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Inflation and
Anti-inflation
Struggle Seen
from

Aspects of
Monetary
Policy

an interview with Prof., Dr. Cao Cu Bji

Editor's nole: Prol. Dr. Cao Cu Bgi (CCB) has taught
and researched financial and banking issues, and worked
as an expert for the Govemment for years afler the
economic reform was launched, and as a financial expent
for Kaysone Phomvihane, Laotian President and PM
(1988-1990). On his visit lo HCMC, the EDR conducts an
interview with him on the monetary policy, inflation and
anti-inflation struggle, the most topical issues now.

LDR: To implement the monetary policy and carry ot
measures to carl the inflation is o matter of concern to the
Gaovernnent, financial authorities, businesspersons and
the public ax well. Please tell us about changes in the
inflation rates in the past few months.

CCB: Inllation rate i Victmn, in my opinion, as
started i the past few years and reached i two-digit level
i the Tast guatrter of 2007, and m the first two months of
2008 wwas 0029 (EDR'S nutee: the inflation vt in the first
gttcirteroof 2008 wias Y195 ), 1 think this scyuence ol events
15 resull of ceonumic activities in recent vears and the
ceanomy iy sullerig two types of milaton: cost-push
mtlation e demand-pull ination. The two types run
parallel but in this period, due w lateney of increases in the
woney supply, the demand-pull inflation ok place. 1 no
urgent measure is Liken, the inflation may beconie hyper-
mikaton. In addition, mcreases in the cost o important
goods and services also leads 1o the inflion in Vietnum
hecause ol its high ICOR that vanes between LU and 4.4,
(Rt s, o umit of growth requires 4 units of capital. This

is turmed imo investment while Taiwan and South Korea
have used only 209 of their GDP for investment for
decades, succeeded in developing the ceonomy  and
keeping the ICOR at 2.5% or 3.0%. Thus, the inflation hus
made its appearance for several years,

In recent years, the Government has managed 1he
ceonumy with optimism and felt too content with « high
growth rate. With such a high ICOR. the ceonomic growth
s poor quality. Talking about the cost-push, we usually
blame higher prices on the world market. In fact, one of
main factors of the cost-push is the public investment in
unproductive projects while the whole ceonomy sullers
another lactor caused by poor competitiveness. In the
Cilobedd Competitiveness Report 2007-2008 published by the

- World Feonomie Forum, Vietnam ranks 68 among 131

strveyed countrics, Victnam's human resource is ol poor
quathity. and added value and wehnological content in s
exports are low while it sullers high cost-push because ol it
import ol expensive aw materials and eehnologics, The
trade gap s inevitable, The more we want to ingrease the
growth rue, the higher the trade gap is, Other Factors of the
cost-push are poor implementation ol macrocconomic
polivies, poor planning, widespread comiption and wiste
ol public Tunds.

EDR: What is the main reason for the two-digit
inflation rate in 2007 and high inflation in the first quarter
of 20082 Iy the implementation of macrocconomic policies
considered as one of reasons for the inflation?

COB: Takimg a long view, we see that the inflation
elaes 10 the cost-push, and 1o the implementation of

e that over 304 of the GDIP Gand some 0% 2007) | monctary and fimancial policies in a short tem. We hive
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contended ourselves with the economie growth. There are
real and virtual Kinds of growth because we have to spend
money. Increases in the M2 in the past three years got
higher and higher and this increase in 2007 reached some
35%. The increase in the money supply. along with the
poor implementation of the monctary policy, produces
nflationary cffects. The domestic currency has a greater
lateney and elasticity in comparison with gold, therefore
the gold price skyrockets when the money supply rises
suddenly. 11 we can stop it cleverly and vigorously, the

hyperinflation may oceur, In the past. the Government has
patid atention w the ecconomic growth more than inllation
prevention, which shows itsell in the implementation of
macrocconomic policies. Liberation of the linance market
is an inevitable siep when developing the market ceconomy
and integrating into the world market 15 we take this step
carelessly, a bubble may come into being. In lact, the flow
ol Toreign indireet imvesunent 10 Vietnam in recent years
hasn't been o large and it hasn't produced remarkably
had ellcets. But the SBY couldn’t cope with Nuetuations in
the market and Tullill its tasks as reguired.

EDR: Is inflation pr

o ec ic growth the

Jirst target for Vietnam today?

CCB: Everybody knows the principle but they all
lorget it. We act romantically when doing our business and
we e so content with the economic growth that we fail to
think of the quality ol growth. In addition, there is always

some contradiction, in principle, between the inflation and
growth rate. Everybody knows that linancial intermedi-
aries play an important role because they help e savings
mlo - investments. Sometimes, we iy 1o regulate the
mechunism and, lor unknown reason, end up in specu-
lation, and we have specolate on the realy and stock
murkets, the center of bubbles,

Vietam should gain cconomic growth, It is definite
hecause we will have no development without the
ceonomic growth, not o mention the ceconomic integration.
To gain some sustainable growth, we should constantly
think of intlation prevention and regulate the cconomy with
thas aim permanently in mind. Those two ideas should run
parallel. We have long considered the ceonomic growth as
principal and inflaton conwrol subsidiary, O course, the
Government always says the mfliion rate should be lower
than the growth rate, but in fiet, we need right measures (o
achieve this aim. With such increases in the CPL, the
inflation rate is never lower thin the growth rate. Although
the sustainable growth is our sl

anand strategy, we should
constantly think of inllation prevention. There are two

principal measures (o deal with the inflation. The constant
one is 1o work oul appropriate monetary policy; and the
strategic one involves the linancial policy, performance of
the managenal machinery and contribution from  the
public.

The nflation is o constant danger but the monctary
policy aims at short-lerm objectives. The short-term policy
should be adjusted frequently, which requires competence
ol the SBVY, and sophisticated operations of the central
bank manifest themselves in the monetary policy, This
policy may cause some shock. Today, the central bank can
raise the interest rate but 1t can be lowered lomorrow
morning or next week. Similarly, the exchange rale may
rise now and Fall in two weeks, This rellects competence of
regulators and requires service ol a superb think tank.

EDR: Is it necessary to keep the inflation rate lower
than the growth rate, or allow it to go higher than the
growtl rate at times?

CCB: This problem must be handled Oexibly, NA
members usvally want o have the inflation rate that is
lower than the growth rale. This is unrealistic because the
mllation is very complicaled. It rellects isell in a subtle
system ol ransmission in the monetary policy and it must
aceelerate the growth rate inoa sustainable manner.

EDR: What are your opinions about the implemen-
tation of the monetary policy by a sevies of measures intro-
duced by the SBV recently with a view to stopping the
inflation?

CCB: The inMation rate reaches a two-digit level now
and it may become hypennllation if the monctary policy is
implemented carclessly. Authorities must act immedintely
10 stop inereases i the inflation rate. Why? Firsily, the
money supply increased considerably in the past few years,
and the lateney breaks out now. Secondly, the flow of
ign capital in 2007 alone amounted w0 some US$25

lore

billion while the immigrant remittance was estiimated at
US43 or G billion but in factitmight be 10 billion. The ODA
amounted to several billions, the FIDE6.S billion and loreign
indirect investment in the stock market passed the S-billion
muark. The Toreign capital sent o Vietnam was employed
incllectively and partly used for covering the trade gap
(US$12.5 billion in 2007) while the interest rate on deposit
in the dollar offered by local commercial banks was very
low, from 4.5% 10 5.0% a year.

At present, the Government should take  strong
measures (o curb the inflation but it should see w it that the
administrative and economic machinery still runs well, In

my opinion, the SBY, when carrying out the measures,
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should keep in mind thatno solution is perlectand italways
mvolves both good and bad aspects. Durng the worst
period, i"s very good w achicve some 60% ol the planned
target. In addivon, the SBY need not be almid of public
upinion. The deeision W limit eredit supplicd w investors in
the realty market has produced good resulls in spite of
protest from real estate companies and developers. Lagree
with an opinion given by a newspaper, “Should we give up
interests of the people W proteet real estate tycoons?™

As lor the banking system, the SBV should give op
priority o the inflation prevention, Tocurb the inflition, the
reguired reserve could be used as an instument Tor
reducing the M2, To lorce banks (o buy T-hills is also a
uselul measure w achieve this aim, In addition, the central
bank can employ open market operations and refunding o

ensure solvency for banks, and set the ceiling rawe of

interest at 9% or 10% a year lor the open market opera-
tons, (EOR's nete: The SBY, in February, 2008, raised the
beuse vafe from 8.25% 1o 8.75%; discount rate Jrom 4.5% 1o
65 and rediveount rate from 6.5% 10 7.5%). In my opinion,
the SBY measure is nght, in terms of formal logic.

EDR: May these successive measures cause psychi-
logical shocks?

COCB: I want o mention here o lesson [rom our history,
T august and September 1988, Vietnam feed a 3-digit
hyperinflation. Applying the reward-to-depositors theory,
the SBV, as from Sep. 23, 1988, oflered an interest rate ol
12% per month, and 9% per month Lor current aceounts. |
think it is u shotgun solution and a poison, and shocks must
be treated immediately. L mean that the central bank his 1o
tuke hold measures when necessary.

The SBV has just inroduced a series ol measures:
mcreasing the reserve requirement, loreing commercial
banks Lo buy T-hills, and employing actively the discount
rate, el These measures caused vanous reactions but this
situation is normal because the monetary policy is imple-
mented by intermediary institutions and 2 ransmission
mechanism,

EDR: How does the inflation affect local commercial
banks? What are your opinions about the interest-rate war
among commercial banks although it has been stopped?

CCB: Signs (rom the finance market, o me, reflect the
supply- demand relation, therefore the SBY must study
these signs and delete signs from speculators, This market
is sensitive and changeable. It changes every day and hour
und is also alleeted by overnight e, There has been un
nterest-rale war on the market. There are many reasons
for this war and among them is the Tuct thal many banks

turned short-term capital into long-term loans because of
some profit with the result that they could not control the
wrowth ol ceedit In my opinion, the implementation ol the
monctury policy at present should wim at curbing the
inflation and conurolling strictly the growth ol credit |
means “conwolling,” not “restrcting” the supply of credin
because resticting the supply ol credit W small and
medium enterprises means making the whole ceonomy
collapse. To control the eredit supply, the short-lerm
interest rate must be Jower than the longer one and o
mechanism for controlling the liberation of the linance
markel must be cestablished, When the SBY want 1o
withdraw moncy, it should ofler an mierest rate that is
higher than the inflation rate butit must not let this offer last
too long in order o avoid erises. Next, public expenditure
and investment must be well under control, and prevent
inellective projects from causing waste and corruption, 11
this elTort is not carried oul sueeesslully, the SBY has its
hands ted.

At present, Viewam still has potentials for development
in spite ol numerous dilficultics: Torcign capital keeps
nereasing: - sociocconomic  conditions are favorable:
reforms Taunched by the Government are healthy and
approprate o WTO policies. However, i the inllation
becomes  hypernflation,  bubbles  will  make  their
appearinee o the realty and stock markets and loree
loreign investors w withdraw their investments. 11°s worth
repeating that the implementation ol the monctary policy is
the most important task of the central banks. Full auention
must be paid w this policy when working oul the plan for
cconomic growth. To achieve this aim, the Central Bunk
Law and other laws relating 1o financial sector must be
adjusted as soon as possible.

EDR: How about the exchange rate?

CCB: As we know, low exchange mite can prompte
export and a higher one encourages import. We should
know who we are. Victnam can’t [ollow Chinese policies
because China enjoysa very big rade surplus. Vietam has
just joined the WTO for one year and its trade gap
amounted 1o USSI2.5 hillion in 2007, Most exports from
Vietnum have a low added value and are produced by
lubor-intensive industrics, With a lower exchange rate and
a big trade surplus, il the problem of forcign rade is not
handled cleverly, the wude gap may rse from 125 0 20
billion (EDR"s note: the trade gap in the first guearter of 2008

was USS7 billion). IU's necessary o consider various
lactors, including inputs and outputs, carclully, Adjustment
ol the exchange rate should not be done abruptly and only

EX
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trading band can be used for adjusting the rate (EDR's note:
On Murch 7, the SBV increase the buand fromn 0.755 to 1.0%
vither side of the average rate offered by the inter-bank
market). 1 support this decision. We should solve the
problem of the exchange rate by considenng real condi-
tions in Vietam instead of relying on theories or advice
from foreign expens. Liberation of wrade in Jorcign
exchange is a deadly and ever-changing spiral when the
fow of lorcign capital to Viemam is on the increase. Stable
exchange control i necessary bul we had beter avoid
making it fixed for a long period.

EDR: Finance and monetary markets play important
role in the struggle agail and defl One of
measure to withdraw money from circulation is to issue

S

bonds in demestic and foreign currencies. Is this measure
Seasible under current conditions?

CCB: Victnam has
some years belore becanse ol attracuve rte of interest and

issued bond on loreign markets

latled o pay proper atiention w the domestic market. The
monctary and capital markets should be linked wogether.
Bonds in the VND issued by both the Government and
companicsare notatiractive. When issuing bonds o reduce
the inflation, the interest rte oflered must be particularly
compelitive,

EDR: Could you tell us about an overall measure 1o
control the inflation through
being and in the long run?

CCB: I think. for the time being, authonties should:

(1) Exent stict control over both foreign and local
participants in the monctary and capital markets and

v policy for the time

prevent unhealthy Mows of foreign capital,

(2) Employ lexibly instruments of the monetary policy
- order 1o fight demand-pull inflation, and cnsure the
halanced supply - demand relation and smooth movement
ol disposable capital among linancial institutions,

13) Policy on the exchange rate should be linked with
the trade policy with a view 1o diversilying goods and
services, reducing the rade gap and supporting the
ceonomic growth. _

(4) Beel up policies on production and commerce, and
on support for local companics in order (o help them cut
production cost, increase added value and technological
content i their products or services, and enhance their
competiivencss.,

(5) The daily task is stll the implementation ol
monetary and financial policies. Full atention must be paid
o national interests instead of individual ones of some

8 provinee, minisry or industry.

I think Vietam hasn’t lallen into crisis and it can
recover soon il the monetary policy is implemented effec-
tively and constantly. Authorities must know that the
inflation is a price for cconomic growth,

EDR: How can the SBV reform itself to enhance its
competence and performance?

CCB: Good leadership means success in persuading
talented personnel. Human resource is always available
but they need a proper mechanism. This mechanism
includes various lactors: financial incentives; respect lor
capacity of the stafl; and reasonable salary o retain
competent employees. The central bank should be a
special organization but it is a bank belore it acts as a
governmental agency. As a bank, it must know how 1o
employ hinancial regulatory instruments. The core problem
is still how o perfeet the existing mechanism and make
laws and regulations transparent. Al present, tasks done by
the SBV are suuslactory because we have no other choice.

EDR: What lessons we can draw from the implemen-
tation of the monetary policy in the past?

CCB: The st lesson is that the predicuons must be
made regularly. To make predictions regularly, we need a
good machinery, more investment in the human resource,
technological faciliies and linancial sources nstead ol
lowmal speeches. Without predictions, authoritics have
heen o content with some suceess or achiecvements and
lailed W realize a pending inllation.

The second lesson is how to control and supervise the
situation practically instead of doing it as a lormality. To

achieve this aim, the mechanism should determine respon-
sibility ol supervisors by seiting forth clear rewards and
punishments,

The third lesson: the implementation of the monetary
policy to prevent the inflation must be camied out consis-
tently and uniformly and [ree from contradictions caused
by acts by dillerent governmental agencies,

The fourth lesson is o avoid excessive optimism and
getling content with the cconomic growth, All measures
generale reactions but positive opinions from the majority

must be respected. s not wise w getangry or hurry when
lucing  negative reactions just because of - individual
nterests,

The filih Jess is importance ol wansparent policics,
laws, echanism, organization and mformation supplied v
the public.

FDER: Thank you for an interesting conversation. We
wish yon good health and success in contributing to the
development of the financial- banking sector ®





