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Vietnam's central bank hiked the benchmark interest
rate, devalued the official exchange rate and
narrowed the daily currency trading band

What happened:

The State Bank of Vietnam (SBV) has announced on November 25 that 1) it will raise
the benchmark base rate to 8.00% p.a. from 7.00% p.a. [effective from December 1]; 2)
reset the official VND mid-point exchange rate to 17,961 from around 17,034 against the
USD, with the ceiling rate at 18,500 [effective from November 26]; and 3) narrow the
trading band to 3% from 5%. In addition, the prime minister is reported to have requested
some major exporters to sell their FX receipts to the central bank.

Our interpretation:

1. We believe the rate hike by the SBV is a necessary move to help contain the
emerging overheating and inflationary risks in the economy. While we still hear
ministries continue to debate over whether the growth recovery is sustainable or not,
this gesture by the central bank confirms that policymakers in Vietnam are 1) vigilant
about such risks and 2) determined to keep policies close to the curve. In addition,
raising the VND interest rate also helps increase the attractiveness of the local
currency to help stabilize the exchange rate.

2. The currency devaluation is due to concerns on the weak external position and
low FX reserves. The trade deficits have increased to US$2.2 billion per month, a
level still lower than the peak level of above US$3 billion per month in 1Q2008, but
not by much. In addition, the significant decline in foreign direct investment this year
combined with short-term capital outflows has put Vietham’s balance of payment
position under stress again, when its official FX reserves have been drawn down to
US$17-19 billion.

3. Tightening the daily USD/VND trading band is seen as part of the efforts to slow
down the VND’s depreciation against the USD during intra-day trading. In our
view, the SBV attempts to prevent any further snowballing effect by conducting this
one-off adjustment in the central parity and narrowing the band. In addition, the
threat on SOESs to turn in their export receipts to the central bank also helps with
SBV’s credibility on defending the exchange rate from further depreciation.
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Any implications on China?

1. Any interest rate hike? We believe China’s government has already implemented
policy measures (such as the credit controls and investment restrictions in certain
sectors) to limit the overheating risks in the Chinese economy. The possibility of the
People’s Bank of China launching an interest rate hike before the end of this year is
quite low, in our view. However, when growth strengthens further for a few more
quarters and CPI inflation becomes more apparent, the central bank could resort to a
combination of monetary policy tightening measures next spring, with a bias on
quantitative control over rate hikes.

2. Any CNY move? In our view, Vietnam and China are at very different economic
stages and will make their own independent currency policies. The case for Vietnam
to depreciate its currency is strong because of its weak external position and low
reserves, which is not shared by China. In contrast, China’s trade surplus has
declined but still remains well above US$10 billion per month on average. In
addition, capital inflows into China seemed to have grown and caused policymakers’
concern for hot money inflows. With a large official FX reserve of US$2.3 trillion,
the need for a CNY devaluation is highly limited, even if a further strengthening in
domestic demand pushes its trade balance into a deficit. The possibility for the
Chinese policy makers to make such a conscious decision in the near future is
extremely low.

On the other hand, we do not believe Chinese policymakers will choose to appreciate its
currency in the near future due to concerns on export weakness ( for details on “why we
do not expect CNY appreciation soon”, see China: Backdoor tightening to continue,
before more meaningful tightening comes in 2Q2010, China Views, October 29, 2009).




Goldman Sachs Global Economics, Commodities and Strategy Research Asia Policy Watch

I, Helen (Hong) Qiao, hereby certify that all of the views expressed in this report accurately reflect personal views, which have not been
influenced by considerations of the firm's business or client relationships.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs,
and pursuant to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce
equity research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This
research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada
by Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by
Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in
the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf
of Goldman Sachs; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number:
198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in
connection with its distribution in the United Kingdom and European Union.

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research
in connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the
Bundesanstalt fur Finanzdienstleistungsaufsicht, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public
information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published
on a periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We
have investment banking and other business relationships with a substantial percentage of the companies covered by our Global
Investment Research Division. SIPC: Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and
our proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management
area, our proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the
recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short
positions in, act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation
would be illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this research is suitable for
their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or
price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for
all investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales
representatives or at http://www.theocc.com/publications/risks/riskchapl.jsp. Transactions cost may be significant in option strategies
calling for multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon request.

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available
to all clients.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza,
New York, NY 10004.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the
prior written consent of The Goldman Sachs Group, Inc.

© Copyright 2009, The Goldman Sachs Group, Inc. All Rights Reserved.




