Institute of Finance

rkmsg

Ne 11
1990

Danuta Gotz — Kozierkiewicz

Grzegorz W. Kotodko

Warsaw

STABILIZATION IN VIET NAM



Warsaw

INSTITUTE OF FINANCE

WORKING PAPERS No 11

Danuta Gotz-Kozierkiewicz
Grzegorz W. Kofodko

STABILIZATION IN VIET NAM

1990



Danuta Gotz-Kozierkiewicz Grzegorz W.Kofodko

STABILIZATION IN VIET NAM

Introdection

When following the efforts for stabilization in the ;:'.unr.empﬂrarllr world, we still notice
failures in most cases. Here, the most spectacular cases are those of Argentina and Brazil
which - in spite of several attempts - are still involved in very intense inflationary processes.
Also, in many other countries, several rounds were needed to finally achieve some elements
of success, And success should not be announced too early. An evaluation of effectiveness
of stabilization programs also requires an analysis of costs borme by the economy in other
sectors, on assumption - in most cases correct - that fighting inflation is the primary goal.

Apart from the cases of Yugoslavia and Poland where, as yet by no means sufficient
evidence is available to judge the effectiveness of the adopted stabilization policies (although
in the case of Yugoslavia the direct effects measured by inflation rate reduction as well as by
the scale of the accompanying social costs in the shape of recession and reduction in real
incomes after four months of 1990 are evidently better in comparison with Poland), in five
cases only - namely in Bolivia, Chile, Israel, Mexico and Viet Nam - a relative success of the
stabilization policy can be recognized, Each of these cases is different but all of them have
some common elements which result both from the nature of inflationas such (see Kollodko,
1987) and from the essence of stabilization processes (Inflation, 1589). Chile is being quoted
asan example of the most costly therapy. The sharpest shock therapywas applied in Bolivia.
Israel's case is considered to be the most successful one of the achieved at the lowest cost.
And, if external financing sources and the recession scale are left out of account, Mexco
should be mentioned. Whereas Viet Nam's experience is the least known. Yet it is interesting
enough to deserve special attention. There are several reasons for it. .

First, the Vietnamese stabilization can be evaluated as successfully implemented, since
the country has managed to reduce the inflation rate from about 400 percent yearly in the
- eourse of the three preceding years to about 2-3 percent monthly for a year already, and that
in avoiding recession, this being a unique achievement. ’

Second, the Vietnamese stabilization is being implemented in the environment of an
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© economy with dominating state and cooperative ownership, hence it is, in a certain sense,
even more comparable to the Polish economy (in spite of the very low development level)
than that of other countries of approximately the same development level {£.g. Argentina)
but with substantially different institutional and structural environment. '

Thirds, the stabilization pelicy in Vietnam must be perceived against a broader
background of institutional transformations (systemic reforms) and structural changes, since
all these phenomena and processes are coupled by a feed-back relation.

Fourth, as opposed (o the Latin American and Israeli stabilizations (and, to a large
extent, Yugoslav stabilization too), in Poland's and Viet Nam's cases only (and this will soon
regard Nicaragua and some other socialist or pmmn-ciaiistmuntrﬁes}tha stabilization policy
has, at the same time, to solve two fundamental problems: on the one hand, a repressed
inflation along with the accompanying shortages must be eliminated (in Viet Nam, this goal
has been achicved with great success) and, on the other hand, inflation has 10 be reduced to
a controlled low level.

s

Fifth, what is extremely important in the light of some theoretical propositions and
political declarations, Viet Nam's case assumes special importance in the debate on shock
 therapy (so-called “cold turkey™) (cf. Gordon, 1990, p.322-355) versus graduality. Viet
MNam's case testifies it is not absolutely true that the shock therapy of the “all-or-nothing™ or
“now-or-never” type can be the only effective one. What's more - and this results from this
study - under certain circumstances it is possible and reasonable to combine the shock
approach in some sectors with graduality in others.

The Vietnamese experience - extremely interesting initself - permits also to draw many
eonclusions of theoretical character as well as some recommendations for economic policies.
Moreover, we think that many practical conclusions may be drawn for Poland and some other

countries, The attempt to look at the recent Vietnamese inflation and stabilization from the
" above point of view has imposed the method adopted by the autors of this study for the
analysis and presentation of its results,

In the first chapter of the paper, institutional, structural and political sources of
inflationary processes and their development in the 80ties are discussed.

In the second chapter, basic assumption, instruments and objectives as well the
implementation of the stabilization program being carried out with particular acceleration
since March 1989 are characterized. Here, in the first place, we consider one after another
the key problems of: 1) budgetary policy; 2) monetary policy; 3) policy with respect to gold;
4) exchange rate policy; 5) prices; and 6) wages. _

The third chapter contains an analysis and evaluation of the stabilization program

cffects on the real sphere (material production, employment and unemployment, household
consumption, m’t:;ma] trade). In its concluding part, official forecasts for 1990 are also
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presented,

In the fourth chapter, an evaluation of the program - both from the point of view of the
carrectness of its theoretical assumptions in respect 1o sensitive elements of its structure and
to the correctness of specific solutions accompanying its implementation - is presented.

Finaly, the fifth - and the last - chapter contains some comparative elements, especially
comelusions for the Polish economy, and more exactly, for the further implementation of the
Polish stabilization program. Because there is no doubt that the Vietnamese stabilization, in
general, deserves a positive evaluation. This fact is the more noteworthy as the stabilization
is carried out without support by international financial institutions. So, we think it may be
well 1o study this program carefully and to draw from it conclusions which will be presented
in this paper.

1. BACKGROUND AND PROGRESS OF INFLATION IN THE EIGHTIES

The causes of inflation in Vietnam are of multilayer nature. They result, among others,
from the structural features of ane of the world’s poorest economies (national per-capita
income was about USD 130 in 1988). It is characterized by the dominant share of agriculture
in both production and employment (about 50 percent of the national income and over 70
percent of the workforce) and relatively little significant share of the industry {about 30
percent of the national income and 20 percent of the workforce }V. Both the agriculture and
industry showunderdevelopment symptoms typical of these sectors in countries on a very low
economic development level. They are, to a large extent, under-invested just like the
country's general infrastructure.

Limited potential possibilities on the supply side, with a relatively high birth-rate and
the country’s involvement in a war lasting for nearly 30 years, immposed narrow limits on the
dynamics of the domestic demand compatible with the maintenance of economic equilibrium
without a considerable external financial aid. Such aid which, up to 1975, was given largely
in the shape on not repayable grants (amounting - for both parts of Viet Nam - to about USD
2 billion yearly) and the utilization of reserves stemming from these grants permitted, still in
the 1975-1981 period, partially to close the gap between the domestic supply and demand.

The relatively low effectiveness of the utilization of the external aid over a long period
wiis caused by the Vietnamese economic management methods fraught with many negative
features typical of the central planning system and rot differing from analogous features in

other countries with a similar system, while sometimes assuming extreme forms due to the

Y Somewhat more than 2 halfof the indusirial production comes from siate enterprises; thefr share in creating
the national income makes about 18 percent and their share in 1otal amployment - about 10 percent,
’ . 5 -
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exceptional poverty of the Vietnamese economy and population.

From among the above-mentioned features, the following ones are to be pointed out:
relatively high investments in heavy industey at the expense of consumer goods production;
lack of market mechanisms and the use of centrally plapned command and distribution
system resulting in distorted overall price relations incleding the exchange and interest rates;
diserimination of the nnn:;tniz:-ummd sector; and, finally, 2 widely developed, inherent in
the system in question, redistributive role of the state bedget with a relatively broad extent
of price subventions, subsidies to enterprises and corrective accounts {subvmliunls and
surcharges) in external trade,

This, by assumption, broad redistributive role of the budpetary policy in the Vietnamese
economy hit a barrier in the shape of a huge gap between the high level of expenditure o be
financed from the state budget and relatively low budgetary revenues, the latter being highly
insusceplible o growth, One of the basic factors contributing o the chronic character of the
relatively very deep budget deficit was the weakness of the Vietnamese tax system.

The decidedly dominating share of receipts from profits of state enterprises inthe state
budget revenues, combinedwith a rather insignificant role of the state-owned industry sector
measured by its share in national income creation, must by its very nature limit the potential
SOUrces of budget revenues. Possibilities to mobilize revenues from the remaining economy
sectors seem 1o be very limited. The scale of social poverty has not, as yet, permitted - like
in other countries on a similar development level - a regular taxation of incomes of physical
persons and in the wrnover sphere there have been no appropriate mnstitutional and
organizational structures to secure a certain minimum effectiveness of consumption taxes.
And a deep under-development of external trade (measured by the share of the externai
trade in the domestic product or national income) also did not create advantageous
conditions for augmenting the revenues from specihc kinds of turpover taxes, a solution to
which countries on little advanced economic development level had often recoursed.

Hence, the chronic and deep state budget deficit seems 1o be the most characteristic
feature of the Vietnamese inflation. The importance of this deficit for both the character and
the progress of inflationary processes is to be evalvased [rom the point ol view of the causes
of inflationary phenomena as well as their eflects especially in the late cightics,

The basic source for financing the budget deficit consisted - apart from foreign [oans
-in non-interest-bearing loans ftom the central bank. In the eighties, the share of these loans
in the financing of the state budget was considerable and growing.

The budget deficit (especially in 1986, 1987, 1958) was being steadily decpened by
increasing inflationary processes with cumulative effects (so-called Oliver-Tanzi effect)
{Tanz, 1977). A growing role in the state budget expenditure was played, beside subsidies
and subventions, i:ljrthe public sector wages, Al the same time, beginning with 1983, a gradual



increase in current expenditure at the expense of declining share of investments in the total
budpet expenditure took place.

Successive price and wage adjustments undertaken by the government in 1981, 1985
and 1987 (in 1985, combined with money denomination in 1:10 scale) were linked to price
rises which, in 1987 and 1988, were accompanied by an almost twofold increase in subventions
{measured by their share in budget expenditure)).

Simultanecusly, beginning with 1981, processes typical of other centrally planed
economies in the course of reform, namely: sever shortages combined with open inflation
{co-called “shortageflation™) made appearance.

The practically unlimited financing of state budget deficits by “empty” money emission
constituted an element of passive monetary policy, typical of countries with centrally
planned, command-system economy as well as of those with some modified variants of this -
system. Money emission to cover the ever growning part of expenditure excess over budget
revenues brought about a decling in the purchasing power of money and, in consequence, a
growing lack of confidence in trhe domestic currency®. This decline was accompanied by a
dynamic development of illegal transactions in which an important role was played by the US
dollar with its black-market value considerably (fivefold) exceeding the value resulting from
official exchange rates, At the same time, the US dollar and gold constituted the decidedly
dominating form of savings accounts.

In spite of lack of formal indexation mechanisms, the black-market dollar exchange
rate and the price of gold played, through their linkage to price level in illegal transactions,
the role of the reference point in shaping the key nominal incomes and prices in many
transactions, thereby contributing to the intensification of inflationary pressures in the
economy. Additional factors were: bad crops in the agriculture caused by adverse weather
conditions in 1986-1987 and substantial decrease in external financial aid.

The inflation rate in Viet Nam in succesive years was very differentiated, as shown in
table 1 and figure o
Respective monthly data for last three years (1988-1990) are presented in table 2 and
figure 2. - ' ' Y

¥ Money emission in 1988 was 175.6 times mare than in 1980; the purchasing power of 1 dong in 1988 was 0.03
of that ia 1976, ’
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Tatale §

Inflation rate in Viet Nam in 1957 - 1989

Years . H.r:lﬂil price index Mean moathly increase
' in the state market rate
{in percents) - [in percents)
Belore reforims
1957 - 1960 1007
1961 - 1965 102.5
1966 - 1970 1023
1971 - 1975 100.7
1976 - 1980 121.2
Beginning with the
introduction of reforms
1981 - 1985 174.2 4.7
1986 587.2 15.9
1987 416.3 12.6
1958 4.0 124
1-1989 107.4
I1 - 1989 109.2 19589 5.8
Il - 1989 105.5
IV - 1989 102.7

Source: Choang Kong: Process inflacii i borba protiv inflacii vo Vieinanwe, (a study of
the Institute of Finance, Hanoi 1989 typescript, p.2 )

2. STABILIZATION FPROGRAM

Although mid-March 1989 is considered to have been the starting point of the essential
partof the stabilization program, it's prelininary stage lasted since the latier halfof 1988 :and
even dated back from as far as the beginning of 1987 i.e. from the formulation and the start
of gradual implementation of solutions aimed at a comprebensive reform of the economy
management {changes inthe price sysiem, more autonomy for state enterprises, changes in
investment directions and extension of the scope of private sector activities). However, mid-
1983 constituted the turning point as far as the adoption of a package of decisive anti-
inflationary measures was concerned. At that time, among others, market prices for state
purchases of agricultural products were introduced and a two-tier banking system was
established. Since October, measures aiming at uniication of the exchange raie in relation
o convertible currencies were infroduced.



Monthly gresith Indices of retall prices of consumer goods ard services (in percsnts)
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) Figure 1
~ Mean yearly price rise rate in 1981 - 1990
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In september 1988, the State Council for Financial and Monetary Policy was setup as
4 consultative body lor anti-inflationary purposes. Representatives of the Ministry of
Finance, State Price Commision, State Planning Commission asd Ceniral Bank became the
members of the Coursil and the Minister of Finance became i's chairman.
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1.1. Budgetary policy

The core of the Vietnamese stabilization program did not consist in equilibrating the
state budget nor even in a considerable reduction in the 1989 budget deficit*, The former
solution had tobe excluded in the light of the budget condition characterized in the preceding
section. The latter seems to have been potentially feasible, although the solutions chosen at
that time would have o consist in a dramatic reduction in budget expenditure because of the
above-mentioned limitations appearing for a relatively short time on the revenue side.
Although some possibilities with this respect existed as a result of the abolishment of all kinds
of subsidies and subventions which, in 1988, had made about 30 percent of the total budget
expenditure and 37.6 percent of current expenditure (see fig.3)*. However, as shown by data
on the 1989 state budget (see figure 4), savings resulting from the abolishment of subsidies
and subventions were to a large extent used to increase the budget expenditure for
investments (from 20.5 percent of total expenditure in 1988 to 24.2 percent of total
expenditure inclusive of debt repayment - or to 26.9 percent of total expenditure exclusive
of these repayment - in 1989).

Figure 3

Budget structure in 1984 - 1989

¥ As opposed to typical stabilization programs; of. Kigeel, Liviatan, 1968 p.284-291.
¥ The discontinuance of rice price subsidics brought about a corresponding expendiure growth wages in the
public sector which partly absorbed the savings obtained through reduction in subsidy expenditare.
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State budget revenues and experditures in 1980 - 1982, in mlilions of dongs
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The state budget deficit measured by its relation in total expenditure was slightly
reduced in 1989 in comparison with 1988 (by 1.7 percentage point) and amounted to 38.6
percent (see table 3). For the sake of comparability of the 1989 data to previous years’ data,
deficit exclusive of foreign debt repayment must be taken into account, because it wasin 1989
that debt repayment expenses became a significant item for the first time. They amounted
to 13.2 percent of current expenditure, while in 'prr.'-rinus vears {of which also in 1988) they
fluctuated around 1 percent level (see fig. 5)

At the same time a trend appeared in the budget deficit financing poticy to rely more
than in previous years on domestic credit (net increase in foreign credits amounted to D 500
billion and its share in the deficit financing was 23.2 percent, this being a substantial change
from the point od view of long-term effects of this financing).

Tasum up, three elementsshowed upin Viet Nam's state budget in 1982
which could be positively evaluated, though of different shore- and long-term importance.
They were:

- though small, nevertheless tangible reduction of the deficit measured by its ratio to
total budget expenditure; o

- a well-marked increase in investment expenditure at the expense of current expenditure;
- repayment of a portion of the foreign debt of the state budget.

A more complete evaluation of the state I:udg;ﬂ condition from the point of view of its
impact on Viet Nam's economic stabilization requires an analysis of the monetary and credit
policy. : '

2.2, Monetary policy

The monetary policy has played a fundamental role in the package of
stabilization policy measures beingimplemented in Viet Nam since mid-March 1989, It s of
strongly restrictive nature. This regards very high real interest rates as well as other means
of money sypply control having been alternatively used since mid-1988 already. In the
transition period, the basic rule distinguishing the money policy in Viet Nam from similar
policies in typical economic stabilization programs of other countries has been the use of a
positive real interest rate on cash deposits of the households and a positive real interest rate
on loans for enterprises, however the latter being lower than the interest rate payed to
houscholds. The interest rate policy is also characterized by a relatively very high flexibility
finding expression in its frequent adjustments both to monthly inflation rate changes and to
the changing behaviour of households and enterprises.

Only two categories of households’ bank deposits are used: sight deposits and three-
month time deposits. Interest rates are set on a month's scale and interests on time deposits

13



Figure 4

Structure of budget expenditures in 1984 - 1939
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are calculated by summing up the savings balance increments in successive months. Throughout
the first year of the economic stabilization program, positive real interest rates were
maintained on a relatively very high level.

The very high real interest rate on deposits has resulted in their huge inflow to savings
banks.

The savings balance in these banks which, at the end of December 1988 amounicd to
about [ 128 billion, augmented by about D 42 billion (up to D 170 billion) ¢l March 15th
1989, and was almaost doubled till April 30th 1989, The deposit dynamics remained very high
throughout 1989 {the deposit increment during that year amounted to D 1,053 billion) and
in the first quarter of 1990, with a steady wend towards well-marked change in the deposit
structure in favour of time deposits, The development of the househaolds’ deposits in the
period from March 1989 till March 21st 1990 is presented in table 5 as well as in figures 6
and 7.

Table 4
Interest rates on households® bank deposits .

Period of interests Interest rate level Mean monthly inflation

rate validity sight depos. time depos. | rate for the given period
16.03 - 1.06.1989 9% 12% 24%
© 106 - 30.06.1989 1% 9% i -2.9%
LO7.1989 - 9.02.1990 3% T 1,7%
10.02 - 20.03.1990 4% 6% 3,1%

up to 20,03.1990 24% 4%

~ Source: State Bank of Viet Nam

As underlined above, the most particular feature of the monetary policy in Viet Nam
has been the use of a very high positive real interest rate on the households’ bank deposits
aimed at attracting money to savings banks. At the same time, a very high, though considerably
lower than ibe former, interestrate on credits granted to enterprises has been used. The basic
reason for adopting such a solution - by its very nature contrary to the philosophy of effective
autonomous functioning of the banking system - lied in the clear intention to avoid blocking
the economic activity by an eccessive rise in credit cost (incapable of being absorbed at the
given level of efficiency and given potential for its short-term increase).

15
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Households® savings deposits

Table 5

Sight depoeits Time Seposiis Tiztal
imrement | share Incresyen share increment
make in tartal mie 4 in iotal Faie real
hanth im relation | depoaiti in relstica § depoaits in relazion | meashly
aall in Billions | 1o precsdieg | [in i Bidlions {10 preceding {in im bilai | 16 precediag fincrement
year ofdomngs | month  {peroeeds) | ofdoogs | manl percemis) | of doogs miill rwe
IEE Ea8 ] w e i1 . 4400 IT& - -
' f 1) ny 414 TR =2 L1 3T T4 685
W 197 12 5% 258 324 6.1 L] 443 446
¥i L] e a2 gk ] i ) 18 i 2 M
VI 214 A9 Tk A5 2 L1 5467 14 30
Wil i AT S5 473 mE LAk el e 137
X 251 126 3il S0 LK &9 k- 75 156
X 1 3 37 622 4 L w4 1.7 1.3
i 83 W | 78 185 w2 | 106 155 125
xie L) iR =3 A48 1459 ol 1B 1% T&
31 ki =14 et Far i 413 BOO bR 26548 s e
n k] o 173 143 182 e ) T30 153 104
il i “HlT 132 L] 154 Bal 100 & &1

Source: Data of the Ministry of Finance of Viet Nam, Authors' own cgfrulations.

Value increment of a three-month time deposit of Dong 100
after one year {from March 16th 1989 till March 15th 19%0)

Deposit amount Interest Real value
{in dongs) {cumulated) increment.
{at the beginning '
of the period)
L. three-month period
{16.03. - 15.06.1989) 100 34,5 287
IL.three-month period
(16.06. - 15.09.1989) 134.5 20,6 32,2
Mlthree-month period
(16.09-15.12.1989) 164,1 34,5 252
[V. three-month period '
(16.12.1989 - 15.03.199() 198,6 39.4 271
After one year 2380 ¢ 1380 13,2

Source: Authors” own calculations. -
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From the point ufvinw.ﬁlfité dfrc'r:tcnmnth: banking system, the consequence of such .

a policy has been almsq[pmﬁi from bar:iung activity and the need for its subsidizing by the
state budget

According to estimates, the level of this subsidizing in 1959 amounted to about D 100
billions as far as development (investment) loans were concerned. Inreality, this subsidizing
level was higher, if Iost state budget revenues from the otherwise possible profits of the
banking sector wers mu_q}cm however, a precondition of their obtention would have been
as appropriate scale of lending activity,

' The sources for covering the differences between interests payed on deposits and
received on loans from the relatively low interest rate opn sight-deposits of enterprises
{which, practically, constituted the sole form of their deposits) as well as from non-interest-
bearing current accounts of enterprises®. The basis for granting loans to enterprises has
been, on the one hand, the banks’ own capilal, the current accounts of enterprises and their
sight deposits and, on the other hand, the households” time deposits (83 percent) and sight
depaosits (15 percent), the ratio on these two parts of the lending basis being, as on March
dind 1990, about 1:1 ' : '

The evaluation of the lending basis of the banking sector requires the additional
information that a decidedly prevailing part of credits granted in 1989 were short-term
current credits and the peneral criterion for setting the loan repayment date was the
production cycle length of the given enterprise,

Although no direct control in the shape of fixed lending limits was formally used, the
relatively highinterest rates (see fig. 7) did not, in practice, constitute the only criterion of the
enterprises’ burmmng. Apart from the creditworthiness aditionally taken into account by
the banks in individual cases, there was another limiting factor, namely the required high
liguidity of the han]ung sector regulated since mid-1985 by newly introduced instruments i.e.
by rules on refinahcing credits, b!;gam:y minimum reserves and varably d?:.ttrmmed bank

liquidity ratios. .

The relative shortage of bank credits with interest rates determined by the central bank
is testified by the fact that the enterpnises fn:qu::ﬂtiy use credits in the shape of caution
contracts between the bank director and the borrowing enterprise. For exampile, data for the
Ho Chi Minh (Saigon) city and region show that, as a resulz of the lending rules adopied by
the banks in this pﬁrt of the country, two thirds of loans granted to enterprises are subject to
interest ratesset by central decisfons, while one third - to contractual interest rates, In renliﬁ.
the share of the latter has proved to be much higher. Moreover, there have beenin the whole
country cases of contracting much more expensive loans from cooperative banks and
sometimes even directly from households. '

w Available data on inlcrest raies on enierpriscs’ doposits regard these interest rates for the period from
10.02. 1990 1l 20.03.19%0 only. They amounied to: 3.2 pereent on sight deposits and 24 percont on three-
month deposits; and afier March 20th 1990, they were set @t 0.9 and L8 perecnt respectively.
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Table 7

Interest rates on loans granted to enterprises r
1989
16.03 - 31.03 1.04 - 31.05 106-3006  1.07-9.02.90
A for preferential :
PUrposes
investment  1.5% - 5.4% 5.95% 4.5% 3.3%
current LE%-60%  60%-61%  465%-48% 3.51%-357%
B. for ordinary
purposcs
investment 6.18% - 6.33% 4.98% - 531% 3.63%-3.87%
current 6.24% - 6.50% 51%-55% 364% -40%
C. outstanding
Ioans
investment 189 8% 6%
current
D. for special
PUTPOSES
investment by 20% less by 209% less B9 2.1%

current in comparison  in comparison
with interest  with interest
on ordinary on ordinary
loans loans

Interest rates on loans granted to enterprises (continued)

10.02 - 20.03.90  beginning with 20.03.90

Chilization purpose 25%-3.6%  depending On borrower groups (e.g. for
determined according - for production technology improvement
to branch criterion 1B percent; for food and agricultural

product purchases - 2.0 percent; for
mechanical industry - 2.4 percent; for
industrial production (the remaining
industry branches) - 2.7 percent; for
ecommerce, exports and imports -

2.85 percent; for tourism and services -
3 percent.

[:l.ur:ms credits: 2.1 - 3 percent)
preferential credits for general building -
0.81 percent

outstanding 6% 3%

L]

Source: Data of the State Bank of Viet Nam
1%
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Apartfrom the positive effects the solutions introducing lower interest rates on loans
granted to enterprises exert from the point of view of enabling the latter a solter adjustment
to difficult stabilization conditions, the imponance of the adopted monetary policy for the

macroeconomic relations can hardly be overestimated.

The dynamic increase in the houscholds’ deposits, in particular time deposits, has a
very substantial significance for the evaluation of the stabilization program implementation
in Viet Nam in 1989, since it has become one of the important sources for eovering the credit
emission by the domestic banking sector. Unfortunately, data onthe development of money
supply and its respective components both in the preceding period and since the start of the
stabilization program is not available, so it is not possible to draw enequivocal conclusions
as to the influence of the monetary policy changes on the considerable reduction in inflation
rate. Therefore, conclusions must be limited to an attempt of formulating some hypotheses
oniy. ' -'

The substantial increment in the household’s bank deposits (by more than D 1 billion)
in 1989 was accompanied by a cerfain increment in the enterprises’ deposits in domestic
currency as well of deposits of enterprises and households in US dollars. It results from the
available data that the increment in the enterprises’ deposits amaunted to D 600 billion over
the peried from March 1989 ull March 20th 1990, Tt is also known, that, in March 1920, the
balance of deposits of both enterprises and households amounted to USD 350 million
{whereof USD 320 million from enterprises and USD 30 million from private and foreign
entities). This is, at the present official exchange rate of D 4,300 for one US dollar, equivalent
to D 1,505 billion. A part of this balance corresponds, as may be supposed, 1o the increment
in deposits during 1989.

On the other hand, the increment in loans [rom the domestic banking sector in 1989
amounted 1o D 1,400 billion for state-owned enterprises, cooperative and privale sectors”
jointly, along with an increase of D 1,653 billion in loans from the central bank 1o the state
budget. Loans from the central bank to the stute budget had a different weight since they
brought about an increase in money supply, this not hciné; indifferent with régard 1o
infllationary processes. :

On this occasion, two questions arise, First, why was at least a portion of the state’
budget deficit not financed with loans from commercial banks, since their lending capability
in 1989 exceeded - as it seems from the above-mentioned data - the volume of loans really
- granted to the non-budgetary sector. Second, which were the fictors that cavsed a radical
reduction in the inflation rate, although the scale of financing the budget deficit with central
bank loans was similar to that of the preceding year.

¥ Asop 20031990, the Jevelof indebtedness oleconomic agenis with ihe banking sectof anveaied 14 (23,40
billionofwhich: state enterprises owed D2 A0 BilIoN, the copperative sector - D0 bilion, and the private
sector - [ 300 billion; the increment in lbans granted bepween the beginning of 1990 and March 20th

amounted w D J.II: billicn.
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A partial angwer to the first question can probably lie in the under-developed institutional
structure of Viet Nam's banking sector, and that in spite of the fundamental reform
undertakenwith this regard in recent years. An additional justifieation lies, may be, inthe lack
of appropriate forecasts at the start of the program as to the future development of bank
deposits over the year and in the considerable degree of uncertainty which would be inherent
in any attempt 10 estimate this value even approximately. In consequence, appropriate
transmission was, 50 (0 say, missing between the potential lending action by commercial
banks and the central bank loans to the state budget. An attempt to answer the second
question is incomparably more difficult, Here, at least two essential problems having been
discussed in connection with the theory and practice of other countries’ stabilization
programs must be reffered o,

The first one regards serious controversies as to the possibility of a precise or even
somewhat approximate estimation of the budget deficit amount in high-inflation countries.
Apart from the frequent unavailability of reliable data, comparable over a longer period, as
well 25 from methodological reasons, the problem consists in the fact that certain expenditure
items are omitted in the budget, in particular those which create the so-called quasi-fiscal
deficit of the central bank (Inflation, 1989). This is a kind of hidden (nowhere officially
registered) public sector deficit which results, among others, from subsidizing different
economy sectors through selectively granted central bank loans, from a part of external trade
fosses as well as from deferred debt repayments by the state budget.

The existence of this kind of quasi-fiscal central bank deficit till 1988 (and, may be, to
a ceriain extent, al present 100 seems very probable in the Vietnamese economy. The
elimination of a part of this deficit {in 1989, among others, as a result of the changed lending
policy with regard to statc-owned enterprises and of a relatively high debt repayment) might
have contributed to the inflation rate reduction. '

The second problem regards the unequal influence exerted by budget deficit financing
wiih central bank loans on the scale of inflationary processes in dependence on at least
several essential factors™. They include - beside the evident change in the state budget to
GDP ratio - among others. the ratio of the monetary basis (central bank maney) to the GDP
aswell as the change in the real demand for money as a result of changes in inflation rate, real
income and interest rates. The latter determine the scope of the “non-inflationary component
of central bank money emission” or, more precisely, “non-inflationary component of the
money basis increment as related to GDP level” (Dani Rodrik, 1989 p.11).

In Viet Nam's case, even if an unchanged budget-deficit-to-GDP ratio is assumed, it
seems the remaining factors might have exerted a favourable influence toward inflation rate
reduction. This regards both the probably augmented (in comparison with the preceding
year) money-basis-10-GDP ratio and the increase in real demand for money, mainly as a
result of the inflation rate reduction and the tangible increase in interest rates.

¥ CL: Kiguel N.A, Leviatan N, (1988) p.282-284; Inflation (1989) p.11-20; Rodrik (1989) p. 10-15.
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To sum up, beside the conclesion on the favourable influence of the monetary policy
on microeconomic relations, a more gencral hypothesis can be taken as justified. By
mobilizing a considerable increment in voluntary savings as well asby its favourable impact
ondemand for money, this policy might hiave contributed to a non-inflationary financing of
a part of the budget deficit, this making as essential difference in comparison with previous
years, o ’

2.3, Policy with respeet to gold and exchange rate pulicy
23.1. Policy with respect to gold

The policy with m:;pe:l'tn gold plays a particelar role in the Viernamese cconomic
stabilization program. This results from the pecularity of the widespread Vietnamese
tradition of hoarding gold as a specific safeguard of certain minimum financial standing and
reserve for the futere of almost every family, Meeting a defined households’ demand [or gold
isof fundamental importance for the stabilization of the domestic price of gold and, indirectly -
of the foreign currency price as well as of other prices in the home market.

The revolutionary change in the gold policy in Viet Nam consisted in the abolishment
of state munopoly in the gold trade (by virtue of a Council of Ministers decisionof May 1958);
this move was accompanied by acquisition of a considerable quantity of gold {estimated at
10-15 million tons) from abroad at the end of that year. The financing sources of this
transaction were never published, although it can be supposed they were connected with
anticipated rice export receipts for 1989 which excecded USD 250 million; hence, any
discussion on the real or alternative cost of this move can by hypothetical only. It is only
known that the gold reserve has become an important part of the general staie reserve and
a kind of stabilization fund.

After the abalishment of the state’s exclusive right w buy and sell pold which, afterafl,
had ot been profiiable for the state and was accompanied by a large-scale legal trade i
gold ot prices whilch, in peak inflation periods, reached Dong 4.4 million for one Fur-Eastern
ounce {37.5 g), thus almaost twice as high (at black-market exchange rate) than the world
mirket price, the official price practically unified with the free-market price was, be ginning
with May 1989, stabilized at a level more or less corresponding 1o the world price (see fig.8
and table 8). O
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At present, gold purchases and sales from and by the population take place withinstate,
cooperativeand private sectors. Essential sources of gold in the Vietnamese marketare: gold
resources in the population’s possession, local gold output as well as gold impaorts which are
free if carried out by state banks or require license if performed by non-bank agents.
Individual persons can bring gold with them without restriction; exports by private persons
are limited to 2 units®, .

The government still attaches great inportance to gold purchase and sale by the banks.
They orientate the policy with this respect and play a substantial role in the sphere of gold
market control. If necessary, state interference through banks in the shape of appropriate
gold supply change is performed.

The policy with respect to gold is credited with great effectiveness in curbing the
inflation. Operations aimed at stabilizing the gold price are hardly to be overestimated, given
the importance of this price as a significant key 1o stabilization of prices in the Vieinamese
ceonomy. But it is worthwhile to emphasize the comprehensive character of stabilization
policy measures having been used - in particular those of the monetary policy and policy with
respect to gold. The introduction of very high positive real interest rates on the households’
bank depositsin mid-March 1989 brought about, among others, a trend towards partiaiscale-
out of gold resources by the population in order to make highly profitable money depasits in
banks. This constituted one of the elements augmenting the gold supply in the domestic
market. Thus, a previously non-existent form of substitution between locating one's resources
in gold and in domestic currency has been created, this being by no means of considerable
importance with regard to the recovery of confidence in domestic money.

Another link between the monetary policy and the policy with respect to gold are
savings deposits in gold used in the Ho Chi Minh city and region in the first place, butin some
other provinces of Viet Nam too. The households’ deposits in gold are accepted by
cooperative banks, while the state banks accept them indongs as equivalent of a defined part
" of an ounce of gold and these deposits constitute a kind of three-month time savings. The
basic attribute of this form of savings the bank guarantee as to preservation of gold
equivalency at the actual price (basing on price for one ounce}. Interest paid by banks on
gnh:l-ﬁas:d deposits is set by banks at a leve] always scmewhat Jower than that on ordinary
(not gold-based) deposits. Although the gold-based deposit form has not gained much
popularity and plays a marginal role as to its share in the total value of the population’s bank
deposits, its role could possibly consist in the utilization of the psychological factor for
stabilization purposes by ¢reating, so to say, an atmosphere of guarantee, backed by the
bank's authority, that there will not be any strong trend towards gold price rise. Because,
otherwise, the bank having aceepted gold-based deposits from the population would be

¥ A unit is equal 10 37.5 g Le. one Far-Eastern ounce.
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liable to suffer serious losses. Finally, the policy with respect to gold is, under the stabilization
program of the Victnamese economy, a kKind of specific platfortm and “anchor™ for the
exchange rate policy.

2.3.1. Exchange rate policy

Theexchangerate policy iscontained within thelimitsof generally a ppii::-d stabilization
propram patterns (Aspects, 1987). The vniform exchange rate of dong in relation to US
dollar introduced on March 131h 1989 (instead of differentivted exchange rates hithero in-
foree: L 900 {or one dollar for commercial transactions made under the plan and D 3,500 for
non-commercial payments and commercial transactions made off the plan has been devaloated
down to the black-market level e, D 4,500 for one US dollar, Preliminary step for this move
was, beginnig with October 1988, a pradual exchange rate devaluation for non-commercial
payments and off-the-plan transactions (10.11.1985 - 2,600 D/USD,; 10121988 - 2,800 I/
USDy, 26.12.1988 - 3,000 D/USD,; 16.1.19%0 - 3,300 D/USD; 16.02.1990 - 3,500 DyUSI.

The exchange rate system in-force is a flosting rate controlled by the central bank;
adjustments in the basic exchange rate evel are made at irregular time intervals, Since the
moment of exchange rate unification combined with the devaluation of March 1984, the rae
was revaluated twice: on June 5th 198% - up do D 4,200 for one dollar, and on June 22nd of
the same year 1o the level of D 3,900 for one US dollar, and devaluated once - on Fch:unrg_
2nd 1990 down to D 4,300 for one dollar.

Animportant reference point for monitoring the fluctuntions of the exchange rate level
and its chanpes is the value of the US dollar in free-market {non-bank) transactions.
Generally speaking, in the light of the existing exchange rate system, the bank rate and the
market (non-bank) rate show certain small temporary dovergencies only {of a few percent
order). Thus, the dong/US dollar exchange rate can be considered to be an equilibrium rate
for private marginally profitable transactions.

The change of the exchange rate system is accompanied by a far resching liberalization
of foreign exchange repulation. Since April 1989, praduction enterprises are entitled 10 buy
and sell foreign currencies; since 1990, compulsory reasale of foreign currencies earned by
suchenterprises to the state has been abolished. A bank-controlled dollar turnover between
enterprises has been permitted. Enterprises are also fully free to contract foreign loans.
Doflar loans from domestic banks are granted with 13 percent annual interest rate.

Bank deposits of enterprises in foreign eurre ncies bear interest, Also, fureign currency
accounts for households are kept; the sule deposit form are sight deposits with annual
interest rate of 5,3 percent. And there is no need to docement the origin of resources being
deposited on foreign currency accounts, except that the frecdom of transferring or taking
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them abroad is limited to those amounts only which have come from abroad. When travelling
abroad, Vietnamese citizens have the right to buy in the bank the amount of 20 dollar only.

The success of the exchange rate policy as an element of the Vietnamese economic
stabilization was certainly enabled by the above-described moves with respect to gold policy.
The exchange rate in-force seems to be a rate which - approximately, of course - equalizes
the world and domestic gold prices.

The susceptibility of the exchange rate level to stabilization, and even to diminishment
of the dollar price in dongs in the first program implementation phase, was undoubtedly
fostered by the use of a high real positive interest rate on, households deposits with a clear
preference for domestic-currency deposits over dollar deposits. A certain temporary imponance
can also be attributed to dollar transfers to Viet Nam made by Victnamese emigrants
amounting to about USD 100 million yearly. This is a relatively high amount, given the, total
fevel of the countrys external settlements in convertible currencies.

 Whereas it may seem striking that the relatively deep devaluation of dong in relation
to dollar performed in mid-March was not reflected in a price level increase. Quite the
reverse, after a relatively low, smaller than in January and February 198%, monthly inflaticn
rates in March and April (amounting to 5.4and 3.5 percent, respeciively), a fallin the general
retail price level lasting till August took place. It seems that this rather untypical development
can be atrributed to a number of factors,

These factors inchude, in the first place, a very low share of external trade, in particular
that settled in convertible, currencies, in the countrys national income and domestic product.
The role of the exchange rate (900 D/USD) used before March 1989 with respect to
commercial transactions concluded under the plan probably was marginal only (since 1958,
foreign trade decentralization and liberalization were gradually introduced and, in addition,
preference was given to trade with COMECON countries settled in non-convertible currencies).
Dievaluation, as referred to the exchange rate of 3,500 D/USD previously in-force for non-
commercial payments and off-the-plan commercial transactions, was less than 30 percent.
And the gradual devaluation of this exchange rate since October 1988 could be partly
absorbed by the price rise in the last months of that year and in the first two months of the
following year. :

Another factor, the influence of which could be of some importance for the effects of
devaluation was the use of corrective accounts in the foreign trade. The abolishment of this
subvention and sorcharge system could have been reflected, among others, in a relatively
insignificant rise, and even lack of change, in prices of a part of imported goods as well as of
exportables. The increase in prices of importedd goods, in particular of investment and
procurement goods, could also be limited by the additional factor resulting from both the
change in the general financial environment for enterprise activity, particularly tangible after
March 1989, and external trade liberalization.
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Under the new conditions a part of enterprises were not able 1o burden the customers
with the augmented costs of goods produced by them. This especially regarded producers of
goods manufactured with imported inputs. In their case, the barricr blocking such a
possibility mainly consisted in the relatively easy access of their customers to relatively
cheaper - given, in particular, the higher quality - foreign goods. Such hypothesis withregard
to devaluation effects in Viet Nam is put forth by A.Weod who thinks they mainly consisted
in a reduction in profits derived by the relatively few producers wha previously (ie under
conditions of import controls} had access to imports, and to a limited extent only had to do
with an increase in prices of imported goods in the domestic market (Wood 1989).

As far as consumer goods were concerned, the free market in Viet Nam eomprised,
accordingtoavailable estimates, about 40-45 percentof the total retail trade (Florde, Vyider,
1988 p.71). Consumer goods imports paid in convertible currencies were undoubtedly
concentrated just on this market and were performed at black-market dollar exchange rate
down to which, approximately, the unified exchange rate of dong in relation to convertible
currencies was devaluated in March.

An important element blocking the possibility to raise the prices of home-made |
consumer goods has been included in the stabilization program as a resultof the implemantation
of the “outwardly open economy” policy assumed therein. Beside the new law on foreign
investments and the export development program, it includes a far reaching liberalization of
imports, in particular with regard 1o consumer goods for which a great demend exists and
which can play an important rale from the point of view of competition with huEnI:-mnd-n:
goods. In the Victnamese economy, the policy of liberalization of consumer goods imports
has a rather peculiar, 50 to say, double dimension. This “second” dimension results from a
relatively significant role of the illegal and quasi--legal turnover with abroad. This turnover
can not be easily fought because of the character of the Vietnamese frontier and the
extremely primitive conditions under which a part of population engage themselves in

* contraband.

Although the duties and taxes on selected goods coming from imports {cigarettes,
| alcohol, beer, cosmetics) are relatively very high, the supplyof these goods in the Vietnamese
market is quite significant. 5o, it is difficult to find cut whether the authorities really are
consistent in theirwill to observe the adopted decisions but encounter fundamental obstacles
in the shape of unde::-d:w.hpud economy with an infrastructure leaving much to desire, or,
may be, “accept” the cx:lslm_g state of alfaires, considering it tobe a pntl.mL at leaslat short
range and to a certain extent instrumental, solution to the s:tuat:un with Iﬂip‘:ﬂ to the
provision of thi: market with consumer goods.

In order to evaluate the exchange rate policy from the, point of view of Vietnams
balance of payments in 1989, one must, go back to a short characteristic of the countrys
turnover with abroad in the past. It was, above all, donunated by scitlements in non-
convertible currencies with COMECON countries. There was a chronic balance of a
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payments deficit both in transfer rouble and convertible currency settlements. The balance
of payments deficit was accompanied by growing external debt which, at the end of 1989,
amounted to USD 2,398 million and SUR 10,291 million (of which about USD 1,500 million
and SUR 300 million of outstanding debt).

In 1989 a positive trend appeared with respect to foreign trade settled in
convertible currencies. The exports (USD 916 million) surplus over imports (USD 579
miltion) was USD 337 million (in 1988 the trade balance deficit amounted to USD 138
million; exports and imports amounted to USD 465 and 603 million, respectively). This
surplus was mainly obtained owing to rice export - 1.4 million tons at average price of 200
USDjton making USD 280 million. Due to the very favourable weather conditions, the
exportable rice surplus amounted to 1.4 million of tons instead of the originally foreseen 0.5
million of tons,

2.4. Price and wage policy
2.4.1. Price policy

The price policy in Viet Nam up to 1989 was characterized by solutions generally used
ineconomies with central planing system. Subsidies {sometimes very high and growing in the
intesified inflation period 1986-1988) to prices of essential procurement and consurner
poods were widespread. This resulted in the relatively low prices of many investment and
procurement poods for state-owned manufacturing enterprises as well as in low prices of a
part of consumer goods (mainly foodstuffs) among which the official price of rice is to be
mentioned in the first place. The low official prices went together with sometimes manyfold
higher (in the case of rice - almost tenfold higher) market prices, while general shortages of
goods offered at official prices were inseparably accompanied by different forms of their
controlled distribution.

Beginning with 1989, the scope of the still remaining state interference in the pricing
sphere has been very narrow, The basic category of prices are contractual prices; prices of
a few groups of goods only are subject to state control which however, according to
declarations of representatives of the Ministry of Finance, is not tantamount to being
subsidized, This category of prices includes the prices of electric energy {raised threefoid
since February 1990), fuels, imported steel, imported fertilizers and a part of transport
services (this regards the municipal transport services for commuters the cost of which is
covered by respective enterprises).

The most important stili unsolved problem in the subsidies sphere are the very high
subventions to housing rents fixed by the state. At present, rental paid by the state sector
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workers does not exceed about one percent of their wages. The remaining cost is, in the case
of statc-owned houses, covered by the state budget, whereas in the case of not individually
owned non-state houses - by enterprises.

2.4.2. Wage policy

The wage policy sphure in Viet Nam s propably the most difficult to be evaluated. The
impossibility of a reliable assessment of the wage level and its changes results from the
extremely poor level and the specificity of data acquisition in this field by competent
institutions, a considerable regional and sectoral differentiation of wages as well as from the
difficulties inasceriaining theshare of wages among other income sources of the Vietnanese
population. :

The povernmental wage policy concerns the state-owned sectar, With its 28-percent
share in the national income creation (1988) this sector employs 28 million persons of which
- 3.149 million in the industry.

In Vietnam, as opposed (o other once planned economies being at present reformed,
no wage increase limiting system was introduced. This resulted, among others, from the
specificway of remunerating the workersemployed in the state-ownedsector; the basicwage
component consisted up to the end of 1988 of “coupons” entitling to monthly purchage of a
defined quantity of rice at official price mani{old (about tenfold) lower than the free-market
price®. The fact that, under conditions of the extremely deep poverty and the shortage of this
commodity of, basic importance for the populations alimentation, its consumption level
became an elementary indicator of the standard of living changes, found its expression in the
still now used method of measuring the changes in real wages by the number of kilograms of
rice which could be bought by the nominalwage. Tvis just in this way that the Gidlin real wapes,
beginning with 1985, has been interpreted. Ths, the unofficial data obuained from investigations
carried out by the Miniﬂ;}f of Finance show that real wages in the state sector in mid-1988
were equal to 50 percent in comparison with the level of nominal wages in 1985 (after a
general price and wage regulation). The specific real wage change index expressed in the
above way means that the quantity of rice which could be bought for a nominal wage was in

‘mid-1988 by one half less than that of 1985,

As reference point in these comparisons, the officially fixed minimum wage {so-called
departure point for wage determination) is adopted in the state sector, The level of this
minimum wage which, till October 1988, amounted to D 200 was raised up to D 2,730 1n that
month. Afier thiscorrection, the real wage in October amounted to 70 percent of the nominal

"

* Beside rice allowances, rationing of pther foodsiulls was also wsed.
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salary in the state administration and 80 percentof the nominal wage in the production sector
{incomparison with 1985). Because of inflation, this index fell down to 56 percent till the end
of 15985.

After a successive correction of the minimum wage up to D 22,500 made on January
15t 1990 and upon abolishment of the dual rice price (official and market prices) as well as
of "coupans” entitiing the workers of the state sector tobuy their rice rations at official prices,
the real wage in this sector amounted to 90 percent of the nominal one (in comparison with
1985)®. According to the same measurement method, nominal wages at the beginning of
1990 amounted to 80 percent in comparison with the beginning of 1982 and to about 70
percent in comparisonwith 1985. The minimumwage level in the state sector constituting the
reference point for the above comparisons is of a very limited indicative value,

At the beginning of 1990, the average wage amounted to about I 40,00 in the state-
owned industrial production sector and to a little less in the state administration sector, But,
inclusive of the flexible part of wages in state enterprises, these wages attained the level of
about [ 70,000. An additional, hardly measurable wage element in the state sector are
housing subventions haui.mgb:én discussed in more detail in the section {ﬁgarding the price
policy.

The above mentioned considerable income differentiation in the state companies
sector becomes incomparably greater if the comparison scope is extended on the private
sector and if, in addition, regional differences are taken into account. Thus, e.g. the wage of
a “well” earning skilled worker employed in a private enterprise in the Ho Chi Minh region
and city amounts to D 200-300 thousand. The level of these wages is considerably higher in
this region than in the remaining parts of the country',

3. PROGRAM RESULTS IN THE REAL SPHERE IN 1989 AND FORECAST FOR 1990

In 1989, the real gross domestic product rose by (L8 percent and the national income
by 1.6 percent (in 1988, by 7.6 and 5.7 percent, respectively). The agricultural production
grew by 9.4 percent. This index regards the total agricultural production eonverted to rice
{according to rice prices); it was estimated at 21.4 million of tons whereof the actual rice
production was 18.9 million of tons. From a country suffering from a chronic shortage of this
commaodity in satisfying the needs od, demestic consemption, Viet Nam has become the

™ This index is to be interpreted as folows: in 1985, the minimum wage of D 220 was equivalent 1o aboot 50
kg of rice, whereas since January 1990 the minimum wage amounting o [ 22,500 has been equivalent 1o
abowl 45 kg of rice, -

W Apcording 1o an estimate of the regional Finance Depariment, real wages showed a slight increase in 1985
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worlds third biggest {aflter USA and Thatland) rice exporter, with exportable supply surplus
of 1.4 million of tons. This partly resulted [rom unexpectedly favourable weather conditions,
but a decisive role was played by the modified pricing policy which consisted in the
abolishment of the dual price system and in maintaining the state purchase prices paid to
agricultural producers at a lower level than that of market prices. At the same tume, the
previously existing system of contractual agricultural product deliveries linked to the supply
of in-advance deflined fertilizer quantities was abandoned (the price of 1 kg of fertilizer
corresponded to that of 2 kg of rice; now the ratio between these two prices is 1:1). Also, not
* unimportant from the point of view of its impact on the agricultural production volume was
the trend to move away from collective ownership forms towards private ownership.

Another adventage of the abandonment of dual prices and “coupon™ rice rations for
state scotor workers was the fact that reserves of this commodity previouwsly kepl by
households, estimated at 50 kg on the average, were so 1o say “released” (now, they amount
to about 10 kg per household).

The price ol rice onthe Vielnamese market remained unchanged between March 1959
and March 1990 :t the level of D 500 for one kilogram. This fact, though advantagecus from
the point of view of the stabilization of domestic prices, is considered to be unfavourable for
the farmers, since it is tantamount to a relative decline in their purchasing power in the light
of the still persisting, certain increase in prices of other goods. The factthat the state does nol
have at its disposal a necessary reserve 1o purchase in due time rice production surpluses at
prices high enough to encourage production is considered to be a negative aspect of the
existing sulution, These surpluses have been purchased by privale tradesmen at 100 low
prices. By the way, a similar situation exists with regard to other agricultural produets such
asvegetables and pork surpluses. Especially meaningful with this respect is the fact that, this
year, inorder to buy @ pack of luwury cigarettes, (4,000 dongs) a farmer must sell about 30 kg
of vegetables, The necessity to establish a state reserve fund for the purchase of agricultural
products at prices encouraging production is stressed by the authorities and recognized -
alongwith the need for considerable investment expenditure - to be one of the most urgent
problems to be solved in the sphere of the agricultural policy. It is worth noting that the
relatively considerable increase in the purchasing power of farmers with their high share in
the toial employment has constituted a factor partially alleviating the effects of the stalalization
program which has diminished the demand from people employed in the industrial production
seclor,

Asopposed to the agriculture, a decline in industrial production estimated at 3 percent
in real terms took place in, the whole countrys scale in 19589, The volume of this decline was
unequally distributed over different parts of the country. In the Ho Chi Minh region and city
making a specific enclave from the point of view of industralization (its share in the total
production of consumer goods makes about 40 percent and is still higher in the exports of
these goods), the share of private ownership and the implementation of relatively innovative
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sulutions in the financial system with a time advance in refation to similar solutions in the
remaining parts of the country, the industria! production in 1989 (at 1982 prices) fell by
almost 6 percent in comparison with the preceding year. Changes in production volume in
relation to the expected one affected, toadifferent extent, the state enterprise sector and the
non-state sector (cooperatives and private handicrafis). In the latter sector, a real production
increase of 4.5 percent took place.

It is estimated that from among the industriahenterprises situated within the Ho Chi
Minh city and region profitable enterprises make 20 percent only, 40 percent are near zero-
profitability limit; whereas the remaining 40 percent are enterprises on the brink of
bankrupicy. Some have been closed down, a part of them are running at 40-30 percent of
their production capacity.

The 111 quarter of 1989 is considered to have been the most critical period from the
point of view of the development of production processes. In the I quarter the production
* level was relatively normal, in the 1T quarter a stagnation appeared with a growing number
of unemployed receiving 70 percent of their pay (this unemployment benefit level results
from legal provisions existing since a long time in Vietnam). The above-mentioned stagnation
combined with the increase in vnemployment resulted from growing difficulties in the sale
of products of a part of enterprises and, consequently, from their limited possibilities to
acquire procurement materials. 3

According to preliminary estimates by the Ministry of Labour, in 1989 the so-called
excess labour in the production sphere (inclusive of agriculture) amounted to 13-17 percent
of the total employmend and in the state administration - to 10-20 percent. In the 1990
budget, resources for unemployment relief have been provided.

Unprofitable state enterp.rises have been given a chance to be transformed into joint
state-ana-private enterprices (in the, form of company or employees stock company),
cooperatives, or to be leased to domestic or foreign private persons. In their case, the
possibility to sell their movable and immovable assets has also been provided.

Prospects for 1990 are rather favourably assessed by representatives of the Vietnamese
government. The mean monthly price rise rate is assumed 1o amount to 2 percent {in
February, it was 3.8 percent in relation to January; for March a price rise rate of somewhat
over 2.4 percent has been assumed). Agricultural production is foreseen to attain a level not
lower than in 1989. In the industry, after a very difficult pericd in particular in the middle of
the last year, a gradual recovery takes place. A part of enterprises still experience difficulties,
but the share of those which have managed to improve the production quality and even to
change their product line s giute considerable too. At present, real wages show stability after
a slight fall in 1989,

In March, interest raies on households bank deposits were lowered once more.
Nevertheless, savings deposits of the population continue to grow. The necessity to go over

to the system of higher interest rates on bank loans than on savings is recognized.
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4. EVALUATION OF THE PROGRAM

The mostimportant feature of the Vietinamese stabilization program from the point of
view of its results achieved in a short period is the suppression of inflation which, as distinet
from alomst all similar initiatives having been undertaken in other cuntries (with the sole
exception of Israel) is not accompanied by economic recession but by a slight, to be sure,
nevestheless positive trend in production. This resulted from several factors the importance
of which is different from the point of view of evaluating the vsefulness of the Vietnamese
experiences for countries for which, like for Viet Nam at the beginning of 1989, the problem
of a skillful combination of internal demand reduction with economic growth promotion is
aill open. '

The first group of these factors includes the relatively high economic growth dynamics
in 1958, Rather good results inagricultural and industrial produsetion contributed toa certain
fall in the inflation rate in the latter halt of 1988, The unexpectedly fovourable weather
conditions in 1989, in turn, were conducive to good crops in the agriculture, in particular to
hiph rice harvest with 51.ippljr surplus for export. '

The second group includes factors resulting from the specific structure of the Virtnamese
economy. It consists, among others, in the relatively low share of industry in the domestic
product and national income, especially of the state sector which is relatively the most
susceptible to recessionary pressures of the stabilization policy as well asin the very lowshare
of foreign trade, in particular of that which is setled in converntible currencies.

Fingnally, the third group of factors, the most important for the evaluation of program
results, includes the character and sequence of solutions adopted within the framework of
the Vietnamese stabilization policy package. In other words, these were the key elements of
the program, while the two former factors growps constituted a certainsupplement only and
their influence was mainly reduced to modifying the scale of the effects achieved as a result
of the choice and implementation of those clements.

It scems that the most important solution and, at the same  time, giving the most
characteristic feature 1o the Vietnamese stabilization program was the solution adopted in
the lield of monetary and credit policy which consisted in the introducton, sinee mid-March
1989, of high really positive interest rates on, hoeseholds’ bank deposits as well as of high
really positive, but considerably lower than the former, interest rates on loans granted o
enterprises. The solution  was introduced in a peried of moderate inflution {one-digit
inflation rate in monthly scale) and of a sustained descending trend in price rise rate
beginning with the latter half of 1988 (with only a sligh increase in the monthly rate in
February 1989 upto 9.2 percentin comparison with the Janvary rate of 7.4 percent; in March
theinflationrate amounted o 5.4 percentonly ) (see table 2). Atthe same time, only two kinds
of deposits i.e. sigh deposits and three-month time deposits were admitted; this solution also
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seems highly justified under conditions of an economy with a relatively (according to world
standards) high inflation rate and not-so-far past when yearly inflation rate amounted to
several hundred percents. The parallelly taken measures aimed at stabilizing the gold price
in the domesetic market at a level approximating the world price as weell as at stabailizing
the doflar exchange rate formed a kind of triad which stabiilized the purchasing power of the
domestic currency and restored confidence in it

The policy of very high real positive interest rates on, households’ bank depaosits,
supplemented with gold and dollar price stabilization, became the source of accumulation
of relatively very high voluntary savings of households in the bank. Their almost tenfold
increment (reckoned together with interest) over the period from mid-March till the end of
1989 created, to a certain extent at feast, an alternative to the need for having recourse to
compulsory savings on macroeconomic scale. Tt seems that the Vietnamese approach to the
economic stabilizaton program justifies the hypothesis that, in developing the program,
microecanomic relations were adopted as the departure point, without trying to “force” this
ECOTOMY 50 to $ay in advance into a too tight - in ralation to the given short-term possibilities
- corset of macroeconomic equilibrium rigours. This undogmatic approach to stabilization
palicy which possibly resulted from the lack of obsessive insistance on full {down to zero)
supression of inflation even at the cost of deep recession, probably was largely justified in
Viet Nam by the very deep chronic budget deficit and insignificant chances of its short-term
reduction, among others in the light of the very weak tax system little susceptible to changes
which might lead to an increase in budget revenues.

The unorthodox approach to the problem of state budget equilibration found its
expression La. in the, uneonventional for market conditions, policy of lower interest rates on
loans, to enterprises than on households” bank deposits. This policy entailed relative losses
[or the banking system and, consequently, for the state budget, nevertheless s choice was
motivated by the inténtion to avoid blocking the economic activity of enterprises (among
others, the state-owned ones) which would, anyhow, find themselves in an incomparably
more difficult environment than before the start of the stabilization program.

This environment was considerably worsened by the intensified competition from
abroad, in particelar with regard to manufactured consumer goods. However the import
liberalization policy proved favourable from the point of view of both curbing the domestic
price rise and stimulating a quality improvement or, sometimes, change in products lines of
a part of domestic enterpises. The way of implementation of the “outward opening” of the
Vietnamese economy must also be considered to be one of the strongest points of its
stabilization policy.

Coming back to the problems of budgetary policy and state budget deficit in 1989, three -
positive elements, though of different short- and long-term weight for the stabilization
processes, are to be noticed. These are: a small, to be sure, but still tangible reduction in the
budget deficit measured by its ratio to total budget expenditure (here, the so-¢alled basic
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deficit i.c. exclusive of budget debt repayments is meant), an increase in investment
expenditure at the expense of current expenditure as well as the repayment of a part of
foreign debt of the state budget. :

In particular, the second of the above mentioned elements cerroborates once more the
allegation that the poals hierarchy in this case has been untypical of the majorty of
stabilization programs implemented in other countries. The choice infavour of the reduction
~ inbudgetary expenditure in order to considerably diminish the budget deficit within a short
time, gave way to an increase in investment expenditure, this being considered to be
favourable from the point of view of long term improvement of the economic infrastructure,
Tobesure,sucha treatment of the state budget deficit can raise objections as to the realtively
© *fragile” foundation of the stabilization considered in a longer perspective (Rodrik, 1989).
Its rightness must be evaluated in dependence on development prospects of several basic
elements which are of decisive importance for Viet Nam's stabilization process both inshort

~ &nd long run. Theyinclude, in the first place, maintaing of the high propensity of households
for savings induced in 1989 (now estimated at about 20 percent of incoms) indispensable for
securing a sufficiently highdepositincrement in 199} and, possibly, in the following years too.
“The sustained dynamic increase in deposits (mostly time deposits) in the first three months
of 19% seems to lestify of considerable potential possibilities with this respect, aithough the
reduction in real positive interest rates on the households’ bank deposits beginning with the
third decade of March 1990 can adversely influence the development of savings increments
inthe following months. Also, the relatively liberal wage policy canbecome a, factor fostering
an increase in the households’ saving, Similarly, trends in shaping the enterprises” deposits,
both in domestic and foreign currencies, are to be rather favourably evaluated. Another
favourable element is the establishment of the state food reserve and the assignation of
certain resources for purchasing agricultural surpluses from farmers; this is expected to exert
a beneficial influence on the income level of people employed in agriculture and, consequenty,
on continuation of the higﬁ propensity for saving.

Another vital element determining the possibility to sustain the stabilization of the
Vielnamese economy in the following years will be the scope of the foreign financial aid, since
the fragility of the Vietnamese stabilization program (state budget and balance of payments
deficits) consists in the first place in the absclute need for such aid. The budget deficit of D
2,730 billion foreseen for 1990 is expected to make 43 percent of total budget expeaditure.
(Arelatively high foreign debt repayment has been loreseenin the budget ). The basic deficit
i.e. exclusive of foreign debt repaymentis to be muchless (D 1,870 billion) and will make 34.2
percent of total budget expenditure, this being a rather subsiantial reduction in :umparisnﬁ
with 1989 (38.6 percent). To finance the budget deficit a loan from the central bank
amounting to D 1,200 billion and foreign aid equivalent to D 1,530 billion {of which D 850
billion for debt repayment) have been foreseen. Expectations as to the increase in foreign aid
regard Western countries in the first place (in recent years, Soviet Union was the main source
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of this aid, but beginning with 1990 a considerable reduction in this aid has been foreseen)
(Williams, 1988 p.110-11), including internatjonal institutions, among others the Asian
Development Bank and International Monetary Fund. In IMF experts’ opinion, results
achived in the stabilization of Viet Nam's economy can be recognized as justifying an
application for loans from the Fund. '

Among other elements exercising long-term influence on the succes of the Victnamese
stabilization the following ones are to be mentioned: the tax system having been implemented
since 1990 (Aspekty, 1990 p.16), the program for promoting foreign investments, the
polishing-up of the banking system reform as well as the planned development of treasury
bond system prepared in using French experts’ advice. 1t is the sphere of economic turnover
and settlements in convertible currencies that essential changes and establishment of
foundations for the use of rational solutions are still needed.

5, CONCLUSIONS FOR THE POLISH ECONOMY

LY

The above-presented analysis of assumptions, implementation and effects of the
Vietnamese economy stabilization program and its evaluation permit to draw several
apparently relevant conclusions for the implementation of the stabilization policy in Poland.

Restrictive monetary and credit policy makes an essential element of all stabilization
programs, including the Vietnamese one too. The substance of such a policy resolves itself
into the use of high real positive interest rates, But the exeptional success of this policy in Viet
Nam was determined by a few elements. The high real positive interest rates were introduced
in & period of descending moderate inflation trend (with one-digit monthly price rise rate},
this fact permitting to accurately lay down the interest rate level estimated on the basis of
inflationary expectations which proved largely consistent with facts. This had an important
impact on stimulating the households’ propensity for savings on a large scale. It was
additionaly fostered by the limitation of bank deposits to two categories only - sight depaosits
and three-month time deposits, this being reasonable under conditions of an economy with
a relatively high monthly inflation rate {measured by world standards) and very high inflation
in notsodistant past. Moreover, the interest rate policy was characterized by a relatively very
high flexibility. -

The unconventional solution consisting in the likewise positive but considerably lower
interest rates on loans granted to enterprises contributed to their protection, to a certain
extent at least, from deep recession. In the Polish stabilization program being implemented
since the beginning of 1990 the monetary and credit policy has not played a posotive role in
mobilizing voluntary savings of houscholds but has become one of important causes of
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fimancial difficultics for the great majority of enterprises. lseems that the lack of lovourable
effects with this respect resulted from several elements which distinguish the Polish solutions
from those adopted in Viet Nam.

First of all, the interest rate, though relatively high in comparison with that in force at
the end of 1989, considerably diverged, especially in January, from the real rate level. And
it 15 not only a divergence between inflationary expectations and the real monthly inflation
raie, i.e. a difference in interest rate estimation ex ante and ex post, that is meant here. The
real intercst rate in Janvary was from the very beginning laid down at a negative lavel, and
the almost twofold higher than expected monthly inflation rate only caused this negative level
to assume a much higher absolute value. In this situation, the only motivation to deposit
savings in domestic currency in the banks should be - and that in accordance with the adopred
solutions - the ralatively preater remunerativeness of lacating money in domestic currency
{evenwith a real negative interest rate ) than in foreign currency. Thas could, at the very mast,
contribute to a partial shift of resources between these two categories of deposits on
condition of an appropriate increase in confidence in domestic currency, but not to an
increment in bank savings as a whuole.

Secondiy, the price rise in the last months of 1989 and the relatively slower increase in
incomes brought aboul, at the same time, a considerable reduction in potential saving
possibilities. Moreover, given the very sever formula of wage rise blocking in the early four
manths of 1990 with its wnintended effects in the shape of a much deeper than assumed
reduction in real wages as a result of the above-mentioned much higher than expected
inflation rate in January and awell-marked skarpening of the tax system, the savinps growth
petential seems to be extremely modest. '

As a result of the above-mentioned solutions the initial focus on compulsary savings to
be achieved on macroeconomic scale (in the first place, in the shape of an equilibrated state
buslpet vnder given conditions ) has remained a predominant feature of the Polish stabilization
program.

The extremely rigorous income policy combined with the strongly sharpened fiscal
policy, in particular with respect to state-owned enterprises (in connection with the structure
and high rate of the so-calied “dividend™) plus very high interest rates on loans jointly
contribuled to a very deep recession in the Polish economy which, so tar, has been avoided
in Viet Nam's case,

With all this, it would be difficult to uneguivocally judge to what extent the favourable
results of the Vietnamese stabilization program have been a consequence of the coherent,
deliberated in detaill, package of policy measures and to what extent they have been, at least
partly, a matter of chance, since one can hardly help thinking that both the relatively liberal
wipe and income policy and the policy with respect to state budget revenues have resulted



from specific conditions prevailing in the Vietnamese economy and extremely unsusce plible
to short-term change.

This however does not alter the fact that the results of this policy (or, in certain areas,
of its lack) favoured the progress of stabilization processes.

It seems that in the context of the Vietnamese experience it is worthwhile to reconsider
the problem of the extremely rigorous requirement, included in typical stabilization programs,
1o achieve state budget equilibrium within very short period with all the resulting consequences
for microeconomic relations. In the case of the Polish economy this problem deserves the
more consideration as, beginning with the latter half of 1989, the relatively deep state budget
deficit was to a large extent the consequence and not the cause of the sharp inflation set in
mation in that period by the adjustment changes in the price policy. Arguments for the
priority of maintaining the budget sector equilibrium as a precondition for restoring a
relatively stable internal equilibrium are, just like the quecﬁnns put forward against such
approach, well known and, consequently, do not need any detailed exposition,

From among the remaining solutions adopted in the Vietnamese economy stabilization
program, the exchange rate policy and the accompanying solution with respect to foreign
exchange and external trade policy are worth noticing. In the latter sphere, aspecial role falls
to th import liberalization policy, in particular with respect to consumer goods, as an
important and effective competition ool which, in the hitherto implemented Polish solutions,
has been practically excluded by the vse of high tariff walls.

In the exchanpe rate policy, beside important similarities, several differences can be
noted, while the acknowledgement of a better or worse quality of the adopted solutions is to
a large extent controversial, depending, in the first place, on their adequacy for the somewhat
different conception of objectives they have to serve as well as for the environment in which
they are functioning.

‘The most important conclusion of general character which arises when comparing the
overall conceplion as well as selected elements of the Vietnamese and Polish economy
stabilization programsis the relatively advantageous distribution of emphasis over different
policy measures in the former case as opposed to the “classical”, extremely rigorous
approach adopted in the latter. Although it is still too early for an evaluation of long-term
results of both programs, it seems that atleast some elements of the Vietnamese stabilization
program could be utilized in the further shaping of the polish economy stabilization

processes.
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