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Iinflation and Macroeconomic
Management an interview with Vi Khoan

Editor's note: Vi Khoan (VK) was a former
secretary of the VCP Central Committee of
term 1X, member of the VCP Central Executive
Committee from terms VIl to X (1991-2006),
Deputy PM (August 2002 to June 2006),
Minister of Trade (2000-2002} and Standing
Deputy  Minister  of  Foreign  Affairs
(1990-1999). At present, he is the PM special
envoy on foreign affairs. He has contributed a
lot to economic and diplomatic affairs, and
played a leading role in negotiation of the
US-Vietnam BTA and Vietnam's accession to
the WTQ. EDR has talked to him about the
inflation, macroeconomic management and
economic growth — topical issues nowadays.
The following is our interview with him.

EDR: The inflation in Vietnam is at an
alarming level now. What are causes of this
situation and measures tocurb it, in your opinion?

"2 VK: The inflation has many cxternal and

internal causes. [U's no denying the [act that prices
ol many essential goods on the world market have
skyrocketed. The Victnamese cconomy is so weak
and depends a lot on imports, so il is certainly
affected by price hikes.

In addition, il is a result of imbalances at the
macroceonomic level in four aspects:

- Value of the money in circulation is higger
than the value of goods and serviees, In the past
three years (2005-2007), increase in the money
supply in three channels (eredit, ivestment and
issuing) was o hig - upto 135% - while the GDP
ros¢ only by 27%, that is, a fivelold increase
compared with the growth rate.

- Spending is much higher than production, that
is. the demand excecded the supply. In 2007, the
GDP rose by 8.48% while the total retail sale (an
index partly reflecting the national spending) rose
by 23.3%, thatis, the demand was four times higher
than the supply.

- Public expenditure is higher than the budget
income. The present budget deficit equals some
5.8% ol the GDP while 5% is an alarming level

according  the international  standard, not 1o
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mention  big public expenditures  [rom  other
sources than the budget. Of the public expendilure,
the public investment accounts for over 40% ol the
GDP but part of it was put in lime- consuming, and
even unproductive, projects.

- Trade gap is very huge. In 2007, the trade gap
cyualed 16% ol the GDP while the alarming level,
according the international swandard, varies
between 5% and 10%. In carly 2008, the trade gap
wias much higher. In addition, some necessary
measures that were introduced at a period when
the CPIwas on the increase were like oil poured on
the [lames, such as wage rises before the TE
Holiday, or adjustments o [uel prices when the
CPI was high. IU's necessary to mention the fact
that many businesspersons engaged in speculation,
which made the inflation more serious.

Recently, the Government has introduced a
package solution comprising cight measures to set
things right, | think they are appropriate measures
but they require time and good management o
produce intended results.

EDR: What do you think about the way the state
controls and regulates the economy? How it affects
the inflation and growth in Vietnam today?

VK: The PM and many ministers have given
their opinions, they have recently made reports to
the NA Swnding Commission and they will
certwinly give lull explanation in the NA next
session, and we can understand the policies better,

EDR: Why are regional countries, such as
Malaysia, the Philippines, Thailand
Singapore, free from effects of the inflation, price
fikes and fluctnations in the stock markets like
Vietnam? Do their poverminents have better

and

experience of running the economy than the
Vietnamese one?

VK: All countries, including Vietnam. sufTer
elfects caused by (Muctvations on the world market.
And to whatextent these effects are depends on the
development the ceconomy. As
Victnam, a country that sulTers a constant trade

level of lor
gap, these effects are certainly heavier than the
ones found in more developed countrics,

In addition, Vietnam has just developed the
maurket cconomy and tried o integrate into the
world market, therefore s experience, ability to
analyze inlormation and make predictions, and

control the cconomy are limited, and as a result it
mects with more difficulties than other countrics
do.

EDR: When negotiating the accession to the
WTO, is there any study of effects of the WTO
membership on the government’s macroeconomic
management? What is your estimate of this matter?

VK: Before the Vietnam’'s accession o the
WTO, there were many studies of cffects ol this
elfort but we can’t understand anything unless we
start doing it.

During the negotiation ol Vietnam's aceession
to the WTO, we stressed that it was only one of
measures o develop the economy, nol a4 magic
wand that could solve all problems, On the other
hand., it was not an agent that could cause trouble.
Without joining this organization, Vietnam's
cconomy still depends a lot on the world market
and has no way to avoid external impacts, Whether
Vietnam is un WTO member or not, it1s loreed 1o
import fuel and face all effeets when its price goes
high on the world market.

EDR: During the international integration, in
your opinion, where did shortcomings in the
Vietnamese economy show themselves and what
are measures to deal with them in order to curb the
inflation and promote economic growth?

VK: Shortcomings of the cconomy exist outside
our will. und they became clearer when Vietnam
joined the WTO (it's wrong to think that they made
appearance alter Vietnam's this
organization). We have identified and tried to deal
with them. The following are some of them:

- Law system is imperfect and sometimes incon-

accession 1o

sistent;

- Inlrastrocture. including control over the
realty market, is poor, causing production cost o
get higher and competitiveness much lower;

- Financial
modern enough:

- Administrative
and elean:

monetary sector is nol perlect and
machinery is not professional

- Bducation service fails 1o meel requirements
poscd by the economic growth and international
integration.

These shortcomings limil the competitiveness
ol the country, of companics and their services and
goods as well, By the way, | want 1o stress that we
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are sometimes very hasty and anxious to sct thing
right overnight but it is impossible (how can you
jump over your head?). Developed countries spent
hundreds of years o build the market ¢conomy
without being isolated or placed under embargo
while Vicinam has just developed the market
cconomy for two decades and started integrating
into the world market for some years, so itcouldn’t
put its house in order within a short period.

EDR: Economic growth can be examined
quantitatively (namely, the growth rate) and quali-
tatively (efficiency and competitiveness). What are
your estimates of the quality of Vietnam's economic
growth after its accession to the WI'O and what are
measures to make the economic development
sustainable and effective?

VK: As we all know, the Vietnam's growth rate
is high bul the guality and elficiency ol growth s
poor. This reflects itsell in many aspects, such as
low productivity and efficiency ol investment:
high production cost and poor quality of goods and
services: problematic quality of lile, widening gap
between the rich and the poor, and increasingly
serious pollution, ele.

The problem is how to maintain a high growth
rate because Vietnam's potentials for growth are
still abundant, and to ensure the quality of growth.
In other words, odr future direction in the coming
period should change from an “as quickly and well
as possible’ 1o as well and guickly as possible’
approach in whichthe emphasis is puton “guality.”

Accession to the WTO offers us a chance to
attract more and more foreign dircet and indirect
investment. In such a condition, we had better
select projects  that ensure high quality  [or
ceonomic growth and hmit pollutants instead of
gelting as many FDI projects as possible. In
addition,  Vietnam  should the
above-mentioned  shortcomings,  especially  in

overcome

development of human resource, because it is the
decisive Tactor ol a sustainable development.

EDR: As a competent leader who lvas worked for
years in diplomatic and economic affairs, you
certainly have experience of linking the diplomatic
and economic activities to build an image of
Vietnam in the international community thereby
making the economic growth more effective.
Please tell us more about it.

VK: | don’t think I'm a competent leader. but
alter several decades working in the diplomatic
affairs | see that o develop the cconomy as well
and quickly as possible we have no choiee but 1o
make the best use of the strength of our times that
reflect themselves in greal rends in the world,
along with national strength that shows itsellin the
widespread effort o get free from poverty and
backwardness and close cooperation between
ministrics and governments ol all levels. With this
spirit in mind, the foreign alfairs must be oriented
towards the sociocconomic development, and in
their turn, all ministries and industries must strive
lor cooperation with foreign pariners.

As  lor foreign the
government, including authorities of all levels,
should aim at such tasks as the following:

- Understanding and predicung exactly major
trends of the world, including onces in the cconomic

the allairs, whole

lield, in order 1o get proactive in making policies,
taking all opportunitics and dealing successlully
with all changes.

- Building animage ola politically stable, open,
active and friendly to all partners: and improving
basically the business climate,

- Carrying out actively trade, investment and
Lourism promotion campaigns.

- Protecting legitimate interests of Vietnamese
citizens and companies.

EDR: The international integration offers us
both opportunities and challenges. In such a
situation, what is your advice for DR readers and
students of the UEHN in particular?

VK: New situation and tasks require all ol us 1o
way ol thinking and doing out

change

husinesses.

our
As we usually hear, we must think

globally and actlocally, thatis, we should grasp the
major trends of the world and apply the best, the
muost reflined, o our individual conditions. This
requires us o improve oul abilivy in all fields, from
our stull 1 knowledge, behavior and forcign
language skills. T0is what our generation wish for
the younger one.

EDR: Thank you for spending tour precious
time answering our interview. We wish you good
health and better contribution 1o the national
development o





