n the first two

months of 2004, the

market for gold and
foreign exchange, after a
short period of stability,
experienced wide fluctua-
tions. The gold price on the
world market rose from
US$417 per troy ounce in
the first week of the years
to US$430 in the second
one. On Feb. 5, 2004, bef-
ore the G7 meeting, the
gold price fell drastically
to US$396 and suddenly
rose to US$418 when the
meeting wore on. On Feb.
20, 2004, it fell again to
US$398.

on both international and
domestic markets rose by
22%, which led to fluctua-
tions so wide that the SBV
had to employ its instru-
ments to stabilize the mar-
ket at times.

In early December
2003, the price of U.S. dol-
lar on the free market rose
to VNDI16,500 at times
when the gold price on the
world market became
higher, and especially
when the SBV issued notes
of five different denomina-
tions that are bigger than
the old ones. At that time,
many people tried to make

sary information on time
to save the public from
panic caused by rumors.
In February, the dollar
started to regain its
strength on the world mar-
ket. On Feb. 21, one euro
equaled US$1.25 and a dol-
lar equaled 109 Japanese
yen, lower than the rates
offerred at the beginning
of the year (1 EUR =
US$1.27 and 1US$ =
JPY107.) From early 2003
till now, the dollar fell by
22.6% compared with the
euro, 13% with the yen and
over 10% with other Asian
currencies, Meanwhile, the

nam’s import. Of course, fi-
nancial authorities should
push ahead with finding
measures to deal with the
17S4$5.1-billion balance of
payments deficit. Appar-
ently, the official exchange
rate of the VND to the dol-
lar has stopped being dif-
ferent from the unofficial
rate, and the supply has
met the market demand
for foreign exchange in
spite of the great trade gap
in recent years. The con-
vergence of official and un-
official rates might come
from the fact that the in-
terest on bank loan in the

On Recent Fluctuations in Prices
of Gold and Foreign Exchange

On the domestic mar-
ket, the gold price also
rose from VND7,900,000
per tael to 8,120,000 and
then fell to 7,750,000. At
present, it varies between
VND7,850,000 and
7,900,000. Fluctuations. in
the gold price have been
familiar to the public for
the past two years when
the price kept rising. In
2003 alone, the gold price
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profit from this fluctuation
by mortgaging gold to
banks for loans in the
VND used for buying more
gold and repeating the pro-
cess. Of course, appropri-
ate measures taken by the
SVB could stabilize the
market quickly but a pre-
cious lesson must be
learnt: The SBV and re-
lated bodies must give ex-
planation and other neces-

price of the dollar on the
domestic market experi-
enced no fall. On the con-
trary, it rose by 1.56%.
This means that the VND
lost some 24% of its value
compared with the euro
and 11% compared with
other Asian currencies,
which made Vietnamese
exports more competitive
on the world market and
somehow reduced Viet-
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dollar was too low (some
1.5% a year on savings ac-
counts) in comparison with
that on loans in the VND
(8% a year on 12-month
savings accounts). The dif-
ference of 6% is rather
high if we take the fast
rise of the dollar against
the VND into account. If
the rise in the exchange
rate doesn’t exceed 5% and
the interest rate on loans



e

in the dollar isn’t higher
than 3%, people will keep
converting the dollar into
the VND. Wide difference
between interest rates and
surplus of disposable capi-
tal in commercial banks
are also signs of decline in
the interest rate on loans
in the VND. !

But why didn't the in-
terest rate on the VND
loan fall, and if any, it only
fell slightly? This is a
problem for the SBV and
commercial banks. In addi-
tion, it's worth noting that
the deposit in foreign ex-
change in 2003 rose only

-

by 3.4% while the total
loan in foreign exchange

‘rose by 34%. This fact

showed that the public
tended to change foreign

‘exchange into the domes-

tic currency. Commercial
banks had to keep large

sums of the domestic cur-

rency to'meet this demand.

. The sum they bought, how-
ever, hardly met the de-

mand by importers be-
cause the export value
couldn’t stand comparison

- with the import value. For-

tunately, the immigrant
remittance = in 2003
reached US$2.6 billion,
which helped stabilize the
market for foreign ex-

- change. Although rises in

the total loan in foreign ex-
change helped reduce the

demand for foreign ex-
change, the demand is not
long lasting, and all com-
mercial banks will have to
sell more foreign exchange
to help companies repay
debts when due, and this
demand will be of long and
medium  terms.  This
means that the market for
foreign exchange is af-
fected greatly by the inter-
est rate on the VND loan.
What are interest rates
considered as low or high?
If we take into account the
inflation rate of 4%-5% set
by the National Assembly
for 2004 and an interest of

2% or 3% a year for deposi-
tors, a nominal interest
rate of 7-8% a year on the

VND loan is reasonable

enough. If this rate is
lower and the rate on the
dollar loan rises again, the
foreign exchange market
will see the supply and de-
mand moving in opposite
directions, The exchange
rate ceiling may be broken
and start to fall.

To convert from one
currency to another and
market’s steps toward a
balanced exchange rate is
a nutural reaction. What is

‘important is how to make

everybody feel sure about
the relative stability of the
foreign exchange market.
To measure their confi-
dence and expectation of

future exchange rate re-
quires exact and technical
instruments that could no-
tice  immediately any
changes and fluctuations
in the market. At present,
these instruments in Viet-
namese market aren’t so-
phisticated enough be-
cause the market is
perhaps too stable. May
companies don’t need pre-
cautions against risk, such
as forward operation, be-
cause the spot exchange is
too stable? Everybody
knows that the stability is
necessary but it must be
suitable to signs from the

market. In the process of
integrating into the world
market, financial authori-
ties must create favorable
conditions for the mone-
tary and foreign exchange
markets to integrate into
the world market. Select-
ing appropriate policies to
direct developments of the
market must be the most
important objective, but
safety and efficiency of the
market should be ensured.

Changes in the gold
and foreign exchange mar-
ket force the financial
authorities to beef up and
perfect necessary instru-
ments in order to protect
companies and individuals
against unpredictable
risks in the market in the
international integration

. termines

process, and keep a bal-
ance between real risks
and potential profits. Wide
fluctuations in the gold
price, rising or falling
US$15 or 20 a day at
times, have caused a lot of
trouble and difficulties for
both investors and small
savers. An insurance serv-
ice and a fund used for sup-
plying cash to commercial
banks could be very useful
and necessary as a precau-
tion against risks. At pres-
ent, no insurance company
or commercial bank agrees
to insure deposits in gold
although the option opera-

tion has been used n the
world market for this pur-
pose for decades.

- As for the exchange
rate, maintaining the sta-
bility is a must, but a
higher objective is to de-

termine what mac-
roeconomic targets this
stability should aim at.
When the world market
experiences wide fluctua-

tion, the monetary policy

must be adjusted accord-
ingly, and it's the foreign
exchange market that de-
these adjust-
ments. It’s about time the
SBV studied and intro-
duced the forward opera-
tion and experimented the
option operation for trans-
actions in the VND as
well.m
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