 50%,
Japanecse yen 20%, Singapore doltar 15%, Deutch mark 8%, Korean wong 7%
Data Source  General Statistical Office (Viet Nam), IMF, IFS,
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Appendix I

Guideline Documents for Implementing
Operations on Foreign Exchange
Management

| The State Bank of Viet Nam
(Preliminary translated by JICA Project Office with the supervision of the author)

211



68/E/ST parep
LL-HN/EE "ON B[y

{ueo]

ufra10y st 11 J1) HUBE ANEIS A

JO 98U201[ PUE IDBLUCD UBYT-
{axmuaa

surof) asuan] JuounsIAUL-

nuasard o) o,

(NA W

sesudieiue Erdes poumo uBrozog
Supnpout) suoneZIuedIo aSOWRWAA
. -~ (NA

ut sazndroua pepdes pauwmo uBrarog
Suipnyour) sUoHEZIURTIO SSRUIRLIAIA

S[ENPIAIPUL FOWENIIA~
suotjeziue8i0-10 s[enpiatpu udra103-
101 porIdsuey Asucws Surpniaur ‘24

o WEN LA UL WASAS
Fun{ueq Y O SIADKND
uStor0y Fuuiaisuer] /¢

68/E/ST pAmp
JI-HN/EE ON AT

%9k

syueq ut tunosn Suiwado /2

wonRMSl il AJWICIUCS UI st anbayd
3 PUT J0UMO Y] ST 12120q onboyd 3
1BY) CONBLLIIUOD DARY O} AIESSI09U 81 1f

30%q JO

anbayo [ewIou

2 B0 01 SHUBG DPIIB[I 2
Udamlaq WA Te [Emnw
QARY O1 AIRSS200U ST ]!

!
{

S6/C1/8L PR LHN
~Q0-T8E "ON U0

S6/T/ET PAIEP

LHN-TO/8y "ON uo1s(-
GR/E/ST paEp

LL-HN/EE ON I8[nodiD-

“IDURADE
uy pred fouou 1o “jueq
WOoLY UMEIPHILM A2Uow

JO 111q IO ‘UOURLZ[2ID
WIQISNY Y1 HOBYD O,

WITN J2LA
ut asodind pue prolqe Aouow
JO 52In0S 341 AJUUNPL O,

nno.ﬁm.Eoﬁ PoALazal A[[eaa]
2q 0 paaoid 9q 1snur-10 “yueq ufiaIo}
Aq pansst anboyd L0] A[uo

PEOIQE WOIY JYFNOIQ ST AAUOU dY)
Furaoad SIUWNOOP OXT LA J ‘S2A
$oA

s34

{a8ueysxa Jo [11q)
anbay> Ag 0

000°L S I9AD-
000", $S(1 3897~
4sed Ag ‘q
JoJsuens Ag e

WBN] 19tA UT S{UEQ 01 PROIQE
WOLJ ADUDLIND JO 2SUBINIUSY

210N

s1u2LINdop Suping

podinbas s2Inpasodd

ON/A)
100 10 paidone st UOIORSURD U ),

aoudesuel],

proIae BUIAl 88 OUm 95oWRUIBIA 10 Jaudieioj Ag (1)

asowrLIaIA J0 Joublaiod-sienpiapul Ag "L

wepN 191A ul waysAg Bunjueg
Ayl UIYLM Saioualing ublalo4 bupuaisuel) pue peoiqy Woip sapuang ublalod Jo ssuepiuwsy |

212



68/C/51 pAEp

I2UMQ JUnQoDE

Rueq

LI-HN/EE "ON Se[nolID) 213 70 1uaWaInbas 241 4q S9A| w0y ysed JurmeIpyIAL /S
T&/T/5T
Yueq 243 18 1UN0d3E parep LHIN-UO/80 ON Aueq 241
| oamy oy suoneziuedIo 10 S[ENDIAIPUL;  UOISIOA( PUE T6/T/p1 PATED| 1T JUNOME Kauouns uSo10) K1011015] WEN 191A,
m sak [utgitm Asuow Surusysuell, /b

13910 03 Iagsuen 1o jusmdeg

JO-HN/80 "ON OS]

PAEBY JSTUL ICIJFSUCT} )

. pauado ST 3unodde

sysodop Juraes 101

$312UALIND

31 DIBYM YUEq AG pIeInTal| $2anp2ooad Y 2IUEPIOIOE ul s34k uroroy m Bumsoda /¢
pouado st junosoe saunpaooid Fummado Hueq 3¢ RO
2y} 2120 Hueq AQ pate[ndar]  INOOOE Yilm SOUBPIOIOT UL soh| Asusund uSiorop JuwsdQ /7
SOIDUDLIND USI2I0] 1do0de 01 pontad
ase o sdous 1w spood Furseysind-
HUEQ 0 JUIS IO P[OS 3 0 68/E/51
;3o osodind a3 parep PEOJGE WOLY
1oy AJUO PasT &1 ADusand w10} o4, LI-HN/SE "ON Ie[nol1) S2A Asuoul Jo ssummnuay /1
NON, SITSWNIOP BUIPINL POIINDAL SMPASCL] 0u 10 pdaddy SUOTIJESUBL],
WEN BIA U osoweuwaInAg (@)

12AUDD~-21

Furueauos Asusuno|o} spodu pue dn pasn 10U 3ABY NG GNA
SE/p/E PAIEP|  JO JOPIO S PUB UOURIE[RIP OJUI PAJISAUOD 9 O} PROIQE WO sarusLIng uBi2o] 01

LHN-QO/EQL "ON HOISIOR(

WoIsnd A} ¥I2 OL

A0 saULLIND UFIHL0] JO 358D U]

CINA WOI SunIoauoD /b

(SIDIAIDS/SPOOS JO SUI[IS JO
Surdnq) 2010AW PUE 1OBAUOD)-

213



Spo0s paseyaind JO Se0tAISs
posapuar 103 sorousrms uSorol ut
sponeziveSIo o sjenpiapar wftalo)
Ard ues saouInD US1210] JO JOUMO

(€59 St IasURL) oY1 18] PIFUIUIPT
2q 1T SPUSTWUMDOP PR

WEN 1314 Ul SYUEq oY1

wnosoer jeq sowndal remond QY T6/0T/IE PAED LI-HN/EOT I2[noI) 10 SO1ALOS ‘ISPIO JUWARS sak|or Kovowr Fuureysuell, /7
: ~ peoIqe
GS/C/pT Polep LHN-LL/EE SEnND soAj  wosy Auo duenIuey /T
JION SILSWADO0P JUIPInG paitnbol saInpanold 100 JO padaddy SUOUDESUBLY
WEN 191A Ul UONEZIUBBIO JUBPISII-UOU SIB Oum J010esu0d ubivio) 10B1ued UONEISdo-00 SSOUISNQ € JO fued ubios oyl (@)
S U312:07 JO (INA JBUMO JUNOodE | NuBq Wotj
I 3q UBD UMBIDUIIM A2TOJA 211 J0 WaWIMbai 2y Aq $aA yses Surmepyitgy /g
nmosoe : S
NUBQ O Ul PALILEAT 9q O WEN 1A yurg o1}
unglim SomuaLnD Titalo) 2umol(e KIOJLIIO) WEN IDTA, UHHM
SIGAWNIOP [€F9] OU B I, S8/6/5T Po1Ep LI-HN/EE fe[nan) 594 Kouows Furropsues] /7
UDNPZINESL0 o4 JO SUQNERIZdO
o3 10 Apeindal pantwl PLoIqT Woll A2uow
SaA Jo adueniwey /1

68/E/ST porep LL-HN/EE LEMOID

ST Asuow o) AJuop! O,

210N

SIDWNICP FUIPIND

PINDAL S2INPIDCIJ

104U 10 peaddaoy

SUQOBSUEBL],

suoneziuebio JudpISal-uou, SE pauyap e¢ 0} suoneziuetio ubeioq (§)

uonezivebln asaweUBIA Jo ubiaiod Ag 2

214



“S301A15S UONESIUNWILOY PUR [e1s0d [EUONTUINUL ANEIAO 03 PIMO[E dI8 UD

ufies0) 10 [mndes ufrroy Aq pawesado siafoid Aq

SUade Loy} 10 JULIEUL/DUIIT [SUOLTWAIUI 0] 1S1d1) S1¥01 30 justwAed UOISSIUALOD PUE JUSWATL W

1 suoneziuedio [eisod Aq $29 [e3sod [CUONEWIAIN] 10} jwawded .

‘suoneZIUESIO/S[eRpIAIp

523 ‘wnoponad Jo uonelodsuRiy SUURULIE IO) DUBINSUL IO UEIMSUL wodxoprodun aseqaIng
-K1aua 1y o1 urduoreq sayoursq Sununodoe juspusdep Quoure 10 sannua o Juowe souenmUs AXUOW  «

"51uae 0Y) O SIUMO 3y} W0y Hodxo/todull JO SIOTALAS put spood 1oy wewdnd .

TN SUIROIIO] U 3[qB[TEAT ATEO ¥ ATONIIST WIEN, 191/, UL SIRRUSIING UT310; Uriusiiaed

I
1

o8UDm| UIRIQ0 01 2ARY 10U Op
DINJANIISBIIUT FO UOTIONLSUOD A3
yr Junerado 10 samnsgns woduu
Buronpoid garys sasudinuy

S6/TIPT
PP LHN-AD/Q0L 9NYT [BIDWIO

aseyaind oy Furmolie
NUBE 21218 21 WO 98U WO

2k

SRURQ WO}
sopusund ufo) Ang /€

(+J0 258D UT A[UO) $9A

SOOUALIND USIAI0J U +

_ Y56/6/6 POIED LHN-LL/ZT Je(nalin unodoe JNA U usodad soh ANAY *+
WIEN] J9TA UL SyURq
o) Aauow Suuusysuel), /7
ueo] {o5unIIUDL ADUOW JO F50cind
Aouarmd wSre10] IO BOURGUIUOD ayr Seuesrpur  SESWND0P  IHIO
endes souued uBrozo)| p6/€/9T PATRP LHN-LIL/L0 Je[naLd pue Awedwos samusa juwof st ) peoIqe
3q 180 pantwal Kousins udIog| £6/6/81 PAIEP LHN-LL/GQ SeIRAID{2SUadIT JUIUNSIAUY ot wesard o1 soh| w0y £aucw Jo sowenny /1

PON

SIUSWNIOP JUPING

PAUTDII $DUPIOLY

10U 10 paidaddy

SUOTIJESUBL],

WRN 12IA Ul UBWISsAU! UDISI0) U0 MB] U UUM SOUEDIOOJE Ul vonesado sesudigwy  (8)

21b



"$001AI2% UOHEDIUNWWOS Pur [eisod [euonrwaiul 21813d0 01 PIMOTIE 218 YIIYM suoneziuedio

ufrozo; ut rendes ufieroy oy Aq paresado siwofod Aq sed ‘winafonsd
“Ainuo Wy 01 sJuoaq soysuelq ununodoe wapuadop Suowsz 0 ®

~s)ufe 19y} JO SULEUL/AUI[IIE {BUORCUIAIUL IO) JSal) ‘S10X3T: 3O W2ATd UOTSSILIUIOD PUE JUIWAR]

reysod Aq $907 Teisod [euonEusL 10] wawied .

-'SUOEZINETI0/SENpIAI UL

30 uonenodsuen JUUEW/IE JO] SOURIMSUL 10 3dUBMSI uodxs/uodun osTydng

aunue (e8] Suolue aduenIwsl ASUOW .

- qusTe o1 1oumo oy woly 1odxs/odult JO $IVIAIDS puE spood 1o] wawAked .

SyUE(Q DUl O Wwayl {[3

UONEIICO ADUDLIND

LHN-LL/ZT "ON B[R0

Fuimolo] ug ATuo) 534

ST PUE IENOSIE JISYL Ul ADUOL 211 31sodap 6/6/S PAEP udauol 103 Fulmol[e yueg Hueq ol
10U UTD I2QUS ) ‘25UIDY] OU SBY 2¥ED U] LHN-LI/ZT ON B[00 M8 9y AQ 28u201] 2AB( 1S sak|sotousuna ufioroy Suipusg /¢
P6/6/S DOED {4¥08RD AZOILLIDY UIEN 120A

UM Asuow Funudsuesy, [z

W S212UoLND US1210)
| 01 PALIRJAL H6/C/9T PAIEP LHN-LI/LO 1BM2AD

| PO/6/5 PAEP prOIqE WOL]
| pue juswAeda: pue Swmouoq uo uonEmIay LHNLL/ZT "ON femdiiD 594 Aouow Jo souennuay /T
w SSION SIUSUINSOP BUIPING PoJInDal $2ANPAd0IJ 100 10 pa1daody SUQLDESUELY,

suoneziuebio asowewBIAAg (%)

216



[ASUDLIND USIDI0) BUTANQ UM BSIA
| uxa pue uodssed wasard 1SN Ing
tworssrunad INOYMA 000°L $SN

o3 dn Anq e juesidde 20t

63/$/ST PAIRR LL-HIN/EE 1B[ndID)

SOUELIWDI
a1 SUIMO[TE YUBE 21TIS AU WOLY 95UILY-

SIISIA 30 S1ed [BIIPIW ‘S15LINQY ‘UOUEINPD

30 sasodind 103 peoiqe AJUOW PUSS /7

$6/Z1/8T PRIEP LHN-QD/E8E U1

$6/8/77 POIED LEIN-QD/SSY U0

PEOIQE WOI} UT 1Y3N0Iq 10 IUSS UG A[snoladid
Py YaIyM Junowe Yy Uey xaFre[ 10 St proIqe
JUS% 5q 01 IUNOWE o) eyt Furacid spuowmoog-

. o weN
1At Ul pautes A[[EJ9] 10 PTOIQR WOLL PINiuK
Apealfe ST ADUSMNS UFIB10] oY) JO SHEIIID-

syueq A1 Ul pousodap
wooq pey uowm serouaund ufiog /1

P SO10N SJUMIRDCD FUIPING PAIMDAI S2INPE00Ld SUOLOBSURL],
asowewSINAg  (2)
SSTnp 2. $9XE] 18 JO WawAed JO SajedIIIl)- WeN 191A
£6/6/81 PNEP LHN-LL/00 emoly 1IRIUOS 0qE] 943 3O AdoD-|w dqeatedal owodur pue Aree /T
pEOIqE WoI] Ul RIAN0I IO WSS 193 A[snotaald B

PRY YIRiM JUNOWE Y3 Uey JoGke] 10U <L PROIqR syueq oYy ur pansodop
69/€/ST PoYER LI-HN/CE IR[MOLD{IUSS  Junowe - 34 18t “Suaond  SIUHWNDOCL- (U9 PRY YIIYM SOWUILIND uSa0g /1

SIION SIUSWNIOP BUIPING pannbai s21npa00l4 SUQLIESUBLY,

{asouBLiBIA Seasiono Buipniour) sseubleio; g (L)

srenpiapul Ag ‘L

suoneziuebiQ 10 S[ENPIAIPY] Aq PROIqY PAIHWISY 3] 0} SBIDUILNY ubloiod Il

217



P6/6/S PSP LHN-LL/ZT ML

Sasuadxe 01 FUlEI20U0R s1aded pare[ay-
- S9T0AUT POIBII JO Ade)-

SWoN s1oo 103 Juowled /L

P&/6/S PAVEP LHN-LIL/CT FEIOID

. . Hqu
pue 9210AUI “SUIPEO] JO {[1q 1oenu0d Jurseydind jo AdoD-
25U sseursng odxo/roduy-

| suodwt 1oy juowied /o

¥6/€/9T PAIEP LHN-LL/LO Te[malln

. HOUBULIUOD
UBO[ JO PAIZDS U pey Weo] 9U} JO SeIiIa’y-
19enuoY uso] ol J3o-Ado)-

- .. Sueo[
ugra103 o sIsI030L JO WawArd
pue sapdround o juswdeday /¢

£6/6/81 paEp LHN-LL/9Q 1R

£6/7/91
PAIED WIAUIIA0D AQ J2/8T 22122

SPUNP X8] [[& SUIYSILIT JO SN~
- fed uSosoy oy
o1 sTuoraq Aqedaf s1 Aauaund udioroy 9 JO $01E0NID)-

bin_ ud1a10] 3y 01 s5uo[q
A[reFal 19558 10 Aontow AUy /p

16/S/y pa1ep LGJH/ 6 UoISIvRg

SAUNP XBl [[B FUIBIUY JO SARIININ)-
SIORIUOD porelel Jo Adod-

N I3]SUEs)
[E31UY23} 10] 10 S$314uNnod ufiorof
U1 SOOJAJAS 10] JusARy /¢

IeoA [EDS1] AJOAD JO DU A} Jae
A{UO PIQRIIBAL ST SOURIIWILI HJ0L]

£6/6/31 PP LHN-LL/90 M5

ANIOUSNE UOTIEXE) [BOO] Ad-{XB]
17703d Sutpnfous) sonap xe) [[e SUIYSIUY JO SALAFUD-

SOUBNIWIY SIoId /2

*HONLISCO Si1 pajepinbi
10 pRieuiuro) SI asudiaud 3y)

usyam AJUO PEOIQE PORILal 9 [fRys
1E3ideD JUBISIAU-L 10 JTIUNSOAU]

63/6/91 Po3EP LHN-LL/90 LBIN2ILT

*[eded JUIMISIAUL

=51 PUR/I0 JUIWISIATT DY} 0ey} ISFIR] ST JUNOWE

pouueI  ayy JO osed Ut pannbar s1 [IN Aq Teacxdde uy-
ALIOYINE UOTIEXE] [E20]

Aq saunp xei [[e 7o wawded sy duIystuly Jo sMEdFUIAD)-
(Aiogine uonexes 2ousdwon

Aq soyres) Wiy 2y} Jo uouepinbl] yo SANUIN-

(1dIN AQ PAIJ1IS0) USUNSIAUL-DI PUE UORNQLINOD

1endes jo ssazdoud nonruswsrdur o oday-

[e1des 1UaUNEAU-21 pue Teides
WBUISIAUL JO QOURIMIWDY /1

SAON

SJUAUNDOP SUIPING

panmbal saInpo2old

SUCTIORSUBL]

WEN 19IA Ul JOULSIAUS UBIBIO UO ME| JBPUN PAYSHGEISS SaS1dIaWS 10 uoneziuebio Ag

{t)

suoneziuebio ubio.io4 pue esaweUDIAAgG 2

218



PROIGE JUAUNIAUT
u0 AET AU UL PRSI

Anunos uSreto) o1 [ended
JUSUGSOAUL UBNIWRY, /€

2q [[eys Jo1eW oL, P6/6/5 PRIRP LHN-LL/ZT JEINOMD
$6/€/97 PATP LHN-LL/LQ F8(0010 .UTO[ UBLRIO0] JO SIsdiA
+6/6/S PARP LHN-LL/ZT Ienand pue sardwound 105 wewAedoy /7
E S20TAIS
$6/6/S Pep LHN-LL/ZT EnaId) uS1o103 pue spodut Joj wawieg /T
S0, SHISUINDOP JUIpING palnbal s3INpaooid SUOIoBSURL]
suoneziuebio J1LIou0d asaweulsIA A (€)
Sonnp XE3 ([€ SHIYSIU JO SABDIITD-
£6//9T PAIEP JUAWWIA0Y AQ JO/]T 991097 S1ou1u00 paeaL JO AdOD-{  SODIALSS PRIDPUAL WOY RWOOU] /¢
AToyne yonexe: [e30] Aq (Xe1 3301d
Zurpnpout) soUNP Xel [[€ SUR{SIuLy Jo SABOYILID-
apei], JO ANSIUIA 243 Ul PAENSITal U3q pey
16/0T/1E PP LL-HN/E0T 12(MOLD|  YIIYM 1DBIIUOD PUT aSUIIL] SSIUISNG uodxaaodu- wodxa/roduwn wody swodul  /E
pEoIqe Wor} Ut WINOIQ IO Juds Uaaq
£6/6/S PAED LL-HN/ZI Jeman)|  A[snotasid pey ydiym JUNOWS Syl Uyl 2J0W 10U St . Rueq 2}
6R/8/ST PRIEP LI-HN/EE TeNI5| PeoIqe 3Uas 2q O JWNOWE oy 12y saa0xd spusumaoqg-|  wt passodap sotousmo uBwiod /T
Ried Ugao) 24l 01 SPUCRq ~ Aued uFies0] 2y) 0] $3uoldq
C6/5/9T PAIED UAUMLIDA0D AQ JO/81 20I00() - KrESar st Aousund uBrerof 9y JO SABOYII)- Antedar yasse Jo Aouowr Aoy /T
STI0N SIURWNDOP BUIPIL peimbol $24npa201d SUOLDRSUBLY,

suoneziuebio 21wouoos ubieio} g (2)

219



‘ 16/6/S. POIEP
LHN-LIL/ZT Fe[o11d) oy w peindor

. . osodingd syl 10}
proIqe JUnosde saauaund uftouoy
- Guurado pue Zuipen $21OULIIND

palep LHN-({/80T VOIS

P6/6/S PP LHN-JLI/ZT JEM2ILD|  SUOTIIPUOD [[B 399 03 Pastibal s1 1] sa4| ufroioy uonesado o7 A[dde o, /L

- UTH. HELS o) - ©PUR G6/TT/8T

£q vorssiuuad pasu Aoy ‘uonemBar PRIED LHN-G0/CET Hotsioag]
341 16 BOLIEIUI] Y] IDAC ST $LNTNOD pUT $6/Z1/87 PAEP PUB $6/Q/PT POIED LHN-QO/SSY $AIRUNGD UB9I0) O INO PILLIED
U100} 03 300 powes nboyd| LHN-JO/ERE ROBINT PUR S6/8/VT © UOISTOOCY il SOURPIODE sanbayos s, 10[[2Aen pue ysed ufioier
S, 19][9ARI] PUE YSBD UZI1010F Jf PARP LHN-AD/SSH Uotsiaa(] wr sxoded paje[ai [[E ¥39Y2 03 §94 107 vorsstuyad onsst 0, /9
. . . yueg oIS
S6/LI9Z 243 JO pUnJ 9AI253Y U104 2y

10 uswoFeurpy Uo uonE[NSYY /§

sniels Jurpes adueyoxo

u3raz0) uo uonenSes oy} MO[[0F OF
NUeY NEIG O YA LI 1SN
WA 91A UT S2UouERLq Yueg udIog

v6/6/02
parep LHN-QO/F0T UoIsIoR(

SHUTQ UBI2IO) JO SYIULIQ AJdAD

107 sieis Surpesy ofueyoxd ufiaoy
uo uonR[nal ur uoneNW] AFun 0 )~
snyeys Suipen

sSueyoxs uStoroy uo vonemFar uI
UOHBIILII] ¥IB[OTA YD UONNINSUL
1p2Io AUR 0} SUOTI2URS PPR O

Suipen
soruaims gt ojesado o) pomolfe
218 OUYM SUOIIMINSUL PO WS
30 sniels Suipes) aBueyoxs uFosog
uonenday Amiodway /p

PO/6/0T
paiep LHN-JO/90T Uotsioag

. S2[2UDLIRD UBIII0]

PUE (INA U20m30Q 9181 oFueyoxs
10 uoueIEEP. put waunselpe
‘uonesuuapiuo uonemIsy /¢

ey

TUIPRAL SSIDUDLAS UL 21LI2d0

01 POMO[E 2T OYM SUCTNIISUL
Hpara swios Aq Furpedl soloudlIND
U1 9jel 9FURYOXD 2P O, /7

SUIPRI] $210UALIRD

JO] el STUBYDXD B[P [[BYS
ueq BIAAUWIWOS *Xe uodxarodu
Funemares o asodind a3 104

$a10u0L00 uS1210) PUT GNA JO 9IRS
23ueyoND [RIDI0 2RI 0L /1

SNON

S1UBWNA0p Juiping

pasnbal s210p0301J

10U
10 pawdeooy

SUONDTSUCL],

sHueg [e1v1awwo) o) paljddy suoneinbay

220



E6/6/PT PR dD/ES 30102
30 uonrwaws{duz ayy o1 Sutping

£6/01/67 PAIEP LL-HN/LQ IB[naU>

WUy 2183 oY) WOI] 25U
Suirngo JO UONIp0D 103 Junsnnus
uo prod wodwr 01 d1gR[teAt St 1]

prod podun
o1 Sunsanus uo suonemday /71

96/8/6 PAIEP
LHEN-ADMNFEY 120 [B0UI0) o) pue

- 1awoisnd o) JugwAed

96/9/9 PIIEP 1D-LHN/G0 Hononusu] SOA pow1agap 1071 O/ Buwady /1Y
P6/T/E
96/8/S PATED LEIN-AD/PEY|  PawEp pTHN-(QO/ET UoIsioaq Ag _ Sumonoq
1O (2D PUT 06/0/0 Patep| paydre ‘sueo] udo10] 10§ 9ajUEien3 ueo| uSrel0] 103 sjuLIen3
o pue sajuesend oo uone(ndoy 534

I D=L HN/QQ UOHINISUY 20N0N

-a1 pue anuueiEnd 01, /01

DUR £6/8/0 PAIED dO/8S @2102(]

(JORIBUE § AZUNOS 2] 96/9/9 p1ep THN ‘
Lurga Jueds 9q 0 Fupust saoudLnd| -10/50 GORINNSUT Y1 PUT TE/QT/6T WeN 1914 Ul DONBZIUESLO JILOU0?
m 1810103 Aue prqioy A[1oMs,, PAIEp THN-1O/80 uouonasuy soh| o1 seuonmns ufato} Supwry /5
_ +6/$/97 PRIep LHN-LL/LO TR0 STUNG) US 1010} WOL
m Nueg MBI oY) AQ paacidde 5q snw sad|  sorouaumns uFwio) Fumouog /8

221






S-2

Macroeconomic Developments Focusing on
Monetary Economy

Kojiro Sakurai
The Japan Economic Research institute

| . Before Doi Moi

1. Start of So_ciatist Industrialization

In 1976 the Victnamese government decided to embark on socialist industriatization. They made
the second five-year plan (1976-80), stipulating that heavy industry is their target. There seemed to be
an expectation that socialist industrialization can be achieved in a short lime by rapid cconomic
growth. _

They adopted the central planning system which had already existed in the North. In this system,
the state supplied materials to each economic unit at a fixed price under the central plan, and each
economic unit brought in products they produced under the plan. Wages were set law, but consumer
necessities were offered to labors were offered at subsidized prices.

In spite of their expeciation, the plan did not work w‘ell._AgricﬁlLural production stagnated because
of lack of incentives. Stoppages of international aid to Viet Nam in the late 70s further aggravated the
Vietnamese economy.

2. New Economic Palicy and its Failure

In 1979 the government decided to modify the socialist policy and adopled new economic policy
which partly applied the market mechanism. But, the system of subsidizing consumer necessities was
maintained, and this caused serious inflation through budget deficit financing.

3. “Price, Wage and Money” Reform in 1985 and Chaos

In 1985 the government carried out “price, wage and money” reform, including: (1) wage
adjustment and abolition of subsidized supplies of consumer necessities, (2) abolition of the system of
subsidizing agricullural products, and liberalization and vnification of prices, and (3} introduction of
new currency with new denominations. However, with the old SOE siructure still remaiaing, this
reform did not work well and the result was namely higher prices. Hyperinflation surged as a result of
the expanded money supply, the bottleneck in production, and people’s expectations. The inflation
rate in 1986 was as high as 700 percent.
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4. Doi Mot Poticy

In Deeember 1986, the government decided to carry out averall economic reform called “Doi Moi,”
I3oi Moi policy consists of the following four points. (1) Socialism ecannol be achicved in a short time,
Thus, it is rational for Vict Nam to introduce capitalistic factors for the time being. (2) It is necessary
to shifl priority from heavy industry to foods, consumer goods and export goods. (3) Capilalistic
managenent is to be allowed. (4) Viet Nam should find its place in the division of labor, and
international cconomic cooperation.

Il . After Doi Moi

1. Curbing Inflation

The most important macroeconomic issue after introduction of Doi Moi was how to curb inflation.
The inflation rate was three digit during 1986-88 (see Table 11). The main reason for this was the
increasing money supply, which was brought about by the State Bank’s financing of the budget deficit
and SO¥s. The goverament succecded in curbing hyperinflation by reducing the budget deficit and
controlling the State Bank’s credit to SOFEs in the late *80s and early *90s (see Table 15).

In 1996 the inflation rate was further down to one digil, reflecting the low inflation rates of rice and
the industrial scctor (sec Tables 4 and 12) Contributing factors were slow gmv.lh of credit, good
harvests, and increases in imporis of paper, cement and steel,

2. Financial Sector Reform

In a centrally planncd cconomy, financial institutions such as banks do not function as financial
intermediaries, but rather as conduits of the state budget. The financial system of Viet Nam unlil 1988
was a mono-bank system, which is typical of a centrally planned economy. The State Bank of Viet
Nam played the roles of both central bank and commercial bank. There were also Vietcombank (The
Bank for Foreiga Trade of Viet Nam) which specialized in trade finance and foreign exchange dealing,
and BIDV (The Bank for Investment and Development of Viet Nam) which specialized in financing
public investment and SOEs’ capital investment.

In July 1988 the State Bank was deprived of ils commercial banking function, and two state-owned
commercial banks were established, namely Incombank (The Industrial and Commercial Bank of Viet
Nam) which specializes in short-term finance, and Agribank (The Agricultural Bank of Viet Nam)
which specializes in agricultural finance. These reforms led to the abolition of the mono-bank system
and o the introduction of a two-tier banking system.

It may be of some interest to look at the ratio of tolal domestic credit to the central bank’s domestic
credit and sec to what extent the financial sysiem of Viet Nam has developed from the mono-bank
systere. This ratio is equal to onc in the case of monoe-bank system, and increases as financial
intermediation develops. In international comparisons, the ratios of #ransitional economies tend to be
smaller than those of capitalist countries (see Table 25). This ratio in Viet Nam is small, indicating
that the financial intermediation function is underdeveloped. But it has been increasing after the
establishment of a two-tier banking system, and it exceeded that of China in 1995.
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3. Interest Rate Policy Reform

Interest rate policy reform has also contributed very much to the improvement of the financial
system.

First, the nominal savings deposit interest rate was raised to a large extent in 1989, making the real
interest rate posilive. This contributed to a domestic savings increase in Viet Nam, whete currency
substitution between dong and dollar or gold was aclive. This also contributed to curbing inflation by
inceeasing money demand.

Second, the interest rate spread (lending rate minus deposit rate) became positive in late 1992, This
gave banks normal incentives for financial intermediation.

At present; there are two kinds of regulation on interest rate, namely maximum lending rate
regulation and interest rate spread regulation. There is argument that the spread regulation ignores
characteristics of differentiated banks, and that this hampers flexibility of banking aclivities.

4. Good Performance in Economic Growth

Economic growth in terms of the real GDP growth rate was 3-8 percent during 1987-91, and 8-9
percent during 92-96, indicating good econemic performance (se¢ Table 1). '

By sectors, secondary and tertiary industries contiibuted much to economic growth (See Table 2).

By type of expenditures, gross ‘capital formauon grew rapidly, The ratio of gross capital formation
to nominal GDP increased from 15.0% in 1991 to 27.1% in 1996 (sce Table 6). This active
investinent was largely done by the state sector, and was financially supported by domestic savings.
Buit FDI also played an important role in capital investment (se¢ Table 7).

The share of the state sector in nominal GDP increased from 37.6% in 1986 to 42.2% in 1995,
indicating the greater presence of the state sector in the transition, This was mainly due to rapid
growth of SOEs in the secondary industries.

5. Exchange Rate Policy

Viet Nam used a multiplte exchange rale system until March 1989, and under this systemn the dong
was overvalued. This caused problems such ‘as price distortion, and a siluation in which importers
gained excess profits at the cxpense of expoiters. To cope with these problems, the government
devalued the dong step by step, and unified the multiple exchange rates in March 1989

Foreign exchange dealing floors were established in HCMC and Hanoi in 1991, and the interbank
markel was opened in 1994,

As in other developing countries, there was a well-developed paraliel market in Viet Nam, due to
the existence of smuggling and regulation on frade and forcign exchange. Official rate tended to be
overvalued compared with parallel] rate.

In addition to legitimate market dev elopmenl the authorities made efforts to reduce the budget
deficit and control the moncy supply. Under the ensuing macroeconomic stability, since around 1992,
the official rate has been stabler and closer (o the parallel rate.

However, the dong exchange rate to the dolar has been gradually depreciating since autumn 1996,
reflecting a growing trade deficit. The State Bank of Viet Nam expanded the trading band around the
reference rate from 1% 1o 5% in February 1997.
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6. Activities in the Banking Sector

Credits and deposits in the banking sector have been growing since around 1992, though the growth
rate declined in 1996 (see Tables 15, 16, and 24). However, the degrec of “financial deepening”
which is represented by M2/GDP has been stagnating after increasing rapidly from 1986 to around
1990 (sce Table 26). The level of Viet Nam’s financial deepening is lower than those of other
transitional economies such as China, Myanmar, and East European countries, Of course, we should
be careful al comparing these indices, because they inherently depends on individual financial
systems, bul at tease we can say that unlike other countries, financial deepening has not increased
very much. As far as this index reveals, the banking sector has not grown adequately in Viet Nam.
Some factors behind this includes people’s distrust in the government and the banking sector, and
people’s fear that their income and wealth could be monitored by the government,

The four state-owned commercial banks had their share in total loan outstanding decrease from
95% in 1991 to 88% in 1994, and to 75% in 1996. Accordingly, other private banks increascd their
share from 5% to 12% , to 25% in 1996 (sce Table 22). The Agribank (ABV) had its share decrease
from 27% in 1991 to 20% in 1996 reflecting a change in the industrial structure toward
industrialization, and the Incombank (VCOM) had its share decrease from 30% to 20% over the same
time frame, due parily to the intensifying compelition with the emerging private banks. The BIDY
increased its share from 12% in 1991 10 20% in 1996, reflecting a strong demand for long-term loans
for capital investment (jts specialty). The share of long-term loans in total loan outstanding for non-
government sectors increased from 16% in 1991 to 32% in 1596.

As for the distribution of credits by borrowers, the SOE sector accounted for 90% in 1991,
followed by the private sector (5%} and other (5%) (see Table 23). In 1996, the SOE sector share
decreased to 54%, the private sector increased to 26% and other increased to 22%. But we have (o pay
altention 1o the fact that the rumber of samples increased between 1991 and 1996 {samples in the
monetary survey: 1991-93, 16; 1993-96, 28).

As 1o the Agribank, its major borrower was the SOE sector in 1991 (80% share), but this was
replaced by the private sector which in 1996 occupicd a 79% share. The BIDV and the Vietcombank
extend loans mainly to the SOE sector. The Incombank and other private banks have gradually shifted
their loans from the SOE sector to the private sector and other.

It is said that the required conditions to acquire loans, especially from the state-owned commercial

banks, are stricter for the private scctor than the SOE sector, and this needs to be changed 1o a levet
playing ficld.
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Notes

Table 1

GDP by industrial se¢tor

{1} GDP (biltion dong)

1985 1986 1987 1988 1959 1990
Cursent  First na 228 1,164 2139 11,818 16,252
Price Second na 173 814 3,695 6,414 9,513
Third na 198 892 4586 9,831 16,190
GDP na 599 2,870 15420 28,093 41,955
Constant  First na 10,705  10,64% 11,069 11,818 12,003
Price Second na 5,769 6,207 6,630 6,444 6,629
(1989)  Thiwd na 7,220 7,616 8,313 9,831 10,894
GDP na 23694 24562 26012 28,093 29,526
1991 1992 1993 1994 1995 1996+
Current  First 31,058 37,513 40,796 48,865 63219 70334
Price Second 18,252 30,135 39,472 50481 66,804 79,501
Third 27,397 42,887 56,303 70912 92817 108,774
GDP 76,707 110,535 136,571 170258 222,840 258,609
Constant  First 12,264 13,132 13,634 14,169 14892 15,551
Price Second 7,228 8242 9,324 10,631 12,113 14,002
(1989)  Thirg 14,794 12,637 13,777 15182 16,792 18,335
GDP 31,286 33,991 36,735 39982 43,797 47,888

(2) Growth rate of GDP
1985 1986 1987 1988 1989 1990
Current First na na 410.5% 513.3% 65.5% 17.5%
Price Second na na 370.5% 353.9% 74.4% 47.6%
Third na na 350.5% 414.1% 1144%  64.7%
GDP na na 379.1% 4373%  822%  493%
Conslant First na na -0.5% 9% 6.8% 1.6%
Price {1989) Second na ia 9.2% 5.3% -2.8% 29%
Third na 0a 5.5% 92% 183% 108%
GDP na na 3.7% 5.9% 8.0% 5.1%
1991 1992 1993 1994 1955 1996+
Current Firsl_ 91.1% 208%  88% 198%  294% 11.3%
Price Second 91.9% 65.1% 31.0% 279% 323% 19.0%
Third 69.2%  565% 31.3% 259% 309% 172%
GDP 828% 44.1% 23.6% 247%  309% 16.1%
Constant  First 2.2% 7.1% 38%  3.9% 5.1% 4.4%
Price Second 90% 14.0% 13.1% 140% 13.9%  15.6%
(1989) Third 83%  70%  92% 102% 106%  9.2%
GDP 6.0% 8.6% 81%  88% 9.5% 9.3%

First Industry Includes Agriculiure, Forosiry And Fishery.
Second Indusiry Includes Industry And Construction.
* : Quick Estimates

Source GSO
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Table 2 Conlribution to GOP by industrial sector

(1) Contribution
1985 1986 1987 1988 1989 1990
Coreent | Bt ma na 1563% 2082%  303%  15.8%
Price Second na na  107.0% 1004%  11.8%  10.9%
Third na o nm 1159% 128.7% 34.0% 22.6%
GDP na na 37019  437.3%  822%  49.3%
Constant First n na 0.2% 1.7% 2.9% 0.7%
Price Second na na 22% 1.4% -0.7% 0.7%
(198%) Third na na 1.7 2.8% 5.8% 38%
GHY na na 3.7% 5.9% 8.0% 5.1%
1991 1992 1993 1994 1995 1996*
Current  Fiest 35.3% 8.4% 3.0% 5.9% 8.4% 3.2%
Price Second 20.8% 15.5% 8.4% 8.1% 9.6% 5.7%
Third 26.7%  202%  121% 10.7%  12.9% 7.2%
GDP 828%  44.1%  23.6% 247% 309% 16.1%
Constat  First 0.9% 2.8% 1.5% 1.5% 1.8% 1.5%
Price Second 2.0% 3.2% 12% 3.6% 3.7% 4.3%
(1989) Third 3.0% 2.6% 3.4% 3.8% 4.0% 3.5%
GDP 6.0% 8.6% 8.1% 8.8% 9.5% 9.3%
(2) Share of contribution
1985 1986 1987 1988 1989 1990
Cursent First na na  412%  476% < 369%  320%
Piice Second na na 28.2% 23.0% 21.7% 22.1%
Third na na 30.6% 294%  A4%  459%
GDP na na  1000% 1000% 1000% 100.0%
Constant  First - na na -6.5% 29.0% 36.0% 12.9%
Piice Second na na 608%  23.0% 89% 12.9%
{1989)  Third na na 45.6% 48.1% 72.9%  742%
GDP na na  1000%  1000% 100.0%  1000%
1991 1992 1993 1994 1995 - 1996*
Current  First 2.6%  191%  126% 240% 213%  199%
Price Second 2510%  35.1%  359% 327% 310%  35.5%
Third 323¢% 458%  S1.5%  434% - 417%  44.6%
GDP 1000% 1000% 1000% - 1000% 1000% 100.0%
Constant  First 148%  321% 183%  165% 19.0%  16.1%
Price Second 340%  37.5% 394%  403%  388%  46.2%
(1989) Third sL1%  304%  423%  433% 422% 31.7%
GDP 1000% 1000% 1000% 1000% 1000% 1000%

Note *: Quick estimates

Source  GSO
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Table 3 Share of GDP by industrial sector
1935 1986 1987 1938 1989 1990

Current  First na 38.1% 406%  463%  421%  I8I%
Price Second na 28.9%  284%  240%  229%  22.7%
- Third na  331%  311%  299%  350%  386%

GDP na 100.0%  1000% 1000%  1000% 100.0%

Constant  First na 4520 434%  426%  421%  400%
Price Second na 24.3% 25.6% 25.5% 22.9% 22.5%
(1989) Third na 305% 3t0% 3209  35.0%  369%
GDP na  100.0% 1000% 1000% 1000% 1000%

1991 1992 1593 1994 1995 1996*

Currcnt  First 40.5%  339% 299%  287%  284%  272%
Price Second 23.8% 213% 28.9% 29.6% 30.0% 30.7%
Third 35.7%  388% 412% 416%  447%  421%
GDP 100.0% 1000% 100.0% 1000% 100.0% 100.0%
Consfant  First 192%  386% 37.1%  354%  340%  325%
Price Second 23.1%  242%  254%  266%  27.7%  292%
(1989) Third 37.7%  374%  375%  380%  38.3%  38.3%
GDP 100.0% 100.0% 1000% 100.0% 1000% 100.0%
Note *: Quick estimates
Source GSG
Table 4 GDP deflator
1985 1986 1987 1988 1989 1990
1989=100 First na 2.1 10.9 64.4 100.0 135.0
Second oa 3.0 129 56.3 100.0 143.7
Third na 2.7 1.7 55.2 1000 - 1486
GDP na 25 11.7 593 100.0 142.1
Growth First ‘na na  4190% 490.8% 55.3% 35.0%
Rate Second na - na  330.0% 336.4% 77.6% 43.7%
%) . Third " na na - 333.3% 371.8%  81.2%  48.6%
GDP na na 368.0% 4068%  686% 421%
1991 1992 1993 1994 1995 1996*
1989=100 First 253 286 299 145 425 452
econd 253 366 423 475 552 568
Third 232 340 409 467 553 593
GDP 245 325 372 426 569 540
Growth  First 87.6% 128% 47% 153%  231% 6.5%
Rate Second 751%  44.8% 158% 122%  161% 3.0%
(%) Third S6.3%  463%  202%  143%  18.3% 1.3%
GDP 725%  326% 143% 145%  195% 61%

Note ¥ : Quick ¢stimaies
Souice GSO
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Table 5 Share of GOP by state/non-state sector

1985 1986 1987 1988 1939 1990
Current State 12 37.6% 35.8% 32.5% 33.2% 32.5%
Price Non-state na 62.4% 64.2% 67.5% 66.8% 67.5%
Gbp 1006% 100.0% 100.0% 1000% 100.0% 100.0%
1591 1992 1993 1994 1995 1996*
Current State 33.3% 36.2% 39.2% 40.2% 42.2%
Price Non-slate 66,7% 63.8% 608%  59.8% 57.8%
GDP 100.0% 1000% 1000% 100.0% 1000% 100.0%
Note * : Quick cstinates
Sovree GSO
Table 6 GODP by expenditures and their share (current price) (billion dong, %}
1985 1986 19587 1938 1989 1990
Final consumplion 122 592 2829 14925 27096 40736
Gross capital formalion 17 70 314 2216 325% 6025
Trade balance -15 -59 -253 -1706 -2867 -3876
Error -5 -4 -20 -15 605 930
Gop 119 599 2870 15420 28093 41955
Final consumption 102.5% 98.8% 98.6% 96.8% 96.5% 97.1%
Gross capital formation 14.3% 11.7% 10.9% 14.4% it.6% 14.4%
Trade balance -12.6% -9.8% -8.8% -11.1% -10.2% -9.2%
Error -4.2% -0.7% -0.7% 0.1% 2.2% -2.2%
GDP 100.0% 100.0% 100.0% 160.0%  100.0% 100.0%
1991 1992 1993 1994 1995 1996
Final consumption 68959 95314 116719 141175 180522
Gross capital formalion 11506 19498 34020 43375 60488
Trade balance -3925 -4516 -12296 -16866 -20819
Lrror 167 239 -1872 2574 2649
GDP 76707 110535 136571 170258 222840 258609
Finzal consumption 89.9% 86.2% 85.5% 82.9% 81.0%
Gross capital formation 15.0% 17.6%  249%  255%  27.1%
Tiade balance -5.1% -4.1% -990% -9.9% 9,3%
Error 0.2% 0.2% -1.4% 1.5% 1.2%
GpDP 100.0% 100.0% 100.0% 100.0%  100.0%
Source  GSO
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Table 7

nvastment and fund sources in Five-year Plan (1995 billion USD, %)

1991-1995 1996-2000
{Actual) {Plan)
Investment 18.6 100.0 41.0-420 100.0
State 1.7 43.0 15.6 371
FDI 4.9 27.0 14.0 333
Private 5.4 30.0 124 29.5
Fund Sources 18.0 100.0 41.0-42.0 100.0
ODA 2.0 IR 80 19.0
™D 4.5 24,7 14.0 330
Domestic 11.5 639 21.0 500
Source  Govesment Report to CG
Table8 GDidisbursement

1991 1992 1993 1994 1995

FDI Disbursement (Mil U)

FDI Disbursement (billion dong)
Ralio to gross capital formalion

Gross capital formation(biltion dong)

260 335 1001 1772 1780

2300 5990 10663 19441 19644
200% 307% 31.3%  448%  32.5%
11506 19498 34020 43375 60488

Yearly exchange rales are used in calculating FDI in terms of dong.

Source GSO, MPI
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Table 10 Trade balance
(1) Yearly data (million USD, %)

1985 1986 1987 1988 1989 1990
Export(Mit. USD) na 789 854 1038 1946 2404
Import(Mit, US1) na 2155 2455 2757 2566 2752
Balance(Mit. USD) na -1366 -1601 -1719 -620 -348

1991 1992 1993 1994 11995 *1996
Export(mil. USD) 20871 25807 29852 40543 54489 17,2558
Import(mil. USD) 2338.1 25407 39240 58258 81554 11,1440
Balance(mil, USD) -251.0 40.0 9388 1,775 -2,7065  -3,888.2
Export/GDP 24.1% 26.1% 23.3% 26.1% 27.0% 31.0%
Import/GDP 21.0% 25.7% 30.6% 37.5% 40.4% 47.6%
Balance/GDP 2.9% 0.4% 3%  -1l4%  -134% -16.6%
{2} Racent quarterly data*
1995/1Q 1995/2Q 1995/3Q 1995/4Q Total
Export{mil. USD) 940 1,260 1,500 1,749 5,449
tmport{mil. USD) 1,025 1,345 2,006 3,779 8,155
Balance{mil. USD) -85 -85 2506 -2,031 2,707
_ . 1996/tQ 1996/2Q 1996/3Q  1996/4Q Total
Expori(mil. USD) 1,345 1,705 2,136 2,070 7,256
tmpori(mil, USD) 2,523 2,477 3,425 2,719 11,144
Balance(mil. USD) -1,178 -2 -1,289 -649 -3,888

Note *:Including business having foreign dircct investment
In calculating balance, export and import are converted to dong using yearly exchange rate.

Source GSO
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Table 11 Consumer price index {1}
{1) Growth rate of consumer prices by month (%)

i 1986 1987 1988 1989 1990 1991 1992 1593 1994 1995 1996
Tanuary 265 118 183 7.4 29 132 4.4 1.7 18 38 09
Februasry 243 112 140 9.2 3g 87 5.5 1.8 3.7 34 25
March 192 144 284 54 1.9 05 05 05 04 0.2 08
April 206 12,7 238 ) 25 2.2 0.9 -0.2 0.3 1.0 0.1
May 210 132 276 02 2.6 30 1.3 15 0.6 1.8 05
June 210 134 168 29 2.1 1.7 0.f -03 0.9 68 05
July 148 135 96 -15 3.6 2.5 03 -02 02 co 07
August 16.8 9.0 7.5 0.2 58 34 0.3 0.5 0.9 03 04
Scptember 17.2 7.9 6.5 1.6 4.7 17 00 -01 1.6 0.5 0.3
October 203 7.2 8.0 235 6.4 28 02 03 13 0.1 01
November 16.5 6.5 8.3 2.6 7.8 5.6 2.0 0.0 1.7 01 0.9
Pecember 20.0 5.8 53 0 89 6.1 1.4 1.2 11 03 1.0
(2) Consumer ptice index (Jan. 1986 = 100)
1986 1987 1988 1989 1990 1991 1992 - 1993 1994 1995 1996
January 1000 7730 27137 121647 15695.6 28925.0 44706.8 51217.5 53975.0 630308 69182.7
February 1243 859.6 3093.6 132839 162920 314414 471657 521906 53972.1 65173.8 70912.3
March 148.2 9834 139722 14001.2 16601.6 31598.6 47401.5 519297 55748.2 65304.2 71479.6
April 178.7 11083 49176 144913 17016.6 322938 47828.1 51825.8 55915.5 65957.2 71551.1
May 2162 12546 62749 144623 17459.0 332626 484499 52603.2 56251.0 67144.4 711933
June 261.6 14227 73201 140429 17825.7 33828.1 484983 524454 567572 67681.6 708374
July 3003 1614.7 80327 138322 18467.4 34673.8 48643.8 52340.5 56870.7 67681.6 70341.5
August 3508 1760.1 8635.1 13859.9 19538.5 35852.7 48789.8 52602.2 57382.6 67884.6 70060.1
Scptember 411.1 1899.1 91964 14081.7 20456.8 371793 48789.8 52549.6 58300.7 68224.1 70270.3
QOctober 4946 20358 99321 14433.7 21766.1 382203 48692.2 523920 59058.6 682923 70340.6
November §76.2 2168.2 107565 14809.0 234638 403606 496660 -523920 60062.6 68360.6 70973.7
Dececmber 6914 22939 11326.6 15253.2 25552.1 428226 50361.4 53020.7 60723.3 68565.6 716834
Annual index 321.1 15144 7181.7 14059.7 19177.9 35038.2 482494 522924 572515 66941.7 707355
(Jan. 1986=100)
Annual index 2.3 16.8 511 1000 1364 2492 3432 3719 4072 4761 500.1
(1989=100)
Annual growth na 371.6% 3742% 95.8% 364% 827% 31.7% 8.4% 95% 169% 5.7%
tale
Dee/Dec growth na 23.8% 3938% 347% 615% 61.6% 171.6% 53% 145% 129% 4.5%
1ate
Source GSO
Table 12 Consumer price index (2) (previous December = 100)
1991 1992 1993 1994 1995 1996
December December December Deocember December December
CPl 167.5 117.5 105.2 114.4 1127 104.5
Staples 154.2 85.3 106.3 139.0 120.6 100.2
Other food 183.5 118.2 1078 163 1193 106.3
Consumer goods 170.4 121.7 99.6 1059 106.8 103.2
Services 140.5 141.1 119.2 113.0 109.8 108.5
Source GSO
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Table 13 Inlerestrates
(1) Short-term lending rate (%/month}
1986 1987 1938 1989 1990 1991 1992 1993 1994 1995 1996

January 4.0 40 4.0 4.0 4.0 4.0 35 2.7 21 20 175
February 4.0 4.0 4.0 4.6 4.0 40 35 2.7 2.1 21 175
March 49 40 40 4.0 4.0 4.0 35 2.7 2.1 2,1 L3S
April 4.0 4.0 4.0 4.0 4,0 4.0 35 2.3 2.1 2.1 175
May 4.0 4.0 4.0 4.0 4.0 4.0 3.5 2.3 2.1 2.t 175
June 4.0 40 4.0 4.0 4.0 4.0 35 2.3 2.1 2.1 175
July 4.0 4.0 4.0 4.0 40 4.0 4.2 23 2.1 2.1 160
August 4.0 49 4.0 40 4.0 4.0 4.2 23 21 2.1 1,60
September 4.0 4.0 4.0 4,0 4.0 3.5 s 2.3 21 21 140
October 4.0 4.0 4.0 4.0 40 3.5 3.5 21 21 21 1.25
November 4.0 4.0 4.0 4.0 40 35 27 21 2.1 2.1 1.25
December 4.0 40 4.0 4.0 4.0 35 2.7 2.1 2.1 21 125

(2) Medium and long-term lending rate (%/month})
1986 1987 1988 1980 1990 1991 1992 1993 1994 1995 1996

January 045 048 201 350 350 350 300 180 120 170 L7
February 045 048 201 350 350 350 300 180 120 L7 L70
March 045 048 201 350 350 360 300 180 120 170 170
April DA4S 048 201 350 350 360 300 150 120 170 170
May 045 048 201 350 350 360 300 150 120 L70  1.70
June 045 048 20t 350 350 360 3.00 150 120 L70 170
July 045 330 201 350 350 360 2300 150 120 170 165
August 048 330 201 350 350 360 240 150 1790 170 165
September 048 330 201 350 350 300 240 LSO 170 L0 145
October 048 330 201 350 350 300 180 120 170 170 135

November 048 201 201 350 350 300 1306 120 170 170 135
December 048 201 201 350 350 300 1.8 120 170 1.70 135

{3) Three months deposit rate '(%!m onth)
198¢ 1987 1958 1989 1990 1991 1952 1993 1994 1995 1996

Yanuary 025 025 025 0235 700 400 350 200 140 140 090
February 025 025 025 0325 7.00 400 350 200 140 140 090
March 025 025 025 1200 400 400 350 200 140 140 090
April 025 025 025 1200 400 400 350 170 140 140 090
May 025 025 025 900 400 400 350 170 140 140 090
June 025 025 025 7.00 400 400 300 170 140 140 085
July 025 025 025 7.00 400 350 300 170 140 140 085
August 025 025 025 700 400 350 230 1.70 140 140 0380
September 025 025 025 700 400 350 23¢ 170 140 140 0.0
October 025 025 025 700 400 350 200 140 140 140 055

November 0325 025 025 7.00 400 350 200 140 140 140 065
December 025 025 025 700 400 350 200 140 140 140 080
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{4) Spread ( (1)-(3) } (%/month)

_1986 1987 1983 1959 1950 1991 1992 1993 1994 1995 19%%
January T375 3395 375 375 300 000 000 070 070 070 085
February 375 375 375 375 300 000 000 070 070 070 085
March 375 3.75 375 800 000 000 000 070 070 070 085
April 375 375 375 800 000 000 000 060 070 070 0.85
May 375 375 375 500 000 000 000 060 070 070 085
Tunc 375 375 375 300 000 000 050 050 070 070 090
July 375 375 375 -300 000 050 120 060 070 070 075
August 375 375 375 300 000 050 180 060 050 0.'?0 0.80
Scptember 375 375 375 300 000 000 126 060 070 070 080
Qutober 375 375 375 300 000 000 150 070 070 070 070
November 375 375 3715 300 000 000 00 070 070 070 0.60
December 375 375 375 300 000 000 o070 00 090 0770 045

(5} Spread ( (2)-(3) } (%/month)

1986 1987 1938 1989 1990 1991 1992 1993 1994 1995 1996
Tanwary 020 023 176 325 -350 -0.50 050 020 -020 030 080
February 020 023 176 325 -350 050 050 020 020 030 080
march 020 023 176 -850 -0.50 -040 -0.50 0206 020 030 080
April 020 023 176 -850 -050 040 -050 -020 -020 030 0.80
May 020 023 176 -550 -050¢ 040 -050 -020 -0.20 '{).30 0.80
June 020 023 176 -3.50 050 040 000 -G20 -0_.2_0 030 085
July 020 305 176 -350 0350 010 000 020 -020 030 080
August 023 305 176 -350 050 010 010 D20 030 030 085
September 023 305 176 -350 050 -0.50 0.0 -020 030 030 085
QOclober 023 305 176 -350 050 050 -020 -020 D030 .20 0.50
November 023 1.76 176 -3.50 -050 050 -020 -020 030 030 070
December 023 1726 176 -3.50 -050 450 -020 -0.20 030 030 055

(6} Three months deposit interest rate in real terms (%/month)

1986 1987 19838 1989 1990 199%f 1992 1993 1994 1995 1996
Janvary 2625 -11.55 -18.05 -7.15 410 -920 090 030 -040 -240 000
Febiuary 2405 -1095 1375 895 320 470 -200 0106 -230 200 -1.60
March -1895 -14.15 2815 660 210 350 300 250 180 1.20 010
April 2035 -12.45 -2355 850 150 180 260 190 110 040 080
May 20075 -1295 227350 920 140 100 220 020 080 040 140
June 20075 -13.15 21655 990 190 230 290 200 050 060 135
July -14.55 -13.25 935 850 040 100 270 190 120 140 155
August 1655 -875 <725 680 -1.80 010 200 120 050 110 120
September -1695  -7.65 -625 540 070 -£20 230 1.86° 020 090 030
October 2005 695 LIS 450 240 070 220 170 01D 130 045
November -1625 -6.25 -805 440 -380 -2.10 000 140 -030 130 025
December <1975 -555 -505 400 -490 260 060 020 030 110 -020

Three months deposit rate - CPI growth sate

Source
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Table 14 Exchagne rale {dong/dollar)

1991 1992 1993 199 1995 1996

official rate Vietcombank selling -
January 70000 11,7490 10,5200 10,8700 11,053.0 11,0180
February 7,0000] 11,5270 10,551.0 10,8790 11,0580 11,0200
March 7,1500] 11,5290 10,5380 10,9310 11,0590 11,0200
April 7,2000{ 114180 10,5510 10,953.0 11,0550 11,0180
May 7,300.0] 11,3060 10,5680 10,9660 11,0560 11,0180
June 7.880.00 11,267.0 10,5950 10,981.0 11,0560 11,0180
Tuly 760000 11,1160 10,6190 109910 11,0520 11,0180
August 8,225.0] 10,9875 10,677.0 10,9970 11,0460 11,0190
Seplember 92000 10,9565 10,7620 11,0020 11,0360 11,6250
October 12,0657 109145 10,7810 14,0060 11,0190 11,0280
November 12,7933] 108530 10,821.0 11,0280 11,0150 141100
December 12,7425] 10,7360 10,8500 11,0520 11,0180 1141250
Average 8.846.4] 11,1966 10,6528 10,9713 11,0436 11,0364

Source  State Bank of Viet Nam
Table 16  Monetary survey (1) (bittions of dong)
1986 1987 1988 1989 1990 1991 1992 1993 1994

Foreign assels (net) 223 210 284 1004 2626 8503 10593 6231 7221

Net domestic assets: 135 261 2285 6416 8732 11797 16550 26055 34052

of which: )

Domestic credit 153 532 2633 6717 9960 14111 17122 27079 35688
Government (net) 19 80 669 2600 4032 3956 1913 3870 4503
Nen-fin. public enterprises 117 376 1709 3606 5308 9129 12439 15511 19562
Non-state sector 17 76 255 51t 620 1026 2770 7698 11623

Other items{net) <18 271 -348  -301 -1229 2314 -572 -1024 -1636

Total liquidity (m2) 111 47t 2569 8575 11357 20301 27144 32288 41273
Currency in citculation 55 205 1024 2352 3735 6419 10579 14218 18652
Deposits(in dong} S§4 237 1303 4127 3943 5528 8352 10665 14429
Deposits(in foreign currency) 1 29 242 2096 3680 8354 8213 7406 8192

Contribution to the growth rate of domestic credit and total liquidity (M2)
1986 1987 1988 1989 1990 1991 1992 1993 1994
Domestic credit na 247.7% 3949% 155.1% 48.3% 417% 21.3% 58.2% 318%
Government (net) na 39.9% 110.7% 73.3% 213% -08% -145% 114% 23%
Non-fin, public enterprises na 169.3% 250.6% 72.0% 25.3% 384% 235% 17.9% 150%
Non-stale sector nma 38.6% 33.6% 97% 1.6% 4d.1% 124% 288% 14.5%
Tolal liquidity {m2) na 324.3% 445.4% 233.8% 32.4% 788% 33.9% 19.0% 27.8%
Currency in circulation na 135.1% 173.9% S1.7% 16.1% 236% 205% 13.4% 13.9%
Deposits{in dong) na 164.9% 2263% 109.9% -2.1% 140% 139% 85% 11.7%
Deposits(in forcign currency) na 252% 452% 722% 18.5% 412% -0.7% -30% 24%

Source  World Bank
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Table 16 Moneatary survey{2){billion dong)

. dec-94 dec-93 dec-96
Nel foreign asscls 6,940 10,850 14,249
SBVN 6,559 16,999 14,040
Commercial banks 381 -14¢ 209
Net domestic asscls 36,066 41,860 50,429
Government (net) 4,551 4,472 4,428
State enterpriscs 20,464 24,079 26,809
Private/other sectors 12,505 18,231 23,980
Claims on NBFfs 3l 61 105
Interbaok floal -2,323 -2,295 -1,025
Capiial and reserves -4,010 -6,101 -1,292
SBVN -660 -809 -1,055
Commercial banks -3,350 -5,292 -6,237
Net unclassified 4,448 3413 3,424
Broad money 43,008 52,710 64,675
33.2% 22.6% 2.9%
Narrow money(ml) 23,683 20,536 33,438
growih rate 24.6% 12.0% 26.0%
Currency in circulation 18,624 19,170 22,639
growth rate 31.0% 2.9% 18.1%
Demand deposit 5,059 7,366 10,799
growlh 1ate 5.5% 45.6% 46.6%
Quasi-money 19,324 26,173 31,239
growth rate 46.4% 35.4% 19.4%
Time/savings deposits 5212 9,622 12,445
growth rate 60.4% 84.6% 29.3%
Deposits substitutes 4,582 5,450 5,635
growth rate 80.1% 19.8% 2.6%
Foreign cumrency deposits 5,530 11,061 13,159
growth rate W% 16.1% 19.0%
Other 1 1 1

Source State Bank of Viet Nam
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Table 17 Summary accounts of the State Bank of Viet Nam (billion dong)

_ Dee-94 Dxc-95 Bec-96

Net {oreign assels 6,538 10,999 14,040
foreign asscls 9,676 15,153 20,031
forcign liabilities" 3,118 4,154 5991
Net domestic assels 17,979 17,053 19,236
Government(nct) 4,009 3,018 5193
Credit 9,640 9,593 12,576
Deposits 5,631 6,575 7,383
State enterprises 0 0 0
Commercial banks 7,784 6,330 7,798
State-owned banks 7,6%0 6,141 7,640
Others 94 98 158
o.w.forcign currency 1,252 1,113 1,027
Other items 6,186 7,196 6,245
Asscls 23,599 32,465 36,999
Liabilities 17,413 25,269 30,754
Liabilities 24,518 28,052 33,275
Currency in circulation 19,396 20,017 23,803
Bank deposits 4,414 6,325 1,830
Reserve requiremenl 1,675 0 0
Transaction balances 2,139 6,325 7,830
SBVN bills 14 405 0
Other deposits 54 496 587
Capital and reserves 660 509 1,055

Note 1) includes liabilities to IMF
Source  State Bank of Viet Nam
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Table 24 Loan outstanding of four state-owned commercial banks and other banks
{bitlion dong, %)

. O Dee9 Dee-92 Dee-83 Dee-94 Dec-95  Dec-96
Short term 2661 3730 4499 5533 6398 8073
Med, long tlerm 186 276 1613 2303 2018 3840
ARV Joint-venture 4 3 14 17 260 248
Total 2851 4009 6126 7855 9576 12161
growth rate NA  406% 528% 282% 219% 27.0%
Shert term 375 475 9202 1860 3525 3500
Med, long term 1053 1565 2823 4516 4411 4454
BIDV_ Joint-venture 57 57 58 58 58 58
Total 1487 2097 3783 6434 7994 8412
growth sate NA  410% 804% 701% 24.2% 5.2%
Short ferm 2016 3928 5352 5550 6787 8241
Med, long term 116 262 836 1073 1601 2077
BICV  Joint-venture 0 0 0 G 28 138
Total 3032 4190 6188 6623 8416 10356
growth rate NA  382% 477%  70%  21.1%  23.1%
Short tcem 1941 3160 3932 4023 4903 5722
Med, long tenn 222 434 969 2088 2408 2083
VCOM Joint-veniure 29 24 5 126 221 241
Total 2192 3618 4976 6237 7534 8046
growth rate NA  654%  375% 253%  208% 6.8%
Joint  Shortterm 536 1159 2032 4552 6991 9349
stock  Med, long term 0 12 4 1101 1544 890
others  Joint-venture 11 14 36 104 133 145
“Total 547 1225 2162 5757 8668 10384
growth rate NA 1239%  765% 1663%  50.6%  19.8%
Shost term 8429 12492 16717 21520 28606 35285
Total  Med, loag term 1579 2549 6335 11081 12882 13344
Joint-venture 101 93 183 305 700 730
Total 10109 15139 23235 32906 42188 49359
growth rate N.A  498% 53.5% 416%  282%  17.0%
State Bank of Vict Nam
Table 25 Ratio: Total domestic credit/central bank’s ¢redit
1989 1990 1991 1992 1993 1994 1995
Viet Nam 15 1.5 1.8 18 25 ‘32 4.8
China 28 23 29 2.9 30 3.5 4.1
Indoncsia 4.9 59 132 21.7 ‘na na - na
Korea 29.1 475 521 380 600 8502 1143
Poland na na 65 36 40 42 8.6
Hungary 1.6 1.6 1.6 19 2.1 2.0 na
Japan 20.9 18.9 19.0 19.2 194 217 213
us. 328 3441 24.3 18.1 176 203 23.6

Statc Bank of Viet Nam; IMF, “IFS$”
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An Examination of Statistics of Capital
Formation in Viet Nam

Ryozo Hattori
Daiwa Institute of Research Lid.

| . Introduction

In this essay, various slatistics of capital formation are examined in preparation for analyzing
capital formation.

We have obtained macroeconomic data on ¢apitat formation mainly from four sources. The first is
€com the International Monetary Fund (IMF), the second from the General Statistical Office of Viet
Nam (GS0), the third from the Ministry of Planning and Investment of Viet Nam (MPI), and the
fourth from the Ministry of Finance of Vict Nam (MOF). These statistics are examined and compared
with each other, then discrepancies among them are scrulinised,

Il . The Examination of Statistics Published by IMF

First, the statistics published by IMF are examined (scc Table 1). These data of “Gross Capital
Formation” are cited from “Gross Domestic Product by Expenditure Category” in Recent Economic
Developments, various issues, published by the IMF, which are based on the System of National
Accounis (SNA)'. :

According (0 them “gross capital formation” is classified into “government investment” and
“private investment,” and the lalter into “foreign direct investment” and “other private investment.”
This “government invesiment” is equivalent 10 “goverament capital expenditure” of “Functional
Classification of Government Expenditure” in IME’s statistical tables, and is roughly cqual to
“government capital expenditure” in statistics provided by MOF (see Table 2.

Gross capital formation Government

[ Private —E Foreign direct invesiment
Other private investment

iJﬂ\pp]).rii"hg SNA to macroeconomic dala is at experiment in present Viet Nam. Most of SNA-based stalistics are
“Gross Domeslic Product.” The sfatistics of “Gross Domestic Expenditure” only include balance of foreign trade,
gross capital formation and final consumption {see GSO (1996a)). There is little data on distribution. The year of
which we can obfain SNA-bascd data in detail is the only year 1989 when SNA was applied by way of trial. Sce
Le Van Toan{1992).

2 The data of budgetary operations provided by MOF have greatly amended year by year, It can, however, be
considered that they use identical categories since some data are identical to IMF’s data (see Table 3).
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Observe the trends of invesiments using IMF’s data. The investment rate (share in GDP, in percent)
had showed a little increases after the introduction of “Doi Moi” (11.7% in 1986 —* 15.0% in 1991},
and has risen rapidly after 1992 (27.1% in 1995). Among components gavernment inveslmenl has
Leen nearly unchanged® (5.1% in 1988 —> 6.0% in 1995), while private investment has grown{4.9%
in 1989 —> 21.2% in 1995), in patticular, forcign ditect investmeni (1.4% in 1989 — 8.8% in
1995).

Judging from this table, although there remains a significant problem that large Savings -
Investment paps exist (see Figure 1), it leaves a favourable impression that foreign ditect and
domestic private investments have been healthy, while government investment have increased stightly
resulting in the reduction of fiscal deficits.! Is that an accurale impression? This issue will be analysed
in the next section.

We must pay atlention to other problems on IMF’s statistics. “Consumption” is calculated as a
residual, however, the changes in inventory are classificd notl into “invesimeat” but into

“consumption.”” In addition, IMF pointed out that investment and savings may be underestimated.® 1t
can, however, be considered that GDP must be much more underestimated,’ thercfore, the actual rates
of investment may be lower than those in Table 1.

ili. The Examination of Statistics Published by GSO
1. Construction Funds

Secondly, statistics published by General Statistical Office are cxamined. Tn GSO's slatistics “state
investment outlays” is a cenlral key concept, although there is no definition in them. For example, The
chapter “Construction” of Statistical Yearbook supplies the data of “state investment outlays,” by type
of oullays, by type of management, by sectors, by kind of economic activities, etc. (see GSO (1996a)).
So are other GSO’s Statistics {(see GSO (1996b)).

The category “state invesiment outlays” had, therefore, been considered to be the most
comprehensive calegory in GSO’s statistics. However, Infrastructures of Viet Nam in 10 Years of
Renovation (1985 - 1995), a statistical book recently published by GSO, has one table “Implemented
construction funds by economic sectors.” According fo this, “construction funds” is classified into
“state sector” and “non-state sector” conslruction funs, and the amount of “state sector” is identical to
“state investment outlays.” 1t can hence be considered that “construction funds” is equivalent to

“gross capital formation” in SNA (sce Table 4). If so, “slate mvestment oullays” is equwalenl to
“gross capital formation” by “state sector.”

Construction funds ————E State investment Z  (overnment investment
Non-state investment

Obscrving the trends of “construction funds” (se¢ Table 5), the changes in “construction funds” of

? The decreases of government investments in 1991 resulted from a tight fiscal policy, and a reaction occurted in
1992 and 1993.

* See IMF (1996), “Consumption, savings and investment.”

* Sce IMF (1996), Nole 9.

6 See IMF (1996), Note 7.

7 See Pusota (1996).
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course correspond with those in “gross capital formation” (14.7% in 1990 -» 22.4% in 1994%).
Examining components, on the contrary lo IMIPs data, consteuciion funds by “state sector” have
rapidly risen (6.4% in 1990 — 12.4% in 1994), while those by non-state scctor have increased
slightly (8.2% in 1990 — 10.0% in 1994).

It can hence be concluded that the classification between government and private in IMF’s is
distincl from that belween state and non-state in GSO's. Factors which have bolstered @ boom in
investment exist in “private sector” and in “state sector.” Then components of “sale investment
outlays” must be scrutinized.

[“Gross” or “Net"]

The category “construction funds” used only in GSO(1996¢) may correspond to “construclion
funds” (FHUES xujijijin) in China’. Vietnamese aulhonnes have often used “basic construction”
instead of “capital formation by the state” in documents'? and interviews, which may correspond to
“basic construction” (JEAIRAAIEPL jiben jianshe tovzi) in China,"

As Viet Nam’s “state investment” includes “value of net increase in fixed assets,”” it must be a
“oross” concept, not “nel.” However, as the ratio of it in state investment has fluctuated (see Table 5),
the accuracy is doubt{ul. On the other hand, the maint¢nance of “governnicnt investment” is classificd
not into capital expenditure but into curent expenditure (“other” in cconomic classification and
“cconomic services” in functional classification).”” Most of “government investment” may, theeefore,

be a “net” investment. The classification of gross and net is not explained clealy in statistics of Viet
Nan.

2 . State Invesiment Outlays

As we can collect the data of “state investment outlays” for long years', it can be considered that
the statistics have been used from the era of planied economy. We can also know the componenis by
type of outlays, by type of management, by kind of economic activities, in indusltry, in agriculture, in
transpord, elc. as mentioned before (see Table 5). Thesc categories cannot explain the discrepancy
between government/privale and state/non-state classificaticns,

On the other hand, only total amounts are recorded on non-state sector (see GSO (1996¢), P.32),
and nothing is mentioned on its components.

Compare “state investment outlays” wilh “government investment” (see Table 6). In 1988 the state
investment outlays was nearly equal to the government invesfment, the gaps between them have
gradually widened, and in recent years (from 1993 to 1995) the former has been roughly half of the
latter. It can be argued that all of “state investment outlays” had been financed by the state budgel
under the planned economy, and state projects financed by non-budget funds have been expanding
gradually in he teansition to a market economy, which have raised 2 boom in ihveslmén_l. As
mentioned above GSO’s statistics cannot explain the finance form of investment. Then scrutinise

8 Exclude the data of 1995 because of its reliability.

? See Ishikawa (1984), p.23.

12 For Example, MOF states “Before 1995, the investment for basic construction had been implemented by the
bank for development™. See MOF (1997), “Expenditure of the National Investment Assistance Fund.”

" See Ishikawa {1984), p.118.

2 |4 may correspond to “new increase in fixed assets” (HiH[EE PR xinzeng guding zichan) in China.

13 There arc cases that (he central government conducts investmenl in infrastructure and its maintenance is
financed by local governments. See World Bank (1994).

1 Por example, GSO (1996a) supplics the data of state investment from 1980.
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MPI’s statistics.

IV. The Examination of Statistics Provided by MPI

‘These MPI’s statistics (Table 7) ar¢ to be written out for five years together after a Five-year Plan
has finished, therefore, the accuracy of the data is doubtful.”

The title of the table “Total Investmient of the Whole Society”™ with which we are not familiar,
may correspond to “Fixed Capital Investment in the Whole Society” [ #h < B a2 ¥ it £ ¥
quanshehui guding zichan touzi) in China."” If so, it includes co-operative’s fixed capital investment
and personal housing investment in addition to public fixed capital investment, and excludes labour
accumulation (see chapter V). This table is, however, produced as a residual deducting consumption
from GDP,'® therefore, the total amount of the residual accordingly includes tabour accumulation on
the presupposition that the estimation of GDP is accurate.

This fable is a mix{ure of expenditure accounts and capital finance accounts of SNA. “Total
investment in the whole society” is roughly equal to “gress capital formation” (see Table 4). It is
classified into “invesiment from internal fund, foreign borrowing and aids” and “foreign direcl
investment,” and the former into “investment from state bodget,” “investiment credit fund,” “SOE’s
investment” and “population and private investment.”"

216

Total investment in the whole society

Investment from internal fund, foreign borrowing & aids
Investment from state budget
- Investment credit fund

——— SOE’s investment

Population & private investment
Foreign direct investmenl

= [nvestment from State Budget

1t can be considered to be identical to “government investment” in IMF’s.

» Investment Credit Funds . _ _

This is a investment {inanced by bank loans, According to MP] offictals, ihis category excludes
government loan and includes credit not only to SOEs but also to private companies. Judging from the
statistics of medjum and tong term loan extended by four state owned commercial banks (see Table 8),
it can be reasoned that most of credits are extended to SOEs.

* SOE’s investment

This is financed by SOF’s owned funds and other sources excluding bank loan. Components are as
follows: _ S S

<Depreciation> Depreciation funds had been remitled to the budget in some periods, or retained
by SOFs in other periods. After the end of 1994 SOFEs can retain the funds.

'3 MP! officials admitted that figures of the table werc roughly estimated.

18 The original is written'in Vietnamese, and is transtated into English by MPI officials.

7 See Kojima ed. (1989).

18 According to MPI officials.

Y As faras | know, GSQ’s statistics have no tables like this, however, they have the same concepl. See “funds,
comprising various resources like Government budget, credit, enterprise owned capital, people’s contribution and
forcign direct investment” in GSO {1996¢).
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<After-tax profits> After-tax profits are divided into “production development fund,” “bonus” and
“social welfare fund.”® Sixty percent of after-tax profits are to be retained as production development
funds. Accarding 1o MPI officials, social welfare fund is expended on hospitals, kindergarten and so
on, and a portion of the fund is remitted to locat governments, which corresponds to “tax outside tax,”
socaited (IR tanpai) in China.”
» Population and private enterprises

This category is calculated as a residual, therefore, portions of housing and plant & cquipment
investments are not divided.
» Forgign direct investment

Is “foreign direct investment” in MPY's identical (o that in the statistics of GDE? It isn’t. Compared
them with the statistics of FDI in billions of dollar by IMF (se¢ Table 97%), it can be argued that MPI’s
category includes investment by domestic joint-venture partners, and the category of GDE in IMI’s
excludes it. Then, most of domeslic joint-venture pariners are SOLs,

Which categories of MPT’s correspond to “slate investiment” of GSO’s? Judging from valucs, the
sum of “investment from state budget,” “investment credit fund” and “SOE’s investment” may be
equal te “state investment” (see Figure 2). In addition to them, FDI investment by domestic joint-
venture SOEs referred to above may be included.

However, China’s “state invesiment” (A% EPE guojia touzi) means (AR TIINEI guojia
yusuannei touzi) , which is the sum of government investment and investment {inanced by bank loan,
and excludes SOB’s investment. It is supposed that the concept “state investment” has been expaanding
gradually corresponding with the diversification of the finance of state projects.”

Al the conclusion of the comparison of the statistics, sce Figure 3. “State investment” which is
represented by the arca with shadow is much larger than “government investment.” A boom in
investment has occurred in “state investment” excluding “government investment.” We can conclude
that the judgement is completely misteading that private investment has been healthy in the transition
to a market econamy.

V. investments outside Statistics

In this chapter investments which are not comprehended in the statistics above are examined.

1. Capital Formation in Agriculture

There are many investments in agriculture which are not listed in statistics. it is natural that it is
difficelt to estimate various investments by peasants themselves. In addition, there exist investments
outside statistics in Viet Nam.

2 production development fund” may corcespond (LEEFEBEIESr shengehan fazhan jijin) , “bonus” (R Tt
Fht® zhigong jiangli jijin) , and “social welfare fund” (B THRFIIL® zhigong ful jijin) in China.

M 11 s well known thal peasants and SOEs arc burdened with compulsory charges outside taxes in China. See
Kojima ed. (1989) and Ishikawa (1997). On Vietnamese tax oulside tax problems in detail, Takeuchi (1997) is
only and most significant thesis wrillen in apanese.

22 Exchange rates for conversion are not recorded.

23 The reform of financing SOE’s investment from by the state budget to by state owned banks is so called §:354
¥ bogaidail inChina.
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(——- Investment by fund A-Auw—l—-—[nves!mcnt by peasants
~— Public investment

——~ l.abour accumulation

(1) Public Investments in Cornmunes

Public finance of communes are not incorporated into public finance of the government, According
10 twai(1996), there is an example that an agricultural co-operalive whose size is equivalent to that of
a village “thon,” and the co-operative is a sclf-government agency which collects taxes and spend
capital expenditures like purchasing a transformer and making roads. This type of capital expenditure
is not inctuded in capital formation by government.

(2) Labour Accumulation

Labour accumulation™ is the form of fixed capital formation by the labour power of the masses, in
particular, making arable land, ircigation and drainage, and so on. In Viet Nam “The Ordinance on
Public Service Labour” in 1988 stales that every Vietnamese within a centain age range (from 18 to 45
for men and from 18 to 25 for women) contribute ten days a year. However, provinces have not
estimated the values of labour accumulation there. It can, therefore, be considered that the values are
not comprehended in GSO statistics, but, may be mixed in “population and private investment” of
MPI statistics, as mentioned above.

2, Extra-Budget

So called “extra-budget funds”  (7$37L ¥i< yusuanwai zijin) in China are those public finance
funds which are managed by local governments and SOEs, however, are not incorperated into state
planning. In Vict Nam the prime minister’s decision on the formation of the investment in urban
development fund for Ho Chi Minh cily was issued in 1996”. According ta it, the purpose of the fund
is “to raise capital for projects developing the socio-economic infrastructure of Ho Chi Minh city.”
The registered capital at the foundation comes from the revenue of the city, and the fund can mobilise
funds by issuing bonds, borrowing from banks, project financing and so on. Extra-budget like this
may not be included in public finance statistics of local governments. However, there are no major
achievements on the fund up lo the present.

1t corresponds (o “labour accumulation” (31 % 1aodong jileid in China. It is very difficult to cstimate the
value of labour accumutation, Sec Ishikawa (1984) and Kojima ed. (1973).
2 The prime minister’s decision, No.644/Ttg, Hanod, September 20, 1996.
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Table 3 The comparison among statistics of government capital formation (billion dong)

1989 1990 1991 1992 1993 1994 1995 1996
IMF 1626 2126 2135 6450 0600 9215 13306
MP] 2237 2604 8093 11846 10963 13500
MOF (1) 22082 21220 21352 84130 130180 145420 152100 173680
MOF (2) 2135 6450 9600 11300 11460 14900

Notes

1) MOF, “Government Capital Expendituse”
2) MOF, “Expenditure of the National Investment Assistance Fund”

Source  IMF, MPI and MOF.
Table 4 The comparison among gross capital formation, construction funds and
total investment of the whole society
1990 1991 1992 1993 1994 1995

IMF Gross Capital Formation (a) 6350 11506 19498 34020 43375 60488
GSO Construction Funds (b) 6150.7 99339 18430.7 29751.5 38141.8 41500.0
MFI Total Investment : .

of the Whole Society (¢} 6747 11884 21608 34655 49483 58800

(b} / (a) 0.97 0.86 0.95 0.87 0.88 .69

{c)/{a) 1.056 1.03 1.t 1.02 1.14 097

Soutce  General Statistical Office, Ministry of Planning and Investment and International Monciary Fund
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Table 8 The comparison between government capital formation and stale investment outlays

(billion dong}

1988 1989 1990  199F 1992 1993 1994 1995
‘Government capital formation 673 1626 2126 2135 6450 9600 9215 13306
State investment outlays 6685 1919.8 27037 45039 7566.4 167515 2L141.8 21500
The catio between the both 1.01 0.85 0,79 047 0.85 0.57 0.44 0.62

Sources  General Statistical Office and International Monetary Fund

Table 7 Ministry of Planning and Investment: Total Investment of the Whofe Society

(billion dong)

1990 1991 1992 1993 1994 1995

Total investment 6747 11884 21608 34655 49483 58800
fnvestmeat from internal fund, foreign fund,

forcign borcowing and aids 5757 9964 16308 24655 30563 40100

Investment from state bdgel 2237 2604 8098 11846 10963 13500

Investment credit fund 300 1060 36 2391 3200 6000

SOFE’s investment 420 1300 574 2418 2000 5600

Population and privale enterprises 2800 5000 7000 8000 14400 15000

Foreign direct invesiment 990 1920 5300 10006 18920 18700

Source Ministry of Planning and Investment.
The original table is in Vietnamese. Translated by MPI officials.
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Table 8 Amount of Gutstanding Loan {medium and long term)

1991 1992 1993 1994 1995
B T (Outstanding)
BIDV State enterprises 1055 1585 2823 4516 4411
Private enterpriscs
Private farmer houschalds 5 10 HY 15 30
Other individuals
Others
Total 1066 1595 2833 4531 4441
{Outstanding)
BFIV  State enterprises 181 g 844 2036 2339
Private enterprises 22 23 52 17
Private farmer houscholds
Other individuals
Others 52
Total 181 413 867 2088 - 2408
{Outstanding)
ICBY Stale enlerprises 102 215 623 788 938
Private cnlcrpriscs 12 14 61 108 260
Private farmer houscholds
Other individuals 2.2 332 44 177 403.5
Others
Total 1162 2622 733 1073 1601.5
{Outstanding}
VBARD State enterprises 58 68 508 1236 1318
Private colerprises 9 17 23 21 48
Private farmer houscholds 7 61 369 521 1047
Other individuals 112 130 418 525 505
Others
Total 186 276 1316 2303 2918
{Outstanding)
450CBs  State enterprises 1396 2259 4803 8576 9006
Privatc enterprises 21 53 105 181 325
Private farmer houscholds 12 7 379 535 1077
Other individuals 1142 163.2 462 T02 908.5
Others 0 0 0 0 52
Total 1543.2 2546.2 5749 9995 113685
{Flow)
450CBs Stale enterprises 863 2544 3773 430
Private coterpriscs 32 52 76 144
Private farmer households 59 308 157 541
Other individuals 49 298.8 240 2065
Cthers 0 0 0 52
TFotal 1003 3202.8 4246 13735

Source State Bank of Viet Nam
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Table 9 The Comparison of Statistics of Foreign Direct investment{in bilions of dong / dollar)

1989 1990 1991 1993 1994 1995
MPI (dong) 990 1920 10000 18920 18700
IMF(1)  (dong) 334 629 2023 8852 11505 19646
IMF(2) (dolar) 1002 1500 2000
IMP(3)  (doliar) 832 1048 1780

Source MPI & IMF(1996)
Notes
1} ¥DIin GDE

2) Total Distribution of ¥D1including investment by domestic joint-venture partaers
3) Total Distribution of FD1 excluding invesiment by domestic joint-venture partoers
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