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Is Inflation the Price
for Economic Growth?
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1. Relation between
and economic growth

High growth rate, low inflation
rate, low unemployment rate and
lavorable balance ol payments
constitute an ideal state for all
countrics.  There  are
relations between these laclors,
and especially between inllation
and growth.

Many researchers have soon
concluded that o high growth rate
kept the inflation rate low and a
low growth rate ok place when
deflation or hypeninflation existed.
They agree that there is a close
relation between the inflation and
growth rate, but how close this
relation is still causes controversy.
Rescarch results of 8. Fischer
(1993) and M. Sarel (1996) show
that the inflation and cconomic

inflation

close

b growth don’t always run parallel:

and  the inflation  can  alleel
negatively the economie growth
when it is higher than a certain
level. The relation between the
inflation and economic growth is
non-lincar. This means that with a
low inflation rate, they are
covariant, and become
contravariant when the inflation
rate is high. Diflerent studies,
including the most recent one by
M.S. Khan (2005), have tried to
establish  the  law ol relation
between the inflation rate and
cconomic growth, and Khan estab-
lished a limit ol the inflation.
When the inflation rale exceeds
this limit, it produces negative
elfects on the ceonomic growth:
this limit in industrial countries is
from 19 1o 4% and from 11% 1o
12% in developing countries,

All cconomic authoritics know

that two important objectives for the
monetary policy are: a high and
sustainable growth rate, and a low
and stable level of market prices, but
most countries have 1o accepl some
trade-off between stabilized price
level and cconomic growth. In these
countries, inflation and economic
growth always run parallel. In
ceonomics where the cconomy 15
run smoothly, infrastructure and
lacilitics are good, monctary and
budget pobcies are well linked
together, administrative machinery
operates well, competition is fair,
hanking service s effective and
transparent and within the reach ol
most people, and investments lrom
both foreign and local sources gain
high elficiency that reflects itsell in
a low ICOR, the growth rate is
higher than the inflation rate, and
VICe versi.

To make the use of the relation
between inflation and economic
growth, some  countnies  inlen-
tionally let the inflation rate go
high 1o accelerale the ceonomic
growth.  Foreign
however, shows that, this practice
can generate a fast growth but it is
not sustainable.

To avoid such a sitwation,
developed economies tend o gain
some ceonomic growth hy keeping
market prices stably ata low level,
Grounds for such an approach
come from a simple lact that the

experienee,
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ability o make predictions is
higher when the inllation rate is
stable.  This  situation  allows
mvestors o develop  ellective
mvestment portlolio and makes
consumers more  assured
because they need not find alwer-
native goods when prices go high
These advantages help promote
the cconomic growth substantiully.

feel

Developed  countries  today
believe that an inllation rate of 2%

or 3% is an optimal condition for a

ainable growth, However, we
need an overall view because a
stable inflation rale is only an
lor a
and
necessary  condition is u o right
pulicy 1o
capital, and weehnology, ele.
2. Inflation and economic
growth in Vietnam in the past
decades

The guestion for Vieam is

sufficiem condition

sustainable  growth the

develop  resources,

what its opumal inllation rate is.
The [ollowing table shows its
nflation  and  growth
1996-2007

rales  in

Table 1: Vietnam's inflation and
growth rates in 1996-2007 (%)

Year | Inflation | Growlh rale
rate

1966 4.5 9.34
1997 3.6 8.15
1998 9.2 576
1999 0.1 4.77
2000 -0.6 6.79
2001 0.8 6.84
2002 4.0 7.04
2003 3.0 7.24
2004 9.5 7.67
2005 8.4 8.40
2006 6.6 B.20
2007 1286 8.50

Source: General Bureau ol Statistics

The data show that the inllation

control in 1996-97 was done well

when the two-digit rate in previous
years was reduced, but the growth
rate also fellalier o period of good
development.

In 1998, the inflation rate rose
10 9.2% because of elfects ol the
Astan monetary crisis 1997, The
erisis reduced the growth rates of
many countries in the region. along
witheyelical recession ol the world
cconomy, and Vietnum sulfered o
state of dellation with the result
that its inflation rate fell w O.1% in
1999 and its growth rate fell w
4.77% - the lowest level since
1990, In 2000, Vietnam  sull
sullered some deflation with an
inllation rate of O.1% but it showed
signs ol recovery ina growth rate
ol 6.79%.

In the next years, the inflation
rate ran parallel with the growth
rate and reached the peak of 9.5%
i 2004 while the growth rate rose
o 7.7%. In 2005 the inflation rate
lell w BA% cqualing the growth

rate. This year also witnessed the
highest growth rate alter the Asian
menehary 2006, the
inflation rate fell w 6.6%, lower
than the growth rate but it rose W a
record level ol 12.6% while the
growth rate was only 8.5%.

Thus. the data show that effects
ol the inflation rate didn’t take

crisis, In

place according 10 some  law.
Comparing  data
however, allows us o conclude

OVEr Yeurs,
that very high or very low inflation
rate usually runs parallel with a
low growth rate while o higher
growth rate can be guined in years
the inllation  rale s
moderate, lrom 3% o 5%,

The duta that un
inflation rate thatis higher thin the

when

also show

growth rute is nota threat but it has
become arcality. When the growth
rate is high, the inflation rate is
also high, buta very high inllation
ritte may destroy results ol @ high
growth rate. [Us aboul ime author-
ities had 1o choose between those
two objectives,

The high inflation rate in 2007
provides us with i precions lesson
ubout the quality ol cconomic
growth, There is a close relation
between the two lactors, and what
we should do and hope 1o gain is a
growth rate that is higher thun the
inflation vate.  The
growth must be linked with s

Ceonomic

quality and itis what we should pay
Tull attention 1w instead ol guanti-
tative results,

The nfabon rellects short-
comings in the slale’s
management al macroceonomic

level, which alfects seriously the
living standared, The inflation must
be employed ax g stimulus Tor
ceonomic development and better
quality ol growth.  This
approach  reguires  grear skills,
otherwise guality ol the
cconomic growth will go from bad

the
the

0 worse,

In such a country as Vietnam in
its integration into the  world
market, high growth rates can help
attract forcign investment necded
for the building of the infra-
structure and futare development.
Butit doesn’t mean that we should
aceeptan inlTation rute higher than
the growth rate, therelore, the
Government should ke appro-
priite measures o adjust macro-
ceonomic objectives,

3. Things should be done to
ensure sustainable development

Importantly, the Government
should know whit it wiants and
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what it aims at lor the year in order
1w work  out  dircctions  and
With PilTil”L‘l
targets — high growth rate and low
mflavon rate - it should accept
hetween

MCASUres, wo

trade-oll them
they
achieved without difficultices,

The year 2008 should  be
considered as a special year when

some

because are not always

prices of many essential goods are
allowed to Noat, that is, they are
decided by the “invisible hand”
without
vention. Under such conditions,

government’s  mter-
Viemam must aceept the inflation
Lo certain extent, and then, strong
measures are taken o curb i 1S
also a speetal year because one of
its most important  tasks s

MACrocconomic
There
problems for the Government:

(1) Objectives ol stabilization

stabilize  the

mans ment. are lwo

ol macrocconomic management
and ceonomie growth should be
When the macro-
ceonomic management s stibi-

made clearer.

lized. it is not difficull W gain a
growth rute of 8%.

(2) 1 the present growth rate is
stabili-
macrocconomic

miaintained  without  the
sation ol the
management, miny risks in social

life and management will become

inllation rates

more serious, High
make it dillicult for investors o
work  ouwt their long-lerm
investment plans, and as a result,
they lend speculate in fields thatdo
not produce much added value or
new  production  capicity.  This
sitation is visible on the realy
market nowadays.

Thus, the following  urgent
meisures . must be tken
stahilize  the  macrocconomic

's—‘ management:

- Increasing the supply of goods
and serviees w ensure a balanced
relation between them: To achicve
ry o pay
attention to three partics. The first
The
government should take precau-

this aim, 1's necess

one is local  producers,
tionary measures lo light epidemic
and natural disaster inoorder 10
minimize losses, and encourage
production of allernative goods
(lor meat of cattle and poultry Tor
The
includes major suppliers ol goods.

example). seeond  one
Inspections must be carried oul
regularly in order o prevent them
[rom keeping goods in warchouses
i wail for higher prices, and
punish speculiators in - essential
goods. The third one is importers.
Import could be promoted for the
time being o inerease the supply
ol goods.

4 and
measure al present 15 o withdriw

One  di

important

money from the market o banks,
introdduced by the
SBV as o higher required reserve

Such meas

ratio, i 3% limit ol credit supplicd o
investors in the stock market are
rather late but they are eflective and
neeessary. Other measures could be
tken are: issuing bonds, and raising
the deposit rate, ete. Commerciul
banks  had  better  aceept
profits, and cven some Josses, for the

lower

time being, in order W stop the inlla-
tionary  spical. The  Ministry ol
T-bonds  amd
T-bills through the open market o

Finance  can  issue

withdraw the money  lrom circu-

lation, The SBY had betier avoid
issuing its own bills in order o save
itsell” from becoming o deblor 1o
commercial banks. Morcover. thisis
only @ sholgun solution, nol a

LTI o

- lmproving  the  investment

climate w mobilize cnough capital
IFull
altention must be paid to improve-

for  ceonomic  growih:
ments in the use of investment,
especially the public one. Projects
that are carricd oul o slowly or
designed poorly or unnccessary
could be cancelled or revoked.

- Carrying oul the tght-money
policy flexibly and actively: Public
expenditure must be restricted,
elliciency of the use ol public
[unds must be enhanced. budget
deficit must be reduced,  and
policies on Toreign trade, salary
and investment must be imple-
mented properly. Generally, all
policies must be linked wgether
and well coordinated in order o
ensure the best resulls,

- Credit, monetary and financial
policies  introduced by the
Government and the SBV should
keep on creating conditions Tor
healthy development ol the realty

market. Speculation in real estate
could be prevented by a strict
control over the credit supply,
taxes and other  adminstratve
MUASUres,

- Perfecting the plan on a
sustainable  and  stable

opment for the stock market: All

devel-

necessary measures must be taken
1o prevent the stock market from
collapsing and help them recover,
enceurage the supply of commuod-
iies, and remove limit on number
ol companies that want 1o list on
the trading Noor ®
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