Monetary Pol I'«Iu,

in 2003

n recent years, the
FED has many
times reduced the
interest rate to 1%, the
lowest level ever seen for

45 years, in order to deal °

with the recession and un-
employment. A weak dol-
lar could help the U.S. to
reduce the trade gap. Its

budget deficit has risen to ¢
an anormous US$455 bil- *

lion in 2003 and it is ex-

pected to reach US$530 |
billion in 2004. The trade
war in terms of clothing

and electronics between
China and the U.S., dis-
putes over tariffs on steel
between the U.S. and EU,
the American demand for
a depreciation of the Chi-
nese yuan, Iraq problems,
and political crisis and ter-
rorism in the Middle East,
have made the dollar fall
drastically against other
hard currencies and the
gold price rise to a record
height ever seen for the

past eight years. All of

these factors have pro-
duced profound effects on
the world economy, includ-
ing Vietnam.

In 2003, the implemen-
tation of the monetary pol-
icy and operation of bank-
ing sector experienced
major changes in the for-
eign exchange market, in-

terest rate and exchange.

rate.

But our rough estimate
is that the implementation
of the monetary policy and
opeation of the banking
sector gained important
achievements in 2003 con-
tributing a lot to the eco-
nomic growth and infla-
tion control. The banking
system operated well and
made reasonable profits,
The total deposit increased

by some 20% compared
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with the end of 2002 (the
bank deposit in HCMC
rose by 30.8% and in Ha
Ngi, 18%). Total bank loan
and investment rose by
25% (HCMC 29.57% and
Ha Noi 27%). Increase in
the money supply was
within the limit set by the
National Assembly.

1. Use of indirect instru-
ments for implementing

the monetary policy

In 2003, the SBV
pushed ahead with the use
of indirect instruments for
implementing the mone-
tary policy: agreed interest
applied to loans in the
VND, liberation of interest
on loans in foreign ex-
change, advertisement of
base rate; refinancing rate;
and discount rate, flexible
required reserve ratio, etc.
This policy affected posi-
tively changes in the inter-
est and exchange rates,
cash flow through banks
and the gross investment
in the economy,
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From January to July
2003, the high demand for
capital and keen competi-
tion between commercial
banks made the interest
rate rise quickly. The high-
est deposit rate offered by
some commercial banks
was 0.78% a month, or
9.36% a year in July. Most
joint - stock  commercil
banks offered a monthly
rate of 0.74% compared
with 0.72%-0.73% by state-
owned banks. Rural joint
stock banks and people’s
credit funds also offered a
rate of 0.8% a month or
higher ones. This is the
highest level for the past
four years. The lending
rate also rose to 0.90% or
0.95% a month.

After warnings given
by the SBV and efforts by
the Banking Association,
four state-owned commer-
cial banks that control a
total market share of 70%
decided to lower the inter-
est rate. The SBV, in
August, also reduce the
discount rate from 4.2% to
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3.0% a year, relinancing
rate from 6.0% to 5.0% a
year, the required reserve
ratio for deposits in for-
eign exchange from 5% to
4%, and cut the reserve ra-
tio for deposit in the VND
by 1%. The base rate
stayed at 0.625% for the
whole year. The SBV also
adopted a flexible ap-
proach to the open market
operations, swap service
and daily information
about the official rate by
supplying VND9,000 bil-
lion in the first half of the
vear. These efforts helped
reduce the interest rate. In
October 2003, the interest
rate on loans in the VND
was considerably lower:
the interest rate offered by
state-owned commercial
banks was .06% a month
for 12-month deposits and
the rate offered by private
banks was somewhere be-
tween 0.70% and 0.72% a
month for 24-month depos-
its. The lending rate also
reduced slightly: Vietcom-
bank offered the rate of



0.70-0.75% a month and
Bank for Agriculture and
Rural Development 1.0-
1.05% a month.

The rate on VND loans,
however, rose slightly by
the end of the year when
the demand for capital was
on the increase, but it
wasn’t as high as the July
rate that was considered
as the highest for the past
three years.

The interest rate on
loans in foreign exchange
stayed low for a long time.
The rate for deposits with
maturity from 12 to 24
months was 2% a year
while the lending rate var-
ied between 3.5% and 4.0%
a year. The interest rate
on deposits in foreign ex-
change by banking institu-
tions with the central bank
was also lowered according
to changes on the market.

2. Intervention in the
market for foreign ex-
change and happenings

in the banking sector

The most noticeable
happening in the market
for foreign exchange in
2003 was the rise in the
gold price and the dollar in
the last quarter of the
year.

On the free market, the
price of SJC gold rose from
VND6,420,000 a tael in
January to some
VNDS8,000,000 in early De-
cember — the highest rise
ever seen since 1991. The
prices of the dollar and
other hard currencies also
skyrocketed: the exchange
rate of the VND to the dol-
lar rose to 16,350 in De-
cember,

After interventions by
the SBV, the gold price re-
duced to VND7,700,000
and the dollar VND15,850.
They still rose slightly in
late December but it was
expected. Thus, the price
of gold on the free market
increased by 23% in 2003,
compared with the rise of
19.49% in 2002 and 5% in
2001. The price of the dol-
lar rose by 6.1%, compared
with 2.1% in 2002. The
euro rose by 17% (from
VND16,238 to the euro in

January to VND19,107 in
early December). The
Japanese yen rose by
11.36%, to VNDI146.4.
These rises in prices of
hard currencies and gold
made the market price of
real estate rise by 25%,
payment for imports rise
by 6.6% in the dollar,
16.4% in the euro and
11.0% in the yen.

To deal with these sud-
den changes, the SBV
quickly granted quotas to
companies that imported
gold. From January to No-
vember 2003, Vietnam im-
ported 54 tons of gold and
this figure is expected to
amount to 60 or 62 tons for
the whole year. Sudden in-
creases in the gold price in
December made the gold
price on the domestic mar-
ket nearly equal the price
on the world market. In
Dec. 3, 2003, the SBV
promised to sell enough
foreign exchange at the of-
ficial rate to commercial
banks and gold importing
companies to help them
import eight tons of gold.

Facing the fall of the
dollar against the euro and
ven, the SBV, for the first
time, allowed commercial
banks to sell options with
a view to helping compa-
nies to prevent exchange
risk.

The central bank also
reduced the required sale
of foreign exchange by
companies to the central
bank to 0%. This means
that companies were al-
lowed to sell the foreign
exchange to commercial
banks or send to their
bank accounts at will. The
SBV also allowed commer-
cial banks to enjoy more
autonomy in trading in the
foreign exchange, These
decisions made operation
of the banking service
more suitable to current
conditions, produced posi-
tive effects on the ex-
change rate and met the
demand for foreifgn ex-
change by exporters and
importers.

On Oct. 9, 2003, the
SBV Governor made the
Decision  1216/2003/QP-
NHNN proving regula-

tions about operation of
exchange offices. This De-
cision allows these offices
to buy foreign exchange
from, not sell it to, private
persons, unless they are
passport holders who are
allowed to buy foreign ex-
change as permitted. Ex-
change offices must sell all
foreign exchange they

the sum he/she takes ex-
ceeds US$50,000. The
Decision also stipulates
procedures, delegation of
authority relating to this
issue.

With measures to make
necessary  interventions
and beef up the state con-
trol, the rise in the official
exchange rate fell only by

Table 1: Immigrant remittance and changes in the

bought to banking institu-
tions as required by regu-
lations. The Decision also
stipulates location of ex-
change offices, conditions
and terms of getting li-
cense to open exchange of-
fices, rights and duties of
exchange offices, ete.

On Nov. 19, 2003, the
SBV Governor issued the
Decision  1437/2003/QB-
NHNN providing regula-
tions about purchasing,
transferring and taking
foreign exchange abroad
by Vietnamese nationals.
According to this decision,
Vietnamese nationals can
take foreign exchange
abroad to various extents.
For example, an immi-
grant could take away from
Vietnam US$10,000 at
most for a vear; or 20% if

gold price
| Year Immigrant remittance | Changes in gold price
|..____ 5 I (US§ mn,) (%) |
11991 35.00 | +88.7
] | |
11992 , 136.64 | -31.3
| S e t
E1993 | 140.98 +7.4
11994 249.47 | +8.0 |
! | i
]'1995 _ 284.96 | 3.0 |
{1996 468.99 ! +2.5 |
i |
i 400.00 | 6.6
1998 7 950.00 i +07 |
4 |
i1999 ! 1,200.00 | 0.2
. . |
12000 - 1,757.00 | -1.7
]
 |2001 1,820.00 +5.0 |
{2002 2,200.00 | +19.4
§ | | |
12003 (est) | 2,600.00 | +21.0
I_ — =k e PR _i_ 25— —ubs ]
Total | 12,243.00 |
I-_—_—_—=--=—_ i i i = ¢ Y TSN T iy e i
Source: SBV

1.8% in 2003, rather in-
comparison with falls in
the past six years: the
VND fell by 14.2%
against the dollar in
1997; 9.6% in 1998: 1.1%
in 1999; 3.4% in 2000;
3.8% in 2001; and 2.1% in
2002.

The economic reform
has encouraged the flow
of immigrant remittance
that rose steadily over
yvears. This result origi-
nated from the effective
exchange control con-
ducted by the SBV, in-
creases in the number of
laborers working abroad
as guest workers and sim-
plified procedures for re-
ceiving money from over-
seas relatives.

As for the gold price, it
always varies according to
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the price on the world mar-

ket. It has change in a
complicated manner for
the past ten years. Rises
and falls in the exchange
rate also affect the market
demand for gold. The fol-
lowing table shows in-
creases in immigrant re-
mittance and changes in
the gold price.

There were two events
that drew attention of the
public in 2003: the run on
the ACB (Asia Commercial
Bank) in Oct. 14-16. 2003,
and the issue of five notes
of five deniminations on
Dec. 17, 2003.

Rumor about arrest of
the ACB director-general
when tried to run away
from Vietnam made a lot of
customers go to the bank
to withdraw their money
before maturity dates on
QOct. 14 and 15, 2003. On
October 14 alone, 2,085
customers withdrew some
VND700 billion, including
US$16 nillion. The SBV
Governor and a Vice-
Chairperson of the HCMC
People’s Committee had to
be present at the bank to
assure and give advice to
the public. Besides the ef-
fort made by mass media
to deal with the rumor, the
SBV  quickly supplied
funds to the ACB: VND500
billion in the first phase
and 450 hillion more in the
second one. The Vietcom-
bank and other commer-
cial bank lend US$5.6 mil-
lion in cash and 5.3 million
more in accounts. The
measures helped solve the
crisis. All borrowings were
repaid some days after.

On Nov. 27, 2003, the
SBV informed that new
notes and coins would be
injectecd into circulation
as from Dec.17, 2003. They
were VND500,000 and
50,000 notes; and
VND5,000; 1,000 and 200
coins. This decision had
certain effect on the rises
in the prices of gold and
the dollar. After this deci-
sion, prices of gold and the
dollar started to rise on
Nov. 27, 2003 and skyrock-
eted on Dec. 3, 2003,
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3. Restructuring the

banking system

At its peak, the bank-
ing system included 52
joint stock commercial
banks and finance compa-
nies. After some mergers
and consolidations, there
were 38 joint stock banks
by the end of 2003. Simi-
larly, the system of people
credit funds, after being
beefed up, reduced from
974 to 885 funds by the
end of 2003.

In 2003, both banks
and credit funds tries to
beef up their financial
strength; competitiveness;
and banking facilities, re-
duce bad debts, increase
their legal capital and ex-
pand their networks of
branches.

After being refinanced
by the SBV, the total legal
capital of state-owned
commercial  banks in-
creased by VND6,800 bil-
lion. As for joint stock com-
mercial ~ banks, their
capital had been added as
required by law. Some of
them even increased their
capital in order to improve
their competitiveness and
ensure the deposit ratio of
8% according to interna-
tional practices. In HCMC,
five joint stock commercial
banks had the legal capital
of over VND200 billion.

In addition, some joint
stock commercial banks
were undergone restruc-

Ly

turing. On Feb. 12, 2003,
the Joint Stock Commer-
cial Bank Viét A came into
being from the merger be-
tween Saigon Joint Stock
Finance Company (capital-
ized at VND70.6 billion)
and Pa Ning Joint Stock
Rural Bank (capitalized at
VND6 billion). This bank
planned to increase their
capital to VND150 billion.
The Qué Do Joint Stock
Commercial Bank, re-
named as Saigon Joint
Stock Commercial Bank,
also made plan to increase
its legal capital. The legal
capital of the Sacombank
increased from VND71 bil-
lion to 358 billion and it
was expected to rise to
VND500-550 | billion in
2003. The Saigon Commer-
cial Credit Joint Stock
Bank planned to raise its
capital to VND200 billion
at the year’s end.

All commercial banks
were competing with one
another in opening
branches in new towns
and industrial estates. In
HCMC, commercial banks
opened 14 branches of the
first level, 41 branches of
the second level, 29 trans-
action offices, six savings
funds and one representa-
tive office in 2003.

4, Market for T-bills and

open market operations
Up to early December

2003, the markel for T-

bills organized by the SBY

. the
- with low interest rate and

and the Ministry of I1-
nance achieved unex?ec‘oed
suscess. Up to its 48" auc-
tion held on Dec. 9, 2003, a
total of VNDI15,151.1 bil-
lion worth of bills were

- awarded to bidders al-

though the target planned
at the beginning of the
year was VNDI10,000
—12,000 billion. The auc-
tion of T-bills came up to
SBV’'s expectations

costs. If nothing unex-
pected happens, the SBV
could sell some
VND16,000 billion worth
of bills in 2003.

From January to No-
vember, the SBV organ-
ized 97 trading sessions on
the open market with
VND14,428.15 billion
awarded: 7,988.15 billion
by futures buying and
11,340.0 billion by spot
selling.

5. A prediction for 2004

In 2004, the money and
foreign exchange market
will experience compli-
cated fluctuations affected
by changes on the world
market. However, main
operations of the banking
system will produce in-
tended results as in 2003.
The money supply, total
negotiable instruments, to-
tal bank deposit and total
loan will increase by 209%-
24% compared with 2003,
The SBV will push ahead
with the use of indirect in-
struments for implement-
ing the monetary policy.
The exchange and interest
rates will be stable as in
2003. Competitiveness of
commercial banks will be
improved after they are re-
structured. More modern
techniques will be intro-
duced to the banking sys-
tem with a view to gaining
high profits and supplying
better services to custom-
ers. The monetary policy
will be linked more effec-
tively with other policies
for higher growth rate.
Banking services will be
more familiar to the public
and cormpanies and the
public image of the bank-
ing system will be en-
hanced. =





