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INFLATION HAS PEAKED  

We are ready to make the call that Vietnam’s inflation has peaked. 
Although the CPI rose by 23.0% y/y in August, we think that the 
combination of: (i) policy tightening to date; (ii) slower global and 
regional growth; and (iii) moderating food price inflation means that 
the worst is behind us. The main risk to our view is that the central 
bank declares victory too early and lowers rates too quickly.  
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HEADLINE INFLATION STILL RISING, BUT MOMENTUM IS CLEARLY EASING 

August CPI inflation rose to 23.0% y/y from 22.2% in July, the highest level 
since November 2008.1    

• Inflation rose in nearly all categories. Food and foodstuff prices 
surged 34.1% y/y, from 32.6% in July, contributing 13.6ppts to 
overall inflation. Transportation prices climbed 21.5%, while housing 
and construction materials rose 23.8%. Non-food/fuel inflation edged 
up to 11.0% contributing 7.5ppts to the overall inflation. 

• However, monthly inflation eased to 0.9%, the lowest reading 
since September last year. Month-on-month inflation fell in all 
categories bar housing and construction materials and transportation. 
In particular, food inflation fell by 0.1% m/m, whereas foodstuff 
inflation declined to 0.2% from 3.2% in the previous month. Core 
inflation rose 0.5%. 

• Inflation momentum is also declining. Our measure of inflation 
momentum fell for the second straight month to 23.6% 3m/3m, saar, 
from 28.0% in July. Momentum measures are useful for identifying 
turning points and falling momentum should therefore lower headline 
inflation going forward.  

                                                        
1 Recent inflation developments in Vietnam have been in line with our expectations 
(See “Policy Tightening – Are we done yet?” 27 May 2011). 
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WHY DO WE THINK INFLATION HAS PEAKED? 

The main reason for our call is the impact of the government’s tightening measures taken since February this 
year. After key interest rates were hiked by as much as 500bps, credit and broad money growth fell to 28.3% 
and 17.1% (y/y) in H1 this year, from 31.9% and 29.7% respectively. Our model suggests that 1ppt decrease 
in the credit growth rate results in a 0.13ppt decrease in inflation (on a quarterly, seasonally adjusted basis), 
with a one-quarter lag. Recent inflation momentum developments broadly match our modelling result. In 
addition, relatively flat core inflation in the last few months reflects the fact that underlying demand pressures 
are easing. 

The ongoing global uncertainty may also help Vietnam in its inflation fight. Slower domestic output growth in 
line with slower global growth will take some pressure off domestic inflation by creating a modest amount of 
spare capacity (since we estimate potential growth is around 7%). Growth has already moderated to 5.6% in 
H1 and activity growth momentum is still modest, in line with the regional trend. We expect that full year 2011 
GDP growth will moderate to 5.9% from 6.8% last year. 

Moreover, easing global commodity inflation will help reduce Vietnam’s imported inflation. While price levels 
remain high, the pace of price increases has declined recently. Food and foodstuffs contribute nearly 40% to 
Vietnam’s CPI weight basket, while transportation costs (a proxy for fuel) contribute about 9%. As we expect 
food and fuel inflation will continue to moderate, external pressures on domestic inflation will fall further. 

Our inflation call hinges on vigilance on the part of the State Bank of Vietnam (SBV). The SBV move to lower 
its policy rate from 15% to 14% in July (following a soft growth print in Q2) suggests that key policy rates are 
unlikely to be hiked further. While we think this move was premature, we take note of the SBV’s insistance that 
controlling inflation remains its top priority. Thus, we expect key interest rates will be held at current levels 
into H1 2012 and will only be cut once inflation momentum falls into single digits. This is necessary for the 
government to achieve its target of bringing headline inflation back to single digit levels by the end of 
next year. 

Going forward, we see the policy rate falling gradually to 11% by 2012-end. In the very near term, we think it 
is important to keep the policy rate at its current level of 14% in order to boslter central bank credibility. This 
profile would be consistent with lowering inflation to single digits by the end of next year. Anchoring inflation 
expectations in this manner would allow GDP growth of around 7%. 
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Vietnam - Interest Rates and Inflation Forecast
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RISKS TO OUR INFLATION CALL (AND WHY MANANGING EXPECTATIONS IS CRITICAL) 

The main risk to our forecast is political, or the weight of political factors in setting monetary policy. Mounting 
domestic pressures on the government to lower nominal interest rates heighten the risk of premature policy 
loosening that could send inflation momentum (followed by headline inflation) higher again. The unexpected 
repo rate cut in July is an example, but we think the negative impact was largely neutralised by the slowdown 
in growth and the effects on commodity prices. However, if lending rates are reduced in September—as the 
new SBV Governor recently suggested—then higher credit and money growth fuelling higher inflation will 
ensue. In terms of the magnitude, our modelling suggests that a 1ppt cut of the average real lending rate 
results in roughly a 1/4 ppt increase in quarterly inflation (or 1ppt annualised). Moreover, any monetary 
loosening move will undermine the credibility of the government’s shift in policy stance. Inflation 
expectations will stay elevated and it will take much longer for inflation to get back to single-digit levels.  

Other risks include: 

• Food prices. The upside risks from food prices have not abated. The rice-pledging program in 
Thailand and still rising food inflation in neighbouring China may disrupt the downward trend of 
food inflation in Vietnam. 

• Minimum wages. These are to be hiked by 48-69% and may complicate the inflation picture. 
The government’s decision to push ahead with its plan to increase minimum wages for non-state 
employees in October rather than January 2012 was due to higher-than-expected inflation that 
negatively affected the average worker’s purchasing power. We think wage hikes will not affect 
our baseline inflation scenario, as most firms are reportedly paying higher wages than the new 
minimum requirements.  

• Gold. Higher demand for USD to pay for gold imports will increase depreciating pressures on the 
dong and drive imported inflation up again. Most recently, surges in onshore gold prices above 
international prices spurred this demand and disrupted the dong’s stability achieved in the 
previous three months.   

Should these risks eventuate, policy rates will need to be held firm for longer so as to keep inflation 
expectations well anchored. Should expectations become unhinged, the result is likely to be an acceleration 
of agents shifting from the dong and into gold and US dollars, thereby putting further upward pressure on 
prices. Re-establishing monetary policy credibility under such circumstances will require tighter monetary 
conditions for longer, with the correspondingly negative effects on GDP and income growth.  Therefore, a key 
objective of the SBV will be to avoid this spiral effect. 

 



 Vietnam Economic Update / 25 August 2011 / 4 of 6 

 

 

 

 

 

 

VIETNAM UPDATE 

 

 VIETNAM – ANZ INTEREST RATES AND INFLATION FORECAST PROFILE 

  AUG-11 SEP-11 DEC-11 2011 MAR-12 JUN-12 SEP-12 DEC-12 2012 
Prev. 

Forecast 
16 16 16 14.2 15 14 13 12 13.5 SBV’s 

refinancing 
rate (%pa) 

New 
Forecast 

14 14 14 13.1 14 13 12 11 12.5 

Prev. 
Forecast 

- 22-23 16-18 18.7 15-17 12-14 10-12 9-10 12.4 CPI y/y 
(eop,%) New 

Forecast 
23.0 22.6 18-19 18.7 17-18 14-15 12-13 10-11 13.8 

Prev. 
Forecast 

- 6.3-6.5 6.3-6.5 6.4 6.2-6.4 6.0-6.5 6.5-7.0 6.5-7.0 6.5 GDP y/y 
(eop,%) New 

Forecast 
5.7 (Q2) 6.0 6.2 5.9 6.0-6.5 6.0-6.5 6.5-7.0 6.5-7.0 6.8 
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IMPORTANT NOTICE 

1. Australia and New Zealand Banking Group Limited (ACN 005 357 522) (“ANZ”) and its related bodies corporate and affiliates 
are represented in various countries.  

Country/region specific information: 

Australia. This document is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527.  

United Kingdom. ANZ is authorised and regulated in the United Kingdom by the Financial Services Authority (“FSA”). This document is 
distributed in the United Kingdom by ANZ solely for the information of persons who would come within the FSA definition of “eligible 
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FSA definition 
of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial Services and 
Markets Act 2000 or under the regulatory system as defined in the Rules of the FSA. 

New Zealand. This document is distributed in New Zealand by ANZ National Bank Limited (“ANZ NZ”). 

United States. If and when the material accompanying this document is received by any US persons or other persons within the United States 
or its territories or possessions, the following statement and the text below is applicable: ANZ Securities, Inc. (“ANZ S”) is a member of FINRA 
(www.finra.org) and registered with the SEC. ANZ S’s address is 277 Park Avenue, 31st Floor, New York, NY 10172, United States of America 
(Tel: +1 212 801 9160 Fax: +1 212 801 9163). 

This document is distributed in the United States by ANZ S (an affiliated company of ANZ), which accepts responsibility for its content. Further 
information on any securities referred to in this document may be obtained from ANZ S upon request. Any US person(s) receiving this 
document and wishing to effect transactions in any securities referred to in this document must contact ANZ S, not its affiliates. 

Indonesia. This document is distributed by PT. ANZ Panin Bank (“ANZ Panin”). ANZ Panin is incorporated and licensed in Indonesia with limited 
liability. 
Vietnam. This document is distributed in Vietnam by ANZ Bank (Vietnam) Limited (“ANZ VN”). ANZ VN Is a wholly-owned foreign bank 
incorporated and licensed in Vietnam. 
China. If and when the material accompanying this document is distributed by ANZ, ANZ NZ, ANZ S, ANZ Panin, ANZ VN or ANZ Bank (Europe) 
Limited (“ANZBEL”), the following statement and the text below is applicable: No action has been taken by ANZ, ANZ NZ, ANZ S, ANZ Panin, 
ANZ VN or ANZBEL or any affiliated entity which would permit a public offering of any products or services of such an entity or distribution or 
re-distribution of this document in the People’s Republic of China (“PRC”). Accordingly, the products and services of such entities are not being 
offered or sold within the PRC by means of this document or any other document. This document may not be distributed, re-distributed or 
published in the PRC, except under circumstances that will result in compliance with any applicable laws and regulations. 
If and when the material accompanying this document relates to the products and/or services of Australia and New Zealand Bank (China) 
Company Limited ("ANZ C"), the following statement and the text below is applicable: This document is distributed by ANZ C in the Mainland of 
the PRC. 

Hong Kong. This document is distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered by the Hong Kong Securities and 
Futures Commission to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) 
regulated activities.  In Hong Kong, this document may only be made available to “professional investors” in accordance with Part 1 of Schedule 
1 to the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong). Please note that the contents of this document have not been 
reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the contents of this document, you should obtain 
independent professional advice. 
Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited investors”, 
“expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act Cap. 289 of 
Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a financial adviser’s licence 
under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore. In respect of any matters arising from, or in connection with the 
distribution of this document in Singapore, contact the ANZ Chief Economist, Asia. 
Taiwan. This document is distributed in Taiwan by the Taipei branch of ANZ, which is registered as a branch of a foreign bank and holds a 
securities investment consulting enterprise license issued by the Taiwan Financial Supervisory Commission. In Taiwan, this document may only 
be made available to ANZ customers who have requested or have consented to receive distribution of this document and who have entered into 
a securities investment consulting agreement with ANZ. 
Germany. This document is distributed in Germany by the Frankfurt Branch of ANZ solely for the information of its professional clients. 

Papua New Guinea. This document is issued by Australia and New Zealand Banking Group (PNG) Limited (Company Registration No. 1-6419) 
(“ANZ PNG”). 

 

2. European Cross-Border Business. 
ANZBEL is authorised and regulated in the United Kingdom by the FSA, and has  “passport” rights to carry on certain cross-border activities in 
the other member states of the European Economic Area. ANZBEL and ANZ conduct cross-border business from their offices in the United 
Kingdom only with specified persons who would come within the FSA definition of “eligible counterparty” or “professional client” in other 
countries in Europe. This document is distributed in those countries solely for the information of such persons. It is not intended for, and must 
not be distributed to, any person there who would come within the FSA definition of “retail client”.  

Country specific information: 

France. This document is distributed in France by ANZBEL. 

Italy. This document is distributed in Italy in relation to investment business by ANZ solely upon the request of the Italian recipient. For credit 
business the document is distributed by ANZBEL. 

Netherlands. This document is distributed in the Netherlands by ANZ solely for execution only business or lending. 

Norway. This document is distributed in Norway by ANZ solely for the information of Norwegian licensed banks and financial institutions. 
Distribution to non-licensed professional Norwegian entities is undertaken by ANZBEL as broker. 

Belgium, Finland, Ireland, Iceland, Luxembourg and Switzerland. This document is distributed in Belgium, Finland, Ireland, Iceland, 
Luxembourg and Switzerland (as the case may be) by ANZ. 

Spain. This document is distributed in Spain by ANZ solely upon the request of the Spanish recipient. 

Sweden. This document is distributed in Sweden by ANZBEL or by ANZ solely upon the request of the Swedish recipient. 
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IMPORTANT NOTICE 

3. Information relevant to all countries/regions. 
The distribution of this document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves 
about and observe all relevant restrictions. 

This document is issued on the basis that it is only for the information of the particular person to whom it is provided. This document may not 
be reproduced, distributed or published by any recipient for any purpose. This document has been prepared for information purposes only and 
does not take into account the specific requirements, investment objectives or financial circumstances of any recipient. The recipient should 
seek independent financial, legal, tax and other relevant advice and should independently verify the accuracy of the information contained in 
this document.  

Under no circumstances is this document to be used or considered as an offer to sell, or a solicitation of an offer to buy, or a recommendation 
or advice to buy or sell or not to buy or sell any product, instrument or investment, to effect any transaction or to conclude any legal act of any 
kind whatsoever. If, despite the foregoing, any services or products referred to in this document are deemed to be offered in the jurisdiction in 
which this document is received, no such service or product is intended for nor available to persons resident in that jurisdiction if it would be 
contradictory to local law or regulation. Such local laws, regulations and other limitations always apply with non-exclusive jurisdiction of local 
courts. 

From time to time ANZ, ANZ NZ, ANZ S, ANZ Panin, ANZ VN, ANZ C, ANZBEL, ANZPNG (collectively, “ANZ Group”), its affiliated companies, or 
its respective associates and employees may have an interest in or deal in, or seek to have an interest in or deal in, financial products, 
instruments or other investments, directly or indirectly the subject of this document and may receive commissions or other remuneration in 
relation to the sale of such financial products, instruments or other investments. Such interests or dealings may directly or indirectly conflict 
with your interests. 

ANZ Group or its affiliated companies may perform services for, or solicit business from, any company which is the subject of this document. If 
you have been referred to ANZ Group or its affiliated companies by any person, that person may receive a benefit in respect of any transactions 
effected on your behalf, details of which will be available upon request. 

The information in this document has been obtained from, and any opinions in this document are based upon, sources believed reliable. Any 
views expressed in this document reflect the author’s personal views, including those about any securities and issuers referred to in this 
document. The author, however, makes no representation as to the accuracy or completeness of the information and the information should not 
be relied upon as such. All opinions and estimates in this document reflect the author’s judgement on the date of this document (unless 
otherwise specified) and are subject to change without notice. ANZ does not guarantee the performance of any of the products mentioned and 
ANZ Group, its affiliated companies, its respective directors, officers, and employees expressly disclaim any responsibility, and shall not be 
liable, for any loss, damage, claim, liability, proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort, including 
negligence), contract, equity or otherwise out of or in connection with the contents of and/or any omissions from this document, or your receipt 
or use of it, except where a Liability is made non-excludable by legislation.  

Any opinions, estimates, assumptions, forecasts and projections may or may not involve material elements of subjective judgement and 
analysis, and may or may not be achieved or prove to be correct. Forecasts and other projections are subject to significant uncertainties, 
contingencies and unanticipated events, most of which fall outside the control of ANZ Group and its affiliated companies. Differences between 
forecast and actual results are common and may be material, because events often occur otherwise than in accordance with projections. You 
should therefore conduct your own independent review, diligence, verification and analysis in respect of any opinions, estimates, assumptions, 
forecasts and projections, and not rely on those provided.   

If this document has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or 
error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore 
does not accept Liability for any errors or omissions in the contents of this document, which may arise as a result of electronic transmission. 

 


