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B AR AW O
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BEREERRR

AR, HHEROHY V85—~ bALBSNENEBLUT—5 &, SROGHMEE (7 1
TR LBV, EHEEET. Yaf b ADFr—  NPUBRONERTXIELS
) . BAEERS CIKRMAE~DS >y Ea—cET<bDOTHS, £z, WB, [MFH
LUADBIE 3% < QUM B L Usst 7 — 5 bR, |

1. 1900FRICHITBT/OBENT+—T R

|9BVERILE K EREAAUAE > TUR, 74 T b F ARE L DBHERE LRI, 1980
LB L 2 RERIEIC L > THERI SNENA =1 > 7 LI 1990ERHETIC
IR S MLV SBERIZ S > TR IS SN, £, 20T LRIWNEEER
(FD 1) #EEDP5ENSRREDES L, VNDEBLEI bEM L. BRLFD |
BI990ERODY 4 T ASEESREE XX ABELRERL bR,

19974 £ O EBHBHAOBITIZE > TIHERT SNEREOY A N— VYO FFEE >0
FETBT U7 SR, BUENICY T AR EEESA. REAOBBIREML.
FDIDRALBE ok, ZHOX. U4 T b FLRHEIZIIBELMEEHL. GD P REKH
_%@8—9%@64—5%&&??%btﬂ‘mwﬁmm\ﬁ41bfbﬁﬁﬁﬁ&%kk;@
BACEELTETONS, U4 L hFAEIHEF (SBV) . EABELHRT L0, &
FOHABRERNEOSMERE L > TETS. LALBNS, KERHSIL, BEDF
TURARETFIC LT, ANEELHRT 5B EEKLEEDNS,
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®1 FEVI/OBR £2MESR

(Unit: %, except GDP - VND trillion)
1990 1991 1992 1993 1994 1695 1996 1997 1998 1999

Real GDP 5.1 6.0 8.7 8.1 8.8 95 93 8.2 5.8 4.8
Growth Rate

GDP 140 178 229 272 314 361 399
CPI 615 615 174 52 144 127 45 36 92 0.1
Budget

Deficit/GDP 80 37 37 62 26 08 07 39 20 -38
Current A/C _

Deficit/GDP ; . - . - 128 99 62 39 44
M2/GDP 027 027 025 024 025 024 023 026 028 036
Real Savihgs

Rate - - - - 35 52 41 .04 39
Real lending Rate - - - . 124 118 86 49 117

(Source: SBV and IMF data)
2. THBBEICUITORML AT AREOERIKR

2-1 &MUFEDOFH

998412 3513 5 Hi D SRR (7 = Z2) BT, DADIT 1 T R FAITB
LHeMHEREOTIRIZD blTFﬁhﬁ. (Appendix 2 : thoegfTok . Appendix 3 : BESRITH
EBR) , TOREYZICDONTH. ﬁﬂﬁﬁ@mm&mfﬁﬁmﬁﬁnjkhmTﬁdta
5 HEOTFMELTEED TS, MRETF— L. EHLBHREFL, SEXERE
BSOSy A EREIHLTNS,

COREICEDE, SEMEELI R SHRENSE L TG, £F MERFED > b
DL TEBRICL, XY ORFORERERITT S ENSBEDNETHD, LS
SSMEBEHETILOBDERETHE-—DE0. £ - KRHE. LHRITOLDO
FHE, WRMROER. 7)) —~7 > ZABROWE Gox 2: Y4 LhFAOBRTIN—F A
RHBH) BLUORBTSS, H2BMIBLTE SHERL2HT v b EMEOER
VP RECED S THS, HABKEML T, BATE~OABEAL, EN
SRMBHAELIHS T DM TE R, THOMERNS SRR EBESE LD
BRHSNDRETHD, RREBCIBLTH. BHCL 505 0R2HBL, HORHEHED
BME, BABRGIEEO SN S & USRI T 5 EMBREATRERS D, ZLT, T2
ORFEORELARSN, BALBHENTRLINEDSh L2z, SAERECErES
e TE—CHLT, BN - BRSBTS TIADI, KBAHHEBD I ENTES
HEIDLTRBoX 1BH) &I TLE, |
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Box 1l TWHEBA~OHEHBITEICETSSREEDO K
—MEERFE,ASHHEMWEOBITFE

1 Erpe
- BFRBMEBRFEEI PO TAIENCREINRETHD
FRBITNSDEANITIE T 7L —2a Y EJERIT
%%@ﬁﬁﬁﬁ&mﬁﬁ%ﬁéﬁct@WQﬂ%Wm5@%%&@4>7b%%%ﬁ
ARV, BITORBEERDXH, SHEONDT. REMOBOFEEI IR .
ArE |
FHOBIFHRETSHEMERICLS, TIEHSOESMERHEAE LWL, FHUIED, BUF
MA—T o=ty hdRL—2 3 Y EFABLESI0k 5,
- RUOBEERREEOMEL
— B S OSBRI T O & 8 HHE O BN &8 A
A YT YA YBIRMOFBEREIC R 5 2 2R ORE

-~ SREMONE
Pah - LR
RHUBFOLODEHEE
8B R D B

Th—F 2 ARROMELED
~ SBEEIBILIEENSEORE
~ SRBEORERESEREICDE S 2B, BFHKEOIIBLTW D0
 EREOU AR EEBTHILBENHSIMB LN

%ZFXB%

- ﬁ%ﬁﬁﬁ@f&bgﬁﬁfﬁfﬁ%ﬁﬂao)ﬁﬁ&ﬁ@ﬁ'é

- ?E%&ﬁﬁ%ﬂ@ﬁkﬂ?b“ﬁ&’é i _

- ﬂlﬁﬂﬁ%@ﬂW%ﬂﬁ?«@ﬁlﬁ HEAS % & HBONEN DD RF
NOERETHLM, BENEABENTCR2IHSRFERA oNSEHERRMTEATN
D

B ERRE |
— efoxeanfl
—  BRTET B AR HIE O I
—  SERBICHT B R
— EBHAIEmLE. FAOR EEN
~ @Wﬁﬂﬁ%t@%ﬁﬂm%wuyﬁ

%aramm&@@ru< MR EEFMT I LICBARSIN, RRILELT 5720
DO %, SRBREICIEVELIINZTHAIH L NENEEEMZRETIHENH S,
ﬁmmnayxmﬂ%énmwndmbmmo
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Box2 YALMFAKRBIBRIN—FARE

U7 SRR, $<OT T HINL R SRBIIBEOLD, T —F > A&
AT Lo, BRMADIER RSB RE £ S €0 I RARTHS, 199845
B, 4 T LTS < ORBREAARD AR R, 1< DHOFHHAT 5 M
B 07 I7 RETRMEREITEAS L SO LAEETH D, EERARINSORE
L&D AN—ENTNBHOD, BB ONH LOHEEAT S 8155, Ml TEY

HHLRHLEEN, RETERELEGHTMEERTLZOIIBELLAS D,

TN—F 2 AR EE %

to 6 months to up

to 6 months to up

to & months to up

to & months; with

Items Viet Nam Indonesia Korea Malaysia Thailand
Capital 4% Mar 2000 8% Commercial
Adequacy Ratio | 8% 8% banks 8.5%
Target (End of 2004 {End of 2000 Financial

- 8%) 10%) companies 8%
Loans : .
Classification | Lowered from No change Lowered from No change .| Lowered from
{days elapsed 360 to 90 days 180 days 180 to 90 days 180 days 360 to 90 days
before considered o
past due )
Loan Loss . 20/75/100 :
Provisioning 20/ 50/ 100 0/50/ 100 to (back-ward No change /507100 to

10-15/50/ 100 |looking) to 0/50/100 20/75/100

Substandard/ 20/50/100 ' '
Doubtful/Loss (forward-

. . : looking) . i 3
interest Accrual | Lowered from up j Lowered from up | Lowered from up | No change - up | Lowered from up

to 6 months to up

to 3 months; no | to 3 months; ne  (to 3 months; no | claw-back to 3 months; no
claw-back claw-back claw-back : claw-back -
Single Customer |Loans: 15% of |20% of the equity | Loans: [5% of |25% ofabank’s [25% of Tier |
Limit the equity capital | capital (10% for | the equity capital | sharcholder’s capital
related parties )  Guarantees: 30% | fund o
Lending for None Prohibited from | No lending for ] Out of total Margin loans
Stock Purchase underwriting speculative outstanding are classified as a
commercial purposes loans: non-priority
paper commercial sector
banks and
finance
companies 20%,
merchant banks
30% . .

Policy Issues”

Sources: WB (1999) “The East Asia Recovery and Beyond”, ADB (1999) “Banking Sector Reforms: R_ecovery Prospects and
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2-2 WESRTHEYY

T4 L FAIBT B LMEEE. AMTRORETRRICH > T, BRI K LT 5 h
TETWS, MEEFHERSICONTI, T4 TN FARAES B VI, BRI - S
BEr@EIEAILI12L-T, 407 b—var v rnBowEickhlz, €L T,
BES BVIE. 4%OMBAMITSLOKEOLDIZ. £ OAEERT, READEEEN
SRTHEDI LT, WEETVAFLEBRL, T3—7—r v b EEFHHRIIRD A
ATWD, ZO—Blid, EROZREFMOFy FT—2 VAFLERFHTF -~ M &
BUTORES AT LAOKETH D, MOWIL, £—7F4— 2w bELTINIES Az
ASNEHESRRYAFATHD, THEOHRIAFLOBAL, KREUE, 23 HECK
WEGHEROKEL. EEIABHOBINLHEE GITOME) 20ED, SEOE
LI EBRT 5 b0 L EDbNS, |

2-3 SMABFROUE
SREETRICHLTIE, SBYOBREFREOES I, BN Y ha— b 55 I
<EEMLEBDONEBTFLTET NS, |
(1) &FIEML |
— 1996 BRIE LRRE
— 19964 HHFIE & BRIFRIFIE D Ht
— 200048 A I LBAFIORDOICY A AT L v REMKLASHA—Z L — h
(71 hL—bickY) 28BA
(2) FRMEECRE MR 5 T b OB
(3) 200098 B & AMTBREZER (T-bills. SB bills)
(4) 19946405 19985 £ THEBRTOMBEIICH THHENATRE L THON T
S{ZREORER | |
(5) EMOERMASME, —HNRATES LR EDEBLOOEMO—, B0
CRCELEEAREOL I RBEDANOEDOY 771 F U ATRERETD
(6) AEBHL— ML DBFROABHBEEMBEND L5115

AT R FARBITESFIIRS BVICE > TRACHBEERT B HDOD, W ELHHA
AR TOS (F51 LL—MIEBLTWE) » BEDK—ASRIXL » AIZDE0.T5%T
BD. VRZT—TH0.3% GG 750.5% (- B TH%. SBVIEEHX—2A2
Fik, #B7—5 - BEEWER LETHULSHEMELART S, FARMH (NPLs)
I T2 L OHESTORMLT 5 6B B 8, SRTEEHVEEOESTEIILSES

RTVE, FRETHHEVOIHBREL, BFBLBSBVAEGLE (SOEs) BROD
BEEE-TVWBL NS BEEEETHE, BEORFIL AL, BETELS, LoLas
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5, REITEST, BEOERSMIER LR ET B A TED L MbN D, &Y
P —T i BUFMOMERGHESEDFMOS O LAEQHEI LB NBAL.
RTBICAE YLD REINTVA LS ICH LN S,

&2 HHE - HIS&HKESE _
~ (Unit: % / month)

90.12 91.12 92.12 93.12 94.12 95.12 96.12

Deposit (A) 4.0 35 2.0 1.4 14 - 1.4 08
Lending (B) 4.0 35 27 2.1 2.1 2.1 1.25
Spread (B-A) 0.0 0.0 0.7 0.7 0.7 0.7 0.45
97/3 6 9 12 98/3 6 9 12 93/3 6 -9 12

(A) 0.8 0.8 0.75 075 085 09 0.8 0.85 0.8 0.71 0.41 0.33
{B) 1.25 1.25 1.0 1.0 1.2 1.2 1.2 1.2 1.1 1.0 095 0.85
(B-A) 0.45 045 .25 025 035 03 04 0.35 03 0.29 0.54 0.52
{Sources: Phase 2 Final Report and SBV data)

2-4 BMRBFOVALT - |
HEBTOUR LT3, o< D#EATWS, NPLs ONBEEEARILES D 28, &E
HEEHH (SOCB) OERFAEGE MEEERRIIE-> TLEHO0, WELICRKN
RERRBENTVAN, BRSBOBENEIZDNTIL, 2000‘515?)35"5&:. Development
Assistant Fund (DAF) 2%, ReK@FEEREOT. BEELES 7 IMR7/OVLY
MoK LEMOBRSMERITHHNTRIANA, DAFRYALD, F (T FLARE
MRET (B1DV) OFEOMELSES L7, Bank for the Poortt. REBIZIHLT DR
FOMBEELT, T4 T N ARBHSBERET (VBARD) A5 0MMITTS T LA
AINTOB, TN5ORRSMENIL. SREBEEESED. MEHED T @A REAE
BERENMTOND ZEMRDENS. INERLERTBEDHIE. HERENTES A7
FAE, GUERCBEYB TN 7y L3 FBKEILEE AN S, BRSRENIIME
MEEROAL, HERTEMERET AT ENEETHS, |
ARPT (JSBs) OBBLEATND, SBVREEED J SBsiz, W00 TIoEA
SREEHE LT BESMRLE, | S BARBEAASKBIZEELAGSER, 55
HHENETHAD, 2O, TSBsORT HECAHZRLTHLLTETVLS, b
NbREIOTOERICED, BREFOLMERBLUSHEE L TORS/INHDHSNDT
EEREHTS. LALEAS, JSBsRAIME (SMEs) ~ORSMERICHWTEER
BREHSTOB0, BRSRAIE. | SBHROM. SMED—>ORIEN SFHEHRL
BRETHD, REEMORRIERE2 ML, AEARS T EANEI NS,
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2-5 FEHTHORI

20004E7 H, HCMCAAIBIFAAREL =0 LBk E RS I RRROKIIS ETOED
ARSNTNARD, WAL, B4 OIREHKOLIEEHHTS 2 & T, BEGCEHL
RYTWHHEZEZI = LTS, RN ERELRDEEICET TOEBREREIZ S
bmumﬁe.éi@iﬁﬁ%tﬂbfﬁtmﬁﬁﬁgxﬁyay&&&?%ﬁ%mmama
SEETHD., AME (MOF) . SBVBLUEFESRIERL (SSC) k=, 2001
EON A FEHRITBLE TR P TH S, FETHE S MBNESH O KRS 3 RIS
ENTETHD, EHRBCHTHHBRMARN S THEREEMLOLDICBAINE, T
RETREZEE, EOBAMAAS ST TRIEEL, TBREEY Sy I AXRBIE
Tk 0, MENL EBRBEIEDT, T L0S<OKRL E X ERLMAAEEET
BIET, BAREIEDT—Ty FORGIISAD Z L TH D, BATIBOER SRR,
CEEBMICE > TENESBBORERETATESS, £, L0IERAKRL - RE(L
DEDOF A FEERET B EIE-T, SOEKEERETATELMETES, BA
HBRERESBVIZEST, BBNT I8 75112 hO— QLD ORI R FEE 2T
BIEIIRD (AMAEERE | .

& X ISR B R E > CRA SN T B0 T, BORM IR &4~ L —
YA OMENRERR S BNOERITEE 2SI RETH D,

3. BHILLAS OE s BEAUBRERFDLHO,
ISTELROBRIL S BV 1ok SRMNTAIEI O TORE

T/YQdF%t%ﬁLbHé%xﬁtmﬁ%k i3, SOE s EBREOBFAFrvaT
=TV ATH A= V2 A, TORRCHIEL T, BRFESBVIE. HEEHTSOERE s
EREEIILBROF vy 2T 0-ERTHEDIZ. WS ONDEAEH LI,
~ - Resolution No.49/CP (199745 f) : [SOE sid, HHERAICES, ®ERTSOC
BshLBNTES, fiihoEer LABRE, EECETLAES. AEEET K
BT, AEEREFLLO— 2 EMBI ENTES, |
— 1996 12H3IAXTOSOE s - HEMADAEMADZHNSOCE s ~NOHA 7>
ZCircular No. 03/1997/TTTL/NENN-BIC (I90TZE11F) : [ELICHEEV Iz £ 0 4
CRARI. Fr ol Ensm, 3 -5 ERRIKRS NS, |
~ Memo No. 959/KTKH (19974 3 A) © [ R8RfT A5 OEMEAL. SHEIS N7zl
Yz bOREBHOP « BERO— I EBETES )
— SOCBsltareall (hlland\ b’%—)le%ij’ﬁﬁ)l/—fiﬁJ:UB%ﬁé%ﬂﬁféi) ~O B4
RIE30% 512 Fi 5.
— Directive No.08/1998/ct-NENN (1998%108) : [-[REICHELESOE s icby
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% 199841 6 H 30 1 BA§T O ERHE F 12 DN T, ifﬁ%%ﬂﬂb#%:ﬂ%%f%ﬁ:&ﬂ
HERTND, BARHEIZL D EUEEHEFIC DV TR, B0 FAKEKE 2
%oﬁ%@fbfméﬁ¥®hmﬁ%L3MTm.ﬁﬂﬁMMDwymwmﬂﬁEﬁﬁfﬁ
LA, MBERE, BERINBABSOIS%EBATIAVI RN,

— Decision No.57/1999/QD-TTg (QD-TTg) (199943 H) : AR 1TFAVNDLUT®D
AT DV THIBRA 5720, KEl, BEBAOT ( —7— L LTOHRAKRE, 75
VFe-y VFAE. BEBAMABLUSOD s i3, O- HREELHREE L THENT
HILEFEIND, |

INLORABEODT, §<®ﬁ%é$amTSOEst%ﬂﬁﬁﬁ$ﬁﬁ&ﬁhtnbmb
mﬁe.:h%@&%@ﬁﬁ?éﬁb,@D%@@%MSOCBstxofiieé%ﬁtmn\
WIERF RIFHEIZS OCB s ORMAEEMNICBTFESNA I LITA D, INSDERIZEMNERE
THO—HHELOTHIRETHD . BEURIIND. COL3CLTHEREMRELL T
<hiEEZRINERS Y, SHRhE SOCBsOBECHEIIENRL. BLFELEDTF
DM THARCRERERFEHBIIMHEZINLSTHS D,

4. FREMHER

4-1 B ORREET O BRE _ : '
ﬁ41bfbkbﬁ6ﬁ¥ﬁﬁ®t/$xh7w T A DNTHRY aﬁﬁwit@ﬁ?
E%ﬁ?ﬁéﬂfh%wmﬂn4k£? TREFOBEHTH S,

F£3 FAREMHMHEORIL _
(Unit: billion VND, %)

1996 1999 99/96 | Annual Growth Rate
Total Assets 86,203 159,147 ‘ 1.84 .. 16%
Total Loans 50,751 86,626 171 15%
NPLs 4,726 10,490 221 22%
NPLs / Loans 93 ' 12.1 ' '
NPLs / Assets : 55 - 6.6
Equity / Assets 72 13 e _
Total Income 8,969 11,973 1.33 7%
Operating Income 2,840 3,427 1.21 5%

(Sources: SBY data and anaual reports of four SOCBs)

o4 TP LB BERETIL. 1996EM 5 19904 E T, £FM 5% DRUE CREFILX
ULiee —, £3MEbABES I, BEAE GRIBRALHAISARA) 1 HEOREI
o, —TRbE, FMMIC BT HEMBURILS %12 T Enmork, £LT. NPLs®
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AV a—LE 258 LA L.

£4 AEEBEBTICHITIIASERICREDOEK

(Unit: VND rillion)

05.12 % 96.12 % 97.12 % 98.12 % 99.12 %
Total Assets 58.0 | 100 6.0 | 100 81.3 | 100 105.0 | 100 1349 | 100
Deposit (SBY}) 57| 10 65| 10 7.0 9 74 7 11.2 8
Deposit {Other Banks) 86} 15 1051 16 1401 17 971 19 3.1} 23
Loans to Economy 336 | 58 383 | 58 480 [ 59 59.1 | 56 724 | 54
Others 10.1 17 107 | 16 1237 15 188 | 18 20.2 15
Liabilities & Capital 58.0 | 100 66.0 | 100 81.3 | 100 1050 | 100 1349 | 100
Due of Other Banks 100 | 17 1177 18 130 16 153 | 15 11.4 8
Resident Deposit 246 | 42 305 | 46 4.2 | 54 61.7 | 59 873 | 65
(in Dong) 17.6 | 30 229 | 35 316 ] 39 418 | 40 556 | 41
-Enterprises 7.7 13 10.7 | 16 159 | 20 1981 19 285 1 21
-Individuals . 98 | 17 122 18 1571 19 220 21 27.1 | 20
(in USD & Others) 70| 12 771 12 126 | 15 199 | 19 317 | 23
-Enterprises 60 10 53 8 68| .8 6.0 6 12.4 9
-Individuals 1.1 2 23 3 58 7 139 | 13 193 1 14
Other Liabilities 2061 36 205 M 196 | 24 204 | 19 285 | 21
Capital & Reserve 28 5 33 5 4.5 6 7.6 7 1.7 6

(Soirrce: SBV data, for four SOCB’s and 24 non state-own banks)

RAHY IR FARBYAHEETORGABOES LHEMRETL TS, RPICD
WTiE. ZOBERENESBIGEEbICERICEAL, FORSE3HICRD, SR
AT, SECHA L, 1998 - 199951, <0 DRl E, | > 7L—a YIEFI
EoT. MADHEEGOHBANBIE LN, SRBEANEST ( IRERSHEELT
EB0. KTCHETANDDI., BETEABERTCHETARMMEEL TE TS,
k. BEEEHDE. EEBEEEAOBERSIESE D LEABSNAL. T, BE
DEELTOBRRZRMRL TS, Fh AMEO— T HERRENENZDIC, R
BIERBEROF <L — 2 > 2B U FHMEFGE AR BT 5 R HA LN
5. ARCBIBMETELOR) 2 — Ak, N9EBIKINIEIBNTIE, BEREICETS
BOBE ~OHSEITEHETH S, SBVIL THIIBTLRBIEZBOTHIC. AL
BEEER (0%755%) LEM, SBVICHT BHEEFREDHE) 21— LN <5
o, T, EASFRELLD, BRNORERENSE > TSI EERTHO
CABLARL. MROREOE— b7+ ) A TG ERE RS E A AT AL
Ebhns. | R |
BRBFORHMAERTES . UTOLIBBEERLTNS, .
~ SOEsOEbORHOL TR, EMEY 5 —PEARIREMLEDIHL, Ka
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it N By
= BMHTE 199TEICHEEREMTIC BT S 8L 2.
— Wl DWTE, BEMEAo o TsmmLE,
HEHM~OEHMMZ ST, REUSMEXRICE S, MEZELERICB MO I A<y
FRREEBORBELOINETH D, BELS, WELL, BTICERDY AV EH5T 0]
HEENH LM THDS, '

£5 BRAFICHITERALERA

* (Unit: in VND billion, %)

. 95.12 % 96.12 % 97.12 % 98.12 % 99.12 %
Credit Total 42,277 | 100 | 50,751 | 100 | 62200 100 | 72,595 | 100 | 86,625 100
(By Ownership) : '

1. SOEs 24079 | 57| 26,809 53| 30,980 50| 37,706 52 41,752 48
2.0thers . 18,198 43 | 23,942 47| 31,220 50 | 34,889 48 | 44,873 52
(By Sector) ' ' , o . . -
1.Agri/Forestry 1,407 | 27F 11,311 224 15129 24 18570} 26| 22683 26
2. Industry 11,679 28 | 14,126 28 1 16,462 261 19,301 27| 23,682 27
3. Construction 4,696 i1y . 7,380 151 11,319 18| 11,290 16 12413 | 14
4 Trade, Repair 11,942 28 | 13,608 27| 13,618 22 1 15,480 21 18,771 22
5. Others 2,552 6 4,326 9 5,671 9 7,953 1 9,076 10
(By Term) : ' - .

1. Short Term 28,472 67 | 34,037 67| 37,280 60 | 39,542 54 | 47,300 55
2. Long Term 13,805 33| 16,714 33| 24920 40 | 33,053 46 | 39,325 45

(Source: SBV Data for four SOEs and 24 non-state banks)

4~2 BHEETNBIBIAENPLsOIATADR

Appendix SWEEME ATy FOHEBERT, BERTIIBIZSMATL v R (BiEE
4- 5% AE2Z-3%) BII3EMALANSZDOT, NPL s DHINAE— > &ED
HESFOMSEIREE SR bOLERIND, 1999FBIENP L s DK U 2~ LR,
1036 K> &8A, NP LUK 1% TH ok, 999EICRIZNP L s Mz FHED S
HET. SFIAT Ly BEAEES X Thom e R L BE. FRITIRFES, 0006 KL L
ORI E ko LB, TNIE. 4SOCE s DRERHUDISKERSTHD, Halx
BHAHETHBT, 350K LIBERALTHB. REEIHTBNP L s HRRI99IETH
6.6%TH D, TIIZFHTHA (1.3%) LFLY, BKENPL s ARRTERNETS
L., EREBICM-oTUES CXicks, ThR. MENEE (BRETAFIEA
B Lo TSNS, METSEFREEHEC REOHOSLEST, ELERRL LM
BB BRI ERAITHIEL . ARNTREL LM AT LEEOLDIZ, TES

C RO BRS ZOMBIIHL LT EIR S IR,
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4—3 NPLMEMRBRIF-A
PIEE L -G BITHED 2010, SBVEEFHA -V U T EHTF, AR EZHRIETD

T DEASIEA L, FEREHEERODOAsset Management Corporation (AMC) &%
SO, —HOMEHREDREBEL T D, HREEOT L L7 -7 LFHENIZAMC O
Sidappendix 6. TICTRT., AMCOARL—2 3 JIZEL T, RAIHIRINEZRENLSD
MORBLIERBLZN,

— AMCOE2BEOERMT

— AN—FTRENPLOKE (AMCIHEEFRNPL s D&EAIN—TIOM?)

— NPL s OEAMBBIRE BEMi#NH D WNITTEMEN ?)

— BN EEIN AT LDEML (R —i2B1T 2 LR HHEO R & 52 5)

— EEHEETHORRY 27 OHEERET D

— NPLsQBICH2EEERNOEMETE

— AMCHY =7y bELIEBELDDI A LT L —LERE

HETH, EBRA4SOCE s DAMC s BB IFUTH Y. 19995 5 EH AW L
Tha, EESHTORMAMAER. FREELSZED LARO. SETORERESIEN
TED SN, REBFE. 0FEUNICAMCEBU T, NPL s Oy &, FHEITRART
CROBREETTHHHTHS, H#Mizappendiz TIHRNTINB,

BREFOUF v EF 4= 3 L IcD0TIR, BETERFOPTEAAOBSHDE
BATHONBANETHD, BHEEE, EH0IC) A R SHEORRELE-S—T52&
REETHD,

4—4 ERBEFREIAFORMY

T 21— X 3BT BRFARFEOEDOSBVLE— Mok be, RECLELIRA ML, G
DPO#I6 %S5, 115 L EEES) ERMBENTNS, TORMEIFLEO &
BOTHB, |

- ﬁﬁNPLsﬁm:zb&SOEﬁﬁnzbwﬁﬁM7%FW
~ SOCBs&JSBsOEERARKDNLDOIRMIT &R
— SRRy T OWELERAORERITLERNVTH S,
TNSOBHREETABNAESE. LR LOBEIZ FAAMD . g TNt LRmEHE
 ORETERME LS E RS, Ko, BRLEREOEGHAEETH S,

4-5 SRONPLMEEHER

BRONPL s 2 <C T, FBORF—ALL > THEDONPL s #BET 22440
CHEETHD, INEBRTBEDICE, UFOMRILETH B,
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— SBVIZLDTN—F 2 ARGIEA Box 28H)

— HEEMIIBNT. UAZERLEEO LD REMMAEREEL

— FEBGASHEAEMBREEL. HERTOHRETHRAETS
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Appendix 1

Yiet Nam R China
‘96 ‘97 ‘98 ‘99 O/P | ‘96 97 ‘98 ‘99 ‘0P

Real GDP Growth Rate (%) 9.3 82 5.7 4.7 97 88 7% 7.1

GDP at Current Prices (in VND trillions) 272 314 361 399 68 74 19 8.3 (inrillions of yuan)
Consumption 225 251 283 302 40 43 4.6

Investment 76 89 105 109 23 25 2.7

Net Exports 300 250 26 -9 0.1 02 03

Current Account Balance -2,431 -1,664 1,067 1,252 7,243 29,718 29,325

Capital Account Balance 2079 1662 216 334 39,966 22,957 -6,323 » (in millions of US $)
Overall Balance ) ;23_1 4 524 768 31,705 35,857 6,248
Per Capita GDP (in US $) 336 360 359 37N 667 727 768 -

CPL (%) 45 36 92 01 20 83 28 08  -13

IUnemploymeﬁn Rate (%) 59 60 69 74 00 a1 3 -

IExchangc Ratc (YND 1000/ 3) a1 123 139 140 143] 831 829 828 828 (yuan/$)
Government Revenue (in YND trillions) 624 654 T30 695 745 074 087 099 tin trillions of yuan)
Government Expenditure (in YND trillions) 643 TI6 B02 844 947 079 092 108
Budget Deficit {in YND trillions) 19 122 72 149 202f 005 006 009
Budget Deﬁcit/GDP €7 38 20 37 08 038 -l12
Broad Money: M2 (in VND trillions) 647 BI6 1024 1426 156.7 1.6 9.1 105 11.9 (intrillions of yuan)
Broad Money Growth Rate (%) 227 261 256 393 456] 253 196 148 47
Deposit {in VND friilions) 420 565 755 1011 1138
Deposit Growth Rate (%) 253 433 336 340 403
Domestic Credit (in VND trillions) 553 668 BLO 896 933
M2/GDP 023 026 028 036 112 122 132 143
Non-Performing Loans (NPLs: in VND billions) | 4,726 7,656 §,693 10,490 - 2.0 trillion yuan
NPL/Loans (%) 93 123 120 12l - 3%

NPLs/To.tal Assets (%) 55 74 68 6.6 — 18%
Equity/Total Assets (%) 72 19 91 73 — 8%
NPL/GDP (%) 1.7 25 24 26 -+ 25%

Data; IMF's Statistical Appendix and Background Notes (2000) and SBVY data
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Appendix 2

SRBEDFE
— R ET O WAERIL—

Stabilization of inflationary pressure
Monetary control

FOREX control

Improvement of the settlement system
Better networking

Development of the inter-bank market
Refinancing instrument of SBV
Short-term call market

!

Modemization of the Central Bank’s
function '

- Stronger financial survey ability

- Improvement of monitoring and

" supervisory functions _

- Better fund management ability

- - Standardizing the bank -

accounting system

Introduction of the safety net instrument
Deposit insurance system

:

Development of the securities market
Introducing a variety of financial products
Promoting a secondary market

!

Diversification of the monetary
policy instruments

Liberalization of interest rates
Market-based money supply control
Market-based interest rate control

<Goal> _
Maintaining a reliable and
robust financial system




Appendix 3

SREEOTH
— B RETOMBERIL —

(SOE reform will be necessary in parallel with commercial bank reform)

(Financial Infrastructure)

+ Establishment of coqﬁome accounting standards
- Developing auditing systems for both banks

and enterprises

+

« Reform of the coliateral system
Improving the system of ownership rights registration
- Developing an adequate system for asset disposal

v

- Establishment of procedures for default, bankruptcy and
liquidation

+

+ Simplification of rules and procedure for bad loan disposal

(Supervision)

j

:

+ Improvement of monitoring and supervisory functions of
financial authorities o ) '
- Establishing clear rules for.licensing
- Inl}oducing prudential regulation
- Strict monitopi.ng and auditing based on adequate

accounting and disclosure ruies

Improving the risk assessment capability -

- Provision of greater autonomy for SOE management
- Equitization
- Consolidation

- Corporate self-management

+

among commercial banks )
- Improving the credit appraisal skills

. _Esu_xt_»lishment of sound banking discipline

- Developing monitoring techniques

- Recommendation to establish a long-term credit bank

j

.

Strengthening commercial banking activities

- lmpro\;ing account, transfer and setilement systems

- Mobilizing funds efficiently under sound banking
principies

- Improving branch network syslerﬁ
Strengthening of capital base _

- Providing various financial products and services
10 the customér

- Developing risk management skills

—>| + Separation of the function of policy based finance

'

+ Development of the securities market (bond; stock)
Opening the stock exchange market
Improving the legal framewurk, disclosure rules, etc.
- Providing attractive financial products '
(short-term and long-term maturity)

—

+ Encouragement of SOE privatization
+ Provision of another funding channel for private enterprises

1
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Appendix 4

(unit ;: VND billion)
" Balance Sheet : .. 95 L b e 98 » 98/97 | 9998
<<Assety>>
Cash 2370 ] 1751 20 1,897] 18| 2445|  19) 5079 32| 132] 208
Deposits at SBV 6762| 90| sis9| 95| 8289 8o sewl 67 12123 76| Lw| 141
Deposits at Credit Institutions | 12,130 63| 14,908 (7.3} 18,836 18.1] 25338] 19.8| 37.604f 249] 135 148
Loans to the Economy 42277 569 50751) 589] 62,2000 59.9| 72.595] 69| 866260 s44| 107 L.19]
+ short-term 27,832 374 33021) 383| 34.566] 333 39,542 309| 483000 303 1.14] 1.2
+ others 14445| 195 17,730] 206] 27,634] 266 33053 259| 38,326] 24| 120 116
Fixed Assets 1312 18] 1697 19| 2100] 20f 2434 19| 28690 18] 116] 118
Other Assets 9,525 128 8937 104] 10575| 102 16228] 127 14846] 93| 153 o
Total 74,343} 100] %6,203] 100| 103,847 10| 127,654] 100( 159,147] 100] 1.23] 1.25
<<Liabilities and Capital>>
Due to Credit Institutions 1269 170] 14614| 170 16338] 157 17088 1a.1] 15368 97| 1.10] o0ss
Deposits 39,503| s3.0| 47,528 s5.1| 63052 60.7| 83455 654| 106603 670 132 1.28
Credits from SBV 57930 78] 6133  7.u] 5363 sa| a29| 33 10627 67 076l 2.50]
Other Liabilities 11,06 149 11691 136 10710] 103] 10400 81 o7l 94l 097 144
Capital and Reserve 5202 71| e2m| 72| 882 7| 1use2] 9a| 16220 73] 141 101
Total ) 74343 100] 86203 100| 103.847] 100 127,654] 100{159,147] 100] 123} 125
Non-Performing Loans (NPLs) | 3,337 4,726 7,656 8,693 10,490 1.14] 121
NPLs/Loans (%) 79 93 12.3 120 2.1
NPLs/Total Assets (%) 45 55 74 68 66
Equity/Total Assets (%) 7.1 72 79 9.1 73
Tacome Statement (4 SOCBs tona) s
Total Income 8969 100 8117 100[ 9535 100f 11,973 100] 117 126
Interest Income 83ss| 932) 7360| 906 8827 o926l 11388] 9si| 120] 129
Net Enterest Income 22250 248 19221 37| 22090 232 2845| 238 11s] 1.2
Operating lacome 2840 317 2679 330| 2917| 306 3427y 286 109 118
Profit Before Tncome Tax 867 9.7 -65 - 79 08 735 6.1 - -

{Sources: SBV and annual reports of 4 SOCBs)
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Appendix 5
SF ERMOKE (9700

L. Local Currency
8.0

._.__..—v- ------ SRy S -4 Savings deposits (3-month), households
S 4 ~@- Working capital {shor-term)

purcent

8.0 ."v a s =& Interest mte spread

40 R Y
20
0.0 P S RV S R
1997 June Sep. Dec. 1998 June Sep. Dec. 1999 June Sep. Dev. 2000 Feb. Mar. Apr.
Mar. May, Mar. Jan.
1997 1998 1999 2000
Mar. June | Sep. { Dec. Mar. June | Sep. | Dec. Mar. Tune | Sep. | Dec. Tan. Feb. [ Mar. j Apr.
Savings deposits (3-month), N '
households _ 104f 99| 78] 8.1 94 99 ?.7 97| 94f 9.1 _5.! 40 37| 37 37 36
Working capital (shortterm) [ 15.4| 152 12.7) 12.7) 15.2] 15.0] 14.7) 147( 13.9) 13.7] '12.7{ 1L.7| 11.4| 11.4] 10.8] 10.2
Inferest rate spread sof 53| 49| 46| 58| s2| so| so| 4s| 46| 76| 73] 77 77| 74| 68
2. Foreign Currency
10.0 -
9.0 >
8.0 >,
0 \_‘\‘—-.-Avm.ﬂ’
. 80 -# Savings deposits (3-month). houscholds
"i 5.0 e o L G -8 Working capital (shon-term)
40 - - - =& {nterest rase spread
X T
10 — .
. \"\.——r—t\_/
1 : :
1997 June Sep. Dec. 1998 June Sep. Der. 1999 June Sep. Dec. 2000 Feb., Mar Apr
Mar, Mar. Mar. Fan.
1997 1998 1999 2000
_ L Mar. June | Sep. | Dec. Mar. June | Sep. | Dec. Mar. June | Sep. | Dec. Tan. Feb. | Mar. | Apr.
Savings deposits (3-month),
fouseholds - 4 - - 5] 5.1 S 49| 49 47 48| 45] 37| 38 3.8 4.0
Working capital (short-term) 95| 95 85 85 85 85 7.5 75 7.1 70f 72| 65 7.4 72 70[ 69
lnterestfatespread : - - 4o 34] 34] 24| 26| 22 23 24| 20{ 34} 34| 321 29

Sources: State Bank of Vietnam
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Appendix 6
B|{ITUALS « ZF—4 (1)
Consolidated B/S of commercial banks (4 SOCBs and 24 non-state commercial banks)

Liabilities &
Capital

Strengthen the net assets

() Swap NPLs for healthy assets

i EER : - Accumula'ting sufficient
. Capila] & reserves provisional fund

- Maximizing internal reserve

-"7.(55%) - Recapitalization
(TB etc.) i
NPLs (7%) am)

Total Assets: VND 159 trillion
Total NPLs:  YND 10 trillion {as of Dec. *99)

{3) Restructure bank‘s management toward a sound commerciat bank

- Split policy — or dlrecled — lendmg function to the policy-based ﬁnancnal institutions
- Provide autonomous status

- Establish sound banking dlsciplinc :

- Improve the risk management systern

- Increase the human resource capability
- Introduce prudential regulauon by SBY

@ Speed up the SOEs restructuring (banks’ main customers)
- Minimize the potential bad debts and social costs
- Write off promptly the bad debts for the banks
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< In Viet Nam >

4 50CBs

Liquidation of NPLs -

Appendix 7

J5Bs

NPLs

Existing NPLs: " VND 10,490 billion (as of Dec, '99)

Total Loan Assets: VND 86,626 billion

NPLs/Loans: 121%

NPLs/GDP: 2.6%

NPLs/Budget: 12.4%

SOCBs / Affiliated AMC State-owned AMC

+ Split NPLs
+ Promote liquidation

< In China >

4 SOCBs

Loan- ©:
\. ..:

. Oﬂlcr
Assets

Disposal of assets
—————— | Market
Planned
4—————— | {auction)
Return

Remaining problems:

Identifying the AMCs’ function
Coverage of NPLs

Determination of the purchasing price
(book vaiue or market value)

How to settle the loss-sharing

@®. 686

How to finance the estimated costs

Existing NPLs:

Total Loan Assets:
NPLs/Loans: 23%
NPLs/GDP:  25%
NPLs/Budget: 185%

2.0 tri_liion yuan {as of Dec. '98)
8.7 trillion yuan

© Swap 60% of NPLs for
4+—
: bonds at the book-valoe

Loss-making SOEs

@ Noloss for the SOCBs
(@ But remaining 40% of
NPLs shall be borne

4 AMCs (state-owned)

7 Capital (Treasury)

Functions of AMCs

—‘:: {0 Liquidation
@

Restructuring by debt equity swap (DES)
for future privatization

{3) AMC and the government shall bear
the final losses

7t _=+— Bond (Treasury guaranteed)



Appendix 8

7718 2MNE
Action Indonesia Korea Malaysia Thailand China
Initial government | $21.7 Billion $23.3 Billion $9.2 Billion $24.1 hillion None
Response (18% of GDP} (5% of GDP) (13% of GDP) (20% of GDP)
Liquidity support
NFLs/ Total loans |31.4%(9/99) 17.9%(9/99) 24.0%(12/99) 41.1%(12/99) 25.0%(mid/99)
NPLs/ Total loans
after transfers to 1 12.4% 10.1% 17.5% 38.5% 129%
AMOC (asset
management
corporations)
Bank closures 66 of 237 None None 1 of 15 1 commercial
bank
Closures of other | None More than 200 None 57 of 91 40 urban credit
financial cooperatives and 5
institutions trust and
investment
: o . companies
Mergers 9 naticnalizes of |8 0f 26 absorbed | 58 to be merged |3 banks and 12 Multiple urban
state banks are by other banks into unspecified finance companies | credit cooperatives
being merged ‘ number by Dec. and 2 banks
2000 '
Nationalized 12 4 i 4 : ' :
Public funds for | Bonds equivalent | Gov. injected $50 | Danamodal Gov. injected $9 | Gov. injected 270
recapitalize to $40 billion billion into 9 injected $1.7 billion into private | billion yuan ($32.6
issued in 1999 commercial banks; | billion into 10 banks and $11 billion) in mid-
$20 billionto be |5 of 6 major banks | Institutions billion into public | 1998 into the 4
issued in 2000 now 90% banks state banks,
: controlled by the Banks now being
state recapitalized as
loans are
transferred to
AMCs
Allowed, but not
. for domestic
Majority foreign 1 peading 1 announced, Not altowed, 4 completed, curtency
ownership of 1 pending Foreign banks 2 pending operations
banks share if significant, _
however. Many weak banks
and non-banks
Weak financial Many weak Many weak non- | Difficult to assess | Some

instituti_ons still in
system

commercial banks

banks

Source: Claessens, Djankov, and Klingebiel 1999a; from WB's “East Asia - Recover and Beyond™
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Appendix 9

Strategy Indonesia Korea Malaysia Thailand China
Set up AMCs to Yes, Yes, Yes, No, Yes,
which NPLs are | Indonesian Bank | Kamco has Danaharta has Workouts of NPLs | Four AMCs have
transferred Restructoring accumulated assets | accumulated $10.3 1 are decentralized. | been set up, one
Agency has worth $49 billion | billion in assets Three banks have | for each state bank
accumulated more | (face value); established private
than $60 billion in | $20 billion AMCs,
assets {NPLs) {purchase price) and more are being
- considered.
Purchasing price | Subsidized price | Assets were Purchased assets | Not applicable Book value
by AMC initially purchased | are valued by (subsidized price)
above market- independent
clearing prices outside auditors
with recourse.
Since Feb. 1998
purchases have
been attempted at
market prices
Nature of AMCs: | IBRA: manage and | Nor clearly Restructuring Not applicabie Planed for broad
Restructuring or | dispose of frozen | defined. Mostly functions-
disposition bank assets engaged in From asset
disposing of assets disposal to debt
equity swap
Type of assets Worst assets No particular Loans larger than | Not applicable Loans granted
transferred strategy 5 mitlion ringgit, before the end of
and mostly loans 1995 that are now
secured by rated doubtful or
property or shares loss but not subject
to write-off within
the quotas
allocated to each
of the four banks
Assets transferred {44% of GDP | (49% of NPLs 50% of NPLs Only failed finance | 20% of loans from
(NPLs 23%) (11% of GDF) (14% of GDP) companies state banks (15%
(15% of GDP) of 98 GDP, 12%
: of total loans)
Disposed assets 01% - 47% 0.1% 83% Too early
share :

Source: Claessens, Djankov, and Klingebiel 1999a ; WB report “ East Asia - Recovery and Beyond”

183






B. SEIBUEINELBBE






B—-1
| Money Supply Control by the State Bank

Nguyen Thu Ha
State Bank of Viet Nam

Money supply control by the State Bank is the daily and the most important duty of any central banks.

However, the process of money supply control is different from country to country.
A. Current mechanism of money supply control by the State Bank

Since 1992, the State Bank of Viet Nam has been pursuing a prudential monetary policy to achieve the
long-term objectives of the monetary policy which are to stabilize currency, support the economic development
strategy of the Goverﬁmcm, and control inflation. |

In order to achicve these objectives, the process of money supply control (M2) have been implemented

according to the following summarized procedures:

' Instruments Opéréﬁng objectives Intermediate objéctivés Ultimate objectives
- Reserve requirement ' ' ' ' _
- Interest rate contiol -~ - Reserve money (MB)  Total liquidity (M2) - Stabilize currency and
- Refinancing } o ) o foreign exchange market;
- Exchange rate _ ' '
- Issuance of Stite Bank’s bills - Economic growth;
- Credit ceiling - : - Inflation

Direct instruments have been mainly used to control money supply (M2) in Viet Nam. However, the main
objective of the State Bank is to gradually move toward using of indirect instruments such as open market

operations, refinancing policy. The instruments of monetary policy that have been used are as follows:

1 Instﬁments of monetary policy _
The renewal of the Banking system in Viet Nam has started in the late 1980s and mainly from 1990 up to
- now. Therefore, the system of monetary policy instruments have been established and developed together
wjth the renewal of the banking system. With the underdeveloped financial and monetary markets, Viet
Nam has used direct instruments (interest rate c_oqlrol, credit céiling) in combination with indirect instruments
(reserve requirement, refinancing and open market operations). These instruments have .expressed their

usefulness, contributed to the achievements in the banking activities during the past years.
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{1} Reserve requirement

Reserve requirement has firstly been applied since June 1992 under the Banking Decree (the Decision
No.108/QD-NHS dated September 6th, 1992). The requirement of [0% was imposed on all deposits
with credit institutions and the required reserves were maintained on a separate account. Under such a
management of reserve requirement, the role of reserve requirement was to implement the State Bank's
function to withdraw money from or inject money into circulation and its initial role was to ensure the
payment capacity and control over money supply. However, this limited the State Bank from forecasting
the increase or reduction in bank’s reserves and led to the inflexible use of the bank’s capital. Until 1995,

the reserve requirement had been changed as follows (Decision No.260/QDD-NH! and 261/QD-NH1
dated September 19,1995):

Deposit for payment and r_equired reserve were integrated into one account;

- Anuniform requirement of 10% on all deposits of less than one year with the structure of 70%
to be deposited at the State Bank and 30% of cash and quasi money to be held at the credit
institution's vaults. _

- The calculation period of required reserve was 15 days (2 periods a month). Required reserve .
in each peﬁod was ca.lculated basing on the reserve requirement retios stipulated by the Governor
on the total average deposit belance of the previous period of credit instittions.

- Credit mstltutlons were requlred o regularly mamtam enough requnred reserves deposited
with the State Bank, ie. the daily mamtalmng requm:d reserve mechanism, o _

ThlS regulation had partly allowed the State Bank to forecast the credit institution’s demand for reserve
by \yatchmg excess reserve. However, the daily control over reserve requirement, the underdeveloped
money market and the State Bank has not acted as a real lender-of-last-resort in the inter-bz'tnle fnafket
made this instrument stiff and inflexible as no credit institutions, in any single day during the implementing
period, were allowed to have deposits with the State Bank less than the regulated amount. As a result,
credit institutions always had excess reserves. This limited the development of the domestic inter-bank
market.

- Due to such limitations, in order to complete reserve requirement instrument, after the Law on
the State Bank and the Law on Credit Institutions came into effective, it. has been amended
{Decision No.51/QD-NHNNI1 dated February 10th, 1999) to coﬁlply with the above two Laws
as follows: _

- Reserve requirement has been expanded the coverﬁge to co-operative banks, people’s credit
fund and credit co-operatives, the required reser_ve ratios are from 0% to 20%, required reserve
deposit must be held at the State Benk, remuneration of deposits is stieulated by the Government;

- Required reserve is calculated on the average deposit balance with the State Bank 'duﬁng the

implementing period;
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As for foreign currencies, including DEM, JPY, GBP and FPF, if the deposit proportion in 1of those
cugrencies occupy more than 50% of the total mobilized fund in foreign currencies, the required reserve
must be held in that forcign currency at the Banking Transaction Centre of the State Bank.

According to the new method of calculating required reserve, credit institutions do not need to maintain
deposits exceeding the necessary reserve level in every single day during the implementing period, so
they can conduct their capital more actively. The State Bank can forecast the aggregage demand for
reserve of commercial banks based on the fluctnations in the credit institutions’ deposit balance at the
State Eank to'make decision on injecting or withdrawing money through its refinancing facility or open
market operations, or in other words, to increase the State Bank’s capability in controfling M 1. However,
this instrument stilt has the fol'lowing limitations:

Required reserve is only applicable to deposits with maturity of less than 12 months (occupy about
65-70% of .the total mobilized fund of credit institutions), éo the relation between required reserve and
the currency volume in the economy has only been implemented at M1 level while M2 is more flexible -

" to inflation than M1, thus the control over M2 by the State Bank remains limited;
Remuneration of excess reserve does not stimulate commercial banks to use up their capital sources,

thus leads to too much excess reserve and limits the overnight lending.

2) Reﬁnancing Jaciliry
Refinance lendih'g is conduc.ted under the Decision 285/QD-NH 14 dated November 10th, 1994 of the
Governor of the State Bank. According to this regulation,. credit institutioﬁs including state-owned
commercial banks, joint-stock comuriercial banks , joint-venture banks, foreign bank’s branches, investment
_and development bank, and central people’s credit fund are entitle to access refinancing loans. In order
to receive refinancing loans credit institutions have to meet certain conditions such as: they have to
participate in the inter-bank market, make profit, comply with the State Bank’s regulations, deposit
* enough required reserve, Refinancing loans only take place after credit institutions have tried their best
.to mobilize funds in the inter-bank market.
" Refinance lending is carried out in two types: lending against collateral in the form of papers and
- directed lending.

- Lending against collateral in the form of papers: Collateral papers consist of undue Treasury
bills and short-term loan contract of payable indebtedness and credit institution’s foreign currency
deposit (USD) with the State Bank. Residual time to mﬁturity of collateral papers must be longer
than the borrowing term. This type is conducted both in the central State Bank and the State
Bank’s branches in provinces and cities. Maximum lending maturity is 6 months. Lending interest
rate is stipulated by the Governor of the State Bénk depending on the objecfives of monetary

policy in each period.
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- Directed lending is to finance several necesary areas depending on the demand of the economy
in each period such as: purchasing food for export, temporary .provisioning of food, recovering
natural disasters or producing priority goods for export as regulated in the Law on Stimulating
domestic investment. The State Bank only provides this kind of loan to credit institutions which
are entrusted to do such businesses and have already used up capital sources as stipulated by
current mechanism.

Apart from refinancing loans, the State Bank alsb provides loans for clearing purpose. Naturally, this
is the short-term refinancing by the State Bank to commercial banks to off set the temporary shortage in
payment. It is conducted as follows:

The central State Bank authorizes the State Bank’s branches in provinces and cities (including the
Banking Tfansaction Centre of the State Bank) to directly provide clearing loans to commercial banks
which are member of clearing centre. Every quarter, the central State Bank announces the quarterly

_ outstanding limit to each State Bank’s brancﬁ based on the demand for capital 1o be on-lent for clearing
purpose of the branch and the available capital soﬁrce. In order to get clearing loans from the State Bank,
commercial banks must be members participating in clearing ﬁ'ansactions, have dcpoéit accounts with
the State Bank where the élearing transaction are taken place, have money available for payment in their
account, and are authorized by their higher level commercial banks to take part in cleaﬁng transactions
in local areas proifided that the branch must operate normally hnd sﬁictly comply with the payment
principles with other counterparties and .regula(ions on clearing transactions of the State Bank. Joint-
stock commercial banks must have business licenses, be profit-making and fully comply with regulations
of the Banking Decree. Maximum matufity of clearing loans does not exceed 10 days. In case the
borrowing banks fail to pay the debts at tﬁc due date, the State Bank will transfer these debts to ovefdue
debts. A bank will not be allowed to borrow. clearing loans from the State Bank if it has overdue debts 3
continuous times. A

Current interest rates on cleanng loans are 0.06% per day for 1 to 5-day-maturity, 0.09% per day for 6
to 10-day-maturity and 0.12 % per day for the overdue debt (more than 10 days) {Decision no.84/QD—
NHI1 dated April 24th, 1993 of the Governor of the Sfate Bank). They are rather high as compared .to
current reﬁnanc'ing interest rate so commercial banks have to quickly off sét their shortage in capital for

payment purpose.

{3) Credit ceiling _ _
Credit ceiling instrument was adopted in 1994 to conduct monetary pol:cy due to the demand of the
actual situation, the inflation rate in 1994 intended to increase at a high level, the total llqu1d1ly went up
quickly. The allocation of credit ceiling to credit institutions was calculated on the total increase in credit

to the economy, operanonal characteristic of each bank, production and business seasonality in the year
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and its influence on each bank.

The adoption of credit ceiling instrument in 1994, 1995, 1996 and 1997 had contributed to constrain
the increase in the total liquidity of the State Bank, limited the inflation rate at a low level and enhanced
the credit quality. With the underdeveloped secondary market in that period of time, the State Bank was
not able to use indirect monetary instrument, such as open market operations, to manage the increase in
the total liguidity, this instrument helped to limit the monetary multiplier, upgrade the credit quality.
However, it is a direct control instrument and should be used as a temporary instrument while not having

“enough conditions to use other indirect instruments, so credit ceiling implies some disadvantages:
- Credit ceiling was only allocated to some commercial banks so it limited the equality in
competitiveness.
- Inthe condition that the demand for capital to invest in Viet Nam is very high, the inflation rate
tends to reduce, the adoption of credit limit will partly affect the supply of fund to the economy.
- and the business activities of commercial banks (increase costs of capital to commercial banks).

Due to the above limitations, until the second quarter of 1998, the State Bank has not used credit

ceiling as a regular instrument in conducting monetary policy, but only used it in case of limiting the

high increase in credit.

(4) Interest rate control
" Interest rate is an imponant.insu;ument of macroeconomic management. It directly affects the credit
institutions’ actiﬁties and the whole economy and is considered to be a sensitive monetary policy
instrument of the State Bank.

Together with the renovation and development of the_banking system in Viet Nam since the birth of
the Banking Decree up to now, the management of interest rate by the State Bank has been continuously
completed towards the liberalization of interest rate with prudential steps which are in line with the
socio- economic situation of the country, the integration level of our economy with the regional and the

' international financial markets: in 1992, the State Bank had .made a significant change from “negative®
into “positive” interest rate mechamsm created an initial ground for the liberalization process of interest
rate and an important leverage for commerc:al banks to move from loss- makmg to profit-making. Based

* on the positive interest rate, the State Bank of Viet Nam has gradually loosen the interest rate control

: mechanism in line with the monetary and economic fluctuations, and the ability to manage monetary
operatlons of the State Bank It moved from a spemﬁed interest rates on mobilizing and lending to a

' separate lending interest rate framework to state-owned and non-state owned economic sectors, and at

~ the same tlme allowed the mobilizing and lending mechanism at a negotiated interest rate {October, 1993-
December,1995). Interest rate on dep0s1t had been liberalized since January, 1996 and lcndlng interest

rate had been controlled by a “maximum lending interest rate” mechanism.
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Ceiling on lending interest rate mechanism was to limit the maximum lending interest rate and
commercial banks only earned a margin of 0.35% per month, including fees, taxes and interests. The
ceiling on lending rate were stipulated in many different sub-ceilings which generated from the
characteristic that many different types of credit institutions operating in different areas, having different
supply of and demand for fund, different sizes and thus having different operating costs. There were
initially 4 different sub-ceilings:

- Sub-ceiling on short-term lending interest rate; '

Sub-ceiling on medium- and long-term lending interest rate;

- Sub-ceiling on lending interest rate applicable for credit institutions operating in rural areas

(higher than short-, medium- and long-term interest rates);

Sub-ceiling on lending interest rate applicable for loans made by local people’s credit funds to

their members (higher 'than the above 3 sub-ceilings).

. In reality, rural areas always have big demand for fund, hdwevef, mobilized fund in these areas is very

thin and costs for banking activities in rural areas are high, so the sub-ceiling on lending interest rate in

rural areas was stipulated at a higher level than in urban areas to absorb fund for rural arcas. However,

after a certain time of implementation, many people think that the lending interest rate in rural areas
must be equal to or lower than the one in urban areas to give preferential éonditidns for agricultﬁral
development. Therefore, at the beginning of 1998, the State Bank abolished the difference between
lending rates iﬁ rural and urban areas, reduced from .4 sub-ceilings to 3 sdb-ceilings on le.nding interest
rate, the different-sub-ceilings were also narrowed and the Mgin of 0_.35% pei' month was phased out.”

The State Bank had controlled the ceiling on lending interest rate in foreign currencies and closely

combined the interest rate control with the foreign exchange rate when there were fluctuations in foreign

exchange rate, for instance limited the ceiling rate on deposits of businesses to strengthen the foreign

" cufTency management.

" The interest rate control has been conducted flexibility since 1996 up to.n.uw, closely followed the
economic growth target, inflation target, signﬁls of supply of and demand for fund in the market, and the
initiatives in determining interest rate of i_:rcdit .institutions have been expanded .so as to incfeas_e the
competitive ability while still controlling interest rate in the market to contribute to the deep dev.elopment
of the dofnestic ﬁnancihl market, encourage economic growth, stabilize the -extcmal and internal valhe
of Vietnamese Dong. This has been implied in a high and continuous increase in mobilized fund and
credit for investment to the economy of credit instituﬁons..

* However, the ceiling on lending interest rate regime has reflected some certain limitations to meet the

" demand for renovation of the ecoﬁomy and the demad for development of the money and capital markets.
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however, there are still a lot of administrative interventions imposed by the State to control interest rate
that make the interest rate not to reflect the supply and demand in the market, distort the allocation of
credit to economic zones, arcas, and as a result, limit the potential of the economy of the country. On the
other hand, the administrative interventions also limit the credit institutions’ capacity in implementing
their intermediary role to transfer fund from one place to the others iﬁ time, and restrict the establishment
and development of financial instruments in the market because this interest rate has not become a
measdrc to price other financial assets in ihe market.

Due to this fact, the ceiling on interest rate mechanism expresses its inconsistencies to the economic
development in Viet Nam nowadays and needs to be changed to be in line with the practice and the Law
on the State Bank. Article 9, Item 12 of the Law on the State Bank stipulates that the basis interest rate
announced by the State Bank will be the reference rate for credit institutions to determine their interest
rates.

On August 2nd, 2000, the State Bank has decided to change the interest rate control regime: from the
céih'ng on interest rate to the basic interest rate management regime to Vietnamese Dong and the managed
market interest rate regime to foreign currencies (D.ecision n0.241/2000/QD-NHNN1 dated August
2nd, 2000).

Accbrding to the above Decision, the basic interest rate for iending in Vietnamese Dong has been
announced on the basis of referrence to the commercial lending rate applicable to the best customer
group of the best credit institution group which have been selected under the Decision of the Governor
of the State Bank in each period. The selected credit institutions are those which operafe in a stable and
normal manner and represent many different types of credit institutions such as state-owned, joint-stock,
joint-venture and fofeign credit institutions. Standards for selection and the number of credit institutions
to be selected can be changed from time to time provided that the lending interest rates of these banks
must be the best reference to the State Bank to consider, adjust and announce the basic interest rate. The
current selected credit institution group consists of 9 credit institutions (4 state-owned commercial banks,
2 joint-stock. commetcial banks, 2 foreign bank’s branches and 1 joint-venture bank).

Crédit institutions determine lending interest rates based on the basic rate announced by the State
Bank with the condition that the lending rates do not exceed fﬁe basic rate and the margin stipulated by
the Governor of the Stafe Bank in each period. The basic rate and the spread are announced monthly and
will bé adjusted by the State Bank when necessary. Such adjustments will be announced in time. The
current basic rate is 0.75% per month, the spread of 0.3% for short-term lending, 0.5% per month for
medium- and long- term lending (Décision N0.424/2000/QD-NHNN1 dated August 2nd, 2000).

The State Bank has.remo.ved the ceiling on lending interest rate in USD and moved to a flexible
_ interest rate fégime in accordance \ﬁth the international market under the management of the State

Bank. Credit institutions determine lending interest rates with the principle that these rates do not exceed
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the 3-month maturity interest rate applicable to the short-term lending and 6-month maturity interest rate
applicable to medium-and long-term maturities in USD in Singapore Inter-bank market (SIBOR at the
time of lending plus the spread stipulated by the Governor of the State Bank in each period of time (the
current spread of 1% per annum for short-term lending and 2.5% per annum for medium- and long-term
loans (Decision n0.243/2000;;QD-NHNN1 dated August 2nd, 2000). Lending interest rates in other
foreign currencies are determined by credit institutions based on the international market rate and the
supply of and demand for each foreign currency in Viet Nam as they only occupy a small proportion in
deposit and credit operati.on. |

The above basic interest rate control shows that the basic interest rate is dctcrmined on the market rate
with low risk, ensunng the control of the State Bank over interest rate instrument in line with the law and

reality in Viet Nam. This is the new and follow-up step towards the liberalization of interest rate.

{5)  State Bank's bills

State Bank’s bill is a short-term véluable paper issued by the State Bank to create instruments for the
moﬁey market pursuant to monetary policy objectives in cach périod. Credit institutions are 'buyers of
these bills |
. State Bank’s bill is the bearer ot registered bill with the maturity of less than one year. Credit institutions

'or'ganizing and operating under the Law on Credit Institutions and having deposit 'acéoun_ts with the

- Banking Transaction Centre of the State Bank or the State Bank’ branches, which are authorized by the

Governor to conduct blddmg operations, are eligible to buy thc State Bank’s bill. The purchase of the
State Bank‘s bili depends on the voluntary basis. In necessary cases in order to achieve the currency

stability target, the Governor of the State Bank will determine to issue State Bank’s bill and request

- credit institutions to buy those State bank’s bill. The State Bank’s bill is freely traded, transferred and

mortgaged among credit institutions. It is used as a or discounted at the State Bank, and as financial
instrument for open market operatlons The State Bank’s bill is 1ssued under the compulsory or bidding
methods (volume bidding or interest rate bidding). The minimum face value of the State Bank’s bill is
VND 100 million and other face values are equai to the multiple of YND 100 lTI.I]]lO[l (Decns:on No. 211/
QD-NH1 dated September 22nd,1994 of the Governor of the State Bank promulgating Regulation 6n
issuance of the State Bank's bill). Until October 1999, Rc.gulation dn issua’hce of the State Bank’s bill

- was amended and substituted by the new regulation to comply with the Law on the State Bank of Viet

Nam and the actual situation (Decision No. 362/1999/QD -NHNN]1 dated October 8th, 1999)
The State Bank already issued 6 State Bank’s bill secuons wnth the volume of VND 3, 415 5 bllhon

" since the first issuance of the bill to the end of 1999 (from 199_5 to the end of 1999) _based on the
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banks’ liquidity, limit monetary expansion, contribute to restrain inflation in case it tends to increase.



Within the 6 sections, there were 4 compulsory issuance sections and 2 volume bidding sections with

the maturity of 3 months.

{6) Open market operations _

Open market operations (OMOs) are important monetary policy instruments. This is the initial decisive
factor in changing short-term interest rate and money supply volume through the sale or purchase of
short-term valuable papers. OMOs have been prepared by the State Bank since 1996, however, due to
many different reasons (such as limited techniques issue, thin financial instruments, etc....), so up to the
beginning of the year 2000, the regulatory basis governing OMOs has been completed to put it into
operation in 2000 to add one more new instrument to the monetary policy instrument system in Viet

~ Nam, and to eompiy with the development trend of an open and modern economy.

In the Regulation on OMOs, goods traded in the open market include Treasury bill, certificate of

- deposit, State Bank’s bill and other short-term valuable papers which are stipulated by the Governor of
the 'State.Bank in each period. Besides, sho_rt-term valuable papers must be tradable papers, issued in
Vietnamese currency, registered at the State Bank as stipulated in Regulation on registration of short-
term papers OMOs have been conducted in 2 trading methods: outright transaction and sales and
repurchase agreements. .

OMOs have ofﬁcmlly come into operation in July, 2000, Based on liquidity forecast (commercial
banks’ deposits with the State Bank) and the monetary policy objectives, the Liquidity Management

| Seetion will make proposals to ﬂ1e OMOs Executive Board on the vdlume of valuable papers needed to

“buy or sell, interest rate and l:radi.ng maturity, etc... in each auction. Up to now, there were 7 auctions with

the purchaéing volume of VND 470 billidns and selling volume of VND 550 billions of T-bills and SB’s
bills, the timing for OMOs auction is every 10 days, the p.urchasing rates are from 4.5%-4.9% per annuem
and the sell.ing' rates are from 4.5%-4.6% per annum. There are about 2 to 3 banks participating in one
OMOs auction. OMOs have helped to gradually' adjust the excess liquidity of credit institutions and
created.more instruments for the money market.

However, OMOs have been in a preliminary period of development, there are still a lot of limitations
' sdch as: de_cessary information fof liquidity forecast as well as for the conduct of OMOs do not exist due
to the underdeveloped .idter bank mérket number of .credit institutions participating in OMOs remains
limited and they are mamly state-owned commetcnal banks, participants are requested to invest equipment

- for OMOs, knowledge in OMOs have not been w1dely expanded so as not to encourage many credit
mstitu_tmns to part;cnpate in OMOs; financial instruments (goods) remain thin (only Treasury bills and

~ $Bsbills with linﬁt_ed volume). Credit institutions prefer using these goods as an .investment instrument
rathef than a money market instrument td regulate their capital. Under the above circumstance, the

recent OMOs auctions have been implemented to regulate credit institutions liquidity and facilitate the
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conditions to increase financial instruments and abstract more participants,

{(7) Exchange rate

In 1997, Vietnamese cconomy appeared adverse signals, which might affect the stability of the
macroeconomic environment, implied in the following tendencies: current account balance was slowly
improved, export growth speed stood still and went down; foreign investment sharply declined, it became
more difficult to get oversea loans, and borrowing and lending conditions became less advantage as

compared to previous years, payment obligations to foreign countries were increasing due to the

- businesses’ debts run out of grace period and the principal of the loans started to be paid; inter-bank

foreign exchange market operated less actively and the tendency of holding foreign currency was

increasing. USD/VND exchange rate always closely reached the allowed ceiling, the difference between
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the market and the official exchange rate was'large; the State’s foreign cumrency reserve managed by the
State Bank was in a danger of reduction because of fhe demand pressure in the inter-Bank'foreign
exchange market. '

The above tendencies have become more clearly since the monetary and ﬁnancial crisis etarted in
Asian area in July 1997, currencieé of countries in this region were devalued at the same time, the Bath:
46%, the Philippine Peso:40%, Malaysian Ringit: 38%, Rupiath: more than 60%,. Singapore dollar:
18%, Korean Won 5% and Japanese Yen 14%.

Such tendencies need to be su'ictly considered and necessary adjustments in policieé should be taken,
especially the exchange rate'controi. therefor, Vietnamese'ecbnomy can suit well with and avoid
disadvantage inﬂuences of external shocks while Stﬂl ensuring the State management capacity. bue to
domestic and international changes, the ta:gef of fofeign exchange rate control is not to incline to stabilize

the value of Vietnamese Dong, but to move toward the long-term targets which are to stimulate production,

-push up economic growth, especially pay much attention on encouraging eipon, controlling import and

increasing foreign currency reserve, and not to cause turbulences and big changes in the social economy.
In order to achieve these targets, the State Bank had adjusted foreign exchange rate 4 times in 1997 and
1998, The first time was made on February 27:5,1997, the State.Ba.n_k expanded the trading ban_d. from
+/- 1% to +/- 5% as compared to the official exchange rate announced by the State Banik. The second
time was taken place on Octob.e;1_3th, 1997, the State Bank continued to widen the ' tradihg band form +/
-5% to +/- 10% as coinpared to the official exchange rate announced by the State Bank. The third time
was on February 16th, 1998, the official exchange rate was increased from 11,175 VND/USD to 11,800.
VND/USD (up to 5.6%). The fourth time was on August Tth,1998, the trading band was narrowed .from
+/- 10% down to + 7%, and at the same time, the official exchange rate was inc_reased from 11,815
VND/USD to 12,998 VND/USD. In this sense, the official exchange rate announ_ced. by the State Bank

on August 7th,1998 was also the closing exchange rate in the foreign currency inier—banl_c at the end of.



August 6th, 1998. This means that the official exchange rate between VND and USD has been determined
by the State Bank based-on the trading exchange rate in the inter-bank foreign exchange market, which
has correctly reflected the supply of and demand for foreign currency in the market.

In the regional and world economic crisis situation, the above exchange rate adjustments have brought
about active achievements, contributed to maintain macroeconomic stability with the economic growth
rate of 6% in 1998, and controlled the inflation rate at 9.2%, reduced import by 3%, increased in export
by 1% even if it did not reach the estimated growth level, at the same time, the exchange rate adjustment
made the foreign exchange rate move closer to the real market exchange rate, suit with the supply-

demand, thus increase the market accommodating ability of foreign exchange rate stipulated by the

. State, reduced the difference between the daily announced foreign exchange rate and the real trading

exchange rate; partly resolved the stagnation in the inter-bank foreign exchange market, make the trading
turnover of commercial banks tend to increase, stimulate supply of foreign currency due to the foréign
exchange rate has been adjusted reasonably and beneficially, reduce the pressure on the State’s foreign
currency reserve, the State Bank has no longer sold foreig'n currency to maintain exchange rate as it did
in the past, increase the competitive capacity of Vietnamese goods for export in international market,
and control import, etc...

The State Bank has changed the exchahge rate control regime since February, 1999. The State Bank
only announces one exchange rate which is the average trading exch'ange rate in the inter-bank foreign
exchange maﬂcet between VND and USD instead of announcing 2 types of exchange rate as it used to
do: the official exchange' rate and the real average trading exchange rate iﬁ the inter-bank foreign exchange
market, The average trading exchange rate in the in‘ter-l.)ank foreign exchange market is determined on
the real average eXch:angé rate in the inter-bank foreign exchange market of the latest trading day. This
exchange rate has been applicd as a basis for credit institutions which are aliowed to buy and sell foreign
curfency to determine the trading exchange rate, and for the State Bank to announce the exchange rate
between VND and other foreign currencies, and used to calculate the export-import taxes.

* Also based on the a.verage trading exchange rate in the inter-bank foreign exchange market of the
latest trading day annduncéd by' the State Bank of .Viet Nam,. credit institutions which are allowed to buy

and sell fofcign currency will determine the spot exchange rate not to exceed 0.1% as compared to this

- exchange rate. Spot exchange rates applied to currencies other than USD are determined by General

- Director {(Director) of credit institution.

Illustrations of the State Bank’s money supply control in 1999
Economic dcvelopments in 1998 especially in the later months of the year showed that the possible
tendency in 1999 might happen. They were: the economic growth rate would hardly achieve the growth

rate as-in 1998 (5.8%-6%), and the inflation rate might continue to increase (the inflation rate in October
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1998 increased by 0.3% as compared to September 1998; 0.1% in November 1998 as compared to
October 1998, 0.8% in December as compared to November), the inflation rate was 9.2% for the whole
year. With such developments, the pursuance of a tightening and prudential monetary policy is needed.
The control of M2 was set up at 20% with the target of increasing foreign currency reserve of USD 500
million as compared to the reserve level at the end of 1998, credit increased at 16% and no more overdue
debts arised. _

In January 1999, the inflation rate was 1.7%, higher than that in t_he same period of 1998 (1.6%).
However, many implications showed that the credit expansion was difficult due to the céiling on interest
rate was higher than the profitability of businesses. At this point of time, the Governor of the State Bank
had a policy to issue State Bank’s bills to withdraw banks’ excess reserve with the total value of VND
600 billions and 3 month maturity (Decision No.29/ 1999/QD;NHNN1 dated January 15th,1999). In
order to push up economic growth, the Governor of the State Bank had the Directive No.01/1999/CT-
NHNN1 dated January 17th, 1999 to reduce the ceiling on lending interest rate ny state-owned banks to
their customers in urban areas from 1;2% per month down to 1.1% per month for short-term lending and
from 1.25% per month down to 1.15% per month for medium- and long-term lending.

In February 1999, the inflation rate was.still at a high level (the inflation rate in February increésed by
1.9% as compared to that in January 1999) and there were signs to show that credlt would increase with

a higher level than that inJanuary 1999. Commercial banks’ reserves were rather high. Together with

- measures in mterest rate and issuance of State Bank’s bills, on February 25th,199_9, the Governor of the

198

State Baﬂk decided to change the exchange rate regime 1o make it closer to the developmenfs in supply
of and demand for foréign currehcy in the market: ransfer from énnouncement of the official exchange
rate, a heavily administrative and subjective regime td the averagé trading exchange rate in the inter-
bank foreign exchange market and permit comemercial banks, which are allowed to buy and seli foreign
currency, to determine the spot exchange rate between VND and USD, but not exceed 0..1 % as compared
to the real average trading exchange rate in the fore'igﬁ currency exchange market (Decision No. 64 and
65/ 1999/QD NHNN7 dated February 25th ,1999). |

On April 21st, 1999, the Governor of the State Bank decided to issue thc State Bank’s bills (the
second section) with the total value of VND 700 billions, 3-month maturity, and intcrest rate of 0.85%
per month. Thus, the volume of currency to be withdrawn from cifcuiatio_n in the tWo consecutive issuanée
of State Bank’s bills was YND 700 billions and took piace more slowly than the.need of mdnetary
regulation in practice 50 as to reduce the money supply control capacnty of the State Bank.

There appeared signs of deflation at the beginning of March 1999 {continuously dcflated in March
April and May of -0.7%, -0.6% and -0 4% respectwely) This was a sngnal to announce & danger of
deflation in Vlet Nam that would reduce the speed of the economic growth rate. In the condmon that the

world price was strongly declined, especially countries in crisis regions, together with other developments



of the economy implied that in the coming months, price would continue to reduce, domestic products
would be in inventory situation (coal, cement, iron, etc,....}, world price of some goods items reduced
(crude oil, rice, coffee, etc...) then, domestic price reduced, the farmer’s income decreased, as a result,
the domestic purchasing power would decline.

Due to such developments, the continuous pursuance of a tightening monetary policy may conflict
with the objective of pushing up the economic growth and expanding domestic purchasing power by
w1demng investment. In these practices and together with the Government’s deflation protection measures,
the State Bank of Viet Nam has adjusted from a tlghtenmg to a “prudential loosening” monetary
policy target since the second quarter of 1999.

In pursuing of a prudential loosening policy, since the second quarter of 1999, monetary policy
instruments have been conducted as follows:

- Ceiling on lending interest rate: had been continuously reduced to suit with the inflation index,
credit supply and demand relationship in différent periods and contribute to implement the
Government’s measures in pushing up demand for investment. This year, the ceiling on lending
interest rate had ever been adjusted as many times as beforé by the State Bank. Until December,
1999 the State Bank had adjusted the ceiling on lending interest rate 4 times since the adjustment
of ceiling on lendmg rate made by state-owned commercial banks to urban areas, the ceiling on
lending interest rate was reduced by 0.35%-0.4% as compared to that at the beginning of the

. year. At the end of the year, ceilings on .lending interest rates were as follows:

+ 085% per month tﬁ urban areas;

+ 1% per month to rural areas;

+ o 1_.15% per month appiicable to loans made by rural joint-stock banks;

+  1.5% per month applicable to loans made by local people’s credit fund to its members. -

- Refinancing ra.re The State Bank had reduced refinancing rate 4 times in 1999, from 1.1% per

| month at the begmmng of the year down to 0 5% per month at the end of 1999, and at the same
time, the State Bank announced a discounting rate of 0.45% per month.

- Reserve requirement: The State Ba.nk had reduced réquirement ratio applicable to credit
institutions 2 times from 7% down to 5% (1% for rural joint-stock banks, central people’s credit

- fund, a'nd. local people’§ credit fund). Except for the Viet Nam Bank for Agricuiture and Rural

- Development requu'ement of 3% was applicable to this Bank as it had to implement some policies
serving agnculture and rural development.

- - The trade balance had shifted from over-importing to over-expomng, and the amount of foreign
currency retmtted to Vlet Nam mcreased with a hlghcr lcvel than that in 1998. Thus, by the end

- of 1999, the State Bank bought a large amount of foreign currency that helped to raise foreign

exchange reserves from an equivaleat of 10 Wet_‘.ks of import to 13 weeks of import. In 1999,
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exchange rate was rather stable and basically in line with foreign currency supply and demand in

the market and the management objectives of the State Bank.

3. Increase in total liquidity (M2} and credit in quarters of 1999 (in percentage as compared to the

end of last year)

December 1998 | March 1999 June 1999 September 1999 | December 1999
Total liquidity (M2) 25.5% 5% 103% 18.1% 392
Credit _ 16.7% 4.4% 73% 89% 19.2%

B. Renovations to strengthen the extent and effeciency in monetary control
of the State Bank

Strengthening the extent and effeciency in monetary control of the State Bank is the objective in the
process of reform of the Vietnamese banking system. The renovations in monetary control of the State Bank
in recent years have, to some extent, contributed to the process of reform of thé banking system, an important
part in stabiiiza_tion of macro-ecdnomy, created capital for economic growth, facilitated conditions for the
development of the money market. However, during the process of monetary control, the usage of monetary
policy instruments has certain disadvantages such as: the role of refinancing faci.lity has been limited, not
really effective in conducting monetary policy, the allocation of rcﬁna_ncing loans have fncussed on state-
owned commercial banks under .instr'u:clion', joint-stock banks rarely take part in refinancing transactions as
they do not meet tne conditions to get refinancing loans; reﬁnancing interest rate nas_neithér c-re.ated an
announcing affect to the market interest rate and nor stirn.ulated an increase or a reduce in money deinand; the
underdeveloped money market, the poor and less liquid of financial instruments, etc... The above limitations
have influenced the State Bank’s role in controlling monetary policy. Hence, to strengthen the extent and
effectiveness in monetary control, in the coming time, the State Bank will c.on_tinue' to push up the transition
from direct to indirect instruments, dcveldp the money market, reinforce and develop the information system

to Support transactions in the market.

1. = Push up the transition from direct to indirect instruments in condncti_ng monetgry policy
In a market economy, the common instrcuments that are used by central banks in 'nthér countries in
controlling monetary are reserve requirement, .reﬁnancing facility, open market operations. However,
depending on the situation in each nountry and each period of development, the usage of these instruments
is also different, Many countries are still using direct instruments in combination with indirect instruments.
In Viet Nam, monetary policy instruments have been established and developed togeﬂler Wifh the renewal

process of the banking system. Based on the real situation in Viet Narn, the State Bank of Viet Nam has
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conducted the monetary control by using direct instruments, such as: credit ceilings, interest rate control,
exchange rate, and at the same time established and initially adopted indirect instruments which are reserve
requirement, refinancing facility, open market operations.

Nowadays, the tendency of integrating into the world economy is becoming deeply and widely and the
influence of a globalization process is increasing, the task of the State Bank is to push up the transition
from direct to indirect instruments to control money effectively. These indirect monetary control instruments
are very important to the development of the country because as the domestic markets develop, the direct
control instruments are becoming less effective and separated from the market, especially in a globalization
world market. Thus, in the process of nioving from direct to indirect instruments, the State Bank needs to
continue completing instruments that have been used and strengthen and develop new instrﬁments to create

a rather complete instrument system. Details are as follows;

(1} Open market operations

Open market operations are the most effective indirect instruments in monetary control. These are the

main instruments in monetary control of developed countries and becoming important to developing

, éountries fike Viet Nam. OMOs alloﬁv the State Bank an active initiative in the timing and the currency
trading volume at its wishes, stifnulate the objective relationship in the form of running business with the
market members, and at the. samé time, eliminate the inefficiency of the direct control. OMOs affect
money supply and banks’ reserves and thus, influence interest rate in thc.money market.

In Viet Nam, after a process 'c.)f attémp't_s to pfepare for legél framewdrk, equipment, and technical

- issues, OMOs ha\.ret been adopted in July 2000. Up to now, even though the influences of OMOs on the

" money market czonditi(-)nis have not been clearly significant but the recent trial auctions have shown that
OMOs have partially adjusted credit in.stitutions‘ liquidity, absorbed in case of excess liquidity and
injected when there is a liquidity shortage. At the same time, the OMOs auctions created more than
VND 500 billionS of instruments for the money market.

However, at present OMOs have been in a rudimentary process, thus, need to be gradually adjusted
and cdﬁlﬁleted: ﬁnan.cial instruments remain thin, the inter-bank money market has not developed so
that the State B.ank lacks of néce'ssary information in the market for forecasting liquidity as well as for
conducting OMOs.

In face of the above rcaiity, and with the small number of tradable securities, the narrowed and less

: .active market, the State Bank, apart from implementing the monetary policy objectives, needs to continue
, implémenting the market development objectives. This process has been carried out into 2 phases:

- .- The first phase: Thé State Bank implements OMOs in the primary securities market to achieve

the objectives of adjusting commercial bank’s reserve and creating instruments for OMOs. In

this period, members do not difectly buy and sell among themselves so that the State Bank can

201



take the role as an intermediary, then members will directly traded among themselves. On the
other hand, the State Bank also needs to create instruments for the market. Securities that are
currently alfowed to be traded in the open market are Treasury bills and State Bank’s bills.
However, the volume of these securities is limited (as indicated above). In this situation, more
treasury bills with multi-maturities should be issued and the size of the Treasury market should
be expanded to provide basis for the operation of OMOs. At present, the volume of treasury
bonds with the residual days to maturity of less than 1 year is rather big. These bonds will partly
solve difficultics in creating instruments for the market if they are aliowed to be traded as
instruments for OMOs. Other instruménts, such as certificate of deposit and other short-term
valuable papers have not been used as financial instraments for OMOs. In the coming time,
when the Government issue its Decision on guiding the implementation of the Decree on |
Commercial Bills, the State Bank will have stipulation on eligible valuable papers to be traded in
the open market.

- The second phase: The State Bank will gradually move to intervene in the secondary securities
market. In this peried, number .of members will be gradually expanded, cbnsisting of not only
credit institutions but also non bank credit institutions which have tradable securities and necéssary
eqdipment. The expansion of members will make the monetary control ability of the State Bank
more actively. ' :

In order to conduct OMOs éffectively, the Goyefnm_ent'secur_itie's market must oﬁerate well as

Government securities are tools which meet conditions for trading in the market. In Viet Nam, The

" Government has recently issued Governmental Decision No.01/2000/ND-CP dated January 13th, 2000
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on Regulation goverﬂing the issuance of Government Seéurities to create goods for the Securities
Exchange Centre. In this Regulation, methods of issuing Governmeats bonds have been improved such
as: agent, auction, guarantee for issuance, so as to quote Government securities in the Securities Exchange
Centre. Government bonds with ﬁiaturity 6f more than 1 year have been auctioned througﬁ the Securities
Exchénge Centre. Treasury bills with maturity of less than 1 year have been issued through auction at the
State Bank as before. _ ' _ _

During the past time, Treasury bills auctioned'through the State Bank h'a\'we been mainiy .tq'offs.et the
state budget deficit. The creation of instruments for the money market remains limited. The issuance has
been carried out in the form of interest rate bidding with an instructed infcrcst rate, which make the
market operate less actively with a small number of members. In the c_dming time, to-make this market
operate more actively and the intsrést rate reflect the m.arket rate, apart from the above interest raté
bidding, the decision on the bidding s_hould be improved. The successful volume of bill§ will be calculated
on the accending order of the bid rate until rcac.hing the éxpccted vdlumc.

In case that the volume of Treasury bilis is not enough for trading, the State Bank will issue its bills.



The determination of interest rate is a crucial issue. Interest rate is to be decided on the volume needed
to adjust bank’s reserves back to a necessary level. Added to that, the State Bank has to ensure the
stability of interest rate at a reasonable level to develop the money market. The good management the
" market interest rate will be considered as a reference rate for determining other types of interest rates.
When the Treasury bill market has been fully developed, the State Bank will cease issuing the State
Bank'’s bills as it will affect the State Bank’s costs. The State Bank only issues its bills when necessary to

reach the monetary policy objectives.

{2) Combine with other monetary policy instruments
" The combination between different monetary policy instruments depends on the development of the
- money markct., the liquidity level in the market and the healthiness of the banking system. In each period
of development of the market, the combination of these instruments is different and needs to be adjusted
to be in line with the practice. In the initial stage, OMOs have not developed yet, so reserve requirement
- . and refinancing facility are still main instruments in regulating monetary in Viet Nam.In the ﬁext stage,
when OMOs become the main instrument to control money, other instruments will be adjusted to be
: supporﬁng instruments in implementing the intermediate targets of monetary policy.
As mentioned above, the adoption of monetary policy instruments in Viet Nam to control money
during the past time had certain limitations that need to be improved:

a. Reserve requirement

- Basically, current .re'guiations on reserve requirement ensure the banks® flexibility in using their

* . furid. However, there are still some limitations such as: requirements are only applied to ali deposits

" of up to 12 month maturity, so the relation between reserve requirement and the volume of currency in

the economy is only at the relation with M1. Hence, the State Bank’s capacity in controlling M2 is still

. limited. Remuneration of excess reserve has discouraged banks to use up their fund so there are, at

‘some point of time, a lot of banks’ excess liquidity, which limits overnight lending. To overcome the
above limitations, in the coming time, these i_nstrumehts shouid be adjusted as follows: .

- . Excess reserves are to be unremﬁneratcd, but required reserves are to be remunerated,
- Apply rese.rve reqﬁiremer_tts not only to deposits of up to 12 months maturity, but also impose

- on deposits up to 24 months maturity to expand the State Bank’s control ability.

b. Discounting and refinancing fagility
In order to make reﬁn.ancing facility become an instrument of the State Bank in providing short-
term credit and payment iﬁstrumenis to banks, and a lender - of - last - resort, refinancing facility
should be reho.\'rated by clearly regulating .types of refinancing. Refinancing facility may be divided
into the following.t.ypes: '

The first type: Refinancing granted to banks to meet demand for credit of the economy (it is called

203



as normal refinancing). This type is again subdivided into 3 sub-types:

- Sub-type I Refinancing in the form of discounting, rediscounting commercial papers and
other short-term valuable papers (Regulation on discounting and rediscounting promulgated
in accordance with Decision No.356/1999/QD-NHNN 14 dated October 6th,1999). Discounting
rate is lower than lending interest rate in the inter-bank market to stimulate banks to borrow
from the State Bank to offset the shortage in reserve, avoid the unexpected changes in the
market interest rate, reduce the short-term pressure on the market reserves. Discounting rate
will establish a floor rate in the money market.

- Sub-type 2: Refinancing against credit documents and collateral in the form of commercial
bills and other short-term papers. This type is to meet the demand for short-term capital of
banks after they have already used up their discounting limit or not met the conditions for
discounting in the above case. Réﬁnanéing rate of this type is higher than discounting rate and
depends on the monetary policy objectives in each period. :

- Sub-type 3: Lending though a special discoﬁnt window is to offset the temporary shortage.
in short-term capital for payment of banks. The lending through the special discount window
must be collateralized by commercial bills or other short-term valuable papers. The interest
rate is higher than the réﬁnancing rate of the above 2 subtypes. Lending mafurity is very short,

- may be ovefnight, or 3 days as maxirhum (In fact, it is the lending for clearing pmpose at the
moment). _

The s'eca_nd type: The State Bank acts as lender-of -last-resort to ensure the security of the whole
banking system. Maturity of this type is rather long; from 1 - 5 years. Commercial banks under special
control situaﬁon are atiowed to borrow this type of loan. | _ _

Renovation of refinancing facility as the above tj;pes will help to recover the outstandiﬁg problems
and at the same time, increase the efficiency of this iﬁstmment. The above refinancing types Will
inﬂuéncc credit conditions in the market and ensure the State Bank’s role as the lender-of-last- resort,

the last saver to ensure the safety of the system.

{3} Develop the money market
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The adoption of indirect instrument requires to develop the infer-bank market to link supply-demand
among credii institutions and convey inﬂﬁencing signals of policy and of interest rate to the whole
economy.

1) Real situation of money market in Viet Nam
 The mohey market in Viet Nam has been established s.inc.e 1990s, corhprising domestic currency
inter-bank market and foreign currency intcr—bank market (niainly traded in USD) thh the mahaged

floating exchange rate mechanism. Members of this market consist of state-owned commercial banks,



joint-stock bank, joint-venture banks and foreign bank’s branches. The operations of the money market
act a very small role in allocating credit. Especially, the money market lacks of various instruments
which can be traded by commercial banks to manage their liquidity. At present, commercial banks are

holding more than VND 3,000 billions of T-Bills and VND 500 billions of State Bank’s biils. Credit

- institutions are not interested in buying T-bill, because T-bills maturity is rather long and there is only

2)

- 3)

a maturity of 364 day. Apart from that, the MOF maintains the stability of interest rate and stipulates
a ceiling rate so the sold volume of T-bills is lower than the offered volume which badly influence the
demand for T-bills, T-bills interest rates do not reflect the market inter-bank rate.

Measures should be taken by the State bank to develop the money market

- Co-operate with the MOF to improve the T-bills auction through the SBY, interest rate of T-bills

. should be determined by the market.

- The inssuance of Government bonds through the securities market has limited the volume of T-
bills issued through the SBV. Itis necessary to issue short-term bills to save issuing costs, and the
liquidity managemént costs as well as to dévelop the money market.

- When the T-bill auction markef is fully developed, the State Bank of Viet Nam will restrict
issuing SBV’s bills so as not to infiuence the SBV’s expenses and the SBV only issues its bills
when necessary. '

- In the coming time, the SBVr will relax restrictions on mobilization in VND by foreign bank’s

' branches to increase the competitiveness among banks in the market.

- Restructure commercial banks( including joint-stock banks, joint-vehture banks)., upgrade the
operation (juanlity of bariks, bank’s accounting system must be in line with the international
accounting standards to make transactions transparent.

- To farther develob the money market for commercial bills the SVB needs to ensure a more
appropriate and completed legal framework.

- To develop the foreign currency inter-bank market, the forward market needs to be developed,
payment agreement need to be improved to implement payment orders quickly and fluently within
a day.

- Complete the clearing system to_facilitate short-term transaction of banks, develop overnight
operatidns to push up the development of the inter-bank market which is the basis for the development

of OMO:s.

Adverse affects occur if regulations on interest rate and rate and credit are abolished.

 Interest rate control and credit control are methods of monetary policy management of central bank
‘of each country. Howcvcr, adoption of these instruments depends on monetary ¢conomic conditions
of each country. The tendency of liberalization of interest rate, elimination of regulations on credit

control together with price and trade liberalization, liberalization of foreign exchange market have
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become popular in many countries.

En Viet Nam, as presented above, the application of interest rate and credit controf in the
renovation period has brought about active renewals, gradually moved to be in line with each
petiod. The abolishment of credit ceiling and the application current base interest rate control,
which have encouraged saving, accumulating and investing in economic development, graduaily
moved to an indirect monetary and interest rate control.

Given the current economic conditions in Viet Nam, if all regulations on interest rate conirol
have been fuily phased out, the competitiveness a.mong the banks will be enhanced and the
economy will be change considerably ia line with the development of the market. Given the
low ratio of capital over totel assets of the Vietnamese banks, the banking system in Viet Nam
will not be weakened provided that the abolishment of interest rate control is linked to
enforcement of regulatlon on risk prevention and supervision. -

With a flexible interest rate regime, banks will concentrate on mvestmg in highly proﬁtable
and risky projects and neglect the recovery of the fund. Regulation on risk prevention is not
appropriate, the management capacities of the central ﬁank as well as commercial banks remain
limited. Information and payment system have been slowly improved. Those issues reduce the
efficiency of monetary control and the role of interest rate in allocating capital sources. Besid'es,
the underdeveloped financial market , the 'insufficiency of instruments will lead to an
overconcentration of risks on the bémking system and place in fhe borrowers in the face of

interest risks or restrict them to access capital sources.

Experiences from other countries and current conditions in Viet Nam have shown that VN can not

completely phase out regulations on interest rate control because:

Macroeconomic environment is still unstable: Although the declining trend in economic
growth has been ceased, the economic growth rate has still not reached those of the years from
1995 to 1997. Intlation has been controtled but the tendency of having negative CP{ has emerged
for a long time, foreign investment has been in a stagnation, balance of payment shrplus is
small, domestic accumulatlon is low. .

Banking system, especially joint stock—banks are havmg many weaknesses such as small
size of capitai, low level of management skill, the staff are not really quallﬁed to meet the
requirements of the works and the banks are on the way of restmctmg |

Monetarization level is still at low level (M%/GDP is about 33% as compared to the average

level of 66% of many other countries). The instruments of the m_oney market (commercial

bills, short-term valuable papers) are limited. OMOs have newly come into operation and are

still in a preliminary period so the can not be a key instrument in controlling money of the

State Bzink;



- Dollarization in the economy has not been reduced, public confidence in the banking system
is not high, the fluctuation of interest rate and exchange rate in the market strongly affect the
people’s psychology.

- Management ability of the State Bank has been improved but still faced a ot of challenges;

- Economies in the region have been recovered after the crisis, liberalization of their financial
markets are implemented at a high speed while the integration level of Viet Nam is limited, so
the abolishment of interest rate control will weaken the finance- banking system in Viet Nam.

In summary, the elimination of regulations on interest rate control in Viet Nam needs to be carried
out in line with economic environment, conditions and integration level of the financial and banking
system in each period, especially, strengthening of the public’s confidence in the finance- banking
system. Conditions for the elimination of regulations on interest rate control are the stability of the

' macro-economic environment, a healthy and efficient banking system with adequately competitive
power, a completed supervision and protection mechanism of the State Bank, development of monetary
policy insfruments which can be used to intervene the market when needed, enhancing financial

capacity of businesses to minimize interest rate risks.
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B—-2
Foreign Exchange and Exchange Rate Management

Chu Hong Minh
State Bank of Viet Nam

During the past years, the renovation process of foreign exchange control and exchange rate management
has made certain contribution to stabilizing value of the Vietnamese Dong, improving international balance
of payment and increasing official foreign reserves of the country. To obtain these results, series of policies,
regulations governing foreign exchange management and foreign exchange related activities were promulgated.
These policies were continuously revised towards developing a dynamic foreign exchange management regime
that corresponds to new requirements of the market economy, supports targets of the monctary policy and
creates precoﬁditions necessary to make Viétnamese Dong convertible and the only currency circulating in
Viet Nam, Excbangc rate management becomes more flexible, thus helping to 'incrcasé cxport, control import,
attract foreign cﬁpital and eliminate negative impacts of the region’s economic crisis.

The purpose of this papér is to review policies on foreign exchange management, foreign exchange
transactions, forcigﬁ exchange trading management and foreign exchange rélated activities (private transfers,
foreign direct investment, external debts...), exchange rate management, relationship between interest rate
and exéha'ngc rate since 1994. This paper will also give some predictions about policies that are likely to be
implemented in the next 5 - 10 years. It will conduct analyses and assessments of the effects of the policies
and regulations on the foreign exchange market, as well as on international trade of goods and services.
Considering the current economic situation, achievements in the renovation of fo_reign exchange management
and some other prerequisite conditions, the paper will discuss about the possibility of introducing the
convertibility of Vietna'mcse Dong and measures needed t0 be carried out to reach this purpose. Besides that,
the issue of e'xchange rate moﬁitoring and necessary conditions required to sustain the current mechanism to
control foréign exchange rates are mentioned in the last part of the paper.

- In the context 6f the baper, gold control is not'me_mioned, althoﬁgh foreign exchange concept is defined in
the Decree .No.63/ 1998/ND-CP dated 17 August 1998 on foreign exchange management as consists of also -
gold of international standard.
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1. Review of policies on foreign exchange management, foreign exchange
related activities, exchange rate arrangement since 1994

1.1 Foreign exchange management

Before, foreign exchange management was carried out in accordance with the Regulation on foreign
exchange management promulgated under Decree No, 161/HDBT dated 18th October 1988, However, in
responding to the process of transforming to the market economy and international practices, the foreign
exchange management policy had been gradually adjusted towards strengthening ability of the State Bank
to manage and contro] foreign exchange, rcd.uc.ing scope of foreign currencies using in the economy.

In particular, aftér issuing the Government’s Instruction on strengthening foreign exchange management
and Decision No.396/TTg dated 4th August 1994 by the Prime Minister on amendments of the foreign
eXchangc management in new circumstances, foreign exchange management policy has been basically
changed to achicve the abové mentioned 'targcts. Aécording to the Decision No.396/TT g, a part of enterprises’
revenue in foreign currencies is permitted to retain to meet their eipeﬁditure needs, and the remaining
amount should be sold out to banks. This Decision aiso had stipulétions cdnceming management of the
cnterprisc.’s' foreign currencies accounts (inclnded and accounts opened in a fofeign country). According to
this, all payment activities must be carried oui through the authorize.d'banks and finance companies; trading

. and servicing entities that have revenue in foreign currencies must receive béyfncm for thcir sold products,
services in Vietmamese Dong. The purpose of this regulation is to concenﬁ‘ate.forei'gn'curréncies sburces in
bahkin'g system, climinate use of foreign currencies and gradually reach the target of making Vietnamese
Dong the.ur.lique ‘currency in Viet Nﬁm.

In order to cope with reqﬁirements of foreign exchange 'manageme'nt in market economy, Govémor of
the State Bank of Viet Nam had issued Decision No. 203/QD-NH13 dated 20th Septcmber. 1994 on the
establishment of the foreign currency interbank market. Transactio_ns in this interbank market are condﬁct_ed
through telecommunication (fax, telephohe, compute.r. net ...) which limits disadvaniages of direct method

-in the 2 previous foreign currencies transaction centers. In particular,'the exchange rate is determined by
market participants within allowed band of +/-0.5% of official rate anﬁouﬁéed by (he State Bank. The State
Bank plays the role of the last resort buyer or seller in the markét. It inwﬁenes the market by buying and
sélling with other market participants. Recently, in grder to meet new d.emands.bf diversifying m:arket
activities and instruments, Governor of the State Bank had replaced .the above mentioned Decision No.
203/QD-NH13 with the Decision No. 101/1999/QD-NHNN 3 dated 26th Mach 1999 concerning Regulation
on organization of the foreign currency interbank nﬁrkét. The new decision stipulates detailed requirements
that credit institutions must satisfy before taking part in the market (the minimum trading volume is equivalent
to 50,000USD, trading principles, trading methods...)

Facing with complicated consequences of the regional financial - mbnetary crisis in 1998, the Government
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had applied administrative measures on strengthening foreign exchange management. These measures
aimed at eliminating the adverse impacts of crisis on the Vietnamese economy, at improving control over
foreign capital flows, reducing foreign currency tense in the interbank foreign exchange market that badly
affectad exchange rates. One of the above measures was Decision No. 37/1998/QD-TTg dated 14th February
1998 by the Prime Minister on foreign exchange management measures,
Under the Decision No. 37, enterprise that has revenue in foreign currencies must put all of this revenue
in an account opened with a credit institution, after deducting an amount needed for its next month’s
estimated expenditure purposes. On the other hand, each enterprise is permitted to open only one foreign
currency deposit account with one credit institution. It is required to register with the State Bank of Viet
Nam if the enterprises wish to maintain more than one foreign currency deposit account. All local enterprises
are required to sell excess foreign currencies to banks. At the end of each month, the amount retained in the
foreigﬁ currency account is not to exceed projected requirements in foreign currencies for the following
month. When_ excess foreign currencies are sold, the seller has a right to purchase back minimum amount
equal to the sold amount within six n.'.xo.nths by entering into a forward contract with a the same bank,
provided that ﬂiese foreign currencies would be used for purposes in compliance with the foreign exchange
management regulation. |
: However, the enforcement of the Decision No. 37 has faced some difficulties. For example, enterprises
overestimate the amount of foreign currencies needed in the incoming pe.riod as they fear that they will
probably have to accept a high'buying rate offered by banks. Given this circumstance, fﬁlld\#ing Decision
No.37, the G_ovcrhment issued the Decision No.173/1998/QD-TTg dated 12th Sept.ember 1998 on the
obligation to sell and right to buy foreign currencies of institutional residents. This Decision specifies that
© enterprises have to sell 80% of their foreign currencies received from current account transactions to banks

within a 15-day period from recéipt. Besides that, the Decision also affirms the right to buy foreign currencies
of institutional residents when they need foreign currencies to facilitate their current account transactions

and :othér' eligible uﬁnsactions. At the same time, Circular No. 08/1998/TT-NHNN7 dated 30th September
1998 was promulgated by the State Bank of Viet Nam to give instructions on implementing Decision
No.173/1998/QD-TTg. Then, on December 1st 1998, the Govermﬁent issued Decision No.232/1998/QD-
TTg to modify points lland 2of Article 1 of Decision No.137. Decision No.232 stipulates that institutional
residents have to surrender _for.eign'currencies to licensed banks as soon as foreign currencies are transferred
to or credited in their fore.i'gn currency account with banks. In 1999, thanks to a more favorable supply-
demand condition in the foreign exchange market, it was able to reduce the surrender ratio of foreign
currencies to 50% of enterprises’ current income. This had given enterprises greater autonomy in using
foreign c_urreﬁcies with the eventual aim of liberalizing foreign currency transactions (the Government’s
Decision No.180/1999/QD-TTg dated 30th August 1999).

The 17th August 1998 marked an 'imp'orta'nt milestone in the foreign exchange ﬁlanagement as the
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Government replaced the Decree No. 161 by the Decree No. 63/1998/ND-CP on foreign exchange

management. This new Decree has some basic amendments as follows:

It introduces new concept of foreign exchange.

L}

It clarifies concepts of resident and non-resident to facilitate foreign exchange management.

It classifies transactions under foreign exchange management into 3 major categories: current
account, capital account transactions and foreign exchange related transactions of credit institutions.

It officially s;peciﬁes the right of individual to use foreign currencies.

- Itrecognizes only gold. of international standard as foreign exchange.

The Decree also makes amendments to some stipulations relating to issuing valuable papers in foreign
currencies, principles of determining exchange rate, foreign currency account, obligation to sell and right
to buy foreign currencies of entities, buying and transferring foreign currencies by individuals, foreign
exchange activities by credit institutions,etc. Then, the State Bank of Viet Nam has issued Circular No.01/
1999m -NHNN17 dated 16th April 1999 which gives instructions on implementing Decree No 63 and
detailed regulations on foreign exchange and foreign exchange management in new situation.

It could be said that foreign exchange management policies in Viet Nam have been developed more
comprehensively and systematically, aiming at the goal of making Vietnamese Dong convertible in the
foreign cxchéngc transactions, increasing ability of integration with international markets, accelerating

ecenomic growth and improving balance of payment.

1.2 Regulations on.foi‘eig'n currency transactions and foreign exchange tra'din.g management

Along with such adrmmstratwc measures, Governor of the State Bank has signed Decision No 17/1998/
QD-NHNN17 dated 10th January 1998 on foreign currency transact:ons in which credit institutions are
permitted to carry out forward and swap transactions. The purpose of this Decision is to stabilize foreign
currencies market, support the market development towards integrating with global markets by means of
diversifying interbank market instruments and enhancing .flex.ibi.lity'of credit institutions in the market. At
the same time, the State Bank has had Decision N.0.16/ 1998/QD-NHNN17 dated 10th January 1998
regarding the principles to determine the foreign currenciés forward and swap buy.ing,‘ selling rates of
credit institutions allowed to conduct forward, swap transaction in foreign currencies. With these two
decisions, the State Bank has created a legal framework for forelgn currencies transactlons, provided
instruments for hedgmg against future mterest risk and exchange rate risk. It has equipped import and
export enterprises with greater autonomy in their operation.

Maintaining open foreign exchange position by local commercial banks and open position limit for
Vietnamese Dong by fdreign bank branch is one of the measures taken to strengthen management 6ver
foreign exchahge trading of commercial banks, to prevent. speculative activities th.at.lead to un_frué demand

- and exchange rate shocks. Credit institutions have to maintain foreign exchange pos'ition as stipulated in
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the Decision No. 204/QD-NH7 dated 20th September 1994 regarding temporary regulation on foreign
exchange position of credit institutions permitted to trade in foreign currencies. This Decision has been
replaced in 1998 by the Decision No. {8/1998/QD-NHNN7 dated 10th January 1998 on foreign exchange
position of credit institution permitted to trade in foreign currencies. According to the later one, the aggregate
long or short position limit of credit institution at the end of each day must not exceed 30% of its own
funds, the long or short position in USD at the end of each day must not exceed 15% own funds. Open
position limit for Dong is governed by the Decision No. 20/1998/QD-NHNN | dated 10th January 1998 on
position in Vietnamese Dong of foreign bank branch operating in Viet Nam. As specified in the Decision,
these banks’ branches are allowed to take position for Dong that is not exceed 15% of the capital assigned
by their head offices plus reserves. This ratio was 10% pursuant to the Decision No. 380/1997/QD-NHNN1
dated 11th November 1997 by Governor of the State Bank. Besides that, State Bank continuously makes
great efforts in supervisory activities so that it can catch with most recent changes in the market and apply

Mmeasures as necessary.

1.3 Management of foreign exchange related activities, external debt management

In addition to the above mentioned policies, during the past few years, the Government of Viet Nam has
implemented ma.ny measures to encourage Vietnamese overseas to transfer funds to Viet Nam. This is
reflected in the Prime Minister’s Decision No.170/ 1999/QD-TTg dated 19th August 1999 and the Circular
No. 02/2000/T T-NHNN'T dated 24ﬂ1 February 2000 of the State Bank to guide the implementation of the
Decision No. 170/ l999/QD-’ng. According to these documents, the beneficiary does not have to pay
income tax on the received amount. He or she has the right to draw their funds in Vietnamese Dong or in
foreign currencies as required (before,'only Dong is accepted}, to open personal foreign currencies account
at an authorized credit institution... The Decision No. 170 has marked a new progress in liberalizing step by
step current transactions.

Foreign exchange and exchangé rate management can not be separated from foreign currencies flows in
different forms. That is why Government pays more and more emphasis on foreign debt management,
including m_anégerrient external short-term borrowing through deferred L/C.

- Before the ychr of 1997, fomign debt rﬁar_xagcment was govcrﬁcd bj the Government's Decree No. 58/
CP dated. 30th August 1993 't.o promulgate Regulation on foreign debt management. As stipulated in the
Deéree, forcign debt by the Government and enterprises is jointly controlied by such authoritics as Ministry
of Finance, State Bank of Viet.Nam, Ministry of Planning and Investment. By 1996, external borrowing by
enterprises is carried 6ut in accordance with the public sector’s foreign borrowing limit agreed between the

_ Goverri_ment and IMF withiﬁ the framework of ESAF. However, foreign debt, in particular short-term one

- in form of deferred L/C, has become a big éroblem (trade balance deficit has reached enormous level, in

which value of imports under deferred L/C counted for a remarkable portion of total import in 1995). In
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order to closely manage deferred L/C opened by commercial banks, the Regulation on deferred L/C was
promulgated under Decision No. 207/QD-NH7 dated 1st July 1997. This Regulation determines conditions
that banks and enterprises must to satisfy if they wish to open deferred L/C; the maximum deferred period
of 1 year in case of importing materials and consumer goods; the minimum deposits required in case of
importing consumer goods with deferred payment method. After that, the State Bank specified in the
official letter No. 931/1997/CV-NHNN7 dated 17th November 1997 that limit on external short-term
borrowing and guarantee by banks for short-term borrowings must not higher than 3 times of their own
funds; the minimum deposit level required in case of opening a deferred L/C is equal to 80% value of
imported goods. Moreover, the Circular No. 07/1997/TT-NHNN dated 4th February 1997 was issued by
the State Bank to guide the implementation of the Prime Minister’s Decision No. '802/'I‘Tg dated 24th
September 1997 on dealing with remaining problems of UC. {in which the fcsponsibilities df.guaramor-
bank - and resolution of collaterals related to deffered L/C are specified).

In order to attract and manage effectively foreign capital sources for economic development purposes,
Tth November 1998, the Government issued Decree No. 90/1998/ND-CP concerning Regulation on foreign
debt management. This Decree has made amendments and replac_einents to some stipulations in. the Decree

" No. 58 that were not suitable with new conditions, creating a legal franlework for external debt managérﬁent
of banks and enterprises. To carry out responsibility of the State Bank in foreign debt management as
stipulated in Articles 22 and 24 of the Decree No.90, Governor of the State Bank has issued Ciréular No.
03/TT-NHNN7 dated 12 August 1999, giving guide to borrowing and debt servicing by enterpﬁses. _

For the goal of attracting external sources of funds, Vietnam’s Government has trying its best to establish
a completed legal envirénment needed for foreign investment. Examples can be taken from foreign exchange
manag'emenf regulations applied to eaterprises with foreign invested capital, to foreign parties in business-
cooperation contracts (BCC), as follows: ' _

- Taxon repatriation or remittance of profits has been reduced from 5%, 7%, 10% to 3%, 5% and
7%, tespectively, as determined in the Law on foreign investment of year. 2000. _

- Besides that, the old Law oh foreign investment reduired that foreign invested eﬁterprises foreign
pames in BCC must satlsfy foreign currcnmcs nccds themselves. The State would assist to balance
forelgn currencies needs for infrastructure constructions, 1mp0rt-substltutes productlon and other
vital purposes. In such condition that Vietnamese Dong is not convertible and foreign reserves are
still limited, this requirement is necessary to stabilize intel;ﬁational balance of pa_tymcnt. But iﬁ the
new amended law, foreign invested enterprises, foreign parties in BCC are permitted to buy foreign
currencies from commercial banks to make current transactioqs and other eligible transactions as
spéciﬁed in the Decree No, 63 regarding' foreign exchange management. The Government takes
respbnsibility to ensure sufficient foreign currencies supply for_.a limited number of Cxti'efrlely

important projects, to assist in balancing foreign currencies needs for infrastructure constructions
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and other vital projects.

- Amended Law on foreign investment of year 2000 alfows foreign-invested enterprises to open
account at banks abroad in special cases after getting permission from the State Bank. According to
the Law of year 1996, the enterprises are permitted to maintain only borrowing account.

" Management and use of official development aid (ODA) are currently governed by Decree No. 87/CP
- dated 5 August 1997, which replaced Decree No. 20/CP dated 15 March 1994.

1.4 Exchange rate management
It is worth to notice that since 1994, with the establishment of the foreign currencies interbank matket,
the State Bank has made a fundamental change toward applying new exchange rate management regime
instead of the previous multi-rate one. Since then, the State Bank makes announcement about official
VND/USD rate; and market rates are allowed to range within a band of +/-0,5% of this official rate (Decision
No. 245/QD~NH7 dated 3rd October 1994 regarding buying and selling rates offered by banks that are
Pgmﬁﬁed to trade in foreign currencies). Next, with the aim of stimulaﬁng banks to take active participation
in foreign currencies interbank market by giving them more flexibility in adjusting exchange rate, the band
was widened to +/-1% from 2 st November 1996 by Decision No. 311/QD-NH7. This measure also helped
to eliminate overvaluing of Vietnamese Dong.
At the beginning of 1997, banks had experienced huge demand for foreign currencies to make payment
under L/C and service external debts. The market wﬁs lack of foreign currencies, while current account
- deficit was at an alaﬁhing levet. Currencies of some neighbéring countries had been slightly devaluated. In
order to balaﬁce supply—demaﬁd in the market aﬁd to mitigate .foreign currencies constrains, the State Bank
had widened tr_élding band to +/-5% in the Decision No. 45/QD-NH7 dated 27th February 1997.
| On 13th October 1997, the State Bank made another adjustment by increasing trading band to +/-10%
(Decision No.342/QD-NH7) so that the adverse effects of regional monetary crisis could be partly prevented.
Given suéh international and domestic changes, the foreign exchange management policy would not be
inclined to stabilize the value 6f domestic currency vis-u-vis foreign currencies. It rather aims at the long-
- term objective of proﬁidting production, encouraging economic growth, limiting wide fluctuation and
- socio-economic disruption, focusing on stimulating exports, controlling import and increasing foreign
reserves. In achieving thesc. policy objectives, the Sfate Bank actively increased o.fﬁcial exchange rate
from 11,175 VND/USD to 11,800 VND/USD in Februacy 16th 1998 (devaluation of 5.6%). Next, on 7th
| August 1998, the State Bank made another currency devaluation of 9.2% by downsizing trading band to +/
7% -and increasing ai: the same time the official rate from 11,815 YND/USD to 12,998 VND/USD (Decision
No. 267) 1998/QD-NHNN7).' It is important to note that the official reference rate stipulated by the State
Bank ou.7th August 1998 is the closing rate of the i.ntér-ban.k foreign currencies market on 6th August

1998. This means that the official VND/USD reference rate is established by the State Bank on the basis of
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buying and selling rate in the interbank foreign exchange market, Thanks to this mechanism, the official
rate will be more closely linked with the demand-supply relationship in market.

In 1999, State Bank changed from administrative management to the state-regulated market mechanism.
In accordance with the Decision No.64/1999/QD-NHNN7 on announcement exchange rate between
Vietnamese Dong and some other foreign currencies and the Decision No. 65/1999/QD-NHNN7 on
principles of determining foreign currencies buying and selling rates by authorized credit institutions, from
26th February 1999, the State Bank started to announce an weighted average trading exchange rate in
interbank foreign currencies market. This rate serves as basis for defining authorized banks’ offered rates
and for calculating import, export taxes. Based on the effective average trading exchange rate in the interbank
foreign currencies market on the latest day, which is announced by the State Baﬁk, credit institutions can
determine their own rates that not exceed 0.1% of the former one.. The new exchange rate management
mechanism provides commercial banks w;ith -greater freedom in determining exchange rate between
Vietnamese Dong and other currencies (except the US dollar).

. With this new management mechanism, exchange rate is establlshcd on the basis of transactions in the
market. It reflects objectively purchasing power of Vietnamese Dong in comparison with other currencies,

. thus creates conditions for enterprises to be more active in their operations while ensuring supervisory

function of the State.

L5 Dealing with relationship between exchange rate and interest fate :

Changes in interest rates a}ways have impact on flows of funds and conseque_ntly on exchange rate. This
explained why during the past scﬁcral_ years, foreign exéhange and exchange rate management céuld not
be separated from inte’rest rate and credit mechanism management. The yeaf of 1998 can be served as an
example. In 1998, the devaluation of local currency by approximately 16% had lead to a tendeﬁcy of
shifting from Dong saving deposits to US dollar deposits In order to eliminate this tendency, from the
begmmng of 1998 the State Bank had issued Decision No. 39/ 1998/QD -NHNN! dated 17th January 1998
that increased ccﬂmg rate of short- term credit in Vletnamese Dong from 1% to 1. Z%Imonth cellmg rate of
medium and long-term credit in Vietnamese Dong from 1.1% to 1.25%/month. Thc maximum lending rate
in foreign currency by credit institution was decreased also from 8.35% 0 7.5 %/month, ceiling rate of

- foreign currencies deposits by emerpﬁses in credit institution wés decreased to 1 - 1.5% (Decision No.
309/1998/QD-NHNN1 of the State Bank). Pursuant to these two decisions, credit institutions have ability
to increase Vietnamese Dong deposit rates and decfease foreign currencies depdsit rates in order to limit

- flows from Vietnamesc Dong to foreign currencies.

1.6 Projected policies on exchange rate and foreign exchange management in the coming 5-10 years

In the next 5 to 10 years, foreign exchange management policy will be carried out towards gradual
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. liberalization of foreign exchange operations with regulation that are in compliance with international
practices and stipulations of international organizations, groups of countries that Viet Nam has membership
status (IMF, ASEAN...). Foreign exchange management mechanism will be increasingly flexible and will
fit for development of country as well as integration with global community. Intervention by the State Bank
in foreign currencies market will be made mainly through policies. The management activities will be
conducted by means of economic measures, while administrative instruments will be mitigated as much as
possible.

Particularly, in order to achieve convertibility of Vietnamese Dong, the restrictions on foreign exchange
are planned to be loosen step by step and removed entirely. At present, there are big concerns regarding
surrender requirement and foreign exchange management regime applied to foreign invested companies.
The prevailing surrender ratio is 50%, which is less than ratio of 80% in 1998. This ratio is expected to be
removed in 2001 in accordance with the PRGF framewbrk of the IMF. As stipulated in the Law on foreign
invgstmen_t of year 2000, withholding tax has been reduced from 5%, 7%, 10% to 3%, 5% and 7%,
respectively, and requirement of foreign currencies 'self-balancing by foreign invested enterprises is starting
- 10 be relaxed. '

In about next 2 to 3 years, some other restrictions on current payment and transfer will also be abolished
under scheme of implementing Article VIII of the IMF Status. The establishing the convertibility of
Vietnamese Dong will be taken step by step from cumrent account éonvértibility to capital account
.converti.bility. (This issue is discussed in detail in part 3 regarding possibility of introducing the convertibility
of Vietnamese Dong). Moreover, it is expected to put an end to present dollarization, aiming at the goal of
making Vietnamese Dong the ﬁnique curréncy circulating in Viet Nam.

Fbreign currencies inter-bank market will operate more regularly. It is projected that the market will be
developed in size, trading volume, number of participants and as wetll as in transaction instruments.
Commercial banks plan to expand their direct transactions among each other in general, forward and swap

transaction in particular. The state management role of the State Bank in this market will be fulfilled more
flexible through acting as the last resort buyer and seller and other development measures. Besides that, the
domestic-foreign exchange market is developing either with different types of instrument and transactions,
thus creates conditions for balanéing supply and demand in the market. _

Exchange rate regime will be adjustcd to be more flexible and closely reflecting supply-demand
relationship in market. Instead of US dbllar pegged system or crawling peg system, the official rate will be
pegged with a basket of currencies. It means that value of Vietnamese Dong is determined on the basis of
supply-demand relationship in foreign currencies market and changing tendency of curréncies of main
trading partneré"(lapan, NIEs, EU...) in order to promote export, control import and improve balance of
payménf. With t_hiS objective, currencies selected in the basket could be some strong ones (US dollar,

- Japanese yen, Euro) and currencies of countries in the region (China, Indonesia, Thailand, Malaysia, the
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Philippines). The portion of currencies in the basket will be determined according to their weights in
trading and investment relationship with Viet Nam.

In order to increase foreign currencies supply and encourage economical use of foreign currencies, the
Government and other ministries will promulgate synchronous policies and solutions for export promoting
(policies on capital, privileges of interest rates and tax...), import controlling, attracting Vietnamese
remittance, private transfers, foreign investment promoting (legal environment, financial market, securities

ma:ket...)', tightening external debt management (just foreign funds are to be allocated to the only efficient

projects, etc.)

2. Impacts of foreign exchémge and exchange rate management policies
on foreign exchange market from 1994 until present

Generally, impacts of foreign exchange and exchange rate management policies on foreign exchange market
could be obéerved in development of inter-bank forgign currencies market, limitation of State inteﬂention,
stabilization of exchange rate and increase in official reserves. Other poliéies governing activities related to
foreign exchange, such as regulation on Vietnamese remiltancé, deferred L/C..., also have certain effécts on
ensuring supply of foreign currencies in the fnarket, mitigating pressure of shortage of c.urrency supply on
exchange rate. However, this paper does concentrate on assessment about only some policies that hav:e

significant impact on foreign exchange market.

2.1 Decisioﬁ No. 37/1998/QD-TTg _ _

Before the issuing of Decree No. 37/1 998/QD-TTg, organizations and enterprises were aliowed to maintain
several foreign currencies accounts at different credit institutions. This situation had lead to the fact that
foreign currencies volume was not concentrated, which made difficult for banks to take control. On the
other hand, enterprises that have balance in foreign currencies accounts werc'n'o.t wiﬂing to sell to .banl'cs as |
they were afraid of adverse ekchange rate fluctuation and of freqﬁent foreign .c.un'encies shortage of banks.
The inter-bank foreign currencies market did not function as expected, with demand for foreign currencies
was much greater than supply in the market.

According to the Decision No.37, each c'nterprise is aliowed to maintain only one deposit account and if
it needs to open more than one account, it has to register with the State Bank. The above requirement is
enforced seriously in reality. In additidn,l commercial banks have to submit monthly report regarding foreign
currencies credits and debits of accounts in different banks., in different locatities. This practice enables
banks to take initial efforts in dctccfing enterprises that have unused foreign currencies and r_equires.them
to sell this surplus amount to banks This aims at attracting foreign cﬁfrencies into banking systém, preventing

- speculative hoarding and inappropriate use of foreign currencies. This can be observed by the activities of
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the inter-bank foreign currencies market. In Jannuary 1998 (before adoption of Decision No 37), due to the
imbalance of supply and demand for foreign currenices in the market, banks’buying volume from clients
was around USD 280 millions, wheareas the selling volume was about USD 340 millions. After 3 months
of enforcing Decision No 37, the interbank trading activities were significantly improved to meet the
demand for currencies of enterprises and cease the tense of foreign currencies. The buying volume exceeded
the selling volume. In February 1998, banks’ trading volume with clients was up by 85% compared with
the previous month. Especialty, thc'trading volume in March 1998 increased by about 34% in comparision

- with that of the previuos month. More specificly, monthly average banks’ trading volume with clients in
March and April 1998 was approximately a billion USD.(The trading volume in April was up 7% compared
with that in March).

Trading volume between banks in the inter-bank foreign currencies market was also up in comparison
with the previous periods. Trading volume in Febrﬁary 1998 was about 80% higher than the figure of
Jamiary; trading voll.x'mc in March was nearly 16% higher than in February; and particularly, total trading
value between the banks in March ﬁad reached high level of around USD 150 millions, which was up by
more than 70% compéring with the prcceding'month. During implementatién of the Decree No. 37, foreign
currencies buying value is always larger than selling one. In asseSsing operation of the interbank foreign
currencies mé.rket, it is possible to conclude that the exchange rate that is detenﬁined in the interbank

- market has attracted market participants, creating initial conditions for market to function normally.
= Ih Brief, the Prim Minister’s Decision No.37/ 1998/QD-’I'Tg dated 14th February 1998 was issued timely,
giviﬁg solution to remove standstills in foreign currencies supply and demand, concentrating foreign
currencies into banking system, preventing illégaf speculative activities éna‘_ misuse of foreign currencies,
c;)ntriburing to satisfying foreign currencies needs of importers, improving transactions in foreign currencies
market and stabilizing exchange rate. Thanks to Decision No.37 and other strict regulations on foreign
exchémge management, the State Bank was able to make little market intervention in 1998 in spite of
adverse impacts from regional economic crisis. This practice had partly helped to ensure the rising irend

- of national official reserves in 1 998.

. 2.2 Surrender requiremeht
In fact, the surrender requirement was first introduced when the Government is.sued Decision No.137/
1998/QD-TTg dated lﬁ September 1998 regarding obligati.on'to sell and ﬂght to buy foreign currencies of
institutional rcsfdénts.Givén Victnamese economy with heavy dollarization, surrender requirement is
considéred aﬁ essent_ial ﬁnd appropriate a&miﬁistrative measure. Dccisibn No. 37 was followed by Decision
No.173, which had brought in such positive effects as:
- To pur an'end on speculative hourding of foreign currencies. Foreign currencies are concentrated

"\ into banking system for the purpose of effective using. This can be observed through foreign currencies
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buying activities by banks. From 12th September 1998 to 28th May 1999, the value of bought in
foreign currencies by commercial bank from current receipts was approximately USD 2 billions
(an monthly average of USD 230 millions), counting for a significant part in the total bought in
currencies, included and from the balances of deposit accounts since 12th September 1998 (about
USD 2,100 millions)

~ To solve difficulties in foreign currencies supply, to ease pressure on exchange rate, to improve
operation of interbank foreign currencies market and to satisfy basic requirements of enterprises.
As mentioned above, after issuing of Decision No.37, by April 1998, banks’ foreign currencies
buying' turnover {rom clients was higher than seiling turnover. However, in the following months
of 1998, foreign currencies buying turnover of banks was down and lesser than selling turnover due
to limitations of Decision No.37 and bad effects of monetary crisis that had pressures on foreign
currencies sﬁpply—dcmand in the market and on value of Vietnamese Dong. Especially iﬁ months
from June to August average forexgn currencies tradmg turnover of banks was down from USD 1
billion level in March and Aprll to nearly USD 500 - USD 600 millions pcr month. After
implementation of Decision No.173, the situation was improved. In the last three months of the

year, average trading volume had reached nearly USD 900 millions per month, comparing with

- average level of USD500 millions per month in the first nine months of the year. Only in December

1998, total t:rhding volume was more than USDI billions in which buying' turnover was USD516
millions and scllmg turnover was USDS05 millions. Basncally, banks had satisfied forelgn currencies
needs of enterpnses _

- With the decisive and thorough guidance from the State Bahk, the surrender regulation was
implemented uniformly in commercial banks and made contributions to pr'bméting operation of .
foreign currencies interbank market.

To contribute to exchange rate stabilization and exchange rate management. This surrender
reguiation. helped 1o cease tensed situation of, foreign currency supply-demand iﬁ market and pressure
on exchange rate. Together with exchange rate'acﬁustmeﬁx in August 1998, the market rate gradually
become stablé, the differences berween official and free market rates were narrowed. (Deve:loprhcnt

in exchange rate will be discussed in more details in later parts)

However, there are still disadvantages in the regulation on foreign currency surrender;

+ Surrender requirement is not economic, but rather an administrative and obligatory measure.
Due to this, it can not be applied' in the long run, espeéially given circumstance that we need to
¢stablish preconditions to make Vietnamese Dong é convertible currency. .

This regulation does not set an equal playing ground for all enierpﬁses; Foreign invested companies
which ar¢ not guaranteed by the Govcmmént to assist in foreign currencies balanciﬁg do not have

to obey their obligation to sell currencies and have the right to buy currencies for current as well as



eligible transactions. Besides that, enterprises always take loss due to difference between buying
and selling rates.

The regulation makes cnterprises and foreign investors feel fear that they possibly can not buy
back needed foreign currencies amount after selling to banks.

Enterprises do not have enough autonomy and authority in managing their foreign currency
capital. They face many difficulties in doing other businesses.

It is difficuit cither to distinguish between foreign currenéy sources that are obligatory to sell (the

current ones) and other sources.

2.3 Effects of exchange rate management measures on foreign currencies market

At first, the effects of exchange rate management on foreign currencies market from 1994 up to

now can be found in exchange rate developments during these years, It is important to notice that the

official announced rate is closer to the redliry and suitable with supply-demand relationship, thus

enhances managing ability of the State determined rate and narrows the gap between foreign currencies

interbank market and free market. The exchange rate is stable in both official and free markets.

As mentioned in part 1.4 above, there were some limitations in the exchange rate management from

1994 to 1996. This official announced rate was not adjusted flexibly, although it was based on supply-

demand situation in the market.

+

In 1997, the State Bank widened exchange rate band to +/-5%, then to +/-10%, and gradually
mcreased the ofﬁc1al rate from 11, 055 VND/USD at the bcgmnmg of the year to 11,175 VND/
usD at the end of the year. These acnonb of the State Bank had contributed to ﬂe:uble adjustment

of exchange rate in the market and reflected the true purchasing power of Vietnamese Dong. (Chart

~ 1: Exchange rate VND/USD in 1997)

Chart 1 Exchange rate VND/USD in 1997
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In 1998, after two adjustments of official rate, the band (the difference} between official and
bank’s rates, the exchange rate in interbank market always reached the highest permitted level. The
official rate was up by 16%; the interbank rate was up by 13%, from a.verage level of 12,293VND/
USD in January to 13,895VND/USD in December. During the first two months of the year, there
was big difference between rates in interbank and free markets. But the difference was narrowed in
the following months and became insignificant in the last two months. The exchange rate shocks
were overcome. At the end of 1998, the free market rate were around 13,600 VND/USD in

comparision with that rate (for cash) on 13 August and in September 1998 of around 15,000VND/
USD. (Chart 2; Exchange rate VND/USD in 1998)

Chart 2 Exchange rate VNDIUSD in 1998
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Generally in 1999, the VND/USD exchange rate was rather stable. Comparing with the year of
1998, the interbank exchange rate increased by 1%, the free market rate increased by 1.1% (Chart

J: Exchange rate VND/USD in 1999).

Chart 3 Exchange rate VNDIUSD in 1999
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