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inÀation�control.�We�¿nd�that�the�central�bank�credibility�relates�to�the�ability�the�central�bank�
to�build�a�credible�monetary�policy�to�control�inÀation�under�the�¿xed�and�Àexible�exchange�
UDWH�UHJLPH��:H�GHYHORS�D�VLPSOH�WKHRUHWLFDO�PRGHO�WR�H[SODLQ�KRZ�WKH�FHQWUDO�EDQN�FUHGLELOLW\�

can�ensure�price�stability�under�the�¿xed�and�Àexible�exchange�rate�regime.�The�conclusion�
is�that�while�adopting�a�more�Àexible�exchange�rate�regime,�the�State�Bank�of�Vietnam�can�
build�its�credibility�to�control�inÀation�by�combining�the�Àexible�exchange�rate�regime�with�
the�inÀation�targeting.
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���Introduction

,Q� WKH� SDVW� \HDUV�� WKH� 6WDWH� %DQN� RI�

9LHWQDP� �6%9�� XVHG� WZR� QRPLQDO� DQFKRUV�

to� control� inÀation,� i.e.� the� money� supply�
�0��� DQG� WKH� H[FKDQJH� UDWH�� 1HYHUWKHOHVV��

WKHVH� WZR� DQFKRUV� KDYH� QRW� VKRZQ� HQRXJK�

strength� and� credibility� to� control� inÀation.�
Given� the� dif¿cult� economic� circumstance,�
9LHWQDP� IDLOHG� WR� UHDFK� WKH� WDUJHWHG� 0��

and�credit� growth� rates� from�2008� to�2013.�
7KH� VLWXDWLRQ� ZDV� LPSURYHG� LQ� ����� DQG�

������7KH�0��JURZWK� UDWH�ZDV�PDQDJHG�DV�

WDUJHWHG�� $V� IRU� WKH� H[FKDQJH� UDWH� DQFKRU��

ZKLFK�ZDV�LPSOHPHQWHG�E\�DGRSWLQJ�GH�IDFWR�

¿xed� exchange� rate� regime,� the� stabilizing�
H[FKDQJH� UDWH�ZDV�QRW�D� VWURQJ�DQG� UHOLDEOH�

anchor� to� control� inÀation.� This� fact� was�

GHPRQVWUDWHG�E\�IRUHLJQ�FXUUHQF\�VSHFXODWLRQ�

DQG�LPEDODQFHV�RI�WKH�VXSSO\�RI�DQG�GHPDQG�

IRU�IRUHLJQ�FXUUHQF\�LQ�WKH�IRUHLJQ�H[FKDQJH�

PDUNHWV��$V�D�UHVXOW��WKH�6%9�KDG�WR�UHJXODUO\�

LQWHUYHQH�WR�DGMXVW�WKH�H[FKDQJH�UDWHV�LQ�WKH�

LQWHUEDQN�IRUHLJQ�H[FKDQJH�PDUNHW�

To� cope� with� dif¿culties� in� controling�
inÀation�under�the�¿xed�exchange�rate�regime,�
DW�WKH�EHJLQQLQJ�RI�������WKH�6%9�ODXQFKHG�

D� QHZ� H[FKDQJH� UDWH� UHJLPH� EHWZHHQ� WKH�

9LHWQDPHVH�GRQJ�DQG�WKH�8�6��GROODU��XQGHU�

ZKLFK� WKH�6%9� DQQRXQFHV� GDLO\� WKH� FHQWUDO�

H[FKDQJH� UDWH�ZLWK� UHIHUHQFH� WR� WKH�DYHUDJH�

LQWHUEDQN� H[FKDQJH� UDWH�� H[FKDQJH� UDWHV�

EHWZHHQ� WKH� 9LHWQDPHVH� GRQJ� DQG� HLJKW�

FRXQWULHV¶�FXUUHQFLHV��L�H��WKH�8�6��GROODU��WKH�

(XUR�� WKH� &KLQHVH� \XDQ�� WKH� -DSDQHVH� \HQ��
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WKH� 6LQJDSRUH� GROODU�� WKH� .RUHDQ� ZRQ�� WKH�

7DLZDQ�GROODU�DQG�WKH�7KDL�EDWK��WKDW�9LHWQDP�

KDV�FORVH�WUDGH�DQG�LQYHVWPHQW�UHODWLRQVKLSV��

DQG�PDFURHFRQRPLF�EDODQFHV��7KLV�H[FKDQJH�

UDWH� PHFKDQLVP� DOORZV� WKH� H[FKDQJH� UDWH�

EHWZHHQ� WKH�9LHWQDPHVH� GRQJ� DQG� WKH�8�6��

dollar�move�more�Àexibly�in�accordance�with�
WKH�VXSSO\�RI�DQG�GHPDQG�IRU�WKH�8�6��GROODU�

LQ�WKH�9LHWQDP�IRUHLJQ�H[FKDQJH�PDUNHW�DQG�

WKH� LQWHUQDWLRQDO� IRUHLJQ� H[FKDQJH� PDUNHW�

DV� ZHOO� DV� LQ� FRPSDWLELOLW\� ZLWK� WKH� 6%9¶V�

PRQHWDU\�SROLF\�WDUJHWV��%\�DGRSWLQJ�D�PRUH�

Àexible�exchange�rate� regime,� the�exchange�
UDWH� EHWZHHQ� WKH� 9LHWQDPHVH� GRQJ� DQG� WKH�

8�6�� GROODU� LV� OLNHO\� QRW� D� QRPLQDO� DQFKRU�

to� control� inÀation� any� more.� It� raises� a�
question�that�how�the�SBV�controls�inÀation�
under�the�Àexible�exchange�rate�regime.�This�
SDSHU� DQVZHUV� WKH� TXHVWLRQ� E\� UHODWLQJ� WKH�

FHQWUDO� EDQN� FUHGLELOLW\� WR� WKH� VXVWDLQDELOLW\�

of�exchange�rate�regimes�in�¿ghing�inÀation.�
7KH�FHQWUDO�EDQN�FUHGLELOLW\�LV�XQGHUVWRRG�DV�

WKH�DELOLW\�RI�WKH�FHQWUDO�EDQN�WR�XVH�PRQHWDU\�

instruments�to�control�inÀation�at�announced�
OHYHOV�� 7KH� SROLF\� FUHGLELOLW\� LV� WKH� RQH� LQ�

ZKLFK� WKH� FHQWUDO� EDQN� FRPPLW� WR� DFKLHYH�

SULFH�VWDELOLW\��,Q�WKLV�SDSHU��WKH�FHQWUDO�EDQN�

FUHGLELOLW\� DQG� WKH�SROLF\� FUHGLELOLW\� DUH� WKH�

VDPH��%RWK�UHIHU�WR�WKH�DELOLW\�RI�WKH�FHQWUDO�

bank�to�control�inÀation.

This� paper� comprises� of� ¿ve� sections.�
The� ¿rst� section� is� an� introduction.� The�
VHFRQG�VHFWLRQ�LV�WKH�OLWHUDWXUH�UHYLHZ�DERXW�

WKH�EHKDYLRXU�RI�WKH�FHQWUDO�EDQN�WR�FRQGXFW�

monetaty�policy�to�control�inÀation�with�focus�
RQ�LWV�FUHGLELOLW\��7KH�WKLUG�VHFWLRQ�LQWURGXFHV�

D�PRGHO�RI� WKH�FHQWUDO�EDQN�FUHGLELOLW\��7KH�

IRXWK� VHFWLRQ� SUHVHQWV� VRPH� HYDOXDWLRQV� RI�

the�central�bank�credibility�under�the�Àexible�
and�¿xed�exchange�rate� regime� in�Vietnam.�
7KH�ODVW�VHFWLRQ�LV�WKH�FRQFOXVLRQ�

2.�Literature�review

It�is�widely�accepted�that�persistent�inÀation�
LV� D� PRQHWDU\� SKHQRPHQRQ�� )LJKWLQJ� KLJK�

inÀation�is�always�a�hard�task�of�the�central�
EDQN��7KXV�� LW� LV�QHFHVVD\� WR�XQGHUVWDQG� WKH�

EHKDYLRXU� RI� WKH� FHQWUDO� EDQN� WR� FRQGXFW�

monetaty�policy�to�control�inÀation.�The�¿rst�
SDUW� LQ� WKLV� VHFWLRQ� LV� D� UHYLHZ�RI� OLWHUDWXUH�

IRU� WKH� LPSRUWDQFH� RI� FUHGLELOLW\� WR� FRQWURO�

inÀation.� The� second� part� focuses� on� what�
WKH�FHQWUDO�EDQN�GRHV�LI� WKH\�FDQQRW�EXLOG�D�

credible�monetary�policy�to�¿ght�inÀation.

0RQHWDU\� SROLF\� REMHFWLYHV� LQFOXGH�

VWDELOL]LQJ� SULFH�� FXUUHQF\�� LQWHUHVW� UDWH�

and� ¿nance,� promoting� output� growth,�
DFKLHYLQJ� IXOO� HPSOR\PHQW�� VPRRWKLQJ�

EXVLQHVV�FLUFOH��HWF��6RPH�RI�WKHVH�REMHFWLYHV�

PD\� EH� LQFRQVLVWHQW� ZLWK� HDFK� RWKHU�� IRU�

H[DPSOH� RXWSXW� JURZWK� DQG� SULFH� VWDELOLW\��

1HYHUWKHOHVV��LW�LV�ZLGHO\�FRQVHQWHG�WKDW�SULFH�

VWDELOLW\�LV�DQ�RYHUULGLQJ�JRDO�RI�WKH�PRQHWDU\�

policy.� Maintaining� low� inÀation� (or� price�
VWDELOLW\�� FUHDWHV� D�PRUH� IDYRXUDEOH� FOLPDWH�

IRU�GRLQJ�EXVLQHVV�DQG�HFRQRPLF�JURZWK�� ,I�

LQGLYLGXDOV�DQG�EXVLQHVVHV�EHOLHYH�WKDW�SULFHV�

ZLOO� EH� VWDELOL]HG� \HDU� DIWHU� \HDU�� WKH\� FDQ�

PDNH� EHWWHU� ORQJ�WHUP� SODQV� DQG� VHW� WKHLU�

ZDJHV� DQG� SULFHV� EDVHG� RQ� WKH� H[SHFWDWLRQ�

that�inÀation�rate�will�be�equal�the�announced�
inÀation� by� the� central� bank,� hence,�
contributing�to�stabilize�the�inÀation�rate.�In�
DGGLWLRQ��QRPLQDO�DQG�UHDO�LQWHUHVW�UDWHV�ZLOO�

EH� ORZHU� �VWDEOH��� ZKLFK� LQ� WXUQ� HQFRXUDJH�

investment.� In� contrast,� high� inÀation� has�
many� costs.�High� inÀation� can� badly� affect�
WKH� HIIHFWLYHQHVV� RI� LQYHVWPHQW� DQG� H[SRUW�

FRPSHWLWLYHQHVV�� WKHUHE\� UHGXFLQJ� RXWSXW�

JURZWK� WKURXJK� WKH� LQFUHDVH� LQ� GRPHVWLF�

SURGXFWLRQ� FRVWV� DQG� UHDO� H[FKDQJH� UDWH�

DSSUHFLDWLRQ��7KH�SXEOLF�ZLOO�SURWHFW�LWVHOI�E\�
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VHWWLQJ�ZDJHV�DQG�SULFHV� RQ� WKH�H[SHFWDWLRQ�

that� inÀation� will� be� higher� than� the�
announced�inÀation�rate,�which�contributes�to�
SXVK�XS�SULFHV��ZDJHV��DQG�LQWHUHVW�UDWHV��7KLV�

SKHQRPHQRQ�LV�FDOOHG�D�YLFLRXV�FLUFOH�RI�ULVLQJ�

inÀation.�High�inÀation�will�nagatively�affect�
WKH�TXDOLW\�RI�OLYLQJ�EHFDXVH�WKH� LQFUHDVH�LQ�

LQFRPHV�GRHV�QRW�NHHS�SDFH�ZLWK�WKH�ULVH�LQ�

SULFH� OHYHOV��'RLQJ� EXVLQHVV�� VSHQGLQJ�� DQG�

saving�plans�become�more�dif¿cult�because�
RI�OHVV�SUHGLFWDEOH�SULFHV�LQ�WKH�IXWXUH��0DQ\�

sellers�will�exploit�high�inÀation�to�speculate,�
which�aggravates�the�high�inÀation�situation.�
Given�bene¿ts�of� low� inÀation�and�costs�of�
high�inÀation,�many�central�banks�such�as�the�
(XURSHDQ�&HQWUDO�%DQN�� WKH�%DQN�RI� -DSDQ��

WKH�%DQN�RI�(QJODQG��WKH�%DQN�RI�7KDLODQG��

DQG�WKH�%DQN�RI�.RUHD�WDNH�SULFH�VWDELOLW\�DV�

D�SULPDU\�REMHFWLYH�RI�WKHLU�PRQHWDU\�SROLF\��

7KH�TXHVWLRQ�LV�WKDW�KRZ�WKH�PRQHWDU\�SROLF\�

VKRXOG�EH�FRQGXFWHG�WR�DFKLHYH�SULFH�VWDELOLW\�

REMHFWLYH�

$� PRQHWDU\� SROLF\� WDUJHWLQJ� DW� SULFH�

stability� or� low� inÀation� will� be� successful�
LI� LW� LV� FUHGLEOH�� $FFRUGLQJ� WR� &XNLHUPDQ�

(1986),�credibility�is�de¿ned�as�“the�extent�to�
ZKLFK�WKH�SXEOLF�EHOLHYHV�WKDW�D�VKLIW�LQ�SROLF\�

KDV�WDNHQ�SODFH�ZKHQ��LQGHHG��VXFK�D�VKLIW�KDV�

DFWXDOO\�RFFXUUHG´��$�SROLF\�LV�FUHGLEOH�RQO\�

LI� LW� LV� ³FRQVLVWHQW�� DW� HDFK� VWDJH�� ZLWK� WKH�

SXEOLF¶V�LQIRUPDWLRQ�DERXW�WKH�REMHFWLYHV�DQG�

FRQVWUDLQWV� IDFLQJ� WKH� FHQWUDO� EDQN´�� ,Q� WKH�

same� way,� Bordo� and� Siklos� (2015)� de¿ne�
FUHGLELOLW\� DV�D�FRPPLWPHQW� WR� IROORZ�ZHOO�

DUWLFXODWHG� DQG� WUDQVSDUHQW� UXOHV� DQG� SROLF\�

JRDOV�� 7KH� SROLF\� FUHGLELOLW\� LV� HVVHQWLDO�

EHFDXVH� WKH� DELOLW\� RI� WKH� FHQWUDO� EDQN� WR�

DFKLHYH�KLV�IXWXUH�REMHFWLYHV�GHSHQGV�RQ�WKH�

inÀationary�expectations�of�the�public.�These�
inÀationary� expectations� depend,� in� turn,�
RQ� WKH� SXEOLF¶V� HYDOXDWLRQ� RI� WKH� FUHGLELOLW\�

RI� WKH� FHQWUDO� EDQN�� 7KDW� PHDQV� WKH� SXEOLF�

EHOLHYHV� WKDW� WKH� FHQWUDO� EDQN� ZLOO� FDUU\�

RXW� DOO� QHFHVVDU\� PHDVXUHV� WR� DFKLHYH� WKLV�

DQQRXQFHG� REMHFWLYH��7R� WKH� H[WHQW� WKDW� WKH�

PRQHWDU\� SROLF\� LV� FUHGLEOH�� WKH� SXEOLF�ZLOO�

not�react�too�strongly�to�Àuctuating�trends�of�
SULFHV�DQG�VHW�LWV�ZDJHV�DQG�SULFHV�EDVHG�RQ�

the�expectation�that�inÀation�rate�will�be�equal�
WR�ZKDW�ZDV�DQQRXQFHG�E\�WKH�FHQWUDO�EDQN��

thereby�contributing�to�stabilize�inÀation.

,Q� IDFW�� LW� LV� QRW� ULJKW� WKDW� WKH� PRQHWDU\�

SROLF\� LV� DOZD\V� FUHGLEOH�� ³7KH� SXEOLF� ZLOO�

QRW�EHOLHYH�DQ�DQQRXQFHG�SROLF\�LI�LW�NQRZV�

WKH� SROLF\� LV� LQFRPSDWLEOH� ZLWK� WKH� FXUUHQW�

REMHFWLYHV� RI� SROLF\PDNHUV´� �&XNLHUPDQ��

1986).�Thus,� the� central� bank�may� lose� the�
FUHGLELOLW\� EHFDXVH� WKH� SXEOLF� EHOLHYHV� WKDW�

WKH�FHQWUDO�EDQN�LV�XQOLNHO\�WR�DFKLHYH�DOO�RI�

LWV� DQQRXQFHG� REMHFWLYHV� EHFDXVH� WKH\� DUH�

SHUFHLYHG� WR� EH� LQFRPSDWLEOH�� 7KH�PXOWLSOH�

LQFRPSDWLEOH� REMHFWLYHV� DULVH� IURP� D� ORVV�

RI� FHQWUDO� EDQN� LQGHSHQGHQFH�� 7KDW� PHDQV�

WKH� FHQWUDO� EDQN� LV� XQGHU� SUHVVXUH� IURP� WKH�

JRYHUQPHQW� WR� LPSOHPHQW� WKH� JRYHUQPHQW¶V�

REMHFWLYH�� ZKLFK� PLJKW� EH� LQFRQVLVWHQW�

ZLWK� WKH� REMHFWLYH� RI� WKH� FHQWUDO� EDQN�� )RU�

example,�budget�¿nancing�or�output�growth�
objective� is� conÀicting� with� price� stability.�
,Q� VXFK�D�FDVH��SULFH� VWDELOLW\�REMHFWLYH�ZLOO�

QRW� EH� DFKLHYHG�� 7KLV� LV� FDOOHG� WKH� WLPH�

LQFRQVLVWHQF\�SUREOHP�

.\GODQG� DQG� 3UHVFRWW� �������� %DUUR�

and�Gordon� (1983),� Rogoff� (1985)� and� the�
IROORZHUV� DQDO\]HG� WKH� WLPH�LQFRQVLVWHQF\�

problem.�Kydland�and�Prescott�(1977)�de¿ne�
WKH� SROLF\� LV� FRQVLVWHQW� LI�� IRU� HDFK� WLPH�

SHULRG�� LW� PD[LPL]HV� DQ� DJUHHG�XSRQ� VRFLDO�

REMHFWLYH��WDNLQJ�DV�JLYHQ�SUHYLRXV�GHFLVLRQ��

DQG�WKDW�IXWXUH�SROLF\�GHFLVLRQV�DUH�VLPLODUO\�

VHOHFWHG�� ,QFRQVLVWHQF\�DULVHV�ZKHQ� WKH�EHVW�
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SODQ�FXUUHQWO\�PDGH�IRU�VRPH�IXWXUH�SHULRGV�

LV�QR�ORQJHU�RSWLPDO�ZKHQ�WKDW�SHULRG�DFWXDOO\�

VWDUWV��0RUH�FRQFUHWHO\��WKH�WLPH�LQFRQVLVWHQF\�

SUREOHP� DULVHV� EHFDXVH� WKHUH� DUH� LQFHQWLYHV�

IRU�WKH�FHQWUDO�EDQN�WR�SXUVXH�D�GLVFUHWLRQDU\�

SROLF\�WR�DFKLHYH�VKRUW�UXQ�REMHFWLYHV��VXFK�DV�

KLJKHU�JURZWK�DQG�HPSOR\PHQW��HYHQ�WKRXJK�

it�can�lead�to�higher�inÀation�in�the�long�run.�
.KDQ��������UHIHUV�WKH�WLPH�LQFRQVLVWHQF\�WR�

³WKH�GLIIHUHQFH�EHWZHHQ�WKH�RSWLPDO�SROLFLHV�

WKDW�D�FHQWUDO�EDQN�ZRXOG�DQQRXQFH�LW�ZRXOG�

FDUU\� RXW� DQG� WKH� SROLFLHV� WKDW� WKH� FHQWUDO�

EDQN� ZRXOG� FDUU\� RXW� DIWHU� WKH� SXEOLF� KDG�

PDGH� GHFLVLRQV� EDVHG� RQ� LWV� H[SHFWDWLRQV´��

$OWKRXJK�WKH�FHQWUDO�EDQN�DQQRXQFHV�WKDW� LW�

will�target�a�speci¿c�rate�of�inÀation�and�the�
SXEOLF� VHWV� FRQWUDFW� RI� ZDJH� EDVHG� RQ� WKLV�

DQQRXQFHPHQW�� WKH� FHQWUDO� EDQN� FDQ� UHQHJH�

RQ�LWV�SURPLVH�E\�SXUVXLQJ�D�SROLF\�WKDW�EULQJV�

DERXW�KLJKHU�JURZWK�DQG�HPSOR\PHQW�LQ�WKH�

VKRUW�UXQ��L�H��H[SDQVLRQDU\�PRQHWDU\�SROLF\��

but�causes�higher�inÀation�rate.�Nonetheless,�
WKH�SXEOLF�UHDOL]HV�WKDW�VLWXDWLRQ�DQG�SURWHFWV�

LWVHOI�E\�VHWWLQJ�WKHLU�ZDJHV�DQG�SULFHV�EDVHG�

on� the� expectation� that� inÀation� rate� will�
be� higher� than� the� announced� inÀation� rate�
(when� prices� and� wages� are� Àexible).� This�
DFWLRQ� FRQWULEXWHV� WR� SXVK� XS� SULFHV� DQG�

ZDJHV�� KHQFH�� OLPLWLQJ� WKH� GHVLUHG� RXWSXW�

JDLQV��1HYHUWKHOHVV�� LW� LV� LPSRUWDQW� WR�NQRZ�

WKDW� WKH� FHQWUDO� EDQN� FDQ� DYRLG� WKH� WLPH�

LQFRQVLVWHQF\�SUREOHP�E\�VLPSO\�UHFRJQL]LQJ�

WKH� LVVXH� RI� IRUZDUG�ORRNLQJ� H[SHFWDWLRQ� LQ�

WKH� ZDJH�� DQG� SULFH�VHWWLQJ� SURFHVV�� ,I� WKDW�

KDSSHQV�� WKH�FHQWUDO�EDQN�FDQ� GHFLGH�QRW� WR�

SOD\�WKDW�JDPH��(YHQ�WKRXJK��WKHUH�ZLOO�VWLOO�

EH�SUHVVXUHV�RQ�WKH�FHQWUDO�EDQN�WR�SXUVXH�DQ�

RYHUO\�H[SDQVLRQDU\�PRQHWDU\�SROLF\�E\�WKH�

JRYHUQPHQW�� ZKR� KDV� RWKHU� FRQVLGHUDWLRQV�

such�as�budget�¿nancing�or�growth�objective,�
EHFDXVH�WKH�FHQWUDO�EDQN�ODFNV�LQGHSHQGHQFH�

LQ� LPSOHPHQWLQJ� PRQHWDU\� SROLF\�� ,Q� VKRUW��

WKH� WLPH�LQFRQVLVWHQF\�SUREOHP� DULVHV�ZKHQ�

WKH� SXEOLF� EHOLHYHV� WKDW� WKH� FHQWUDO� EDQN�

LV� XQOLNHO\� WR� DFKLHYH� DOO� RI� LWV� DQQRXQFHG�

objectives� because� they� are� conÀicting.�
7KHUHIRUH�� WKH� WLPH�LQFRQVLVWHQF\� SUREOHP�

FDQ�OHDG�WR�QHJDWLYH�RXWFRPHV�LQ�WKH�ORQJ�UXQ�

,Q� VXPPDU\�� ORVV� RI� WKH� FHQWUDO� EDQN�

LQGHSHQGHQFH�OHDGV�WR�PXOWLSOH�LQFRPSDWLEOH�

REMHFWLYHV� �VR�FDOOHG� WLPH�LQFRQVLVWHQF\�

SUREOHP���7KXV��WKH�SXEOLF�KDV�OHVV�FUHGLELOLW\�

LQ�WKH�FHQWUDO�EDQN�LQ�DFKLHYLQJ�LWV�DQQRXQFHG�

REMHFWLYH��VD\��SULFH�VWDELOLW\��,Q�VXFK�D�FDVH��WKH�

SXEOLF�ZLOO�SURWHFW�LWVHOI�E\�VHWWLQJ�ZDJHV�DQG�

prices�based�on�the�expectation�that�inÀation�
UDWH�ZLOO�EH�KLJKHU�WKDQ�WKDW�DQQRXQFHG�E\�WKH�

central�bank.�As�a�result,�the�inÀation�rate�is�
SXVKHG�XS�DQG�SULFH�VWDELOLW\�REMHFWLYH�LV�QRW�

DFKLHYHG�

,Q� IDFW�� LQ� RUGHU� WR� UHDFK� SULFH� VWDELOLW\�

REMHFWLYH�� WKHUH� DUH� VHYHUDO� ZD\V��2QH� ZD\�

WR�GHDO�ZLWK� WKH�WLPH�LQFRQVLVWHQF\�SUREOHP�

LV� WR� QHJRWLDWH� DQ� DJUHHPHQW� EHWZHHQ� WKH�

JRYHUQPHQW� DQG� WKH� FHQWUDO� EDQN�� LQ� ZKLFK�

ERWK�ZLOO� GHFODUH� WKHPVHOYHV� WKDW� WKH\� ZLOO�

EH�MRLQWO\�UHVSRQVLEOH�IRU�DFKLHYLQJ�PRQHWDU\�

SROLF\�REMHFWLYH��3HUULHU�DQG�$PDQR���������

.QRZLQJ� WKDW� WKH� FHQWUDO� EDQN�PXVW� SXUVXH�

WKH� DQQRXQFHG� REMHFWLYH�� WKH� SXEOLF� ZLOO�

adjust� its� inÀation�expectations� accordingly.�
,Q� WKLV� FDVH�� LW� LV� QHFHVVDU\� IRU� WKH� FHQWUDO�

EDQN� WR� KDYH� D� FUHGLEOH� FRPPLWPHQW� WR�

SXUVXH� LWV� SULPDU\� SULFH�VWDELOLW\� REMHFWLYH��

,Q� IDFW�� WKH�FHQWUDO� EDQN� WHQGV� WR� FKRRVH�DQ�

DSSURSULDWH� WDUJHW� IRU� WKH� PRQHWDU\� SROLF\�

WR� WKH� H[WHQW� WKDW� WKH� SXEOLF� XQGHUVWDQGV� LW��

DOORZLQJ�WKH�PRQHWDU\�SROLF\�WR�RSHUDWH�LQ�DQ�

HQYLURQPHQW�FDOOHG�E\�%HUQDQNH�HW�DO���������

DV� ³FRQVWUDLQHG� GLVFUHWLRQ´�� ,Q� RWKHU�ZRUGV��

facing�high�domestic�inÀation,�if� the�central�



5(6($5&+�21�(&2120,&�$1'�,17(*5$7,21

(;7(51$/�(&2120,&6�5(9,(:1R�������������� ��

EDQN�FDQQRW�EXLOG�D�FUHGLEOH�PRQHWDU\�SROLF\�

to�¿ght�inÀation,�the�most�popular�is�using�a�
³QRPLQDO�DQFKRU´�WR�WLH�GRZQ�SULFH�OHYHO�WR�D�

speci¿c�value�at�a�given� time.�According� to�
0LVKNLQ���������IURP�D�WHFKQLFDO�YLHZSRLQW��D�

QRPLQDO�DQFKRU�SURYLGHV�FRQGLWLRQV�WKDW�PDNH�

WKH�SULFH�OHYHO�XQLTXHO\�GHWHUPLQHG��WKHUHE\�

EHLQJ�QHFHVVDU\�IRU�SULFH�VWDELOLW\��$�QRPLQDO�

DQFKRU��ZKLFK�LV�FRQVLGHUHG�DV�D�FRQVWUDLQW�RQ�

GLVFUHWLRQDU\�PRQHWDU\�SROLF\��KHOSV�ZHDNHQ�

WKH� WLPH�LQFRQVLVWHQF\� SUREOHP� VR� WKDW� WKH�

SULFH� VWDELOLW\�LQ�WKH�ORQJ�UXQ� LV�PRUH�OLNHO\�

WR�EH�DFKLHYHG��7KH�QRPLQDO�DQFKRU�FDQ�EH�LQ�

VRPH� IRUPV�RI�HLWKHU�TXDQWLWDWLYH�FRQVWUDLQW�

VXFK� DV� PRQHWDU\� WDUJHWLQJ� WKDW� OLPLWV� WKH�

DPRXQW�RI�SDSHU�PRQH\�WKDW�FDQ�EH�SXW�LQWR�

circulation,� inÀation� targeting� that� contains�
public�announcement�of�of¿cial�quantitative�
targets� for� inÀation� rate� over� time,� or� price�
FRQVWUDLQW� VXFK� DV� H[FKDQJH� UDWH� WDUJHWLQJ�

that�¿xes�the�value�of�paper�money�in�terms�
RI� IRUHLJQ�FXUUHQF\��0RQHWDU\� WDUJHWLQJ�DQG�

inÀation�targeting�are�usually�used�under�the�
Àexible�exchange�rate�regime.�Exchange�rate�
targeting� is� used� as� the�¿xed� exchange� rate�
UHJLPH��7KHVH� QRPLQDO�DQFKRUV�� LI� FUHGLEOH��

ZLOO�KHOS�WR�HQVXUH�SULFH�VWDELOLW\��:H�ZLOO�VHH�

KRZ�FUHGLELOLW\�KHOSV�WR�HQVXUH�SULFH�VWDELOLW\�

under� the� ¿xed� and� Àexible� exchange� rate�
UHJLPH� WKURXJK� D� VLPSOH� PRGHO� LQ� WKH� QH[W�

VHFWLRQ�

$QRWKHU�ZD\�LV�WR�DSSRLQW�D�JRYHUQRU�RI�WKH�

FHQWUDO�EDQN�ZKR�LV�UHFRJQL]HG�DV�KDYLQJ�DQ�

inÀation-tolerance� threshold� lower� than� that�
RI�WKH�SXEOLF��ZKLFK�UHTXLUHV�WKH�FHQWUDO�EDQN�

independence.� In� such� cases,� inÀationary�
SUHVVXUHV�� IRU� H[DPSOH� FDXVHG� E\� H[FHVV�

GHPDQG��ZLOO�QRW�DIIHFW�H[SHFWDWLRQV�EHFDXVH�

the�public� is� con¿dent� that� the� central�bank�
ZLOO�WDNH�PHDVXUHV�WR�FRXQWHU�WKRVH�SUHVVXUHV�

3.�The�model

Facing�with� high� inÀation,� if� the� central�
EDQN� KDV� OHVV� FUHGLELOLW\� IURP� WKH� SXEOLF��

WKH�SULFH�VWDELOLW\�REMHFWLYH�RI� WKH�PRQHWDU\�

SROLF\�FDQ�EH�DFKLHYHG�E\�D�YDULHW\�RI�QRPLQDO�

DQFKRUV�DV�PHQWLRQHG�DERYH��:H�GHYHORS�WKH�

IROORZLQJ�VLPSOH�PRGHO�WR�H[SODLQ�WKH�FHQWUDO�

EDQN�FUHGLELOLW\�WR�HQVXUH�SULFH�VWDELOLW\�XQGHU�

the�¿xed�and�Àexible�exchange�rate�regimes.

7KH�PRGHO�LV�IRU�D�VPDOO�FRXQWU\��)RUHLJQ�

YDULDEOHV� DQG�RXWSXW�DUH� H[RJHQRXV��0RQH\�

VXSSO\� LV� GHWHUPLQHG� E\� WKH� FHQWUDO� EDQN��

Price� and� wage� are� Àexible.� Interest� parity�
DQG� SXUFKDVLQJ� SRZHU� SDULW\� KROG�� 0DUNHW�

SDUWLFLSDQWV�VHW�UDWLRQDO�H[SHFWDWLRQV��

0RQHWDU\�PDUNHW�� m�=�p�+�y�-�α⋅L����

3XUFKDVLQJ�SRZHU�SDULW\� H� �S���S� ���

,QWHUHVW�SDULW\� i�=�i*�+�E∆e� ���

([RJHQRXV�YDULDEOHV� \� �L� �S� ������

ZKHUH�P�LV�WKH�ORJ�RI�WKH�GRPHVWLF�PRQH\�

VXSSO\��H�LV�WKH�ORJ�RI�WKH�H[FKDQJH�UDWH��L�LV�

WKH�QRPLQDO�LQWHUHVW�UDWH��E∆e�LV�WKH�H[SHFWHG�
UDWH�RI�FKDQJH�RI�WKH�ORJ�RI�WKH�H[FKDQJH�UDWH��

$Q� DVWHULVN� LQGLFDWHV� YDULDEOHV� UHIHUULQJ� WR�

IRUHLJQ�FXUUHQF\�

6XEVWLWXWLQJ�(TXDWLRQ���LQWR�(TXDWLRQ�������

and�3,�we�have:

m�=�p�-�α⋅E∆e� � ���

H� �S� � ���

Consider�different�cases�as�follows:

(a)� Under�the�¿xed�exchange�rate�regime,��
�H� LV� H[RJHQRXV�� WKXV� H� LV� VHW� DV� ����PRQH\�

VXSSO\�P�LV�HQGRJHQRXV�

(a1)�If�the�¿xed�exchange�rate�is�credible,�
E∆e� ���WKH�UHVXOW�LV�P� �S� �H� ���DQG�WKH�
SULFH�OHYHO�LV�VWDEOH�
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(a2)� If� the� ¿xed� exchange� rate� is�
QRW� FUHGLEOH�� WKHUH� LV� DQ� H[SHFWDWLRQ� RI�

GHSUHFLDWLRQ��E∆e�!����7KH�UHVXOW�LV�P� �S���
α⋅E∆e�

%HFDXVH�WKHUH�LV�DQ�H[SHFWHG�GHSUHFLDWLRQ�

RI� WKH� H[FKDQJH� UDWH�� WKH� FHQWUDO� EDQN� KDV�

WR� LQWHUYHQH� E\� VHOOLQJ� IRUHLJQ� H[FKDQJH� LQ�

WKH�PDUNHW��WKHUHE\� UHGXFLQJ�PRQH\�VXSSO\��

+RZHYHU��WKH�SUREOHP�LV�WKDW�IRUHLJQ�H[FKDQJH�

UHVHUYHV� DUH� OLPLWHG�� 7KHUHIRUH�� WKH� FHQWUDO�

bank�cannot�defend� the�¿xed�exchange� rate�
IRU�D�ORQJ�WLPH�EHFDXVH�KLV�IRUHLJQ�H[FKDQJH�

UHVHUYHV�DUH�OLNHO\�WR�UXQ�RXW�

(b)� Under� the� Àexible� exchange� rate�
UHJLPH��P� �P���PRQH\�VXSSO\�P�LV�H[RJHQRXV�

EXW�QRW�VHW�DV�]HUR�EHFDXVH�LW�FDQ�EH�FKDQJHG�

E\�WKH�FHQWUDO�EDQN��0DUNHW�SDUWLFLSDQWV�DUH�

not� sure� about� the� Àuctuating� trend� of� the�
exchange�rate.�Thus,�the�expected�Àuctuation�
RI� WKH�H[FKDQJH� UDWH� LV� DVVXPHG� WR�EH�]HUR��

E∆e� �����7KH�UHVXOW�LV�S� �H� �P�

Under�the�Àexible�exchange�rate�regime,�
WKH�FHQWUDO�EDQN� LV�QRW� LPSHOOHG� WR�GHIHQG�

WKH� H[FKDQJH� UDWH� DQG� FKDQJHV� LQ� IRUHLJQ�

SULFHV� DUH� QHXWUDOL]HG� E\� FKDQJHV� LQ� WKH�

H[FKDQJH� UDWH�� $V� D� UHVXOW�� WKHUH� LV� QR�

inÀation�import.�Therefore,�domestic�price�
VWDELOLW\� LV� HQVXUHG� LI� WKH� FHQWUDO� EDQN� LV�

DEOH� WR� FRQWURO� PRQH\� VXSSO\�� WKHUHE\�

controlling�inÀation.

7R� VXPPDUL]H�� SULFH� VWDELOLW\� REMHFWLYH�

will�be�achieved�if�credibility�under�the�¿xed�
and�Àexible�exchange�rate�regimes�is�ensured.�
The� credibility� of� the� ¿xed� exchange� rate�
UHJLPH�UHIHUV�WR�WKH�DELOLW\�RI�WKH�FHQWUDO�EDQN�

to� maintain� the� peg� or� the� ¿xed� exchange�

UDWH�� ,I� WKH�FHQWUDO�EDQN� ODFNV�RI�FUHGLELOLW\��

he�imports�credibility�by�¿xing�the�value�of�
WKH�GRPHVWLF�FXUUHQF\�WR�KDUG�PRQH\�FRXQWU\�

with� low� inÀation� rate.�A� pegged� exchange�
rate�¿xes�the�inÀation�rate�for�internationally�
WUDGHG� JRRGV� DQG� GLUHFWO\� FRQWULEXWHV� WR�

keeping� inÀation�under�control.�The�pegged�
H[FKDQJH� UDWH�� ZKLFK� LV� D� QRPLQDO� DQFKRU�

if� credible,� anchors� inÀation� expectations�
in� the� targeting� country� to� the� inÀation� rate�
in� the� anchor� country.� The� lower� inÀation�
H[SHFWDWLRQV� UHVXOW� LQ� WKH� IDFW� WKDW� WKH�

targeting-country’s� inÀation� rate� is� in� line�
with�that�of�the�low-inÀation�anchor�country.�
If� the� public� has� con¿dence� in� the� central�
EDQN¶V�DELOLW\�WR�GHIHQG�WKH�SHJ��WKH�SHJJHG�

H[FKDQJH� UDWH� UHJLPH� ZLOO� KHOS� WR� HQVXUH�

SULFH�VWDELOLW\�

The�credibility�of�the�Àexible�exchange�rate�
UHJLPH�UHIHUV�WR�WKH�DELOLW\�RI�WKH�FHQWUDO�EDQN�

WR�FRQWURO�PRQH\�VXSSO\��WKHUHE\�FRQWUROOLQJ�

inÀation.� As� mentioned� above,� adopting� a�
nominal�anchor�to�control�inÀation�under�the�
Àexible� exchange� rate� regime� is� necessary.�
Under� the� Àexible� exchange� rate� regime,�
WKH� FHQWUDO� EDQN� LV� QRW� LPSHOOHG� WR� SUHYHQW�

exchange� rate� Àuctuations.� Regardless� of�
SULFH� VWDELOLW\�REMHFWLYH�RI� WKH�FHQWUDO�EDQN��

WKH� JRYHUQPHQW� FDQ� IRUFH� WKH� FHQWUDO� EDQN�

to� ¿nance� budget� de¿cits� by� excessive�
credit� extension� that� leads� to� inÀation� and�
GHSUHFLDWLRQ�RI�WKH�GRPHVWLF�FXUUHQF\���6LQFH�

YDULRXV�REMHFWLYHV�FDQ�EH�SXUVXHG�XQGHU�WKH�

Àexible�exchange�rate�regime,�the�discretion�
RI� PRQHWDU\� SROLF\� FRPHV� ZLWK� WKH� WLPH�

LQFRQVLVWHQF\�SUREOHP�� ZKLFK� DUH� OLNHO\�

OHDGLQJ�WR�SRRUHU�RXWFRPHV��$GGLWLRQDOO\��WKH�

5 Overly credit creation to 7nance public sector spending experienced under both 7xed and 8exible exchange 
rates, but the cost under a 7xed exchange rate is more where the central bank has to defend the peg to avoid 
currency crisis.
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SUREOHP�RI�PXOWLSOH�LQFRPSDWLEOH�REMHFWLYHV�

FDQ� UHGXFH� WKH� FUHGLELOLW\� RI� WKH� SXELF� LQ�

WKH� FHQWUDO� EDQN�� 2QFH� WKH� FHQWUDO� EDQN�

loses� credibility,� the� Àexible� exchange� rate�
FDQ� SURGXFH� IXUWKHU� UDSLG� GHSUHFLDWLRQ� DQG�

inÀation.� Therefore,� it� is� necessary� to� have�
D�QRPLQDO�DQFKRU�IRU�PRQHWDU\�SROLF\�XQGHU�

the�Àexible�exchange�rate�regime�to�constrain�
WKH�GLVFUHWLRQ�RI�PRQHWDU\�SROLF\��:HDNHQLQJ�

WKH� WLPH�LQFRQVLVWHQF\� SUREOHP� ZLOO� HQVXUH�

SULFH�VWDELOLW\�REMHFWLYH��7KH�QRPLQDO�DQFKRU�

LV�XQGHUVWRRG�E\�WKH�SXEOLF�DV�D�FRPPLWPHQW�

RI�WKH�FHQWUDO�EDQN�WR�SXUVXH�LWV�SULFH�VWDELOLW\�

REMHFWLYH�� $V� ORQJ� DV� WKLV� QRPLQDO� DQFKRU�

is� credible,� inÀation�will� be� restrained.�The�
PRVW� SRSXODU� QRPLQDO� DQFKRUV� XQGHU� WKH�

Àexible� exchange� rate� regime� are�monetary�
targeting�and�inÀation�targeting.

4.�Findings

Credibility�under�the�¿xed�exchange�rate�
UHJLPH�LQ�9LHWQDP

Vietnam� experienced� hyperinÀation� in�
the� 1980s.� Thus,� inÀation� has� been� always�
DQ� REVHVVLRQ�ZLWK� UHJDUG� WR�ERWK� WKH�SXEOLF�

DQG�WKH�DXWKRULWLHV��'XH�WR�VRPH�H[WHUQDO�DQG�

internal� factors,� after� the� deÀation� episode�
RI� ���������� LQ� WKH� DIWHUPDWK� RI� WKH� (DVW�

Asian�crisis,� the� inÀationary� tendency�came�
EDFN� DW� ����� LQ� ����� IURP� ��� LQ� ������ ,W�

declined�to�8.4%�and�6.6%�in�2005�and�2006,�
respectively.�The�inÀation�rate�rose�again� to�
������LQ�������,W�UHDFKHG�DW�SHDN�DW�����LQ�

2008,�and�then�dropped�to�the�lowest�level�of�
������LQ�������,W�KDV�VOLJKWO\�LQFUHDVHG�DW�D�

UHDVRQDEOH�OHYHO�VLQFH�������7DEOH����

7KH� SULFH� OHYHOV� KDYH� PRYHG� LQVWDEO\�

GXULQJ� WKH� ODVW� ��� \HDUV�� 7KH� DFWXDO� WRWDO�

liquidities� and� inÀation� rates� have� not� met�
WKHLU� WDUJHWV�� ZKLFK� VKRZV� WKH� OHVV� FUHGLEOH�

FHQWUDO� EDQN� WR� FRQWURO� PRQH\� VXSSO\� DQG�

inÀation.�Therefore,� the� SBV�has� to� import�

credibility�by�adopting�a�¿xed�exchange�rate�
UHJLPH��+RZHYHU��WKH�VLWXDWLRQ�LV�OLNHO\�WR�EH�

LPSURYHG�VLQFH�WKH�6%9�KDV�DGRSWHG�D�PRUH�

Àexible�exchange�rate�regime�in�2016.

$OWKRXJK�WKH�6%9�DQQRXQFHG�WKH�DGRSWLRQ�

of�a�managed�Àoating�exchange�rate�regime�

Table�1.�Total�liquidity,�InÀation�and�GDP:�Vietnam

2008 ���� ���� ���� ���� ���� ���� ���� ���� ����

Target,���FKDQJH
Total�

liquidity ≤32 18-20 a�� ����� ����� ����� 16-18 16-18 16-18 16-18

InÀation �*'3 ��� �� �� ��� ~8 a� �� �� ��

GDP 8.5-9 ��� ��� ����� ����� ��� 5.8 ��� ��� ���

Actual,�%�change,�average�annual�inÀation�rate,�GDP�growth�at�constant�2010�prices�since�
������SUHYLRXV�\HDU �����

Total�
liquidity ����� 28.99 ����� 12.08 ���� ����� ����� ����� 17.88 ��

InÀation ����� 6.88 ���� 18.58 ���� ��� ���� ���� ���� ����

GDP ���� ���� ���� ���� ���� ���� 5.98 6.68 ���� 6.81

Source:�State�Bank�of�Vietnam,�General�Statistics�Of¿ce�of�Vietnam
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LQ������� WKH�9LHWQDPHVH�GRQJ�ZDV�GH� IDFWR�

pegged�to�the�U.S.�dollar�to�control�inÀation.�
7KH� DFWXDO� DQQXDO� QRPLQDO� H[FKDQJH� UDWH�

GHSUHFLDWLRQ� DJDLQVW� WKH� 8�6�� GROODU� ZDV�

gradually� reduced� from� around� 8%� at� the�
HQG� RI� ����� WR� ��� LQ� ��������� ��� LQ� WKH�

SHULRG� RI� ��������� DQG� DURXQG� ��� LQ� WKH�

period�of�2004-07.�In�the�period�of�2008-11,�
WKH�9LHWQDPHVH�GRQJ�GHSUHFLDWHG�DJDLQVW�WKH�

8�6��GROODU�E\�DQ�DYHUDJH�RI����SHU�DQQXP��

ZKHUHDV� WKH� H[FKDQJH� UDWH� ZDV� UHODWLYHO\�

VWDELOL]HG� ZLWK� D� GHSUHFLDWLRQ� RI� ��� LQ� WKH�

SHULRG� RI� ��������� ,Q� ������ WKH� 9LHWQDPHV�

GRQJ�ZDV�GHYDOXHG�E\���� WR�FRSH�ZLWK� WKH�

&KLQHVH� \XDQ� GHSUHFLDWLRQ� DQG� SURDFWLYHO\�

UHVSRQG� WR� WKH� H[SHFWHG� LQFUHDVH� LQ� WKH�

)HGHUDO�)XQGV�UDWH� �)LJXUH�����7KH�,0)�KDV�

classi¿ed�Vietnam�exchange�rate�regime�as�a�
de�facto�conventional�¿xed�peg�in�the�period�
RI� �������� DQG� D� VWDELOL]HG� DUUDQJHPHQW� LQ�

WKH�SHULRG�RI���������

,Q� 9LHWQDP�� WKH� PDLQWHQDQFH� RI� WKH� SHJ�

UHPDLQV� D� FKDOOHQJH� WR� WKH� 6%9�EHFDXVH� RI�

LPSHUIHFW�FUHGLELOLW\�RI�WKH�SXEOLF�LQ�WKH�6%9��

$V�WKH�UHVXOW��WKHUH�ZDV�DOZD\V�WKH�8�6��GROODU�

VSHFXODWLRQ� LQ� WKH� IRUHLJQ� H[FKDQJH�PDUNHW�

during�the�adoption�of�de�jure�managed�Àoating�
�RU�GH�IDFWR�SHJ��LQ�WKH�SHULRG�RI������������

,Q�DGGLWLRQ�� WKH�SURJUHVVLYH� OLEHUDOL]DWLRQ�RI�

FDSLWDO� DFFRXQW� SXWV� WKH�PDLQWHQDQFH�RI� WKH�

¿xed�exchange�rate�regime�in�situations�that�
are�more�dif¿cult.�Consequently,�a�¿nancial�
crisis� and� a� collapse� of�¿xed� exchange� rate�
UHJLPH�DUH�PRUH�OLNHO\��ZKLFK�ZH�ZLWQHVVHG�

WKH�FRQWLQXRXV�GHSUHFLDWLRQ�RI�WKH�9LHWQDPHVH�

dong�by�more�than�28%�during�the�period�of�
2008-2011� (Figure� 1).� Therefore,� it� can� be�
said� that� the� ¿xed� exchange� rate� regime� in�
9LHWQDP�FRXOG�QRW�JDLQ�HQRXJK�FUHGLELOLW\�LQ�

the�eye�of�the�public�in�control�inÀation.�The�
¿xed�exchange�rate�regime�also�could�not�a�

long-run�solution�for�¿nancial�stability�in�the�
event�of�free�capital�Àows.

0RUHRYHU�� ZH� VHH� WKH� DFWXDO� UROH� RI� WKH�

¿xed�exchange�rate�regime�in�ensuring�price�
VWDELOLW\� LQ� 9LHWQDP�� 7KH� SURPLQHQW� HIIHFW�

of�the�¿xed�peg�in�the�control�of�inÀation�in�
Vietnam�is�that�the�pegged�exchange�rate�¿xes�
the� inÀation� rate� for� internationally� traded�
JRRGV��0DUNHW�SDUWLFLSDQWV�ZLOO�VHW�WKHLU�SULFHV�

DFFRUGLQJO\� EDVHG� RQ� WKH� SHUFHSWLRQ� WKDW�

SULFHV�ZLOO�QRW� ULVH�EHFDXVH�SULFHV�RI� WUDGHG�

JRRGV�ZLOO�QRW�EH�DIIHFWHG�E\�FKDQJHV�LQ�WKH�

H[FKDQJH� UDWH�� ZKLFK� GLUHFWO\� FRQWULEXWHV�

to� keeping� inÀation� under� control.� In� such�
a� way,� the� ¿xed� exchange� rate� is� useful� in�
anchoring�inÀation�expectation�(IMF,�2006).�
Nevertheless,� the�¿xed� exchange� rate� is� not�
UHDOO\� D� VWURQJ� QRPLQDO� DQFKRU� WR� FRQWURO�

inÀation� because� it� is� very� dif¿cult� to� ¿x�
inÀation� expectations� due� to� large� inertial�
inÀation�in�Vietnam�(IMF,�2006).�The�inÀation�
REVHVVLRQ�LQ�9LHWQDP�OHDGV�WR�WKH�IDFW�WKDW�RQH�

percentage�point�of�past�inÀation�results�in�a�
rise�of�0.79%� in� inÀation� in�Vietnam� in� the�
HSLVRGH� RI� ���������ZKLFK�ZDV�KLJKHU� WKDQ�

RWKHU�$VLDQ�FRXQWULHV��,0)���������0RUHRYHU��

the�effects�of�a�shock�on�inÀation�in�Vietnam�
SHUVLVW� ORQJHU� WKDQ� LQ�RWKHU�$VLDQ�FRXQWULHV��

A�one-percentage�increase�in�inÀation�would�
WDNH����TXDUWHUV�LQ�9LHWQDP�WR�YDQLVK��ZKLOH�

WKRVH�LQ�VHOHFWHG�$VLDQ�FRXQWULHV�ZRXOG�EH����

TXDUWHUV�

$GGLWLRQDOO\��DOWKRXJK�WKH�6%9�KDV�D�IHDU�

WKDW� DQ� H[FHVVLYH� YRODWLOLW\� RI� WKH� H[FKDQJH�

rate�will� lead�to�an�increase�in� inÀation,� the�
effect�of�exchange�rate�volatility�on�inÀation�
UDWH� LV� UHODWLYHO\� VPDOO�� 7KH� ,0)� �������

HVWLPDWHG� WKDW� ��SHUFHQW� GHSUHFLDWLRQ� RI�

1RPLQDO� (IIHFWLYH� ([FKDQJH� 5DWH� �1((5��

leads� to� an� increase� of� 0.12%� in� inÀation�
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GXULQJ� WKH� SHULRG� RI� ����������� ZKLFK�

ZDV� ����� KLJKHU� WKDQ� WKDW� LQ� RWKHU� $VLDQ�

FRXQWULHV�� )RU� H[DPSOH�� WKH� GHSUHFLDWLRQ� RI�

1((5�RI������LQ������UHVXOWHG�LQ�D�ULVH�RI�

0.8%�in�inÀation�in�this�year.�Meanwhile,�the�
inÀation�rate�in�2004�was�9.5%�in�comparison�
ZLWK� WKDW� RI� ��� LQ� ������7KLV� UHVXOW� VKRZV�

WKDW� WKH� QRPLQDO� H[FKDQJH� UDWH� YRODWLOLW\�

is� only� one� of� determinants� of� inÀation� in�
9LHWQDP��0DQ\�RWKHU�GHWHUPLQDQWV�WKDW�DIIHFW�

price� stability� in�Vietnam�are�past� inÀation,�
EURDG�PRQH\��H[FHVV�GHPDQG�SUHVVXUHV��IRRG�

supply� and� oil� price� shocks,� overly� ¿scal�
VSHQGLQJ�� OLEHUDOL]DWLRQ� RI� DGPLQLVWHUHG�

SULFH��DQG�QDWXUDO�FDODPLW\�

In�conclusion,�although�the�¿xed�exchange�
rate�in�Vietnam�is�useful�in�anchoring�inÀation�
expectations,� the� role�of� the�¿xed�exchange�
UDWH� UHJLPH�DV�D�QRPLQDO�DQFKRU�WR�VWDELOL]H�

WKH� SULFH� LV� QRW� VWURQJ� HQRXJK� EHFDXVH� WKH�

inÀation� in� Vietnam� is� largely� inertial� and�
DIIHFWHG� E\� D�YDULHW\� RI� RWKHU� GHWHUPLQDQWV��

,W�OHDGV�WR�WKH�UHTXLUHPHQW�RI�XVLQJ�PRQHWDU\�

SROLF\�LQ�DVVRFLDWLRQ�ZLWK�RWKHU�SROLFLHV��IRU�

example�the�¿scal�policy,�to�control�inÀation.�
In� addition,� the� maintenance� of� the� ¿xed�
exchange�rate�regime�faces�dif¿culties�in�the�
event�of�free�capital�Àows.�Therefore,�the�¿xed�
H[FKDQJH�UDWH�UHJLPH�LV�QRW�DEOH�WR�EH�D�ORQJ�

run�solution�for�price�and�¿nancial�stability.�
The�¿xed�exchange�rate�as�nominal�anchor�is�
not�a�sole�solution�to�control�inÀation.�Other�
alternatives� include� moving� to� the� Àexible�
H[FKDQJH�UDWH�UHJLPH�DQG�DGRSWLQJ�PRQHWDU\�

targeting� or� inÀation� targeting� as� a�nominal�
anchor�to�control�inÀation.

Credibility� under� the� Àexible� exchange�
UDWH�UHJLPH�LQ�9LHWQDP

7KH� LPSRVVLEOH� WULQLW\� WKHRU\� LQGLFDWHV�

that� the�¿xed�exchange�rate� regime�will�not�
VXVWDLQ� DV� WKH� HFRQRP\� RSHQV� LWV� FDSLWDO�

DFFRXQW�� 7KH� JUDGXDO� RSHQLQJ� RI� LWV� FDSLWDO�

DFFRXQW�ZKHQ�9LHWQDP�KDV�EHHQ�DFFHOHUDWLQJ�

LWV�GHHS�LQWHJUDWLRQ�LQWR�WKH�ZRUOG�PDUNHW�DQG�

Figure�1.�Exchange�rate�movements�(Vietnamese�dong�per�U.S.�dollar)

Source:�Author’s�calculation�based�on�data�of�SBV
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dif¿culties�in�maintaining�the�¿xed�exchange�
rate�as�a�nominal�anchor�to�control�inÀation�
UDWH�UDLVH�WKH�TXHVWLRQ�DERXW�WKH�VXVWDLQDELOLW\�

of�the�¿xed�exchange�rate�regime.�Since�the�
EHJLQQLQJ� RI� ������ WKH�6%9� KDV� DGRSWHG� D�

more� Àexible� exchange� rate� regime� even�
though�the�IMF�has�still�classi¿ed�Vietnam’s�
H[FKDQJH�UDWH�UHJLPH�DV�D�GH�IDFWR�H[FKDQJH�

UDWH� DQFKRU� WR� WKH� 8�6�� GROODU�� ZKLFK� LV� D�

VWDELOL]HG� DUUDQJHPHQW�� 6LQFH� WKHQ�� WKH�

adoption� of� inÀation� as� a� nominal� anchor�
KDV�SUHVHUYHG�SULFH�VWDELOLW\�DQG�DOORZHG�WKH�

H[FKDQJH� UDWH� WR� EHFRPH� D� PRUH� HIIHFWLYH�

VKRFN�DEVRUEHU��0DL��������

$Q� DSSURSULDWH�H[FKDQJH� UDWH� UHJLPH� IRU�

9LHWQDP�PXVW�PHHW� FRQGLWLRQV� RI�DFKLHYLQJ�

WKH� SULFH� WDUJHW� DQG� KHOSLQJ� WKH� HFRQRP\�

WR� UHVLVW� H[WHUQDO� VKRFNV�ZKHQ�9LHWQDP� KDV�

EHHQ� DOORZLQJ� D� JUDGXDO� FDSLWDO� DFFRXQW�

OLEHUDOL]DWLRQ�� 7KH� IRUPHU� UHODWHV� WR� WKH�

FUHGLELOLW\� DQG� LQGHSHQGHQFH� RI� WKH� FHQWUDO�

EDQN� �0DL�� ������� 7KH� ODWWHU� FRQVLGHUV� WKH�

UROH� RI� WKH� H[FKDQJH� UDWH� LQ� VXVWDLQLQJ� WKH�

HFRQRP\¶�RXWSXW�DQG�SULFH�ZLWK�YDULRXV�NLQGV�

RI�VKRFNV�

Under� the� Àexible� exchange� rate�
UHJLPH�� WKH� FUHGLELOLW\� RI� FRPPLWPHQW� WR�

keep� inÀation� in� control� should� be� taken�
LQWR� DFFRXQW�� $V� VKRZQ� E\� WKH� PRGHO�� WKH�

FUHGLELOLW\� RI� PRQHWDU\� SROLF\� XQGHU� WKH�

Àexible� exchange� rate� relates� to� the� ability�
RI�WKH�FHQWUDO�EDQN�WR�FRQWURO�PRQH\�VXSSO\��

thereby� controlling� inÀation.�This� relates� to�
WKH� DGRSWLRQ� RI� PRQHWDU\� WDUJHWLQJ��:H� WU\�

WR�DQVZHU� LI�WKH�6%9�FDQQRW�FRQWURO�PRQH\�

supply,�what�he�should�do�to�control�inÀation�
under�the�Àexible�exchange�rate�regime.�This�
relates�to�inÀation�targeting.

�D�� )OH[LEOH�H[FKDQJH�UDWH�DQG�PRQHWDU\�

WDUJHWLQJ

0RQHWDU\� WDUJHWLQJ� KHOSV� WR� FRQWURO�

inÀation�as�a�nominal�anchor�in�the�following�
ways.� Under� the� Àexible� exchange� rate�
UHJLPH��WKH�GHPDQG�IRU�GRPHVWLF�EDVH�PRQH\��

DQG�KHQFH�WKH�SULFH�OHYHO��DQG� WKH�H[FKDQJH�

UDWH�GHSHQG�RQ�WKH�H[SHFWDWLRQ�DERXW�PRQH\�

VXSSO\� JURZWK�� %HFDXVH� WKH� LQIRUPDWLRQ� RQ�

FRQGXFWLQJ� PRQH\� DJJUHJDWH� LV� DQQRXQFHG�

SHULRGLFDOO\� ZLWK� YHU\� VKRUW� WLPH�ODJV��

WKH� SXEOLF� FDQ� FRPSDUH� WKH� DFWXDO� PRQH\�

VXSSO\� JURZWK� UDWH� ZLWK� WKH� WDUJHWHG� UDWH��

ZKLFK� LQ� WXUQ� VHQGV� LPPHGLDWHO\� VLJQDOV� WR�

PDUNHW� SDUWLFLSDQWV�DERXW� WKH�FHQWUDO�EDQN¶V�

stance� and� intention� to� control� inÀation,�
thereby� mitigating� inÀation� expectations�
and� then� producing� less� inÀation.� In� short,�
ZKHQ�D�FHQWUDO�EDQN�VORZV�WKH�UDWH�RI�PRQH\�

aggregate�growth,�the�rate�of�inÀation�will�be�
ORZHU�

%HIRUH�������LQ�SDUDOOHO�ZLWK�H[FKDQJH�UDWH�

WDUJHWLQJ��WKH�6%9�DLPHG�DW�WKH�PRQH\�VXSSO\��

ZKLFK� LV� WRWDO� OLTXLGLW\� ��0��� WR� LPSOHPHQW�

PRQHWDU\� SROLF\��1HYHUWKHOHVV�� DV� VKRZQ� LQ�

0DL������E���WKH�FRQWURO�RI�WKH�PRQH\�VXSSO\�

faces�a�variety�of�dif¿culties�such�as�unstable�
UHODWLRQVKLS� EHWZHHQ�PRQH\� DJJUHJDWHV� DQG�

inÀation,�time-inconsistency�problem,�policy�
OHQGLQJ� DQG� LQHIIHFWLYH� PRQHWDU\� SROLF\�

LQVWUXPHQWV��$W�WKH�VDPH�WLPH��H[FKDQJH�UDWH�

WDUJHWLQJ�LV�QRW�D�ORQJ�UXQ�VROXWLRQ�IRU�SULFH�

and�¿nancial�stability�given�free�capital�Àows.�
,Q�DGGLWLRQ��PRQHWDU\�WDUJHWLQJ�DQG�H[FKDQJH�

rate� targeting� are� sometimes� conÀicting� but�
WKH� 6%9�KDV� KDG� QRW� \HW� D� UXOH� WR� VROYH� LW��

7KHUHIRUH��WKH�DGRSWLRQ�RI�PRQHWDU\�WDUJHWLQJ�

DQG�H[FKDQJH�UDWH�WDUJHWLQJ�DW�WKH�VDPH�WLPH�LV�

QRW�DQ�RSWLPDO�VROXWLRQ��$OWHUQDWLYHO\��SXWWLQJ�

DVLGH� H[FKDQJH� UDWH� WDUJHWLQJ�� PRQHWDU\�

targeting� under� the� Àexible� exchange� rate�
UHJLPH�ZRXOG�IDFH�LQKHUHQW�SUREOHPV�RI�ZHDN�

DELOLW\�RI� WKH�FHQWUDO�EDQN�WR�FRQWURO�PRQH\�
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VXSSO\� DQG� XQVWDEOH� UHODWLRQVKLS� EHWZHHQ�

monetary� aggregates� and� inÀation.� That�
means�the�necessary�and�suf¿cient�conditions�
to�adopt�monetary�targeting�under�the�Àexible�
H[FKDQJH� UDWH�UHJLPH�DUH�QRW�PHW��2QFH�WKH�

FRQGLWLRQV� IRU� WKH� DGRSWLRQ� RI� PRQHWDU\�

WDUJHWLQJ� DUH� QRW� PHW�� WKH� VXFFHVV� RI� WKLV�

VWUDWHJ\� LV� LPSRVVLEOH�� 7KHQ�� LWV� FUHGLELOLW\�

LV� QRW� HQVXUHG�� 7KHUHIRUH�� WKH� DGRSWLRQ� RI�

monetary�targeting�to�control�inÀation�when�
moving�to�the�Àexible�exchange�rate�regime�
is� not� an� optimal� alternative� for� the� ¿xed�
H[FKDQJH�UDWH�UHJLPH�LQ�9LHWQDP�

(b)� Flexible� exchange� rate� and� inÀation�
WDUJHWLQJ

,I� WKH�FHQWUDO�EDQN� LV� OHVV�DEOH� WR�FRQWURO�

money� supply,� it� can� adopt� inÀation�
WDUJHWLQJ��XQGHU�ZKLFK�WKH�FHQWUDO�EDQN�PXVW�

JLYH� SULRULW\� WR� SULFH� VWDELOLW\� REMHFWLYH� LQ�

LPSOHPHQWLQJ�PRQHWDU\� SROLF\� HYHQ� KDYLQJ�

WR�DFFHSW�QHJDWLYH�HIIHFWV�RQ�RXWSXW�

7R� UHGXFH� QHJDWLYH� HIIHFWV� RQ� RXWSXW��

WKH� FHQWUDO� EDQN� QHHGV� VXSSRUW� IURP� WKH�

JRYHUQPHQW� E\� FRQGXFWLQJ� RWKHU� SROLFLHV��

)RU� H[DPSOH�� WKH� ZDJH� SROLF\� FDQ� UHGXFH�

QHJDWLYH� HIIHFWV� RQ�RXWSXW� XQGHU�D� VKRFN� LQ�

WKH�PRQH\� VXSSO\��$�GHFUHDVH� LQ�WKH�PRQH\�

VXSSO\�0↓� � PHDQV� WKDW�PDUNHW� SDUWLFLSDQWV�
KDYH�OHVV�PRQH\�LQ�KDQGV��7KH\�ZLOO�UHVWULFW�

their� consumption� C� if� price� is� Àexible,�
OHDGLQJ�WR�DQ�H[FHVV�VXSSO\�RI�JRRGV�<G���<6��

DQG�WKHQ�D�GHFOLQH�LQ�WKH�SULFH�RI�JRRGV�

,Q� FDVH� RI� D� ULJLG� QRPLQDO� ZDJH� LQ� WKH�

VKRUW�UXQ�� WKH� QRPLQDO� ZDJH� LV� DOUHDG\� VHW�

LQ� WKH� ODERXU� FRQWUDFW�� HPSOR\HUV� FDQQRW�

cut�off�wage� to�get�more�pro¿t� in� case� that�
SULFHV� RI� JRRGV�DUH� UHGXFHG� �:� �:���7KLV�

EULQJV�DERXW�DQ�LQFUHDVH�LQ�WKH�UHDO�ZDJH��:�

�� 3↑).� Enterprises,� who� want� to� maximize�

their� pro¿t,� will� react� by� cutting� off�
HPSOR\PHQW�1↓� � �/DERXU�PDUNHW� LQ�FDVH�RI

XQGHUHPSOR\PHQW� � �� WKXV

UHVXOWLQJ� LQ� D� GHFUHDVH� LQ� RXWSXW�

��� 7KDW� PHDQV� WKH� ULJLG�

QRPLQDO� ZDJH� GRHV� QRW� KHOS� WR� UHGXFH� WKH�

QHJDWLYH�HIIHFW�RQ�RXWSXW�XQGHU�WKH�LPSDFW�RI�

D�PRQH\�VXSSO\�VKRFN�

�

In� case� of� Àexible� nominal� wage,� the�
HPSOR\HU�ZLOO�DFFRUGLQJO\�UHGXFH�WKH�QRPLQDO�

ZDJH��:↓��ZKHQ�SULFHV�RI�JRRGV�DUH�UHGXFHG�
�3↓��� $V� D� UHVXOW�� WKH� UHDO� ZDJH� UHPDLQV�
FRQVWDQW��:� /�3�VFW���7KHQ��HPSOR\PHQW�DQG�
RXWSXW� GR� QRW� FKDQJH� �1� FVW�� <� FVW��� 7KDW�

means� the� Àexible� nominal� wage� helps� to�
QHXWUDOL]H�WKH�LPSDFW�RI�PRQH\�VXSSO\�VKRFN�

RQ�RXWSXW�

�

In�short,�a�Àexible�wage�policy�will�help�
WR�UHGXFH�WKH�QHJDWLYH�LPSDFW�RQ�RXWSXW�ZKHQ�

WKH� FHQWUDO� EDQN� LPSOHPHQWV� PHDVXUHV� WR�

counter� inÀation.� The� less� output-inÀation�
WUDGH�RII� ZLOO� LQFUHDVH� WKH� FUHGLELOLW\� RI�

ERWK�WKH�SXEOLF�DQG� WKH�JRYHUQPHQW�LQ�DQWL�

inÀation�program�of�the�central�bank,�thereby�
helping�to�increase�the�credibility�of�inÀation�
WDUJHWLQJ�

:KLOH�PRQHWDU\�RU�H[FKDQJH�UDWH�WDUJHWLQJ�

WDUJHWV�LQWHUPHGLDWH�YDULDEOHV�VXFK�DV�PRQH\�

VXSSO\�JURZWK�RU�D�OHYHO�RI�WKH�H[FKDQJH�UDWH��

inÀation�targeting�involves�targeting�inÀation�
directly.�InÀation�targeting�provides�a�strong�
QRPLQDO�DQFKRU� LQ�OLHX�RI�WKH�H[FKDQJH�UDWH�

peg�to�control�inÀation.�InÀation�targeting�is�
DVVRFLDWHG�ZLWK�D�KLJK�GHJUHH�RI�H[FKDQJH�UDWH�

Àexibility�and�the�central�bank�independence�
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LQ�WHUPV�RI�PRQHWDU\�SROLF\�LQVWUXPHQW�DQG�WKH�

link�between�the�central�bank�and�the�¿nancing�
RI�WKH�JRYHUQPHQW�EXGJHWV��7KH�FRPELQDWLRQ�

between� the� Àexible� exchange� rate� regime�
and�the�inÀation�targeting�framework�will�be�
D� SURPLVLQJ� DQG� OHDGLQJ� PRQHWDU\� VWUDWHJ\�

in� the� long� run.�Mai� (2016a)� ¿nds� bene¿ts�
and� advantages� of� inÀation� targeting� over�
H[FKDQJH� UDWH� WDUJHWLQJ� LQ�9LHWQDP��7KHQ� ,�

come�to�conclude�that�inÀation�targeting�is�a�
desirable�monetary�strategy�in�lieu�of�the�¿xed�
H[FKDQJH� UDWH�� )URP�P\� SRLQW� RI� YLHZ�� WKH�

PRVW�LPSRUWDQW�WKLQJ�LV�WKDW�XQGHU�H[FKDQJH�

UDWH�SHJJLQJ��WKH�6%9�KDV�WR�LPSRUW�FUHGLELOLW\�

from�abroad,�whereas� the� inÀation� targeting�
FUHDWHV�D�PHFKDQLVP�WKDW�HQKDQFHV�WKH�DELOLW\�

of�the�SBV�per�se�to�control�inÀation�and�to�
FRQGXFW�PRQHWDU\�SROLF\��)XUWKHUPRUH��RQFH�

WKH� JRYHUQPHQW� DFFHSWV� WR� JLYH� WKH� 6%9�

PRUH� URRP� WR� PDQRHXYUH� PRQHWDU\� SROLF\�

to�control�inÀation,�it�will�support�the�central�
bank�through�commitments�to�manage�¿scal�
SROLF\� LQ�D�ZD\� WKDW� VXSSRUWV�SULFH� VWDELOLW\�

objective,�e.g.�to�avoid�¿scal�dominance�and�to�
develop�strong�¿scal,�¿nancial�and�monetary�
LQVWLWXWLRQV��6WURQJ�FRPPLWPHQW�EHWZHHQ�WKH�

FHQWUDO� EDQN� DQG� WKH� JRYHUQPHQW� WR� FRQWURO�

inÀation� will� in� turn� help� to� enhance� the�
FUHGLELOLW\�RI�PRQHWDU\�SROLF\��7KH�TXHVWLRQ�

is�whether� inÀation�targeting�will�bring�into�
IXOO�SOD\�LQ�9LHWQDP�

/LNH� RWKHU� HPHUJLQJ� FRXQWULHV� DW� WKH�

onset� of� the� adoption� of� inÀation� targeting,�
9LHWQDP� GRHV� QRW� PHHW� DOO� SUHUHTXLVLWHV�

for� the� adoption� of� inÀation� targeting� and�
IDFHV� D�QXPEHU�RI� FKDOOHQJHV� �0DL������D���

(YHQ� WKRXJK� WKH� OLWHUDWXUH� VKRZV� WKDW� QR�

inÀation� targeters� meet� all� preconditions�
before� the� adoption� of� inÀation� targeting�
IUDPHZRUN��&DUDUH�HW�DO���������,0)������E���

,� VXJJHVW� WKDW� 9LHWQDP� VKRXOG� XQGHUJR� D�

transition� process� to� inÀation� targeting.�
$� JRRG� SUHSDUDWLRQ� IRU� WKH� DGRSWLRQ� RI�

inÀation�targeting�will�contribute�to�improve�
QHFHVVDU\�SUHFRQGLWLRQV��HVSHFLDOO\�WHFKQLFDO�

DQG�LQVWLWXWLRQDO�SUHFRQGLWLRQV�DQG�SURYLGLQJ�

WKH� 6%9� ZLWK� LQGHSHQGHQFH� WR� FRQGXFW�

PRQHWDU\� SROLF\� WR� HQVXUH� D� VXFFHVVIXO�

adoption� of� inÀation� targeting� in� Vietnam.�
6RPH�SURSRVDOV�IRU�WKH�WUDQVLWLRQ�SURFHVV�WR�

inÀation� targeting� and� for� the� enhancement�
of� credibility� under� inÀation� targeting�were�
GLVFXVVHG�LQ�0DL������D��

5.�Conclusions

7KH� FRXQWU\� FDQ� VXIIHU� IURP� D� VWDQGDUG�

problem� of� the� sustainability� of� the� ¿xed�
H[FKDQJH� UDWH� ZKHQ� WKH� FUHGLELOLW\� RI� WKH�

H[FKDQJH� UDWH�EDVHG� VWDELOL]DWLRQ� SURJUDPV�

LV� QRW� HQVXUHG�� ,Q� VXFK� D� FDVH�� WKH� FRXQWU\�

can� introduce�a�more�Àexible�exchange�rate�
UHJLPH�� $FTXLULQJ� FUHGLELOLW\� IROORZLQJ� WKH�

DEDQGRQPHQW� RU� FROODSVH� RI� DQ� H[FKDQJH�

UDWH� SHJ� UHTXLUHV� WKH� FRXQWU\� WR� LQWURGXFH�

DQG� LPSOHPHQW� DQ� DOWHUQDWLYH� PRQHWDU\�

policy� operating� strategy� under� the� Àoating�
H[FKDQJH�UDWH�UHJLPH��7KH�OHDGLQJ�FDQGLGDWH�

is� inÀation� targeting.� InÀation� targeting�
HQWDLOV� DQ� LQVWLWXWLRQDOL]HG� FRPPLWPHQW� WR�

SULFH�VWDELOLW\�DV�WKH�SULPDU\�JRDO�RI�PRQHWDU\�

SROLF\�� 7KH� FHQWUDO� EDQN� LQGHSHQGHQFH� LV�

QHHGHG� WR�JLYH� WKH�FHQWUDO�EDQN�D�QHFHVVDU\�

PDQRHXYULQJ�URRP�WR�DFKLHYH�SULFH�VWDELOLW\�

REMHFWLYH�� ,I� SULFH� VWDELOLW\� REMHFWLYH� LV�

conÀicted� with� other� objectives,� such� as�
RXWSXW�REMHFWLYH��WKH�FHQWUDO�EDQN�VKRXOG�JLYH�

SULRULW\�WR�SULFH�VWDELOLW\�REMHFWLYH��DQG�HYHQ�

DFFHSW� WKH� QHJDWLYH� HIIHFWV� RQ� RXWSXW�� 7KH�

QHJDWLYH�HIIHFWV�RQ�RXWSXW�FDQ�EH�VROYHG�E\�

other� policies,� for� example� a� Àexible� wage�
SROLF\�
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