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O A esc.coman Except for slowing export growth, a solid July

+848 3914 3586 ext. 132 augers well for Vietnam’s macroeconomy

Monthly Data June July  This month we take a special look at the historical resiliency of Vietnam’s

CPI (% YoY) 2.4 2.39 export performance relative to destination country’s economic performance

Real retail sales (% YoY) 7.5 7.4 (page 6).

IP (% YoY) 74 72 Inflation reached a six-month low in July with price decreases in food and
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July was mainly attributed to price hikes of transportation (+1.19% MoM), other
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Nominal GDP USD bn 1913 2042 goods & serwce.s (+0.Z.l7/o MoM), and housing & construction matengls (+O.l£'1/0
MoM). Meanwhile, price decreases of the food, foodstuff & catering service

Real GDP (% YoY) 6.7 6.27 category by 0.05% played a critical role in mitigating inflation this month.

CPI (end, %YoY) 06 49 o Since the beginning of the year, CPI has risen 2.48%. Sharp price increases in

Exports val (% Yo) 81 9.0 healthcare (+25.4% YTD), education (+2.27% YTD), and food, foodstuffs &

Imports val (%YoY) 12.0 8.9 catering services (+2.26% YTD) were the key contributors to YTD CPI.

Trade bal /GDP (%) (1.6) (1.8) Concurrently, declining oil prices led to deflation in transportation (-2.38% YTD).

M2 / GDP (%) 1403 1545 o August CPI is expected to rise 0.31% vs July 2016 because of increases in

Total credit / GDP (%) 111.0 118.5 healthcare costs (starting from August 1) and education fees. In the meantime,

Disbursed FDI (USD bn) ~ 14.5 16.0 the downtrends of food and transportation prices will have a positive impact on

inflation next month.

Export growth continued to slow but the return of a monthly trade surplus

GDP Growth, % Contribution by Sector . o
increased the YTD trade surplus to USD1.8 billion.

& .ﬁ%rl:”sify & Construction e InJuly, export and import turnovers were estimated to reach USD14.7 billion and
6% ®m Agriculture USD14.6 billion, respectively. After two months of trade deficits at USD180
4% million in May and USD20 million in June, a trade surplus returned with an initial
2% estimate of USD100 million.

0% e In 7M 2016, Vietnam’s trade surplus of USD1.8 billion derived from export

turnover of USD96.8 billion (+5.3% YoY) and import turnover of USD95 billion (-
0.9% YoY). The trade surplus in 7M 2016 was mainly caused by the negative
growth of imports, especially given the low growth rate of exports.

e The export growth rate of 5.3% YoY in 7M 2016 was much lower than in previous
years (7M 2015: +9.2% YoY; 7M 2014: +15.1% YoY). Sharp decreases in
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8% = CP| MoM (RHS) 2% exports of coal (-72.8% YoY) due to higher domestic consumption and crude oil
6% —CPIYoY (LHS) (-45.5% YoY) due to declining global oil prices were the main contributors to the
2% 1% slowdown of export growth in the first seven months of this year. Vietham still
maintained a trade deficit of USD16.7 billion with China in the first seven months

2% I||||I||ull“|l' .lllll.'l-- 8 0% of the year.
0% e Importsin 7M 2016 had a negative growth of 0.9% YoY (7M 2015: +16.8% YoY;
2 e 4 e - oo o W 7M 2014: +11.3% YoY). Imports of the domestic sector rose 1.2% YoY while that
:3) % ;3) % ;3) % ;3) of foreign sector declined by 2.4% YoY. The drop in imports of the machinery and

equipment category, which has historically been the largest proportion of the total
import turnover, by 5.8% YoY was one of the reasons for the imports to shrink in
7M 2016.
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With a current trade surplus of USD1.8 billion in 7M 2016, to reach our trade
deficit forecast of USD3.7 billion at year end, trade balance is expected to be in
deficit of an average USD1.1 billion per month for the rest of the year. Anything
less than a USD500 million deficit in August will force us to revise our FY16
forecast.

Disbursed FDI accelerated while registered FDI decelerated.

In 7M 2016, disbursed FDI increased by 15.5% YoY to USD8.55 billion (7M 2015:
+8.8% YoY) and registered FDI rose 46.9% YoY to USD13 billion (7M 2015: -
7.6% YoY). Although registered FDI in 7M 2016 still continued high YoY growth,
the rate was not as high as in the previous six months (H1 2016: +105.4% vs H1
2015; 5M 2016: +136% vs 5M 2015).

Manufacturing and processing continued to be the leading sector in terms of
registered FDI with 1,083 projects and USD9.1 billion, occupying 70% of total
registered FDI and increasing by 49% vs 7M 2015. Real estate ranked second
with 35 projects and USD957 million, declining by 44% YoY.

South Korea was the leading foreign investor in Vietnam with invested capital of
USD4.2 billion, nearly 33% of total registered capital. Most of the top ten cities
and provinces experienced strong YoY growth of registered FDI in 7M 2016. Only
Ho Chi Minh City suffered a sharp decline by 58% YoY in registered FDI.

USD/VND exchange rate is expected to preserve its stability at VND22,300/USD
in the following weeks amid “goldilocks” BOP dynamics.

The USD/VND exchange rate retained its stability around VND22,300/USD
throughout the month. The value of the VND slightly appreciated at the end of
July when the interbank exchange rate decreased to VND22,295/USD as of July
29. The VND has appreciated by 0.85% since the beginning of this year thanks
to the SBV policy actions that have helped limit speculative actions amid global
fluctuations and prompt interventions to balance USD supply and demand in the
market.

In the last month, the SBV continued to purchase about USD500 million from
commercial banks to enhance the forex reserve and inject VND into the market.
Vietnam’s foreign reserve is currently estimated at USD38 billion, or 12 weeks of
import, a level that still has some way to go to match SE Asia peers. At the same
time, the SBV also continued treasury issuance to absorb VND surplus in the
market with a view to stabilizing VND value.

Banks predisposed to raise rates in H2 2016 but competitive pressure may
contain rises.

Q2 2016 banking results released so far show increases in funding costs during
H1 2016 at five of the six banks that we cover at VCSC. Banks would naturally
be pre-disposed to raise rates to protect NIM but the same Q2 2016 results also
paint a picture of increasing competition to grow credit. Our view is that
Viethamese banks already operate on low NIM given the credit cost structure of
Vietham and hence continual upward movement in funding costs must eventually
have a corresponding reaction from lending rates.
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The Macro Picture

Consumer Price Index

Price increases of transportation abated and the food, foodstuffs & catering service
category’s CPI decreased after two months of strong price surges.

Figure 4: Inflation in July

On-month CPI On-year CPI Average CPI
(July 16 vs June 16) (July 16 vs July 15) (7M 2016 vs 7M 2015)
Headline inflation 0.13% 2.39% 1.82%
Core inflation 0.1x% 1.85% 1.81%

Source: GSO

e Prices of nine of the eleven categories in the CPI basket rose in July, however to a lesser
extent than in the previous month. Apart from price increases of traditional movers —
transportation and housing & construction materials — the contribution of other goods &
services was the new catalyst for inflation in July.

e Transportation continued to be the category which had the highest monthly inflation, however
it was much lower than the rates of 2.39% in May and 2.99% in June. This group’s CPI rise by
1.19% MoM in July was mainly due to higher petrol prices and stronger travel demand. Despite
two decreases in gasoline prices on June 20 and July 5 with a total reduction of VND540/liter,
the sharp increase of VND680/liter on June 4 still made the average petrol price in July higher
than the previous month.

e The CPI of the housing & construction materials category increased by 0.14% MoM because
higher electricity and water usage during the heatwave in the summer caused the electricity
price index and water price index to rise 1.16% MoM and 0.14% MoM. Price increases of
diesel and other oil items on June 20 were also a main factor driving inflation of this group. On
the other hand, gas price decreases by VND14,000/12-kg cylinder (gas price index: -3.02%
MoM), and decreasing steel prices together with falling overseas price benchmarks
(construction material price index: -0.44% MoM) made inflation of this group in July much lower
than previous months (May: +0.88% MoM, June: +0.55% MoM).

e The key player in the CPI basket — food, foodstuffs & catering services — encountered deflation
of 0.05% MoM after two months of sharp increases mainly because of the abundant supply of
the Summer-Autumn rice crop amid low export demand caused the food price index to decline
by 0.64% MoM. This was the second consecutive month in which the food price declined after
rising for seven straight months.

August inflation forecast — CPIl next month will increase more than in July
August CPI is expected to rise by 0.31% MoM for the following reasons:

e Healthcare cost increases implemented in 17 cities and provinces start from August 1 and will
put more pressure on inflation next month.

e Education fees are expected to increase in August when the new school year is about to start
with higher demand for textbooks and stationary.

e The anti-dumping tariffs imposed on long steel imports, taking effect from August 2, should
drive domestic steel prices higher, thus having an unfavorable effect on CPI of housing &
construction materials.

Meanwhile, there will also be some factors that curb inflation next month:

e With the most three recent petrol price declines in June and July by the total decrease of
VND1,200/liter, we believe that transportation fees in August will be stable or on a slight
downtrend.
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e The profuse supply of food will lessen the pressure on food prices. Therefore, we expect that
CPI of food, foodstuffs & catering service will slightly decline vs July 2016.

Year-end inflation forecast — We reiterated our year-end inflation forecast of 4%. Besides
such factors as healthcare cost jumps in August, October, November, and December and
education fee increases when the new school year starts, the lagged effects of the government’s
monetary easing policy in the first half of 2016 may at the end of the day be subsumed by subdued
global commodity prices in 2H 2016.
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Vietnam’s top export countries

Growth deceleration in export destination countries shows no correlation with Vietham’s
export performance. In economic literature, the most common pairing of words is “growth
slowdown” and “export headwinds”. Our analysis of the top five export destinations for Vietham
demonstrates to the contrary that 1) a degree of resilience to the economic growth slowdown of
the destination country and 2) high growth destinations, defined here by at least double digit growth
rates, have a tendency to maintain that growth elevation in our focus 2013 to 2015 review period.

Our analysis focuses on the three years of 2013, 2014 and 2015 as the high base effect of more
recent years raises the bar of difficulty on maintaining certain trends. We also strip oil out of the
export numbers as ex-oil is more reflective of the underlying export performance of Vietnam and
displays less volatility. The table below displays export growth rates ex-oil and GDP performance:

Figure 5: Export growth rate (crude oil excluded) of top export countries in 2012 — 2015 (%)

Countries 2012 2013 2014 2015
us 17.0 20.9 21.0 19.0
China 17.5 6.0 9.4 17.3
Japan 14.6 8.6 15.0 34
Korea 22.4 24.6 16.8 26.2
Total 18.2 15.3 13.7 7.9

Figure 6: GDP growth rate of top export countries in 2012 — 2015 (%)

Countries 2012 2013 2014 2015
us 2.2 1.5 2.4 2.4
China 7.8 7.7 7.3 6.9
Japan 1.7 1.4 0 0.5
Korea 2.3 2.9 3.3 2.6
Germany 0.4 0.3 1.6 1.7

We note in our focus years we see a growth slowdown for the US in 2013 yet growth ex-oil marked
one of the highest growth rates in the period and accelerated from 2012. China saw a growth
slowdown in 2014 and 2015, yet Vietham’s export growth accelerated in both years. Japan
experienced a growth slowdown in 2013 and 2014, yet Vietnam’s export growth rate remained
positive in 2013 and in fact exhibited sizzling growth in 2014. South Korea saw a growth slowdown
in 2015, yet again export growth peaked in 2015. Germany saw growth falter in 2013, yet Vietham’s
exports to Germany grew at double digit rates that year.

The US and South Korea are high velocity growth destinations for exports. The US is a particularly
compelling example, especially after stripping out oil, as an ever increasing base effect only shows
a partial decline to growth rates. The party has somewhat slowed down in 5M 2016, with the US
losing some steam as a destination for Vietnam'’s exports, but it nevertheless still registers double
digit growth rates. South Korea however grows ever more luminescent and a growth rate of 40.3%
YoY is also a reflection of the profound benefits that come with implementing a FTA.

With export growth for 7M 2016 growing at 5.3% YoY may prompt some to doubt whether such
observations are valid signals for what will happen for the remainder of 2016, we know that H2
2016 will see the operational commissioning of several large FDI projects and if these observations
do not hold for 2016 then its underlying value remains the multi-year patterns that it informs.
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Domestic Activity

Real retail sales grew by 7.4% in 7M 2016, lower than 8.3% in the same period last year,

indicating that domestic consumer demand continued to increase but at a slower pace
than in 7M 2015.

Figure 7: Retail sales and consumer confidence

40% m Volume growth Value growth 112
Py Consumer
36% 108 Confidence - Q1
32% 106 ¢ &-® 2016-109
289 & 10()?
@. 103 o ®
24% ‘99 g 98 99 gg/
96
20% oﬁgﬁ o 23 % o %0
16% ‘ Y
12% g7 88
8% ([P]FF ¢®
4% |
0%
O O «+H4 d «d 4 &N &N N N O 0 0 M & & & < 0O 1 1 n © © o
A B B B B B B B B
2868583688388 238883888388¢3

Source: GSO, AC Nielsen

Sales of cars and trucks in June endured a downtrend from May after three consecutive

months of sales expansion. Estimations of imported CBUs in July showed an increase in
volume but a reduction in value.

Figure 8: VAMA sales Figure 9: Imported CBUs
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Source: VAMA Source: Customs Office, GSO
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Industrial Production

The slowdown of overall industrial production growth in 7M 2016 was caused by mining
output reduction. The manufacturing sector continued to expand but at a lower rate than
the same period last year. Vietnam’s PMI in July was 51.9, lower than 52.6 in June and
marking the eighth consecutive month of an above-50 reading. This implied that
manufacturing activities continued to expand but in a slightly decelerating pace compared
to the previous month.

Figure 10: IIP growth in 7M 2016 — a comparison

July 16 vs July 15 July 16 vs June 16 7M 16 vs 7M 15 M 15vs 7M 14

Overall lIP 7.2% 2.1% 7.2% 9.9%

Mining -2.9% -0.1% -2.7% 9.2%

Manufacturing 9.7% 2.7% 9.9% 10.1%

Source: GSO

Figure 11: IIP of Manufacturing Sub-industries
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Figure 1: USD/VND Exchange Rate Figure 2: Vietnam G-Bond Yields
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Figure 3: Trade Balance Figure 4: Foreign Direct Investment
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Figure 5: Retail Sales Growth Figure 6: Index of Industrial Production
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Figure 7: Credit Growth* Figure 8: Key Policy Rates
40%
mmmm YoV Credit growth 12%
30% = YTD Credit growth
20% 8%
e — N
10% —_—
4% — Discount rate
0% Refinancing rate
-10% 0% Deposit rate
2923333933933 998 IIIIVLLLYYSS
S 385588858835 S5 L5385 L8582 53
SnO0="50n0=2""50n03=5 S 08g"08S<>08<g"

Source: GSO, SBV

See important disclosure at the end of this document WWw.vVcsc.com.vn | VCSC<GO> Viet Capital Securities | 8


http://www.vcsc.com.vn/

VIET CAPITAL t& }
SECURITIES x i

Disclaimer

Analyst Certification of Independence

1, Hien Nguyen, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or
issuers. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report. The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include
revenues from, among other business units, Institutional Equities and Investment Banking.

VCSC and its officers, directors and employees may have positions in any securities mentioned in this document (or in any

related investment) and may from time to time add to or dispose of any such securities (or investment).VCSC may have, within the last three
years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or
all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment
services in relation to the investment concerned or a related investment.

Copyright 2013 Viet Capital Securities Company “VCSC”. All rights reserved. This report has been prepared on the basis of information
believed to be reliable at the time of publication. VCSC makes no representation or warranty regarding the completeness and accuracy of
such information. Opinions, estimates and projection expressed in this report represent the current views of the author at the date of
publication only. They do not necessarily reflect the opinions of VCSC and are subject to change without notice. This report is provided, for
information purposes only, to institutional investors and retail clients of VCSC in Vietnam and overseas in accordance to relevant laws and
regulations explicit to the country where this report is distributed, and does not constitute an offer or solicitation to buy or sell any securities
discussed herein in any jurisdiction. Investors must make their investment decisions based upon independent advice subject to their
particular financial situation and investment objectives. This report may not be copied, reproduced, published or redistributed by any person
for any purpose without the written permission of an authorized representative of VCSC. Please cite sources when quoting.

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA
by VCSC issued by VCSC has been prepared in accordance with VCSC's policies for managing conflicts of interest arising as a result of
publication and distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a
policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services
and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not
be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
only available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to
persons regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by
VCSC in Australia to "wholesale clients" only. VCSC does not issue or distribute this material to "retail clients". The recipient of this material
must not distribute it to any third party or outside Australia without the prior written consent of VCSC. For the purposes of this paragraph the
terms "wholesale client" and "retail client" have the meanings given to them in section 761G of the Corporations Act 2001. Hong Kong: The
1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of
Conduct for Persons Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten
days of the month, the disclosure may be based on the month end data from two months prior.) Japan: There is a risk that a loss may occur
due to a change in the price of the shares in the case of share trading, and that a loss may occur due to the exchange rate in the case of
foreign share trading. In the case of share trading, VCSC will be receiving a brokerage fee and consumption tax (shouhizei) calculated by
multiplying the executed price by the commission rate which was individually agreed between VCSC and the customer in advance. Korea:
This report may have been edited or contributed to from time to time by affiliates of VCSC. Singapore: VCSC and/or its affiliates may have
a holding in any of the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed
in the Important Disclosures section above. India: For private circulation only, not for sale.Pakistan: For private circulation only, not for
sale.New Zealand: This material is issued and distributed by VCSC in New Zealand only to persons whose principal business is the
investment of money or who, in the course of and for the purposes of their business, habitually invest money. VCSC does not issue or
distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of
this material must not distribute it to any third party or outside New Zealand without the prior written consent of VCSC. Canada: The
information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an
offer to sell securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory
thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a
prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or,
alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such
offer or sale is made. The information contained herein is under no circumstances to be construed as investment advice in any province or
territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein references securities
of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such securities
must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed
or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and
any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as professional clients as defined
under the DFSA rules. United States: This research report prepared by VCSC is distributed in the United States to Major US Institutional
Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Decker&Co, LLC, a broker-dealer
registered in the US (registered under Section 15 of Securities Exchange Act of 1934, as amended). All responsibility for the distribution of
this report by Decker&Co, LLC in the US shall be borne by Decker&Co, LLC. All resulting transactions by a US person or entity should be
effected through a registered broker-dealer in the US. This report is not directed at you if VCSC Broker or Decker&Co, LLC is prohibited or
restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that
Decker&Co, LLC and VCSC is permitted to provide research material concerning investment to you under relevant legislation and
regulations.

See important disclosure at the end of this document WWw.vVcsc.com.vn | VCSC<GO> Viet Capital Securities | 9


http://www.vcsc.com.vn/

VIET CAPITAL
SECURITIES

RS

Contacts

Corporate
WWwWWw.VCsc.com.vn
Head Office

Bitexco Financial Tower, 2 Hai Trieu Street

District 1, HCMC
+848 3914 3588

Transaction Office
10 Nguyen Hue Street
District 1, HCMC
+848 3914 3588

Research

Research Team

+848 3914 3588
research@vcsc.com.vn

Long Ngo, Senior Manager ext 145
Banks, Securities, Insurance

- Hoa Trinh, Senior Analyst ext 124
- Thuy Le, Analyst ext 116
Construction Materials

- Dung Ly, Analyst ext 149

Macro

- Hien Nguyen, Analyst ext 132

Hong Luu, Manager ext 120
Real Estate and Construction
- Tho Hoang, Analyst ext 174

Duc Vu, Manager ext 363
Retail Client Research

- Vy Nguyen, Analyst ext 147

- Thanh Nguyen, Analyst ext 173

Institutional Sales and Brokerage
& Foreign Individuals

Head of Institutional Sales

Michel Tosto, M. Sc.

+848 3914 3588 ext 102
michel.tosto@vcsc.com.vn

Retail & Corporate Brokerage
Ho Chi Minh City

Quynh Chau

+848 3914 3588 ext 222
guynh.chau@vcsc.com.vn

Hanoi Branch

109 Tran Hung Dao
Hoan Kiem District, Hanoi
+844 6262 6999

Transaction Office

236-238 Nguyen Cong Tru Street
District 1, HCMC

+848 3914 3588

Barry Weisblatt, Head of Research ext 105

barry.weisblatt@vcsc.com.vn

Anirban Lahiri, Senior Manager ext 130

Logistics, Agriculture and Industrial
- Hai Hoang, Analyst ext 138

- Nga Nguyen, Analyst ext 199
Duong Dinh, Manager ext 140

Oil & Gas, Power and Fertilizer

- Tram Ngo, Analyst ext 135

Phap Dang, Manager ext 143
Consumer Goods, Autos and Tires
- Dao Nguyen, Senior Analyst ext 185
- Nghia Le, Analyst ext 181

Vietnamese Sales

Dung Nguyen

+848 3914 3588 ext 136
dung.nguyen@vcsc.com.vn

Hanoi

Quang Nguyen

+844 6262 6999 ext 312
guang.nguyen@vcsc.com.vn

See important disclosure at the end of this document

WWW.VCSC.com.vn | VCSC<GO>

Viet Capital Securities | 10


http://www.vcsc.com.vn/

