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Abstract:

The article has conducted an overview of studies in the world and in Vietnam on the effect of interest rate
channel in operating monetary policy. From there, we study the factors affecting the effectiveness of monetary
policies in interest rate control activities. From there propose the idea of experimental research.
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1. Introduction

Monetary policy (monetary policy) is one of the State's macro policies, it includes a whole set of measures that
the central bank uses to regulate monetary conditions of the economy to implement targets such as monetary
stabilization, inflation control, economic growth support and macroeconomic stability. Studies both at home and
abroad have highlighted the important role of the monetary policy transmission channel and show that the
effectiveness of monetary policy depends on the effectiveness of transmission channels, expressed in the level
and speed of transmission. from the actions of operating the monetary policy tools of the central bank (central
bank) to the system of operational objectives, intermediate objectives and thereby affect real variables of the
economy.

The monetary policy transmission mechanism is built based on the approach of factors affecting monetary
demand through a system of transmission channels including interest rate channel, exchange rate channel, asset
price channel and credit channel (Mishkin , two thousand and thirteen). The current trend of countries in the
world is to choose interest rate management because of the effectiveness and suitability of this indicator both in
theory and in practice, so the mechanism of monetary policy transmission through the interest rate channel. has
attracted the attention of many researchers with conclusions about the importance of this channel in operating
monetary policy, especially in developed markets. The interest rate channel in the monetary policy transmission
mechanism of the Central Bank is the transmission mechanism of the monetary policy to the economy through
the chain reaction between interest rates and prices in the market. Monetary policy through direct or indirect
effects of interest rates on investment and spending behavior of entities, thereby affecting aggregate demand
and the balance of the economy achieved at the target level. However, in fact, the effect of monetary policy in
general and interest rate channel in particular is greatly affected by factors beyond the ability of the central bank
to influence such as influences from the international market; the quality of the balance sheet of the banking
system; financial market operating environment; fiscal status and fiscal policy dominance, etc. These effects can
cause the initial impacts of the monetary policy on macro targets to be deflected, or delayed, or even created.
undesirable changes, and thus less effective policy impacts.

In Vietnam over the past time, in the face of unfavorable developments in the world and domestic economy, the
State Bank of Vietnam (SBV) has made great efforts in operating a flexible monetary policy, combining
regulation. money supply and interest rates. As a result, remarkable achievements have been achieved such as:
monetary stability, inflation control; the operation of the system of credit institutions has gradually stabilized
according to the restructuring roadmap; The money market has been gradually established according to
international standards with the leading role of the interbank money market. However, if we separate the impact
of monetary policy to consider its ultimate effect on the economy, it can be seen that the impact effect of the
monetary policy is still limited. The interbank interest rate reacted to the SBV's moves to tighten or loosen
monetary policy, but the relationship between the directive rate (refinancing rate, rediscount rate) and the
interbank rate The bank is still lax, the change of this directive interest rate pair has not had an impact on the
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interbank interest rate, the effective intervention of monetary policy tools has not been clearly shown (including
industrial tools). open market) during the stressful period of the available capital of the banking system (as in
2008, 2011). In addition, the pass-through from LNH to deposit and lending rates as well as the effects of
lending rates on aggregate demand components are rather low and laggy, and thus have an impact. influence the
ability to achieve macroeconomic goals in policy administration.

2. Literature review
2.1. Research situation in the world
Q) Study the transmission mechanism of interest rate in monetary policy management

The interest rate channel in the monetary policy transmission mechanism of the Central Bank is the
transmission mechanism of the monetary policy to the economy through the chain reaction between interest
rates and prices in the market. Monetary policy through direct or indirect effects of interest rates on investment
and spending behavior of entities, thereby affecting aggregate demand and the balance of the economy achieved
at the target level. Thus, we can see that the interest rate mechanism can be divided into two phases. The first
stage is the direct influence from the use of monetary policy tools (compulsory reserve, refinancing interest rate,
open market operations, ...) of the central bank to the short-term interest rate selected as the spending activities
and from there the influence spread from this short-term interest rate to the market interest rate level. The next
stage is the impact of market interest on investment and consumption behavior of the public, thereby affecting
aggregate demand.

Studies on the period of direct influence from the use of monetary policy tools to money market interest rates
and then the retail interest rate of the banking system.

This is the research phase of "interest rate pass-through™ - the process in which banks' retail interest rates
(lending rates and deposit rates) adjust to changes in interest rates. operator of the central bank.

Cottarelli and Kourelis (1994) are the first to study the pass-through from the central bank's operating rate to the
lending rate and conclude that interest rate pass-through is very different between countries. The research of
Paisley (1994) and Mojon (2000) reconfirms the conclusions of Cottarelli and Kourelis when Paisley does not
find complete pass-through in the mortgage interest rate at the British construction organization while Mojon
shows the pass-through. fully in the lending and deposit rates in 5 eurozone countries (Belgium, Germany,
France, Spain and the Netherlands). The study of Christoffer KS and Thomas W. (2006) in the next phase
shows the results of a relatively large heterogeneity in the transmission from money market interest rates to
banks' retail interest rates. between European countries, specifically manifested in the difference in the long-run
pass-through and the adjusted rate coefficients between countries. This shows the inconsistency and
synchronization in the retail interest rate system in Europe.

Using self-distributed regression model (ADRL), research by Marco, Espinosa and Alessandro (2003) in Chile,
USA, Canada, Australia, New Zealand and 5 European countries with monthly data from 1993-2002 point out
that in the long run interest rate pass-through in Chile is incomplete, more volatile and less continuous than
other countries, however short-run pass-through is faster and has a greater impact than countries. other. The
results show that the differences between Chile and other countries are mainly due to external shocks rather
than differences in market power within the banking system. Research in Eastern European countries (Czech
Republic, Hungary and Poland) by Jesus, Balazs and Thomas (2004) estimated the ECM error correction model
based on the ADL model also shows interest rate elasticity. The market in the long run for change of policies
varies from country to country. There is complete pass-through for all market rates in Poland, only a few types
of market rates in Hungary, and in Czech Republic incomplete pass-through. At the same time, the study also
shows a significant difference between countries in the pass-through from the operating rate to the money
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market rate. In Hungary, the long-term amplitude of variation is relatively stable in the opposite, in the Czech
Republic, the long-term fluctuation of market interest rates tends to increase at a relatively low level.

The responses of interest rates and deposit rates are also very different and the response also depends on the
terms of the interest rates. Research by Mojon (2000) and Sander and Kleimeier (2004) both showed that the
lending interest rate reacted faster than the deposit rate to the change in the monetary policy of the central bank;
Long-term rates react more slowly than short-term rates and there is a pass-through mismatch. Pass-through to
lending rates is higher when market rates are rising than when they are falling.

Using the ECM error correction model, Bondt (2002) also found pass-through to most of the lending rate but
not completely to the deposit rate when examining the Euro area. Chong et al. (2006) examined deposit rates at
different terms and lending rates at commercial banks and finance companies in Singapore also showed that
commercial banks adjusted their interest rates slowly. than with downward adjustments. Chong's study also
found that the rate of adjustment varies across financial products and between banks and finance companies.

Niels, Harbo and Peter (2011) analyzed pass-through effects from the executive rate of the Swedish Central
Bank to the market rate and retail interest rate before and during the 2007 financial crisis. The pass-through
response from the executive rate to the market rate in the short term is quite high. During the financial crisis, the
link between the executive rate and the market rate is weak due to covers large and volatile credit risks. Before
the crisis, the pass-through from market interest rates to retail interest rates was slow but still transmission was
complete in the long run. Retail interest rates for non-financial firms are adjusted more quickly for households.
The financial crisis does not affect short-term pass-through from the market rate to the retail interest rate but in
the long run the transmission rate is reduced.

Research by Pih, Siok and Wai (2012) examines the effectiveness of market rate pass-through to banks' retail
interest rates in several Asian countries. The study uses the SUR (Seemingly Unrelated Regression equations)
model for the conclusion that transmission from money market interest rates to deposit and lending interest rates
is slow and stagnant; The pass-through effect on deposit rates is slightly higher than the pass-through effect on
lending rates. Especially after the 1997 crisis, in most of these countries, interest rates on deposits and loans
adjusted more slowly, indicating the effectiveness of low monetary policy, lack of financial markets and level of
association. Fiscal entry is lower in these economies, with the exception of Malaysia. Alberto (2003) using the
VAR / VECM model to study interest rate pass-through in Argentina 1993-2000 shows the opposite result when
concluding that under normal financial conditions with short-term stability, interest rates will be higher for high
risk loans, when there is a great deal of volatility pass-through takes place in most interest rates.

Using the Phillips Loretan method in the long run and the ECM error correction model in the short term, Ming-
Hua Liu et al. (2005) studied the transmission level and the retail interest rate adjustment rate when interest
rates Changes in administration over the period 1994-2004 in New Zealand show that the level of pass-through
over the long run is different for each type of retail interest. In which, short-term interest rate has transmission
rate and adjustment speed faster than long-term interest rate. However, this study found no significant evidence
of asymmetric correction. Meanwhile, Muhamed Zulkhibri (2012) used the EMC error correction model to
study the pass-through effect from money market interest rates to different types of retail interest rates in
Malaysia to result in pass-through. Interest rates on deposits and loans are both incomplete, the rate of
adjustment is very asymmetric and is only more statistically significant when implementing the expansionary
monetary policy.

Using the VAR model to study interest rate pass-through in Australia, Johann Burgstaller (2005) found that the
long-run pass-through in the bond market is higher than in the money market. Paula Antao (2009) using ECM
model researched in Portugal shows that the long-term impact of a change in market interest rate on loan
interest rate is close to 1 while the effect on deposit interest rate is small. than. Research in Poland by
Chmielewski (2003) shows that there are lags and heterogeneity in retail interest rate transmission and that the
more profitable banks tend to adjust deposit and loan rates quickly and strongly. than banks with less profit;
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Banks with lower quality loans tended to adjust corporate loan interest rates more quickly and more strongly
than banks with low-risk portfolios.

Meshach (2010) using ECM model to study transmission in South Africa in the period 1980-2007 also results in
the strongest adjustment of lending interest rates, followed by treasury bond interest rates and finally interest
rates. deposit rates at banks.

Studies on the effects of interest rates on investment and consumption, thereby affecting macro variables of the
economy.

Studies on the interest rate selection trend as the operating target of monetary policy have shown the number of
countries using short-term interest rates as the main tool for signaling the monetary policy of the central bank,
and thus interest rates. interest rate has become an important transmission channel in operating monetary policy
of the central bank. According to Mishkin (1996), in developed countries such as the US, Japan, UK, Germany,
interest rate is the main transmission channel of monetary policy, while for developing and emerging countries,
the channel of monetary policy interest rates are very weak (especially in the period 1980 to 1990). However,
research by Mohanty & Turner (2008) shows that the role of interest rate channel in these countries has
increased over time. In Thailand, the interest rate channel became more important after the country was affected
by the 1997-1998 crisis. In the Philippines, the central bank's lending rates dominate transmission channels for a
long time. Interest rate pass-through from executive rates to lending and deposit rates is also increasing in the
Czech Republic and Poland. In Mexico, the role of the exchange rate has decreased considerably in early 2000
and interest rates begin to contribute more to the variation in output and inflation in the short and long run. And
so, more and more countries with emerging market economies are following the monetary policy regulatory
framework adopted by developed countries.

Using the Panel Data model, research by Paul B., Catherine F. and Philip V. (2001) on Belgium in the period
1985-1998 shows that tight monetary policy with an increase in the central bank's direction rate reduces profits
of businesses. Researches using VAR model of Gert P. and Frank S. in some European countries 1980-1998,
studies by Rongrong S. (2010) in China 1996-2008, research of Demary, M. (2010) in 10 OECD countries in
the period 1970-2005 all pointed out that a temporary increase in the short-run nominal and real interest rates
has a negative effect on output in the studied countries. .

Recent studies of interest rate channels also show the impact of interest rates on output and inflation, but the lag
and the magnitude of the effect vary widely between countries. Using the VAR model to measure the effect of
monetary policy in Turkey, Hank (2008) showed that when monetary tightening has a temporary effect on
output but a long-term effect on prices. Using this same model, research by Borys et al. (2008) in the Czech
Republic shows that prices and output decline for about a year after an interest rate hike shock. Research by
Borys and Horvath also highlights the response of tradable goods to monetary tightening shocks faster than non-
commercial goods. Mohanty and Deepak (2012) study on interest rate channel in India with SVAR model
showed that the rising interest rate has a negative effect on output growth with a lag of about 2 quarters, having
the effect to mitigate inflation. with a lag of 3 quarters and the time to reach equilibrium lasting about 8-10
quarters. Rokon B. (2012) studied the transmission of monetary policy in the Canadian open economy
following the BSVAR model, the results showed that both output and inflation had a decreasing response to
monetary tightening shock. through increasing the central bank's executive interest rate but the reduction
response of inflation is slower than the response of output. Inflation fell after 6 periods and rose again after the
12th period.

Mala R. and Param S. (2007) uses the SVAR model to study the monetary policy frameworks in Malaysia
before and after the 1997 economic crisis. Experimental results show notable differences: (1) In the period prior
to the monetary policy shock crisis, exchange rates significantly affect output, prices, interest rates, and
exchange rates; and (2) In the post-crisis period only monetary shocks have a stronger effect on output. In
addition, the domestic monetary policy is more vulnerable to foreign shocks, especially world commodity price
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shocks and post-crisis output shocks. The research results have shown that the crisis has changed the role of the
impact transmission channels of monetary policy in Malaysia.

(i) Research on factors affecting the effectiveness of interest rate channel in monetary policy management

As mentioned, the level and pass-through rate of interest rates contribute significantly to the effectiveness of
monetary policy transmission mechanisms. Furthermore, in a liberalized financial environment, the response of
lending and deposit rates serves as an important feature of monetary transmission (Kamin, Turner, & Van't
Dack, 1998). Stronger and faster response of lending rates and deposit rates to changes in money market rates
causes the transmission from central bank operating rates to real economy variables become more efficient. The
scope of the study will focus mainly on the first steps of the monetary policy spillovers mechanism, that is, the
effect of central banks' operating interest rates on the banking system's business interest ; The second step,
including the effects of bank interest on aggregate demand, is outside the scope of this study. Therefore, the
thesis focuses on synthesizing studies on factors affecting the impact effect of the first step in the interest rate
transmission mechanism.

Cecchetti, S (1999), Cottarelli and Kourelis (1994), Ehrmann et al (2001) and Kamin, Turner, & Van't Dack
(1998) can be considered as the first studies on factors affecting efficacy. force of interest rate channel in
operating monetary policy. The first three studies show that the financial structure of the economy as well as the
quality of governance and institutions are the fundamental keys to the effectiveness of the interest rate channel.
Meanwhile, research by Kamin, Turner, & Van't Dack (1998) concludes that the most important factor is
competitiveness, depth, and diversity of financial markets. The degree of competition plays an important role in
determining the speed and extent to which lending and deposit rates respond to changes in operating rates. In an
environment with many banking institutions and highly competitive market conditions, changes in the cost of
capital will be immediately reflected in lending and deposit rates.

Research by Michiel et al. (2008) on some countries in the Eurozone shows that their strong competition in
financial markets leads to faster interest rate pass-through. Furthermore, a highly competitive banking market
combined with the availability of financial instruments in the stock market with products of financial
intermediaries will speed up interest rate transmission channels. again. Conversely, a high concentration in the
banking sector will make the responses of lending rates and deposit rates slower and asymmetric to changes in
executive interest rates. The responses of lending rates and deposit rates also tend to weaken as state-owned
banks are not under pressure to maximize profits.

Kamin, Turner, & Van't Dack (1998) argue that as financial market depth increases, the role of expectations will
intensify and this will accelerate the rate of change in short-term interest rates. other interest rates. In addition,
Kamin, Turner, & Van't Dack also argue that thin or uncompetitive financial markets can increase volatility in
money market interest rates. If money market rates are very volatile and tend to be reversed quickly, banks will
not want to adjust their lending and deposit rates because it requires high costs. As a result, it reduces the spread
of interest rate channel.

Research by Axel, Rafael and Andreas (2009) suggests that innovations in the financial sector can make the
relationship between short-term interest rates and lending rates become more coherent. Research by Gropp,
Sorensen and Lichtenberger (2007) also concludes that advances in risk management technology is one of the
factors that can speed up interest rate pass-through. In addition, Kamin, Turner, and Van't Dack (1998) refer to
households and firms' access to alternative domestic sources of capital, such as the stock market, which also
determines interest rates. lending rates and deposits are in accordance with the regulations of the domestic
banking system. The more diversification of capital sources increases, the more the propagation rate of interest
rate channel is enhanced. Moreover, if there is good integration between the banking sectors and the stock
market, banks will have more pressure to raise interest rates. Research by Esman and Lydia (2013) on financial
innovation and monetary policy in Kenya for the period 1998-2012 emphasizes that financial innovation has a
positive impact and improves interest rate transmission channels of the monetary policy. Results from the study
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of Roseline et al. (2011) contradict the above studies. Using two periods of least squares (2SLS) and monthly
data from 1996-2007 Roseline concludes that financial innovation poses challenges and complicates the
administration of monetary policy, thus Financial innovation reduces interest rate channel in the transmission
mechanism of monetary policy.

Volatility in the money market is a determinant of the speed and strength of the interest rate channel. Stronger
currency market volatility tends to weaken interest rate propagation according to studies by Gigineishvili
(2011), Cottarelli and Kourelis (1994), Mojon (2000), and Sander and Kleimeier (2004)). Gigineishvili (2011)
explains that money market interest carries reliable information about the need to change deposit and lending
rates of banks. Strong volatility in the money market leads to uncertainty in the market signal, which makes
banks more cautious about setting interest rates on their customers and often wait until these fluctuations. be
reduced. Lopes (1998) also argues that in the case of high inflation, volatility in inflation should be taken into
consideration when determining real interest rates, and Lopes also notes that when stabilizing policies can
reduce the variable. effect of inflation, the transmission of interest rate channel will be stronger.

Statistical evidence shows that bank interest rates respond to changes in interest rate policy more slowly in
emerging market economies than in developed industrial countries ( Kamin, Turner, & Van't Dack, 1998). Low
levels of competition, less flexibility, and limited depth of financial markets in emerging market economies may
be the reasons for these results. Gigineishvili (2011) recommends that countries with undeveloped financial
markets should choose a monetary policy framework that uses money supply or exchange rate as a nominal
anchor rather than an inflation targeting framework because inflation targeting framework is based on strong
pass-through of interest rate channel.

Klein (1971) and Monti (1972) study the interest rate-setting behavior of banks, the Monti-Klein model shows
that interest rates on bank products with a smaller elastic demand cost less. more competitive. Therefore,
interest rates and changes in interest rates over time are expected to depend on the level of competition.
Research by Joaquin and Juan (2004) suggests that an increase in the market power of banks (ie a reduction in
competitive pressure) leads to higher net interest rates. In addition, Courvoisier and Gropp (2002) explain the
difference between lending rates and deposit rates with money market rates by an index of the concentration of
the banking system. When the market is concentrated, the spread on the loan with the money market rate is
significantly higher, while the margin on money with the money market rate is lower.

Regarding the effect of competition on how banks' lending and deposit rates are adjusted, research by Berger
and Hannan (1991) shows that deposit rates are quite rigid in centralized markets, Especially during the period
when the Central Bank adjusts interest rates sharply increases, banks in this market tend not to raise deposit
rates, which may be a (implicit) sign of structural behavior among the Bank.

In transnational studies, both Cottarelli and Kourelis (1994), Borio and Fritz (1995) find an important effect of
competition on monetary transmission mechanism and interest rates tend to be more rigid when Banks operate
in a less competitive environment. This is confirmed in the study of Cottarelli et al. (1995). Experimenting on
the effect of banking competition on pass-through related to euro zone bank lending rates, Mojon (2001) found
that higher competition tends to put pressure on banks. Faster lending rate adjustments when money market
interest rates fall. Furthermore, higher competition tends to reduce banks' ability to raise lending rates (albeit
insignificantly), when money market interest rates are trending up, and vice versa deposit interest rates. Similar
results of this asymmetry are confirmed in the studies of Scholnick (1996), Heinemann and Schuler (2002),
Sander and Kleimeier (2002 and 2004) and Gropp et al. (2007).

The Bondt European Common Area (2002) study shows that stronger competition from other banks and from
the capital market accelerates banks' interest rate adjustment with the change of money market interest rates.
Some country-specific studies also provide evidence of the slow response of interest rates and deposit rates to
the central bank's adjustment of the central bank’s operating rate when competition is weak, as Heffernan's study
(11997) on interest rate channel in UK, study by Weth (2002) on interest rate propagation in Germany, study by
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De Graeve et al. (2004) estimate the determinants of interest rate spread in Belgium. Kok Sgrensen and Werner
(2006) explain that the differences in interest rate pass-through between European countries can be attributed to
the differences in the competition of the banking system. Research by Gropp et al. (2007) provides evidence
that the level of banking competition has a positive effect on the level of bank interest rates in this region.

Studying 31 developed economies as well as emerging economies during 1980-1993, Cottarelli and Kourelis
(1994) found that environment of higher inflation, more capital flows move and money market Greater
development (represented by volatility in money markets or the size of the market for short-term financial
instruments) will lead to stronger spread of interest rates. Other studies such as Mojon (2000) and Sander and
Kleimeir (2004) also showed similar results when studying European countries. In addition, Sander and
Kleimeir (2004) on interest rate transmission in eight Central and Eastern European countries that joined the
European Union in 2004, focusing on the period from 1993 to 2003 emphasize the Factors affecting the
effectiveness of this transmission channel include: financial market concentration, health of the banking system,
and participation of foreign banks.

Gigineishvili (2011) studies 70 countries with different levels of development in the 2006-2009 period,
concludes that macroeconomic, institutional and legal characteristics as well as financial structure are the
factors affecting effect of interest rate channel effect.

Research to assess the importance of financial market development influencing interest rate channel in 10
industrialized and developing Asian countries from 1987 to 2006, Singh et al. (2008) found that general
financial market development leads to stronger interest rate pass-through in both medium and long term.

Medina Cas et al (2011) studied the important factors affecting the effectiveness of interest rate pass-through in
Central American countries, using panel data regression, the results showed that interest rate pass-through is
correlated. dollarization negative system, and positive relationship with exchange rate flexibility and financial
system growth. Medina also concluded that the concentration ratio of the banking system has a negative effect
on the effectiveness of this transmission channel.

Research by Mishra et al (2013) concludes that at the limited level of financial development, monetary policy
transmission mechanism in low-income countries is mainly dominated by banking lending channels. Mishra
also believes that the transmission from the monetary policy moves of the central bank to the lending interest
rates of the banking system in low-income countries is very weak and unreliable.

Using Panel VAR model, research by Saborowski and Weber (2013) for the period 2000-2011 in 120 countries
concludes that exchange rate flexibility, quality of regulatory governance, level of banking concentration, The
level of development of the financial market, the dollarization of the economy, and variables related to the
banking system's operations such as liquidity ratio and NPL ratio are important factors in determining
effectiveness. interest rate transmission channel force. Research by Saborowski and Weber has shown that
countries with developed markets, monetary policy shocks almost completely pass on to the lending rate of the
banking system. In contrast, interest rate pass-through in developing countries is significantly lower at around
30-45 percent. This is mainly explained by the existence of flexible exchange rate regimes, lower liquidity and
NPL ratios, and more developed financial systems in developed economies. The findings of Saborowski and
Weber show that an increase in banking system liquidity by 20 to 80 percent is associated with a passing drop
of about 20 percentage points in the rate transmission mechanism. The rate pass-through mechanism will
increase from 25 to 50 percentage points when the exchange rate regime is changed from pegged to floating
exchange rate regime. Research using GMM model by Stephanie MC, Alejandro CM & Florencia F. (2011) in
Central American countries and research by Avci, SB and Yucel E. (2016) on Turkey also give similar
conclusions. with the research of Saborowski and Weber (2013).

The studies of Wrobel & Pawlowska (2002), Chmielewski (2004) in Poland, the study of Bredin et al., 2001 in
Ireland, period 1985-2001 all showed the positive effect of bank profit. , the negative effect of the risk on
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interest rate pass-through in these countries. In addition, larger credit institutions adjust their lending rates faster
than smaller ones. Small banks with lower liquidity ratios will adjust interest rates according to the monetary
policy movements of the central bank faster than large banks with higher excess rates. This is confirmed in
research by Gigineishvili (2011) when concluding the inverse relationship between interest rate channel
transmission effectiveness with the volatility of the market and the percentage of banks' excess reserves.

The fiscal dominance, budget deficit and the independence of the central bank that affect the effectiveness of
interest rate channel and the monetary policy operating effectiveness in general are found in the studies of
Sargent and Wallace (1981). , Michele and Franco (1998), Bernard and Enrique (2005), Andrew et al. (2012).
These studies all show negative effects of fiscal dominance, budget deficit and the lack of independence of the
central bank on interest rate transmission effectiveness in operating monetary policy.

2.2. Research situation in Vietnam

Researches on monetary policy in general and interest rate management in Vietnam have attracted the attention
of researchers, but up to now, there are not many in-depth studies on interest rate channels.

The recent quantitative studies on interest rate pass-through basically use the EMC model to quantify the extent
and speed of the impact of the SBV's operating interest rate on the interest rates of the credit institution system.
Typical studies that can be mentioned include the research of Dinh Thi Thu Hong and Phan Dinh Manh (2013),
Tran Hung Thinh and Nguyen Cong Tuan (2012).

Tran Hung Thinh and Nguyen Cong Tuan (2012) used ARDL and ECM models together with time series unit
root test and cointegration, the study of incomplete pass-through for retail interest. How will it affect the
deterministic equilibrium and stability in the macroeconomy in Vietnam in the period 2000-2012. The
experimental results show that pass-through from the rediscount rate to the 1-year government bond rate is high
in the short term and in the long run, this pass-through is lower. Transmission from the operating rate
(rediscount rate) to the interbank interest rate in the short term is quite low and inconsistent. Conversely, in the
long run, pass-through is higher but not complete. The transmission from bond interest rates and interbank rates
to retail interest rates of the ClI system in the short term is quite low, but long term pass-through is quite high
and almost completely.

Use the ECM model to test the symmetry and asymmetry in interest rate transmission and the ECM-EGARCH-
M model to examine the effect of interest rate volatility, rigidity in adjustment and Leverage effect on
transmission, Dinh Thi Thu Hong and Phan Dinh Manh (2013) conducted research on interest rate transmission
mechanism from the operating rate through the market rate to the retail interest rate in Vietnam and some Other
emerging economies in Asia. Research results show that pass-through from market interest rates to retail
interest rates is not complete. In some cases, the volatility of interest rates increases the pass-through, but in
other cases the opposite results are found.

Most empirical studies have shown no significant effects of interest rates on inflation. Research by Le Viet
Hung and Wade Pfau (2008) analyzes the mechanism of monetary policy transmission in Vietnam in the 1996-
2005 period using the simplified VAR model and focuses on the relationships between money supply. Actual
yields, prices, real interest rates, real rates and credit. The results show that monetary policy can affect output
and prices. The level and impact of the monetary policy shock on output were strongest after four quarters, but
the impact on prices lasted from the third quarter to the ninth quarter. However, the statistical significance of
each channel very weak, only the credit channel and the exchange rate channel have more statistical
significance. This is consistent with the empirical results in the report of Nguyen and Nguyen (2010), the
change in interest rate has an almost immediate but very weak impact on inflation. Camen (2006) pointed out
that the interest rate (lending rate) only accounts for less than 5% of the CPI inflation projections for the period
1997-2005. Nguyen Phi Lan (2011) used the SVAR model to analyzing the monetary policy transmission
mechanism, the results show that the economy grows better when there is an impact from the M2 money
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supply. However, the impact of the M2 money supply on the industrial sector is not great although the M2
money supply and credit have increased for a while since the 1997 financial crisis. interest rate propagation
delay, the change of VND interest rates in the money market through the use of monetary instruments such as
open market operations (OMO) or refinancing (microfinance) will take about 3 - 5 months to take effect.

Using the VAR model, Tran Thi Xuan Huong (2014) studies the impact of monetary policy through the interest
rate channel of the period before and after the 2008 crisis. Model results show that before the financial crisis,
the interest rate channel Existing in accordance with the macroeconomic theory, the increase in interbank
interest rates has a strong impact on lending rates of commercial banks and thereby inflation. However, in the
post-crisis period, when the interbank interest rates rise, there is an increase in lending rates with a 1-month
delay and will lead to an increase in inflation with a delay of 2 months. This proves that there exists a cost
channel in monetary transmission of monetary policy in Vietnam at this time.

Researches on factors affecting the effectiveness of interest rate channel are not many and mainly qualitative
research. Recent typical studies may include the research of Dr. To Anh Duong (2014), PhD. Nguyen Thi Minh
Hue (2011), PhD. Nguyen Thi Kim Thanh (2010), PhD. Nguyen Phi Lan (2010), Assoc. TS. To Kim Ngoc
(2003). These studies have provided a fairly standard system of rationale and research methods on the interest
rate management mechanism of the Central Bank and the State Bank of Vietnam.

Research by Associate Professor, Dr. To Kim Ngoc (2003), PhD. Nguyen Thi Kim Thanh (2010) all pointed out
the factors affecting the effectiveness of the interest rate adjustment mechanism in monetary policy
management, including the lack of the SBV's initiative in interbank transactions, the separation of the market.
credit and financial instrument markets, government capital support policy and intervention, dollarization of the
economy, and underdevelopment of financial markets. Research by TS. To Anh Duong (2014) highlights the
influence of the independence of the State Bank of Vietnam on the effectiveness of operating monetary policy.
Quantitative research using SVAR model by Nguyen Phi Lan (2011) on monetary policy transmission
mechanism shows the influence of external factors on policy management effectiveness. The study concludes
that the domestic monetary-banking sector is relatively sensitive and is greatly affected by shocks outside the
economy, especially the volatility of world commaodity prices and signs of decline. regression or recovery of the
world economy in general and the US economy in particular as well as the monetary policy management
actions of the US Federal Reserve (FED).

3. Research methods

In addition to the method of dialectical philosophy and historical materialism commonly used in general
scientific research, the topic also uses statistical methods, comparisons, analysis, synthesis, interpretation,
inductive.

In addition to diagrams, tables, graphs, the thesis uses: (i) OLS, ECM models to measure the effect of the SBV's
operating interest rate on the interbank interest rate; (ii) VAR model to measure the effectiveness of interest rate
channel in Vietnam (from lending interest rates of the banking system to macroeconomic variables including
inflation and economic growth) period 2006-2015; (iii) GMM model to quantify the impact of factors affecting
the effectiveness of interest rate channel in Vietnam in the period 2006-2015.

4. Result

The actions in operating the monetary policy of the Central Bank will have an impact on the system of
operational goals, intermediate goals to achieve the ultimate goal. Changes in money supply or short-term
interest rates due to the central bank's monetary policy will affect and achieve real economic variables such as
output, price and unemployment through a system of transmission channels. guide. Thus, we can see that the
most important thing in operating monetary policy is the ability or extent of the policy to affect the set
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objectives. In fact, in certain periods, due to subjective or objective reasons, the impacts in adjusting monetary
policy to macro targets are deflected, or there is a delay, or even make unwanted changes.

The impact effect of monetary policy is shown through the ability of policy instruments to affect real variables
of the economy selected as policy targets in each period and determined through targets. measuring the response
level, the reaction direction and the reaction speed of real variables in the economy to changes in the monetary
policy management of the Central Bank (To Kim Ngoc, 2003).

The interest rate channel in the monetary policy transmission mechanism of the Central Bank is the
transmission mechanism of the monetary policy to the economy through the chain reaction between interest
rates and prices in the market. Monetary policy through direct or indirect effects of interest rates on investment
and spending behavior of entities, thereby affecting aggregate demand and the balance of the economy achieved
at the target level. Thus, we can see that the interest rate mechanism can be divided into two phases. The first
stage is the direct influence from the use of monetary policy tools (compulsory reserve, refinancing interest rate,
open market operations, ...) of the central bank to the short-term interest rate selected as the operating expenses
and the spillover effect from this short-term interest rate to the market interest rate (LSHD, LSCV of the
banking system). The second stage is the effect of the market interest rate on the investment and consumption
behavior of the public, thereby affecting aggregate demand and inflation. This process of impact shows the
effectiveness of the interest rate transmission channel, demonstrating the ability of the central bank to influence
and intervene in the money market; the impact and propagation of the effects of short-term interest rates on
long-term interest rates; and finally the sensitivity of investment and consumption demand to interest rates.

The effect of the impact from the central bank's executive interest rate on the interest rate of the central bank,
the interest rate of the banking system is measured by two factors: the level and the adjustment speed of the
interest rate of the central bank, the prime interest rate of the commercial banking system. adjustment in the
central bank's operating rate.

To measure the adjustment of the banking system's interest rate before the central bank's adjustment of the
central bank's interest rate, most traditional studies use a linear regression function of the form:

Yt=a+p.Xt

In which Yt is the interbank interest rate corresponding to xt is the central bank's executive interest rate and Yt
is the interest rate of the interest rate, the prime interest rate of the banking system corresponds to xt being the
bank's interest rate. The coefficient B is used to measure pass-through or interest rate adjustment. The larger, the
higher the pass-through between the two interest rate pairs. “Total transmission rate” (B = 1) implies that when
the executive interest rate increases (or decreases) by the same percentage, the interest rate, prime interest rate
of the banking system also increases (or decreases). percent and “incomplete transmission” imply that the
interest rate and prime interest rate of the banking system change a little less than the change in the operating
interest rate.

Average adjustment delay (MAL) is used to measure the speed of the adjustment of the banking system's
interest rate before the central bank’s adjustment of the interest rate. MAL is the weighted average of all latency
and measures the response rate of interest rates of the payment agency and the interest rate, interest rate when
the executive interest rate and the interbank interest rate change respectively. The average adjustment delay
(MAL) is the time needed for the interest rates of the interbank, interest rates and interest rates to adjust to the
long-term equilibrium. The large MAL implies a high rigidity or a slow adjustment in the reaction of the
interbank market rate and the deposit and lending interest rates when the policy rate and the interbank rate
change. In contrast, a small MAL implies a flexibility or a quick adjustment of the market interest rate LNH and
the deposit rate, the lending rate according to the executive rate and the LNH market rate, and thus increases the
effectiveness of the effect. interest rate channel.
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The effect of impact from retail interest on growth and inflation is determined by the response of these macro
variables to monetary policy shocks. If the response of macroeconomic variables to monetary policy shocks is
correct (although there is a lag) with theoretical expectations, it can be confirmed that such monetary policy is
valid. On the contrary, if the reaction is contrary to theoretical expectation, even without reaction, the
conclusion of the effectiveness of monetary policy is weak. However, the research of Michael W. (2001)
showed that when the conditions for creating shocks are unfavorable (due to the asymmetric information in the
market is decreasing), the effectiveness of monetary policy management over Interest rate channel increased
again. This implies that the central bank should be proactive and use the mechanism to generate signals
reflecting the trend of monetary policy regulation to guide market expectations. From there, it will create
cohesion and impact in accordance with the trend in the monetary policy target system to achieve the ultimate
goal set by the Central Bank. This fact has been verified when studying interest rate channels in the US. To
adjust the interbank interest rate, the Federal Reserve (FED) can alter the supply of reserves in the market by
using the open market operation or changing the amount of reserves for loans through discount window. The
supply of less reserves than the needs of commercial banks will put pressure on the price of reserves - which is
the interbank interest rate - to rise, while providing more reserves than the needs of groups. Credit institutions
will bring down interbank interest rates. In recent years, the Fed has implemented monetary policy by using
open market operations to maintain desired interbank interest rates, thereby affecting other short and long term
interest rates. In the traditional view of the interest rate channel, long-term interest rates are influenced by
current short-term interest rates and projected future short-term rates. An increase in the interbank interest rate
will lead to an increase in current and planned short-term rates, which in turn pushes interest rates on all terms
to rise. On the contrary, when the interbank interest rates drop, current and projected short-term interest rates
drop, leading to other short- and long-term rates falling. These changes in interest rates will lead to changes in
the amount of consumption and investment, which in turn affects the total output of the economy. However,
empirical evidence on monetary policy shows that the adjustment of interbank interest rates has a large impact
on short-term interest rates, and this effect decreases as the maturity of interest rates increases. . In other words,
the relationship between the executive rate and the long-term interest rate becomes weaker and less reliable than
the short-run rate. This can be explained by the fact that short-term interest rate estimates, or market
expectations themselves, also play an important role in determining long-term interest rates. Therefore, the
monetary policy is considered to be the most effective in long-term interest rate changes when it is implemented
consistently and stably, the market's expectation will move in the correct direction of the Policy makers.
Conversely, when an investor's view of monetary policy stability changes over the economic cycle, monetary
policy's ability to affect the long-term interest rate changes over time (Roley). and Gordon, 1995).

5. Conclusion

From the overview of domestic and foreign studies it can be seen that although the topic of interest rate channel
in monetary policy management is not a new issue, there are still research gaps for researchers. continue to
deepen research and development. Specifically:

Firstly, in Vietnam, there are no independent studies to evaluate the factors affecting the effectiveness of the
interest rate channel in operating monetary policy, but only in evaluating the effect of transmission from
interest. SBV's operating rates to the banking system's business interest rates.

Second, the guantitative studies assessing the pass-through effect of the interest rate channel only stopped from
2012 and earlier.

Thirdly, there is no quantitative study assessing factors affecting the effectiveness of the interest rate channel in
operating monetary policy, but only in qualitative aspects. In addition, the qualitative studies are not really
comprehensive, there are no studies that analyze in-depth factors such as the flexibility of the exchange rate, the
domination of fiscal policy, and the budget deficit. effect of interest rate channel in operating monetary policy
in Vietnam.
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