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Dr.Sanjay Kalra – IMF Resident Representative in Vietnam: Demystifying the gold market in Vietnam 
As part of its mandate and ongoing discussions with the Government of Vietnam, staff of the International Monetary Fund engages with the Vietnamese authorities, including the State Bank of Vietnam, on macroeconomic and financial sector stability issues. Among these issues are discussions on the foreign exchange, gold and other asset markets. This notes provides a brief overview of the staff’s recent discussions, including in the context of staff visits and the 2013 Article IV consultation, related to the Vietnamese gold market, against the broader context of developments in the world gold market and other asset markets in Vietnam. Staff views that the government’s requirement that banks discontinue taking deposits and making loans in gold is effective in promoting greater financial sector stability. The domestic gold price differential over the world price has increased after 2012, but variability of the domestic gold price has fallen significantly.
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Starting in 2008Q4, “flight to safety” during the global financial crisis contributed to a sharp rise in the world price of gold. At the same time the volatility of the world price rose. These higher prices and volatility from the world market transmitted to the Vietnamese gold market. In turn, the higher volatility in the domestic gold market transmitted to the FX market, with connections between the two asset markets, given the role of gold as a monetary asset in the Vietnamese economy. The volatility in prices of FX and gold exposed the Vietnamese banks’ sheets to risks through several channels, including credit and liquidity risk. In addition, the balance sheets were subject to maturity and currency mismatches. At the same time, large imports of gold led to a decline in international reserves in 2009. With the increase in relative stability across global financial markets, world gold prices finally began to moderate in 2012Q3.
During the course of 2011 to 2013, the Government of Vietnam took measures related to the gold market. These measures were first initiated in April 2011 by restricting lending in gold by credit institutions. In April 2012, the government issued a decree related to gold trading. The decree, among other things, restricted and delegated imports of gold bullion for production of taels to the State Bank of Vietnam. The government has also required banks to liquidate their gold deposits. The SBV initiated gold bar auctions on March 28 to reduce supply and demand mismatches.
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These measures taken by the Government of Vietnam are motivated by several factors to improve the functioning of the market. First, to promote financial stability by reducing banks’ exposure to risks related to gold assets and liabilities on their balance sheets. Second, reduce volatility in the gold and FX markets and thereby enhance the effectiveness of monetary policy. Third, eventually reduce the domestic versus world gold price differential. Fourth, over the longer haul, the expectation is that greater stability in the gold and FX markets, and macroeconomic stability in general, could contribute to reduction in gold holdings, an improved current account balance, and shift from gold to “productive” assets.

The domestic gold price differential over the world price increased after 2012. The current differential may reflect, in part, the impending offloading of gold liabilities by the banks as a source of additional market demand compared to previous time periods. However, the variability of domestic and world gold prices (measures by the coefficient of variation) fell during this period.
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