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Figure 19: Evolution of the Interest Rate Policy Set by SBV (% Year) 
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Source: SBV. 

As inflation accelerated in the first half of 2007,23 the SBV only attempted to sterilize the 
excess liquidity through the OMO and the increased reserve requirements. It is reported 
that the SBV regularly withdrew up to VND 11,000–14,000 billion (USD 688-875 million) 
per week from circulation since May 2007. At the end of the year, this figure rose to as 
much as VND 15,000–16,500 billion (USD 938–1.031 million) (World Bank 2007). Since 
June 2007, the SBV has raised its reserve requirements. For VND deposits under 12 
months, the compulsory reserve rate increased from 5% to 10%; for VND deposits 
between 12 and under 24 months, from 2% to 4%. Correspondingly, rates for foreign 
currency deposits are from 8% to 10% and from 2% to 4%.  

But the sterilization was ineffective and costly (CIEM 2008). The money supply (both M2 
and domestic credit) expanded sharply in 2007 in comparison with that of previous years 
since 2003, which was already high (Table 6). The inflation rate jumped from 9.4% in 
2004, 8.4% in 2005 and 6.7% in 2006, to 12.6% in 2007. The SBV was recognized by the 
Government to be “perplexed” in conducting monetary policy, which was considered a 
major cause, together with cost-push and demand-pull reasons, of higher inflation. 
Moreover, in the context of the weakening USD and increasing international commodity 
prices, keeping the stability of the nominal VND/USD also meant a significant import of 
international inflation.  

To be more proactive in controlling the money supply, the SBV in the last few months 
introduced several policy measures: 

• By the end of December 2007, the trading band of the VND/USD was cautiously 
widened to ± 0.75% and as a result, the nominal VND/USD appreciated by 0.3% 
over the first two months of 2008; 

• In January, lending restrictions for stock investment changed from 3% of total 
loans outstanding to 20% of charter capital, which limits potential growth in such 
investment credit; 

                                                 
 
23 During 2007, the price of petroleum increased four times––in January, March, May and November, and 

decreased one time, in August. As a result, the price/liter increased from VND 10,500 to VND 13,000 (or 
23.8%). 




