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1. Introduction

Since the global financial crisis of 2008, the design of a macroeconomic policy framework that 
closely interacts with monetary policy has become a top policy concern of nations and international 
financial institutions. Accordingly, there is growing evidence of the effectiveness for the use of 
macroprudential policy tools in minimizing systemic risks in economies through transmission 
channels as well as how these instruments interact with monetary policy (IMF, 2011; Bruno and 
Hyun, 2013). Many countries also publish bank lending surveys that provide very useful information 
on how banks modify the prices and non-prices terms of loans to private sector, and on the drivers of 
these lending conditions. Some of the terms of loans (such as actual Loan-to-Value ratios (LTVs)) or 
some of the drivers of lending standards (such as the cost of bank capital or the liquidity position of a 
bank) are directly related to macroprudential instruments implemented in many jurisdictions (BCBS, 
2011; ESRB, 2013; Ono, Uchida, Udell and Uesugi, 2014; Tressel and Zhang, 2016; Lee, Gaspar and 
Villaruel, 2017).

Prolonged periods of substantial capital inflows, booming real estate markets, and rapid credit 
growth have raised financial stability challenges across many parts of Asia since the mid-2000s. 
In some cases, macroeconomic policies alone have struggled to address these risks to financial 
stability. Vietnam might be among the countries which first introduced macroprudential policy in 
the early 2000s, in the aftermath of damages from the 1997 Asian financial crisis. Nevertheless, the 
term of macroprudential policy approach has just been used widely over the last few years. This 
circumstance seems reasonable when the Vietnamese stock market is still in its infancy (established 
in 2000), the incomplete development and low-level of  financial system inclusion as well as a 
lack of transparency in developing countries (where the decentralization is still in progress). Since 
the global financial crisis of 2008, the identification of systemic risk and the strengthening of the 
macroprudential policy has been paid great attention by the Vietnam government as a key element 
of national financial stability. Vietnam is pursuing a multi-pronged monetary policy and is aiming to 
maintain a balance between growth and stability in recent years. Accordingly, the macroprudential 
policy is expected to be appropriately designed under specific circumstances in order to detect, 
prevent, estimate and minimize losses when systematic risk occurs by combining comprehensive 
risk control tools. This is because a single tool is not enough to address the various risk sources. In 
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addition, macroeconomic institutions should also be able to flexibly use macroprudential tools to 
deal with specific risks identified by appropriate analytical methods. In the period before the global 
financial crisis of 2007 - 2008, Vietnam’s financial system has developed rapidly, contributing 
effectively to economic growth. However, there are a multitude of potential risks when the 
macroeconomic instability takes place, whether in the form of increased deteriorating asset quality, 
non-performing loans and bad assets, the bad reputation among financial institutions and businesses 
and the liquidity stresses of financial institutions. All these can lead to systemic instability and 
negative impacts on the economy. Thus, a proper assessment of the systemic risk that exists in 
Vietnam’s financial markets is crucial for developing an effective monitoring policy that will 
contribute to a stable, healthy and sustainable financial market as well as economic development 
(NFSC, 2014).

The paper focuses on the macroprudential policy instruments which are related to the lending 
standard channel imposed by the State Bank of Vietnam (SBV) and to assess the effectiveness of 
macroprudential policies in Viet Nam’s banking system for the period of 2000 - 2016. Firstly, we 
examine the elements determining which macroprudential policy instruments a country will use. 
Then, we estimate the probability of the imposed tightening/loosening lending standards. The control 
variables in the suggested quantitative model for time series data are CPI, domestic GDP growth, and 
interest rate.

The outline of paper is as follows. We begin by describing the literature review on the choice 
of instruments to measure the effectiveness of macroprudential policy, then focusing on Loan- to-
Value (LTV) and Debt to Income (DTI) ratios. We also further explain how Vietnam has implemented 
macroprudential policies up to now. The core empirical analysis of the paper follows in Section 4 with 
model specifications and empirical results on the effectiveness of macroprudential policy instruments 
related to lending activities imposed by SBV. Finally, we conclude by drawing several implications for 
the relationship between the implementation of macroprudential policy through the lending standards 
channel and financial stability.

2. Literature Review

Macroprudential policy has been highlighted in the need to move beyond a purely micro-based 
approach to financial regulation and supervision, but rather to an overarching framework to cope with 
global build-up of financial imbalances as a result of the financial crisis of 2007, which resulted in 
recessions affecting a number of countries and many banks needing to be shored up. In particular, there 
has been a failure to appreciate how aggressive risk-taking by various types of financial institutions 
has supported a massive growth in balance sheets in the financial system. Overreliance on the self-
adjusting ability of the financial system and insufficient recognition of the role of financial deregulation 
in magnifying the unwinding of financial imbalance have been attributed to the underestimation of 
the consequence of accumulating stocks of debt and leverage, which arose from booming credit and 
asset prices – most specifically in the housing sector.

In light of this, the policy debate is accentuating the usage, implementation and effectiveness of 
macroprudential tools, as well as their impact on macroeconomic outcomes and monetary policy. The 
term was first introduced in 1970s which generally indicated a systemic orientation of administration 
towards the macroeconomy (G. Galati. and R. Moessner, 2013). In other words, such policies can 
be put into place to limit risks and vulnerabilities from building up further and spreading across 
the financial system. Although there has not been a universal definition of this term, researchers 
mostly associate macroprudential polices with maintaining financial stability. In the wake of the 
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financial crisis, the notion of macroprudential policy has called for attention from both academia and 
practitioners. However, limited research has been conducted to inform decisions on a macroprudential 
policy framework. 

Macroprudential policy focuses on the stability of the financial system as a whole, with a view 
to limiting macroeconomic costs from financial distress. Therefore, it emphasizes the procyclical 
behavior of the financial system and the interconnectedness of individual financial institutions 
and markets, as well as their common exposure to economic risk factors (Crockett, 2000). An 
effective macroprudential policy framework ensures the use of appropriate macroprudential policy 
instruments (MPIs) or tools. The choice of measures mainly depends on the risks identified and its 
consequences, notwithstanding other factors, including macroeconomic policies already in place 
(Lee, et al, 2017). 

Blaise and Kaushik (2016) looked at three types of instruments as indicated in the macroprudential 
toolbox depending on macroprudential objectives (Table 1). In order to reduce risks from excessive 
credit or credit growth, authorities can apply credit controls such as caps on the Loan-to-Value 
(LTV) ratio, caps on the Debt-to-Income (DTI) ratio, caps on foreign currency lending, and ceilings 
on credit or credit growth. The second remedy - liquidity-related instruments - includes limits on 
net open currency positions or currency mismatches, limits on maturity mismatches, and reserve 
requirement. The last is building sufficient buffers to withstand the cycle, while capital-related tools 
can include countercyclical capital requirements, time-varying/dynamic positioning, and restrictions 
on profit distribution. These instruments are intended to address threats to financial stability arising 
from excessive credit expansion and asset price booms, and limit amplification mechanisms of risks 
through leverage and also help mitigate vulnerabilities arising from the influence of global factors on 
the domestic economy. IMF (2011a) argues that for these to be effective macroprudential tools, two 
conditions need to hold. First, they should target explicitly and specifically systemic risks. Second, 
the selected institutional framework is underpinned by the necessary governance arrangements to 
ensure there is no slippage in their use.
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Table 1: Policy Instruments and Potential Indicators

Source: CGFS Paper, No 48 (2012).
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Figure 1: Transmission Mapfor Tighter Asset-side Tools

Source: Reserve Bank of New Zealand (2013).

In terms of asset-side instruments, the LTV and DTI are currently widely used to curb financing/
loan growth as well as non-performing loans, therefore impacting resilience and the credit cycle. 
However, the literature concerning the transmission mechanism of LTV and DTI policy is scanty. 
Recent theoretical works by the Committee on the Global Financial System (CGFS, 2012) have shed 
light on this issue by sketching a transmission map of a LTV policy, which suggests that a LTV cap 
tightening could strengthen the resilience of banks through its dampening effect on the leverage of 
borrowers and credit growth. Ascarya, Rahmawati and Karim (2016) showed that tighter LTV caps 
reduce the sensitivity of households to income and property price shocks. Additionally, LTV and DTI 
caps during booms slow down real credit growth and house price appreciation (Crowe et al., 2011).

Figure 2: Transmission Map of Housing LTV Limits

Source: Reserve Bank of New Zealand (2013).
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Roger (2013) detailed the impact of LTV on resilience, credit cycle and expectations-based 
effects as in the following. Restrictions on high LTV housing lending provide a supplementary tool 
for addressing the financial stability risks that could emerge from imbalances in the housing sector. 
They would typically be applied when growth in high-LTV housing lending and house prices is 
judged to be excessive, with the objective of dampening the housing cycle and strengthening the 
resilience of banks and households. Figure 2 maps the impact of outright LTV limits, which directly 
constrain borrowers’ lending capacity by blocking all access to high-LTV lending. Figure 3 maps the 
effect of quantitative restrictions; the impact will vary by bank, according to whether the restriction 
proves binding given their existing share/flow of high-LTV lending.

Impact on Resilience: At its most basic, LTV limits can increase the resilience of the banking 
system directly through decreasing both the probability of default (PD) and loss-given-default (LGD) 
of loans. Firstly, LTV limits reduce PDs since a greater proportion of new borrowers would have 
higher equity buffers to withstand negative shocks, such as rising interest rate. Secondly, by restricting 
the amount that can be borrowed against the given value of a property, limits on LTV ratios restrict 
leverage and, in doing so, decrease LGD. 

Figure 3: Transmission Map of Quantitative Restrictions on High-LTV Lending

Source: Reserve Bank of New Zealand (2013).

Resilience is also indirectly leveraged via the impact on the credit cycle or expectations, which 
in turn, may lead to a tightening of banks’ risk management standards. Hence, LTV restrictions would 
limit the risks to which banks are exposed. Where quantitative limits are applied, the impact on 
individual banks’ resilience will be reliant on whether the limit is binding. If the overall share of 
high-LTV lending falls, this will increase the resilience at a system level also. A system-wide fall in 
the share of high-LTV lending will depend on whether other banks step in to take up the high-LTV 
lending vacated by the former group.
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However, it should be emphasized that LTV restrictions are likely to be imposed at times when 
risks associated with such lending appear excessive (and hence potentially not adequately reflected 
in microprudential settings). These effects will need to be balanced against the fact that the banking 
system will be holding less capital, as there will be less high-LTV lending. Where microprudential 
capital requirements are appropriately calibrated for the extra risk in the high-LTV lending book, the 
increase in resilience due to LTV restrictions would be cancelled out by the decrease in capital.

Impact on the Credit Cycle and House Price: LTV restrictions would likely be more effective 
than the other instruments at reducing house price growth, because LTV restrictions would directly 
affect the supply of housing credit. Also, tighter LTV caps restrict the quantity of credit by limiting 
the funding available for marginal borrowers, reducing effective housing demand and increasing 
savings. In principle, house prices will tend to ease, reducing households’ ability to obtain credit and 
withdraw equity more generally. These combined effects on the supply of and demand for housing 
credit would dampen credit growth. This would help to reduce households’ ability to borrow against 
existing equity of their houses (i.e., refinancing or equity withdrawal), and ease house price inflation. 
Further, such restrictions could be expected to help curb expectations and speculative incentives.

The strength of these transmission channels may be moderated by the fact that LTV limits do 
not directly affect the cost of borrowing – they simply restrict the ability of a specific group to borrow. 
While this may constrain some households, it is also possible that the demand from others with 
sufficient wealth might continue to drive house price growth.

The ultimate impact (including second-round effects) of any change in LTV caps may be quite 
sensitive to its initial impact on house prices, in particular when house price growth is disconnected 
from fundamentals. If LTV tightening is followed by an initial house price decline, LTVs of existing 
borrowers will increase, reducing the scope for equity withdrawals and GDP growth, which may 
trigger further declines in house prices. If, by contrast, house prices continue to rise after the LTV cap 
is tightened, aggregate demand may continue to be supported by equity withdrawals as LTV ratios 
fall. Both amplification channels might be stronger when house price changes are due to speculative 
demand.

The effect of imposing a quantitative restriction rather than outright limit will depend on whether 
banks that are not bound by the restriction increase their share of high-LTV lending. If these lenders 
soak up the marginal borrowers, the restrictions may be less effective in containing aggregate housing 
lending.

Expectations-based Effects: LTV limits provide a highly visible signal of the central 
bank’s discomfort with developments in the housing market, which is likely to increase its impact 
on expectations. However, there is a risk of expectations playing a destabilizing role under some 
circumstances. If caps are expected to be tightened, households might respond by bringing forward 
borrowing. House price growth might then accelerate, at least temporarily. These effects may be 
avoided by implementing limits over relatively short periods of time. Accordingly, the notice period 
could be as short as two weeks for LTV restrictions.

Empirically, the effectiveness of asset-side instrument is mixed, not conclusive and country 
specific, so there is insufficient guidance on the optimal target of this macroprudential tool from the 
literature.
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Empirical results from developed countries are broadly in line with our expectation. The 
Financial Services Authority (2009) demonstrates that in the United Kingdom (UK), there is evidence 
of a relationship between LTVs and defaults. In particular, this study finds that default rates for ten of 
the largest UK mortgage lenders are generally higher at higher LTVs during 2008.

Demyanyk and Hemert (2009) used a loan-level database containing information on about half 
of all subprime mortgages in the U.S. that originated in the period 2001-2007. They stated that high-
LTV debtors become increasingly risky compared to their counterparts with low-LTV. Securitizers 
seem to have been aware of this particular pattern in the relative riskiness of debtors. In addition, 
mortgage rates become more sensitive over time to the LTV ratio of debtors. For instance, in 2001 
a debtor with a one-standard-deviation above-average LTV ratio pays a 10-basis point premium 
compared to her/his counterpart with average-LTV. By contrast, in the year 2006, the premium paid 
by the high-LTV debtors is roughly 30 basis points.

Crowe et al. (2011) in their study of “How to Deal with Real Estate Booms: Lessons from 
Country Experiences” used data of 50 U.S. States between 1978 and 2008 and showed the effect of 
LTV on origination of loan - approximately 5% increase in house price for a 10% point rise in LTV.

Another study for the U.S. case by Duca et al. (2011), built a series for LTV faced by first-time 
home buyers and estimated a cointegration model of house price-to-rent ratios at the national level 
from 1979 to 2007. The finding of the study is that, assuming rents remain constant, a 10 percentage 
point decline in LTV ratio of mortgage loans for first-time buyers leads to a 10 percentage point 
decrease in the house price appreciation rate.

Igan and Kang (2011) assessed the effects of LTV and DTI limits on regional housing and 
mortgage market activity, and household choices in Korea. They pointed out that there has been a 
significant decrease in transaction activity in the three-month period after the tightening of LTV or 
DTI regulations. House price inflation also dropped but in the six-month period. Futhermore, LTV 
tightening is more effective than DTI tightening in terms of reining in price dynamics. Additionally, 
this study analyzed survey data by using a matching estimator framework and showed that in the 
future, growth of expected house price becomes lower after the implementation of caps on LTV and 
DTI, suggesting that adoptions of loan eligibility criteria curb expectations and speculations in Korea.

Westin et al. (2011) conducted a regression from a data set of 19 countries belonging to the 
Organization for Economic Development and Cooperation (OECD) from 1980 to 2010 and stated that 
the LTV ratio plays a role in increasing house price dynamics. A high LTV ratio reinforces the impact 
of real GPD growth on house price development, and this correlation is considerably significant and 
economically relevant. The study’s result is in line with the existence of an accelerator mechanism: a 
high cap on LTV amplifies the influence of income shock on house prices.

Using sample data of 49 countries during the period 2000-2010 and GMM (Generalized Method 
of Moments), Lim et al. (2011) analyzed the connection between macroprudential policies and credit, 
and leverage growth rate. The study indicates that the presence of macroprudential policies such as 
caps on LTV and DTI, limits on credit growth and dynamic provisioning have a relationship with the 
decline in the pro-cyclicality of credit and leverage.  In particular, credit development falls after the 
introduction of caps on LTV and DTI ratios, with the LTV measure reducing the pro-cyclicality of 
credit development by 80%. The authors suggest that the effectiveness of macroprudential policies is 
sensitive to the type of shock facing the financial sector.
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Claessens et al. (2013) employed GMM panel regressions to investigate how changes in the 
balance sheets of 2,800 banks in 48 countries from 2000 to 2010 respond to specific macroprudential 
policies. They pointed out that DTI and LTV ratios and limits on foreign currency loans and ceiling 
credit growth decelerate the increase in asset and bank leverage, and growth in noncore to core 
liabilities. While countercyclical buffers are effective in alleviating rises in bank leverage and assets, 
some measures help to stop drops in adverse times.

Price (2014) showed that in New Zealand, without a cap on LTV, house price appreciation 
could have been 3.3 percentage points higher and household credit development could have been 0.9 
percentage points higher. The result of this study supports evidence found in another study for New 
Zealand carried out by Bloor and McDonald (2013). In particular, over the first year, house price 
appreciation seemed to decrease by 1-4 percentage points, and credit development likely dropped by 
1-3 percentage points.

Hallissey et al. (2014) used loan-level data in Ireland to investigate the correlation between 
mortgage defaults and originating levels of LTV and DTI ratios. These authors point out that there has 
a positive correlation between these ratios and subsequent defaults, with the strength of the correlation 
dependent upon the point of the property cycle at which a loan is originated. Default rates on loans 
issued near the peak of the cycle to first-time buyers are particularly sensitive to LTV at origination 
while those issued to non-first-time buyers are sensitive to both LTV and LTI at origination. Moreover, 
there is a dramatic growth in the losses on defaulted loans for loans issued above 85% LTV. Although 
lending at higher LTI ratios dropped noticeably, the year 2003 saw 50% of new lending to owner 
occupiers at LTV levels above 80%.

Neagu et al. (2015) used a GMM model to test how introduced or changed LTV and/or DTI 
may affect the loan growth in Romania. The study demonstrates that LTV and DTI limits have relative 
effectiveness in curbing high lending activity and in making sure that borrowers as well as lenders can 
deal with adverse shocks in real estate prices, depreciation of currency and sudden increase in interest 
rate. Furthermore, the study also estimates another panel data regression using GMM to investigate 
the influence of DTI and LTV caps on lending volumes and NPL ratio movements. The findings are 
that there exists a significant negative relationship between the loan amount and the repayment ability 
of debtors. In addition, borrowers having lower income and high DTI are associated with higher 
NPL ratio, regardless of the lending purpose.  The correlation between the LTV level and borrower’s 
repayment capacity is also found - the higher the LTV, the higher the nonperforming loan ratio. 
These results support the argument for applying DTI and LTV caps to promote repayment capacity 
of borrowers.

A study conducted by Afanasieff et al. (2015) showed that the Central bank of Brazil enhanced 
the standards of origination of auto loans by doubling the risk weight factors for loans with certain 
characteristics. The measure was implemented for new auto loans by combining high LTV with long 
maturities. The macroprudential policy applied for origination of auto loans was found to be effective. 
The characteristics of newly originated auto loans such as LTV and maturity enhanced the application 
of the measure. Furthermore, the measure successfully signaled to banks the need to maintain sound 
origination standards as these did not worsen after the measure was withdrawn in 2011.

The evidence for the impact of LTV and DITs on developing countries’ financial system 
resilience, credit growth and house price is mixed. The 2008-09 financial crisis might be considered 
as a milestone for emerging of literature on MaPP, especially in developing financial markets. Many 
of the papers on this area focused on simulating the influence of MaPP regulations on the capital 



    
98 Macroprudential Policies in SEACEN Economies

    Effectiveness of Macroprudential Policy Through
Lending Standard Channel: The Case of Vietnam

    The SEACEN Centre

market and housing price growth, considering that these indices are important (and quantifiable) 
criteria to estimate the effectiveness of MaPP on economic stability. Although the analysis concludes 
that there is a limited consensus on the effectiveness of implementing MaPP instruments for countries, 
the outcome is nonetheless still promising.

In examining the effect of MaPP tools on credit growth,  the studies of Zhang and Zoli (2016) 
and Bruno, Shim and Shin (2015) are often cited as significant empirical literature. Using an event 
study, Zhang and Zoli (2016) showed that LTV and DTI tightening mitigated credit growth in Asia 
but the effect was not very large. In particular, credit growth had declined in one quarter and was 2 
percentage points below its peak after six quarters. Rising LTV and DTI ratios was also followed 
by a softening of  property markets in Asian economies. However, the results by OLS estimation 
suggest that LTV and DTI tightening do not have significant dampening impact on credit in Asia 
economies. Meanwhile, housing related policies (including LTV and DTI) when tightened in emerging 
Asia countries, have strong effects on house price escalation, curbing its growth by nearly 2% in a 
one-quarter horizon. In contrast, Bruno et al. (2015) discussed the consequences of implementing 
five types of macroprudential regulations on cross-border financial indices. Taking 12 Asia-Pacific 
economies during the 2004-2013 period, the authors found ambiguous results on how LTV, DTI and 
other MaPP tools affect cross border total credit and bank credit.

Before Bruno et al. (2015), Wong, Fong, Li and Choi (2011) also examined effects of LTV,  
highlighting the case of Hongkong in the 1991-2010 period. The authors pointed out that LTV as 
a tool of MaPP can reduce systemic risk arising from housing escalation, with a minor trade-off 
of imposing higher liquidity constraints on homebuyers. In particular, when the LTV ceiling were 
loosened from 70% to 90% before 1997, the bad debt rate after the 1997-98 crisis would have been 
1.7%, 0.86 percentage point higher than the actual ratio in December 1998. Moreover, the mortgage 
insurance programs (MPIs) that protect lenders from credit losses on the portion of loans over 
maximum LTV can enhance the MaPP tool by diminishing this limitation without undermining the 
effectiveness of the instrument. However, the effectiveness of LTV ratios on dampening household 
leverage appear more apparent than that for property market movements. This insight suggests that 
the effect on household sector leverage might be considered as a major channel through which LTV 
policy stabilizes the financial market.

In line with Wong et al. (2011), Se (2013) reviewed experiences of some Asian countries as well 
as other developed economies that successfully implemented the LTV cap to curb house price growth 
in the aftermath of the 1997-1998 crisis. Notwithstanding the country specifics, the statistics indicated 
that the results of executing LTV and DTI are extremely promising. 

Morgan, Regis and Salike (2015) conducted a unique research which estimated directly the 
effects of the LTV – the macroprudential policy tool widely used to mitigate mortgage loan growth 
– on the development of the housing market. The sample of the study covered 10 Asian economies 
for which the authors constructed robust-to-outlier estimations. The results show strong evidence to 
support the conclusion that LTV-ratios-related polices help moderate mortgage loans.

Lee, Asuncion and Kim, (2016) also found that many countries in emerging Asia employed 
mostly LTV and DTI. These included the Republic of Korea, Singapore and Thailand. Their finding 
is similar to what Zhang and Zoli (2016) unveiled in their analysis for 13 Asian economies and 33 
economies in other regions. The table below shows more details.
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Table 2: Specific Use of Macroprudential Policy Tools by Economy, 2000-2013

Source: Lee, M.; R. Asuncion and J. Kim (2016).

It is interesting to note that Lee et al. (2016) used MaPP variables as continuous variables 
rather than as binary variables and they used the multivariate dynamic probit model instead of probit 
regression like previous researches. This innovative technique has contributed to data analysis 
methodology. The data was gathered from 10 Asia developing economies including China, Hongkong 
SAR, Indonesia, India, South Korea, Malaysia, Singapore, Thailand, Chinese Taipei and Philippines. 
From their analysis, Lee et al. (2016) concluded that LTV and DTI can effectively diminish credit 
escalation and housing price growth. In Korea, the credit-related instruments showed a lagged decrease 
for housing price growth until the second period and an immediate decline in leverage expansion. The 
leverage expansion in Thailand was impacted immediately with the implementation of credit-based 
tools, while its housing price inflation was also slightly affected.

Kim and Mehrotra (2016) estimated the effects of macro-instruments (monetary and prudential 
policy) in Australia, Indonesia, Korea and Thailand,  for which MaPP instruments including LTV, 
DTI and other tools were taken into account. The paper revealed that LTV and DTI indeed have an 
impact on credit growth, with the tightening of MaPP supporting the process of disinflation in these 
countries.

One of the more recent papers is by Fendoğlu (2017) that showed that economies,  including 
emerging East Asia, implemented borrower-based MaPP tools (containing LTV and DTI) more 
frequently than the others. On the credit cycle side, he emphasized the effects of borrower-based 
instruments on credit cycles. The estimation showed that borrower-based MaPP is likely to be more 
effective in curbing credit cycles in emerging Asian countries (Thailand, Korea, Indonesia, Malaysia 
and Philippines) during the 2003-2012 period. Meanwhile, such evidence appeared less clear for Latin 
America or emerging European economies. In addition, Erdem, Özen and Unalmis (2017) conducted 
another study which provides more details on the changes of MaPP tools by the phase of credit cycles. 
Using a dataset of 30 countries, Erdem et al. (2017) argued that LTV and DTI appeared more effective 
in the expansion period of credit cycles. This conclusion is noteworthy given that global liquidity 
shocks cause significant increase in domestic credit growth in emerging and developing countries, as 
is evidenced in this paper. 
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3. An Overview of Financial System in Vietnam

3.1 The Structure of the Financial System 

Up to 1988, the financial system in Vietnam only comprised of the State Bank of Vietnam 
(SBV), and several affiliates aimed at distributing credit to State-Owned-Enterprises (SOEs) and 
other entities under directives of the central plan and handling deposits of these SOEs and entities 
(O’Connor, 2000). During 1988-1989, the government implemented a banking reform in an effort to 
transform the mono-bank system into a two-tier banking system, which means that the SBV would 
restrict itself to acting as the central bank while its commercial banking activities would be taken over 
by four sector-specialized state-owned commercial banks.

During the 1990s, the government facilitated the entrance of new players into the financial 
sector. This policy resulted in the mushrooming of a number of representative offices and branches 
of foreign banks and the so-called joint-stock commercial banks. Joint ventures between foreign 
banks and state-owned commercial banks were also established, but the services they offered were 
strictly circumscribed. In the meantime, non-bank financial institutions, such as finance and insurance 
companies, have come into existence, but have shown little importance in terms of financing firms. 
The components of the financial system in Vietnam are presented in Table 3.

Table 3 shows that Vietnam has a number of commercial banks, few non-bank financial 
institutions, and a newly-established stock market. This table, together with the fact that banks 
account for 85-90% of financial intermediation (O’Connor, 2000), suggest that Vietnam has a bank-
based financial system. As shown in Table 3, the Vietnamese financial system is large for a low 
middle-income country, with assets of 200% of GDP in 2011. The banking sector dominates the 
financial system, with its assets amounting to about 183% of GDP (including the two policy banks) 
and 92% of financial institutions’ assets. The banking sector is large by international comparison, 
whether measured by deposits or credits. However, while the banking sector is large, but non-
banking financial institutions and securities markets remain small. Non-banking financial institutions 
(including cooperatives) account for only 17% of GDP and 8% of financial institution assets. Finance 
companies provide project and consumer finance and represent the largest class of non-banking 
financial institutions, accounting for 6% of GDP and 3% of financial institution assets. Insurance 
companies account for 4% of GDP, while mutual funds account for less than one percent of GDP 
and private pension funds remain negligible. The Social Security Fund (SSF) is the only institutional 
investor of significant size, managing pension reserves amounting to 6.5% of GDP. Equity markets 
have grown rapidly but are still at an early stage of development. While the number of companies 
listed in the two exchanges has increased dramatically, primarily due to the “equalizations” of SOEs, 
total equity market capitalization is relatively small at 20% of GDP in 2011, reflecting the fact that 
listed firms in Vietnam are generally small. The fixed income market is of a moderate size and is 
dominated by government bonds.
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Table 3: Structure of the Vietnamese Financial System

Sources: National authorities, IMF, ADB, Bloomberg.

So far, credit institutions and banks play a pivotal role in the financial institution system. In 
terms of asset size, at the end of 2015, the total assets of credit institutions accounted for about 184% 
of GDP, more than 12 times the total assets of non-CI financial institutions. Many commercial banks 
are operating in all three financial market sectors through the establishment of affiliated units or 
participating in capital contribution and share purchase in enterprises operating in securities, securities 
insurance. In contrast, some insurers have also been active in banking and securities business.
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3.2 Financial Supervision in Vietnam

Vietnam is currently using an institutional surveillance model, whereby each regulatory authority 
oversees a separate sector. Banking operations are subject to direct supervision by the Banking 
Supervision Department, and are subject to supervision by the Deposit Insurance of Vietnam (although 
the supervision of the DIV is still not sufficiently strong). Simultaneously, insurance activities are 
subject to direct supervision by the Insurance Administration and Supervision Department while the 
State Securities Commission is responsible for direct supervision of the securities market.

In addition, the National Financial Supervisory Commission (NFSC) was established in 2008, 
to undertake the responsibility of the overall supervision of the financial system. The Committee 
is the advisory body of the Prime Minister and serves the following functions: “Advising the 
Prime Minister on the analysis, assessment and forecasting of impacts of financial markets on 
macroeconomics. the impact of macroeconomic policy on the financial market, the coordination 
of supervision of the national financial market (banking, securities, insurance), assist the Prime 
Minister in overseeing the overall financial market.” The NFSC has a direct relationship with the 
Ministry of Finance and the State Bank of Vietnam (SBV) in order to capture the developments 
in the banking, insurance and securities sectors, as well as financial institutions under the 
management of the SBV and the Ministry of Finance, to provide information for monitoring; make 
recommendations on the handling of violations amongst organizations and individuals involved 
in these three areas.

SBV and the Ministry of Finance have a cross coordinated relationship in managing and 
supervising state-owned commercial banks under the management of the Ministry of Finance. 
These two organizations have a strong relationship in terms of the issuance of treasury bonds, as 
well as the implementation of public financial policies and monetary policy related to the use of 
bonds.

The activities of the supervisory authorities are based on specialized laws, including the Law 
on the State Bank, the Law on Credit Institutions, the Law on Securities and the Law on Insurance. 
There are no separate regulations for the financial supervision of the NFSC.

4. The Implementation of Macroprudential Policy in Vietnam 

Vietnam has achieved remarkable progress since the start of its transition from a centrally 
planned economy in the mid-1980s. Nonetheless, the Vietnamese economy is showing signs of 
financial and enterprise distress, and weaker growth. The weak performance of the financial sector 
is due to a complex array of institutional and regulatory factors and, more recently, heightened 
macroeconomic volatility. Erratic macroeconomic policies also contributed to volatility of 
economic activity over the last five years. Three main episodes of the “stop-and-go” policies are 
closely associated with the observed real and financial cycles. The first of these episodes was 
when stimulus policies were implemented in 2009 in response to the global crisis. This included 
the relaxation of fiscal and monetary policies, which were followed by an acceleration of credit 
growth and a surge in inflation. Nearly half of international reserves were lost in that year. This 
prompted a round of policy tightening in early 2011 under “Resolution 11”. Monetary policy was 
tightened through a cumulative increase of 500 basis points in the refinance and discount rates, 
which saw the reduction in the fiscal deficit. Credit growth slowed to less than 10%, the lowest 
rate in a decade. Fears that the tightening may have been overdone amidst a weakening global 
environment prompted another aggressive loosening of policies. Monetary policy measures in 
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2012 included cuts in policy rates and a range of administrative measures. This time, however, 
credit growth remained slow despite the policy easing, partly on account of a rapid deterioration 
in banks’ balance sheets and the associated need for deleveraging. A relatively weak liquidity 
management framework prevented monetary policy from having a more predictable impact on 
aggregate demand.

Therefore, there is a need of a unified organization to be in charge of measuring and managing 
systemic risks as well as generating a framework of macroprudential policies with relevant tools. 
According to the Financial Sector Assessment Program, the IMF (2014) has classified macroprudential 
tools into five categories, including: (i) Broad-based tools (CCyB, LTV, DPR,…); (ii) Household 
sector tools ; (iii) Corporate sector tools (DSTI,…); (iv) Liquidity tools ( LCR, LTD,…); and, (v) 
Structural tools (sectorial capital requirements,…). In Vietnam, although there is yet to be an official 
set of macroprudential policies tools, a number of similar tools are available that are being used for 
monetary policies and banking supervisory as follows.  

4.1 Ceiling on Credit Growth

The ceiling on credit growth was first applied in 2011, after an extended period of high credit 
growth which had negative impacts on the liquidity of credit institutions, resulting in high inflation. In 
view of this, SBV took the decision to manage credit growth -  the target for the annual credit growth is 
to be based on the government’s decision while the SBV is in charge of visualizing a mutual target as 
well as calculating the target for individual credit institutions based on their performance. The ceiling 
on credit growth helps control the flow of capital from credit institutions into the economy, and will 
enable the credit institutions to control risks from adverse effects of macroeconomic management of 
inflation.

This tool has shown to be effective as it allows effective credit institutions to provide more 
loans while constraining ineffective ones so that they can deal with existing issues relating to non-
performing loans.

4.2 Limits on High Risk Sectors’ Credit Growth 

Controlling cash flow into high risk areas helps to stabilize the system of credit institutions 
and control the bad debt ratio.  SBV has controlled the proportion of loans to the property and equity 
related areas, starting from 2011 - 2012, especially paying attention to high risk areas as directed 
by the government,  in order to support the transmission of credit into the production sectors. The 
proportion of the non-production sector decreased from 22% (on June 2011) to 16% (on December 
2011). Subsequently, SBV has maintained an annual assessment on the loan performance of high risk 
areas in order to formulate prompt solutions, if necessary.

4.3 Reserve Requirements 

SBV has issued a number of legal documents relating to reserve requirements, among which are 
Decision No.2951/QĐ-NHNN dated 3 December 2008 on the adjustment of required reserve ratio for 
Vietnamese dong deposit of credit institutions, followed by Circular No. 23/2015/TT-NHNN dated 4 
December 2015 on amendments to the regulation on reserve requirement for credit institutions issued 
together with Decision No.581/2003/QD-NHNN dated 9 June 2003 of the SBV Governor.



104 Macroprudential Policies in SEACEN Economies
    Effectiveness of Macroprudential Policy Through

Lending Standard Channel: The Case of Vietnam
    The SEACEN Centre

The required reserve ratios applicable to credit institutions are as follows: 

Table 4: Required Reserve Ratios Applicable to Credit Institutions 
(Decision No.581/2003/QD-NHNN)

Demand VND deposit 
and VND deposit with 
the term of less than 

12 months

VND deposit 
with the term of 
12 months and 

more

Demand foreign currency 
deposit and foreign 

currency deposit with 
the term of less than 12 

months

Foreign 
currency deposit 
with the term of 

12 months

For State owned commercial 
banks (excluding Bank 
for agriculture and rural 
development)

6% 2% 7% 3%

Bank for agriculture and 
rural development 3% 1% 6% 2%

Rural commercial joint 
stock banks, Central Peoples 
Credit Fund, cooperative 
banks

1% 1% 6% 2%

From 2009, the required reserve ratios applicable to credit institutions were adjusted by the 
Decree No.379/QD-NHNN (24/2/2009) as follows:

Table 5: Required Reserve Ratios Applicable to Credit Institutions 
(Decree No.379/QD-NHNN (24/2/2009))

Demand VND deposit 
and VND deposit with 
the term of less than 

12 months

VND deposit 
with the term of 
12 months and 

more

Demand foreign currency 
deposit and foreign 

currency deposit with 
the term of less than 12 

months

Foreign 
currency deposit 
with the term of 

12 months

For State owned commercial 
banks (excluding Bank 
for agriculture and rural 
development)

3% 1% 8% 6%

Bank for agriculture and 
rural development 1% 1% 7% 5%

Rural commercial joint 
stock banks, Central Peoples 
Credit Fund, cooperative 
banks

1% 1% 7% 5%
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4.4 Prudential Ratios

SBV has issued Circular No.36/2014/TT-NHNN dated on 20 November 2014, stipulating the 
minimum safety limits and ratios for transactions performed by credit institutions and branches 
of foreign banks and Circular No. 06/2016/TT-NHNN (27/5/2016) which adjusted the Circular 
No.36/2014/TT-NHNN. According to this latter Circular, safety limits and ratios are defined as:

a)  CAR (%) =  x 100%; minimum total CAR is set to 8%

b) ST deposits financing MLT loans =  x 100%

Credit institutions Limits

Commercial banks 60%

Branches of foreign banks 60%

Non-bank credit institutions 200%

Co-operative Bank of Viet Nam 60%

c) LTD =  x 100%

Credit institutions Limits

State-owned commercial banks 90%

Branches of foreign banks 90%

Joint stock commercial banks, Joint 
venture banks, 100% foreign-owned 
banks

80%

Co-operative Bank of Viet Nam 80%

According to Circular No. 41/2016/TT-NHNN (30/12/2016) which will be valid from 2020, the 
new CAR will be defined as:

C: Owner’s equity
RWA: Credit risk weighted assets
KOR: Require capital for operation risk 
KMR: Require capital for market risk
Minimum total CAR remains the same (8%).

The prudential ratios help credit institutions to operate safely and effectively, avoiding 
bankruptcy and adversely affecting depositors’ confidence and the macro economy.
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4.5 Limits on Open FX Positions

The limits on open FX position was first applied in 2002 by the Decree No.1081/2002/QĐ-
NHNN (07/10/2002) and the Decree No.1168/2003/QĐ-NHNN (2/10/2003). From 2012, SBV 
officially tightened the FX positions of commercial banks by issuing the Circular No.07/2012/
TT-NHNN dated 20 March 2012. Thus, the previous foreign currency position which was +/- 
30% of equity was narrowed to +/- 20%. Previously, in early 2011, the foreign exchange market 
experienced volatile fluctuations in the USD/VND exchange rate. There are views that SBV should 
narrow the foreign currency position of credit institutions, even down to +/- 5% to limit speculative 
activities.

4.6 Limits on Credit in Foreign Currency

SBV has issued a number of legal documents relating to the foreign currency credit limit, mainly 
on who could borrow foreign currency, such as: Decree No.418/2000/QĐ-NHNN7 (21/9/2000); Decree 
No.343/2003/QĐ-NHNN (10/4/2003); Decree No.966/2003/QĐ-NHNN; Decree No.09/2008/QĐ-
NHNN (10/4/2008); Circular No.25/2009/TT-NHNN (15/12/2009); Circular No.07/2011/TT-NHNN 
(09/5/2011); Circular No.03/2012/TT-NHNN (08/3/2012); Circular 37/2012/TT-NHNN (28/12/2012); 
Circular No.29/2013/TT-NHNN (06/12/2013); Circular No.24/2015/TT-NHNN (08/12/2015) and 
Circular No.07/2016/TT-NHNN (27/5/2016). According to the Circular No.24/2015/TT-NHNN 
(the updated one) and two adjustments Circular (31/2016/TT-NHNN dated 15 December 2016 and 
07/2016/TT-NHNN dated 27 May 2016), the credit institutions are allowed access to foreign currency 
credit in 3 cases: (i) foreign import payment; (ii) gas import enterprises; and (iii) important foreign 
projects investment.

4.7 Foreign Exchange Reserve Requirements

Reserve requirements differ by maturity of deposit, currency, and type of institution. With 
the exception of foreign exchange deposits, it is generally preferable to have a single reserve 
requirement to avoid distorting market signals and for administrative simplicity. Having 
differentiated RRs can also complicate liquidity management as it can involve banks assuming 
maturity and interest rate structures that are sub-optimal. It can also increase the cost of mobilizing 
particular deposit maturities. Related to the foreign exchange reserve requirements, SBV released 
the Decree No.581/2003/QĐ-NHNN (9/6/2003) and the Decree No.1925QD-NHNN (26/8/2011). 
According to these, the minimum reserve requirements ratio for USD deposit is 5% and the 
maximum 8%.

4.8 Tentative Tools

SBV has not yet applied tentative tools because they are deemed to be complicated for Vietnam’s 
inadequate commercial bank database. Recently, the authority released Circular No.41/2016/TT-
NHNN (30/12/2016) which included several capital prudential ratios for financial institutions. 
According to this, SBV has yet to impose caps on LTV and  banks are to make their own decisions 
on this. 
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5. Model Specifications and Results 

5.1 Model Specifications

The paper applied a simple OLS model of Cerutti et al. (2015) for evaluating the effectiveness 
of the transmission mechanism of macroprudential policy through the lending standard channel. The 
evaluation framework is set as follows:

(i) Through intermediate objectives: Lending standards ↑ (Tighten lending standard) → credit 
supply↓→ mortgage loans ↓ → domestic credit growth ↓

(ii) Through ultimate objectives: Lending standards ↑ (Tighten lending standard) → credit 
supply↓→ mortgage loans ↓ → housing price↓ → risk of housing bubble ↓→risks and 
instability of financial system ↓.

However, due to unavailability of historical housing prices, the paper will only focus on the 
first stage of the evaluation framework. In other words, it will assess impacts of activation of lending 
related to MaPP instruments on credit growth. Therefore, model is set as follows:  

where  DC_G :  Domestic credit growth (in percent). 
       IR :  Lending interest rate (in percent)
                CPI :  Inflation rate (in percent)
   GDP :  GDP growth rate (in percent)
 

The first two variables are collated from the International Financial Statistics (IMF) and 
calculated based on q-o-q basis. The last two are derived from the General Statistics Office of Vietnam. 
All variables are on quarterly basis for period Q1/2000-Q4/2016, giving a total of 84 observations.

MaPP: Vector of macroprudential policy instruments related to lending activities imposed by 
the State Bank of Viet Nam, including:

+ MAPP1 (Ceiling credit growth rate for each or group of commercial banks):
The State Bank of Vietnam classifies commercial banks into four groups (from 1 to 4) based 
on their performance and soundness. The monetary authority assigns different ceiling credit 
growth rates for the different groups in the sense that the better the bank performance is, the 
higher the credit growth rate assigned. This MaPP instrument was applied for the year of 2012 
and 2013. Therefore, MaPP1 will be 1 for these years; others will be zero (0). 

+ MaPP2:
Restrictions on institutional entities that could borrow foreign currency (FC) denominated loans 
from banks (Circular 07, dated 24 March 2011- effective from 9 May 2011):

(i) Q1/2000 - Q1/2011: MaPP2 = 0 
(ii) Q2/2011 – Q 4/2016: MaPP2= 1 
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+ MaPP3:
Limits on loans per total deposit ratio (LDR) (Circular 36, dated 20 November 2014 – effective 
from 1 February, 2015)

(i) Q1/2000 – Q1/2015: MaPP3=0
(ii) Q2/2015 – Q 4/2016: MaPP3=1

+ MaPP4:
Applying higher risk weights on loans to securities and housing sectors (Decision 03/2007). 
This variable could be coded in two ways:

(i) Option 1: Q1/2000 – Q4/2006: MaPP4=0
   Q1/2007 – Q 4/2016: MaPP4=1

(ii) Option 2: Q1/2000 – Q4/2006: MaPP4a=1
   Q1/2007 – Q2/2010: MaPP4a=1.5
   Q3/2010 – Q4/2014: MaPP4a=2.5
   Q1/2015 – Q4/2016 MaPP4a=1.5

Table 6: Effectiveness of MaPP Instruments Related to Lending Standards on
Credit Growth in Vietnam

Model 1 Model 2

Variables Coefficients P-value Coefficients P-value

C 42.833*** 0.0001 39.816*** 0.0001

DC_G(-1) 0.7050*** 0.0000 0.773498*** 0.0000

D(GDP_G) 0.644080 0.2612 0.106645 0.8587

CPI2 -0.3253*** 0.0062 -0.3487*** 0.0031

D(IR) 0.348676 0.3824 0.199226 0.6358

MaPP1 0.413525 0.7905 -1.207343 0.5031

MaPP2 -9.3951*** 0.0000 -8.2816*** 0.0032

MaPP3 1.110918 0.7166 5.419671 0.1765

MaPP4 4.5065*** 0.0020

MaPP4a 3.797803** 0.0313

Note: ***, **, * indicates coefficient is significant at the 1%, 5%, 10% level, respectively.

5.2 Results and Comments

With regard to the first variable CPI, there is a negative association between inflation and lending 
by the financial sector to the private sector. In conventional theory, inflation is a key determinant 
in commercial bank lending volumes. It may affect the trends in lending volumes positively or 
negatively. Huybens et al. (1998, 1999) and Boyd et al. (2000) assert that inflation has an adverse 
impact on long-term lending and the movements of open market interest rates are fully and quickly 
transmitted in commercial loans to customers, suggesting that the amount of bank lending declines 
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with inflation. However, the positive correlation between inflation and credit growth (or lending 
volumes) in Vietnam can be accounted for by the fact that a rise in the inflation rate will result 
in higher demand for nominal credit. The result can also be explained on the rationale that while 
Vietnam’s recent economic performance has rightly drawn much praise, there are increasing signs 
that the economy is overheating, and prices in large cities are also rising sharply. While exports 
continued to grow strongly, intense demand pressures have fueled rapid import growth, resulting in a 
rise in credit growth. On top of real economic growth, the strong expansion in money supply caused 
by loose monetary policy and excessive credit growth (which has been above 20% in the past few 
years in Vietnam) have also led to higher inflation. This is yet another indication that the inflation we 
are seeing in Vietnam is not simply imported inflation, but rather a demand-driven phenomenon that 
needs to be tackled by monetary policy.

A positive but insignificant relationship is found between GDP growth and credit growth. As 
a result of the established link between credit booms and financial crisis, excessive credit growth 
is now generally considered a reliable ‘early warning indicator’. The issue in calibrating an early 
warning indicator is identifying credit growth that is justifiably based on economic fundamentals. The 
extensive growth in domestic enterprises’ credit demand can be explained by production and trading 
activities that have gradually picked up pace and the strong recovery in the real estate and stock 
markets. In a developing economy like Vietnam, higher investment usually translates into higher 
growth – into ‘hot’ sectors like real estate and stocks. Rapid expansion in private sector credit goes 
hand in hand with surges in both house prices and activity levels. Besides, it seems true that credit 
growth should be roughly in the same proportion as GDP growth, in the sense that rising GDP should 
imply rising credit growth. In a developing country like Vietnam, it is also reasonable to say that 
credit growth should actually be a rising proportion of GDP, as the population gain increasing  access 
to the banking system. The Vietnamese financial system should be characterized as a bank-based, as 
opposed to market-based financial system, suggesting that large volumes of trading activities would 
be settled through banks, ultimately leading to a high credit growth.

The beta coefficient of credit interest rate is positive, showing a positive relationship between 
credit interest rates and credit growth. The positive sign of the beta coefficient shows that an increase 
in credit interest rates determines the rise in credit growth. This result, however, is not in line with 
other studies in this field, which show that lower interest rates should promote credit in the private 
sector, implying a negative sign for this variable. The opposite finding in Vietnam can be accounted 
for by several reasons. From the perspective of banks, it can be seen that banks have two key sources 
of revenue: interest income and non-interest income. Interest income from lending is mainly the core 
revenue for many banks in Vietnam and it currently represents 70 to 80% of net income for the 7 
largest listed banks in the country.

Since the country’s accession to WTO in 2007, there has been a rise in investment activities 
in the country which led to strong credit growth averaging 33% from 2004 to 2011. However, credit 
growth started to decline from a peak of 124.7% in 2011 to 108.2% in 2013, despite an average 
deposit growth of 29% in 2012 to 2013. This decline in credit growth since 2011 has led to a negative 
impact on the banks’ performance compared to their regional peers since 2010. The slow credit 
growth is due to the banks’ reluctance to lend as a result of high NPLs from growing loans for 
non-core activities of SOEs in real estate, hospitality business and land acquisitions. In February 
2014, Moody’s estimated that NPLs in the country’s banking system totaled at least 15% of its total 
assets, more than three times the central bank’s official ratio of 4.7%. Despite the slow credit growth 
which hampered bank earnings, decelerating loans might allow them to deal with liquidity and asset 
quality problems. From the perspective of enterprises, since it joined the WTO in 2007, Vietnam 
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has received large FDI inflows, attracted by its comparative advantages such as a skilled workforce 
for labor-intensive industrial activity, increasing openness to foreign capital, various deals signed 
with trade partners, and a geographical location that favors regional supply chain integration. Strong 
foreign investment has led Vietnam’s export industry to increase its production capacity rapidly, to 
move up the value chain, integrate regional supply chains and gain global market shares. In light of 
this, although the interest rate is high, credit growth has experienced an exponential rise due to the 
lucrative opportunities for investors.

In the second part, we used a panel framework to analyze the effectiveness of the macroprudential 
policies with respect to loan supply behavior of banks. Before running the regressions, we created 
basic graphs and tables plotting the sectorial lending patterns and relating them to policy changes over 
time. We then evaluate the impact of changes in macroprudential policies on credit supply using a 
panel methodology. The results are as follows.

The beta coefficient of credit growth ceiling (MAPP1) is positive but statistically insignificant, 
showing the ineffectiveness of macroprudential policies implemented. The explanation lies in a policy 
issued in 2012 by the State Bank of Vietnam – Bank’s Internal Credit Growth Rating. Commercial banks 
are categorized into four groups based on performance reviews and credit growth: Groups 1, 2, 3, 4 
are entitled to a maximum credit growth of 17%, 15%, 8% and no growth rate, respectively. However, 
a main disadvantage of the credit rating system is the non-disclosure of significant information. 
Information such as credit ratings is confidentially delivered to each bank, which means that banks 
have no knowledge of the category other  banks are grouped under. Under such circumstances, this 
might lead to a situation where banks resort to their own negotiation techniques to increase their 
credit growth limit. Commercial banks which have almost reached the lending growth cap can request 
the SBV to set a higher credit growth limit to ensure more room for lending. As a consequence, such 
a distortion has led to the ineffectiveness of macroprudential policies. After two years, this tool is no 
longer used due to its deficiencies in both the analytical framework and the policymaker’s capacity to 
mitigate emerging system-wide vulnerabilities.

The beta coefficient of limit on FCD (MAPP2) is negative and statistically significant, showing 
the effectiveness of macroprudential policies undertaken. During the implementation, Circular No. 
07/2011 / TT-NHNN dated 24 March 2011, showed the effectiveness of the restriction on lending in 
foreign currency by credit institutions to resident borrowers. In fact, this Circular was promulgated 
to implement Resolution No. 11 / NQ-CP dated 24/2/2011 by the government on major measures 
to control inflation, stabilize the macro-economy and ensure social security. Accordingly, in order 
to pay loans, customers borrowing capital in foreign currency to pay for the import of goods and 
services, must have sufficient sources of foreign currency counterparty. This Circular also stipulates 
that credit institutions authorized to conduct foreign exchange transactions shall consider and decide 
to provide loans to foreigners in foreign currency for the following capital requirements: (i) firstly, 
short-term, medium and long-term loans and long-term offshore payments of goods or services for 
which borrowers need foreign currency to repay debts from production business and purchase sources 
of credit institutions or groups and other credit institutions are committed in written documents; (ii) 
secondly, short-term loans for the implementation of plans for production and trading of export goods 
through border gates and cross-borders of Vietnam, where borrowers have enough foreign currency 
to repay debts from export revenues; in case where a borrower borrows in foreign currency for this 
capital requirement for domestic use, the borrower shall have to sell such foreign currency amounts 
to the lending credit institution in the form of spot trading; and, (iii) thirdly, lending to other capital 
needs in foreign currency must be approved in written form by the Governor of the State Bank of 
Vietnam (SBV).
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One year later, SBV issued Circular No. 03/2012 / TT-NHNN dated 8 March 2012 stipulating 
lending in foreign currencies by credit institutions and foreign bank branches. This replaces the 
Circular No. 07/2011/TT-NHNN dated 24 March 2011, issued on the auspices of the Governor of 
the SBV, regulating the lending of foreign currency loans to the resident borrowers to ensure that 
foreign currency credit growth is in line with the mobilization of capacity and the policy of limiting 
dollarization in the economy as directed by the government in Resolution No. 01/NQ-CP dated 
3 January 2012. Accordingly, credit institutions and foreign bank branches authorized to conduct 
foreign exchange transactions should consider and decide to provide short-term, medium-term and 
long-term loans to resident customers in foreign currencies in order for them to pay for the import of 
goods and services when the borrowers have sufficient foreign currency from production and business 
taxes. In addition, credit institutions should consider the decision to provide loans to residents in the 
following cases: (i) short-term loans for off-shore payment of petrol and oil imports when allowed 
by the SBV in written documents; (ii) borrowing capital requirements approved by the SBV for each 
specific case at the request of a credit institution or branch of a foreign bank, on the basis of the 
borrower’s demand for foreign currency loans to carry out projects and projects on production and 
trading of goods in the priority domains according to the undertakings of the government or credit 
institutions which have been appraised and ensured that the projects and production and business 
plans of customers are feasible and able to meet the loan conditions in accordance with the provisions 
of the law on lending activities and have the ability to recover debts on time (principal and interest). 
As a result, when the State Bank of Vietnam imposed a restriction on FCD, the lending channel was 
eroded and the central bank’s ability to act as a lender of last resort in the case of a run on deposits 
could be somewhat limited, thereby inhibiting credit growth. This is a sensible approach as such a 
measure would prevent an adverse impact in confidence in the banking system and re-intermediation, 
and foster closer prudential supervision of foreign currency loan operations.

The beta coefficient of limits on loans per total deposit ratio (LDR) (MAPP3) is positive and 
statistically insignificant, showing the ineffectiveness of macroprudential policies undertaken. As a 
result of these limits, commercial banks had to stop lending in foreign currencies and switch to pure 
dollar trading except for some specific groups. As explained by the SBV, foreign currency borrowers 
need to boost their export promotion and trading plans to meet their domestic capital needs and not 
only borrow foreign currency in order to sell them for VND to gain profits. This measure is applied 
in an attempt to to reduce dollarization in the national economy. The limit on LDR is intended to 
maintain a prudential ratio for banks, ensure bank liquidity, and balance the mobilization of funds 
with the use of mobilized capital, rather than to control credit growth. On the other hand, the reality 
is that, during the application of this tool, banking and financial markets were more volatile. Other 
investment channels, such as securities and real estate, were risky, and people tended to deposit 
money into the banking system which was much safer. As a result, the growth rate of mobilized 
capital throughout the banking system increased over the years, leading to an increase in lending, 
ensuring a balance between mobilizing capital and use of capital.

The beta coefficient of the Loan-to-Deposit Ratio (MAPP4) in both models is positively and 
statistically significant, showing the ineffectiveness of macroprudential policies implemented. In 
2014, the SBV issued Circular 36/2014/TT-NHNN (“Circular 36”) regulating prudential ratios for the 
operations of credit institutions and foreign bank branches. Accordingly, the determination of the LDR 
applicable for each type of commercial bank, aimed to strengthen the quality of banking operations, 
as well as for monitoring the credit scope of each commercial bank more effectively. For instance, the 
LDR applicable for joint stock banks, joint venture banks, and 100% foreign banks was 80%. For these 
credit institutions and foreign bank branches established within the first three years, the Governor of 
the SBV determines the specific level for each type of credit institutions and  foreign bank branches. 
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However, the relationship between the LDR and credit growth is positive, provisionally failing to 
prove its effectiveness as a macroprudential policy. This can be accounted for by the fact that before 
the issuance of the Circular, credit growth in Vietnam remained relatively low and the economy was 
quite sluggish for the medium-term. Since 2008, as in many countries in the world, Vietnam has 
been affected by the global financial crisis and the public debt crisis in Europe which started in 2010. 
Furthermore, the domestic economy was undergoing a turbulent period with increased trade deficit, 
budget deficit, rising public debt, high inflation and slow economic growth. This has partly caused 
the banking system of Vietnam to face many uncertainties, including liquidity problems and non-
performing loans (KPMG, 2013). There is widespread agreement that the excessive credit expansion 
in the period 2007-2010 along with the expansion in terms of the number and size of the banking 
system was considered to be the underlying cause for the deterioration in the soundness of Vietnam’s 
banking system at a later stage. The credit boom has had, on the whole, diminishing marginal benefits 
for the Vietnamese economy. However, in the wake of the introduction of the Circular, the economy 
during the period 2015-2016, has shown some sign of recovery, signaling for a rise in credit growth in 
Vietnam. Moreover, SBV has gradually cut or scrapped the ceiling rates on dollar deposits to combat 
dollar hoarding and even abolished some dollar lending. However, it recently resumed short-term 
loans in foreign currencies to support economic growth, thus leading to an increase in credit growth.

6. Concluding Remarks

The results show that except for the credit ceiling for each group based on their performance 
and soundness, the effectiveness of macroprudential policy in Vietnam is statistically significant at 
the 1% level through (i) the restrictions on institutional entities which could borrow foreign currency 
denominated loans from banks; and, (ii) applying higher risk to loans to housing and securities. 
Such findings confirm that lending standards are directly and integrally related to macroprudential 
instruments.

In the context of Vietnam, a macroprudential policy framework must be formulated to respond 
appropriately to the latest economic developments and changing financial environment. For the 
identification and control of systematic risks and effective macro surveillance; transparency, focus 
and unrestricted access to information are prerequisites. The financial monitoring system should be 
strengthened in terms of professionalism and independence, moving from compliance monitoring 
to effective risk monitoring. Along with this, it is imperative that the safety of the current Vietnam 
financial system be recognized and guaranteed. Although there is officially a set of macroprudential 
policies tools in place, such instruments are also used for monetary policies and banking and financial 
supervisory.  Hence, there is a need for the authorities and related bodies to work closely together to 
measure and manage systemic risks as well as devise more effective macroprudential policies and 
relevant tools which are better suited to address systemic risks in interaction with monetary policies. 
In addition to known sources of systemic risks, macroprudential authorities must keep an eye on 
potential sources of risks—such as expected vulnerabilities associated with growing cross-border 
capital flows among emerging economies and from advanced markets. A more integrated world and 
growing Asian regionalism also demand more regional and international cooperation in the discipline 
of macroprudential policy experience.
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