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Employing Interest Rate in Vietnam
in Current Period

Editor's note: The anti-inflation
tight-money policy has made the
interest rate rise and the exchange
rate to the dollar fall. This situation has
caused a lot of difficulies fo
companies, especially exporters. To
help companies acquire exact
analyses needed for their business
decisions when lacing complicated
changes in the inflation rate, the EOR
has conducted an interview with Dr. Lé
Xuan Nghia (LXN), head of the SBV
Department of Banking Development
Strategy. The following are his opinions.

LEDR: The interest rate on loans in the dmmestic
currency has had ity ceiling now. How about the interest
rate on loans in foreign exchange?

LXN: The interest rate on deposits in- foreign
exchange has become much higher recently. The race al
this e 1s no fess keen than the previous one condueted by
the interest rate on loans in the domestic currency. As for
loans in foreign currencies at the same time, the short-lerm
rate is also higher than the long-term one, which was
started by minor commercial banks and predicied by some
ceonomic analysts. Basically, increase in the interest rate
on loans in forcign currencics is an inevitable result of the
merease in the rle on domestic-currency loans and appre-
ciittion ol the VNDL I the rate on deposits in forcign
curreneies vanes from 6.0% and 6.5% a year, the lending
rae must be 0% or 10.5%, What will happen 1o
companies? We can hardly imagine that companics turn
Pk foans ot investments. They van only use them to
mport consumers” goods, Garm materials, pharmaceuticals
or sume building matenals whose prices are on the
inerease. Those who bormow moncy from banks il present
may dnelude mmor banks who sulfer shortage of forcign

exchange caused partly by increnses in the required
s 10 will be very
Tueky i this sitation is only i aler-ellea of the recent

reserve for deposits in foreign currene

monctiry shock. And il the shock Lasts longer, its conse-
quenees are no less disastrous, or even worse than ones
cutse by the rate on loans in the domestic currency beciuse
the exchunge risk when the prce of the dollar rises strongly
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is very high.

EDR: Do you think the present
interest rate of the domestic currency is
foo hight?

LXN: Al present, the rate on
domestic-currency loans has reached
its ceiling of 12% and the lending rate
amounted o somewhere between
185 and 20%. This rate is 1o high for
companies but it is the price for effort
W curb the inflation. For the time
being, there are two key measures (o
keep the inflation rate under control:
(1) adopting a dear-money policy, which Ieads o higher
interest rte and lower exchange rate 1o the dollar (hoth
consequences produce bad effects on investment and
export); and (2) Cutting public expenditure 1o the hone,
especially public investment, by getting rid of unproductive
and inellicient projects and accelerating profitable ones. In
Vietnam, however, the second measure may cause great
wroubles for stwic-owned  companies  because  most
state-invested projeets are carried out by them. Itis not casy
W overcome  this obstacle because of its political
ilier-eflieets. Thus, the cut in the public investment is still
an urgent and important issue that requires longer time 10
iy it out.

In other words, a dear-money policy seems the easiest
and most elfective measure tostruggle against the inflation
under current condition, although this means a lower
erowth rate and modest results i1 it is not linked with other
measures.

EDR: Is there, in your
cut the inferest rate?

, any other e to

¥

LXN: The biggest dilficultics to companies at present
are inereases in prices ol lactor-inputs, high labor cost and
interest rate and they must face these challenges for the
ume being. The best solution is not a call Tor help but a
major cul in their production ¢

il especiinlly expenses on
Tuel, energy and labor, This means that cach company
should work sut i medium-term plan, not a short-tenm one,
Loy save ity Tuel, materials, libor and energy. Al the same
time, companics should review their investment projects

and get ready 1o delay or cancel projects whose prolit has .| 9
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become lower than present opportunity cost. If such
measures (dear-money policy and culs in costs) are carried
out properly, the inflation rate may panly reduce within a
quarter, and then chances to lower the interest rate may
make their appearance. [f administrative measure is taken
to cut the interest rate, the invisible hand will certainly
make the inflation rale go higher.

EDR: So, in your opinion, targets of a high growth rate
and a low inflation rate are no easy tasks.

LXN: That's right, to maintain a growth rate of 8.5%
or 9.0 and keep the inflation rate lower than the last one
seem unattainable this year. That is why we should adjust
our target and content with a lower growth rate, and al the
same time we should consider a low inflation rate as a
medium-term target, that is, it will take us several years to
reduce the inflation rate 1o a level lower than the growth
rate. What is important to the struggle against the inflation
is how 1o gencrate a downward tendency of the CPL This is
ol important meaning o public mentality and confidence in
the government's macrocconomic management. 1 think
the inflation rate in 2008 may be higher than the 2007 one
because increases in the total amount of legal tender and
credit supplied in 2007 were very high (43% and 54%
respectively). With an usual latency of one year, the
expected inflation rate in 2008 may be rather high. Thus,
it's reasonable to expect the inflation rate 0 decrease
gradually month by month. I we want o reduce the
inflation rate quickly, we should introduce a higher interest
rate and accept a lower growth rate,

EDR: Will the SBV apply a limit of 30% on credit
growth of each bank as rumor has it?

LXN: I don'tthink it is a good measure. The 30% limit
on the credit growth can only be seen as a target lor the
SBV in controlling the moncy supply. It is not only an
obsolete  administrative measure contrary (o reform
targels, but also an ineffective and unlair measure, I is
contrary lo the law of “cconomics of scale” and brings
commercial banks 0 a dilemma. For example, a low
capital adequacy ratio (from 6% o 7% ) is common among
major commercial banks now, so their business may be
riskicr il their credit supply rises by 30% without an
according increase n their equity capital. On the other
hind, this ratio is higher in minor banks (from 10% 10 15%),
which allows them Lo inerease their credit supply by a rate
higher than 30%., not 1o mention newly established banks
where this ratio is very high.

Some people are ol the opinion that it is a Chinese
experience, but perhaps they forget that most Chinese

banks are state-owned ones, The Bank of China sets both
interest rate and credit limit, which is not appropriate o
conditions in Victnam.

EDR: It seems that the SBV has employed more
administrative measures than economic instruments. What
can you say about it?

LXN: Regrettably it's true. These measures include
the required reserve ratio, compulsory T-bills, and
Decision 03 on credits for investors in stocks, and ceiling
rate of interest. This means that common instruments [or
the monetary policy, such as open market operation, and
discount, ete., and supervision mechanism are incflective,
and at the same time, it proves that the inter-bank market is
underdeveloped and SBV interest rate lacks its regulatory
elfects. When the low of capital o the linance market nises
suddenly, some monetary instruments prove ineflective
with the result that the SBV has 1o employ administrative
measures. I[ this practice is not adjusted 10 the size, subtlety
and Muctuations of the finance markel, the risk of macro-
cconomic instability is very high. This situation shows that
the international integration is a great challenge o compa-
nies” competitiveness and the govemment’s macrocco-
nomic management as well,

EDR: Can you tell us more about the SBV implemen-
tation of its monetary policy and the interest rate in months
to come?

LXN; Principal objectives for the SBV at present are
to control the inflation and protect the liquidity of the
banking system when [acing complicated [uctuations in
the international finance markel. However, the struggle
against the inflation should not be carmied out hastly and
measures 1o reduce the supply of eredit should not be done
strictly. The SBV should make adjustment carelully, with s
step-by-step approach with a view 1o avoiding bad ellects
on liquidity of commercial banks and realty and stock
market, II these markels (especially the realty one)
collapse, a crisis in the banking system is inevitable and
then the stuggle against the inflation will become
meaningless, We are struggling against the inflation when
hubbles existin the realty market, the trade gap is huge. the
stock market is in the doldrums, the financial sector Faces
various problems and particularly, an American reeession
and disorder in the international lnance markel are
looming up. Thus, a puckage solution as dirceted by the PM
is desirable and implementation of the solution, and the
monctary policy in particular. should be carried out
carclully, cleverly and tmely.

EDR: Thank you very much. We wish you good health.





