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Figure 20: Evolution of the Real and Nominal Effective Exchange Rate 

 

 
Note: The calculation is based on IMF’s International Financial Statistics (exchange rates and CPI), GSO’s trade 
statistics (trade weights). The base year is 2000. Nineteen largest trading partners, accounting for 85.65% of Viet 
Nam’s total trade from 2000–2007, were included in partner weights. An upward trend means real depreciation. 

Sources: Cited from Dang (2008).  

It can be said that permission by the Prime Minister on 3 March 2008 for the SBV to 
widen the trading band of VND/USD to ± 2.0% should be seen as a positive move in 
making ER more flexible. 

Fiscal tightening is another good complementary policy option for some reasons. It may 
embody inflationary pressure. It can also lessen pressure on real exchange rate 
appreciation (by limiting increases in the relative price of non-tradable goods) and interest 
rate hikes. Fiscal policy, however, has several limitations as a response to capital inflows. 
It requires longer terms for legal approval and action. Moreover, it often has little fiscal 
flexibility to begin with, especially when there is a lack of political will and determination. 
For Viet Nam, fiscal tightening can be seen as an opportunity for the government to make 
budget expenditures more transparent and to decisively cut back on inefficient public 
investment projects.  

One cannot determine the exact scope and scale of policy mix because asymmetry is 
inherent in the financial sector and there is a lack of reliable financial information. 
Therefore, policy manipulation should avoid policy shocks in order to test the market for 
necessary adjustments. 

As policy inconsistencies still exist, which lead to various risky and speculative financial 
activities, rigorous and prudential screening and supervision based on updated 
information analysis is definitely necessary. The same work on projects financed by 
Government investment bonds through lending should also be undertaken. Effective 
enforcement of new anti-corruption laws to eliminate corruption and prevent the waste of 
public funds is an integral part of this endeavor.  

It is worth noting that policies for the relaxation of capital flows are under consideration by 
the Government. The impact of this measure depends on whether there is sufficient pent-
up demand for foreign assets. If not, making it easier to repatriate funds may even lead to 
additional net capital inflows. Experience has also shown that financial trouble can follow 
an inappropriate sequencing of financial and KA liberalization. Therefore, consideration of 
further liberalization of capital flows, if any, needs to focus first on the relaxation of some 
conditions for FDI outflows and a possible increase in the proportion of foreign equity 
investors in manufacturing and some services sectors.  




