a basic element of

the modern mar-
ket economy. At present,
the stock market exists in
all developed countries and
becomes a financial insti-
tution indispensable to the
economic life in market
economies all over the
world.

In most countries, the
stock market has come
into existence and devel-
oped without being
planned. In Vietnam, it
will come into being ac-
cording to the plan set
forth by the Government
and central bank. In its
first development stage,
the stock market will be
governed by a governmen-
tal body. However, the re-
lationship between the
central bank and stock
market referred to by the
State-run Banking Law
and Credit Organizations
Law isn't clearly defined.
This fact will affect, to a
certain extent, the forma-
tion and operation of a
stock market in Vietnam.

Experience from coun-
tries with well developed
stock markets shows that
the central bank plays an
important role in the pro-
cess of forming and devel-
oping the stock market. A
closer look at this aspect
will give us some general
notions.

The stock market is
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- The central bank acts
as a starting force prepar-
ing preconditions for the
formation and develop-
ment of stock market by
implementing a series of
policies, such as:

+ Policy to control the
money supply: To facilitate
the flow of funds between
“capital surplus units” and
“capital  deficit units”,
there should be enough lig-
uid assets. Liquidity can
not only smooth the flow of
funds, but also help make
fixed assets liquid. If li-
quidity is lacking, the capi-
tal surplus will become idle
or be held in form of land,
buildings, gold and valu-
able objects. The supply of
liquidity requires a wide
use of money in all eco-
nomic activities. The stock
of money depends on the
ability to supply money,
and this ability depends on

the monetary policies
adopted by the central
bank. A stock market can
only operate well when li-
quidity of all kinds is
widely used directly as
means of payment.

+ Interest rate policy:
the interest rate has great
effects on prices of stock,
and the sale and purchase
of stocks. If the bank de-
posit rate is higher than
the earnings-price ratio,
the prices of stocks will
fall, and savers prefer to
deposit their money with
banks instead of buying
shares and stocks,

+ Fund mobilization
policy: The system of fi-
nancial markets, and the
stock market to be precise, -
can operate well when the
capital accumulation is-
large enough. Thus, the
policy to attract deposit-
adopted by the central

bank will affect greatly
personal saving. To ensure
good results for this policy,
a legal infrastructure for
protecting personal saving
is needed.

In the role as a starting
force, the central bank
could also take part in the
stock market. The degree
and form of its participa-
tion vary over countries.
Generally, its participa-
tion is very active in the
money market and govern-
ment securities market. In
England for example, the
central bank plays the
main role in issuing gov-
ernment securities and

- acts as an issuing house

supporting companies that

“want to make new issue of

securities.

-The central bank .
helps organize the system
for clearance and settle-
ment of transactions, and
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it could take part in opera-
tions of the system. An
ideal clearance and settle-
ment system should ensure
that when settling a trans-
action, both the buyer and
seller will act and finish
their work simultaneously.
The stock market will be-
come more attractive and
effective when this system
can ensure fast and safe
transactions for investors.

- The central bank can
help maintain the stability
and safety for the finance
market, including the
stock market. The central

pays full attention to the
healthy operation of the
stock market because:

+ the stock market
plays an important role in
linking savers with inves-
tors and in encouraging
personal saving.

+ earnings per share
have great effects on fi-
nancing the government
expenditures. In addition,
the development of stock
market can help cover gov-
ernment expenditure with-
out causing the inflation
rate to rise.

+ the government
bonds market plays an es-
sential role in fixing the
base rate and helps with
fixing prices of shares is-
sued by companies and in-
terest rate on loans from
the inter-bank market.

+ the stock market is
an important instrument
for the central bank to im-
plement the monetary
policies through open mar-
ket operations.

+ happenings of the
stock market can affect the
operation of banks or
prices of bonds and shares
issued by commercial

banks, and operation of
members of the stock mar-
ket can cause harm to the
banking system.

+ the stock market can
lead to collapse of the
banks’ system for payment
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and clearance.

+ the stock market can
cause damage to the cen-
tral bank if its customers
suffer risk.

To save its bacon, the
central bank should keep a
close watch on members of
the stock market by taking
different measures, such as
establishing certain mini-
mum criteria for all indi-
viduals and firms
operating in the stock mar-
ket, their practice; man-
agement and minimum
capital, ete. Particularly,
the central bank pays full
attention to the govern-
ment securities and money
markets, its surveillance of
trading practices on the
markets aims at ensuring
safety for the market, pro-
tecting the investing publi-
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¢ against malpractice, and
preventing financial crisis
from occurring and spread-
ing. This participation
helps enhance the effi-
ciency of the market and
encourage its develop-
ment. To beef up its sur-
veillance of the stock
market, the central bank
is authorized to punish in-
dividuals and firms who
violate regulations and
give appropriate incen-
tives to those who observe
them.

Although the central
bank has an important
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role in the formation and
operation of the stock mar-
ket, it isn’t the one-way re-.

lation because after
coming into being and op-
eration, the stock market
can produce many effects
on the central bank, such
as:

- The stock market pro-
vides the central bank
with new instrument for
regulating and implement-
ing monetary policies.

- Happenings in the
stock market provide the
central bank with exact in-
formation about economic
activities and impact of the
monetary policies. This in-
formation can help the
central bank adjust its
policies and take new
measures opportunely.
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- Changes in the stock
market can affect the work
of mobilizing idle capital
done by banks and compa-
nies.

As a source of long-
term capital, the stock
market can affect the pub-
lic finance, interest rate on
government bonds and se-
curities and changes in the
money supply. If the stock
market fails to help the
government cover budget
deficit (by consuming gov-
ernment securities), the
government has to borrow
from the central bank,

thus increasing the money
supply; inflationary pres-
sure and capital outflows.
The structure of prices on
the stock market could be
deformed unfavorably if
banks are forced to buy
bonds in large quantities
whose interest rate is
lower than the market
rate.

In short, the central
bank plays a role impor-
tant to the operation of
stock market and it could
provide preconditions for
the formation and opera-
tion of stock market. In its
turn, the stock market, af-
ter coming into operation,
could provide the central
bank with useful instru-
ments for regulating and
implementing the mone-
tary policy®





