<Q
| On the Ground | Standard

Chartered S

http://research.standardchartered.com
Analyst

Tai Hui, +65 6530 3464

Standard Chartered Bank, Singapore

Regional Head of Economic Research, SE Asia
Tai.Hui@standardchartered.com

Vietnam — Pulling out all the stops

01:00 GMT 09 January 2009

¢ Latest data shows exports and economic growth are weakening
e Inflation, both food and non-food, is declining

¢ Authorities are likely to cut rates further and allow VND to weaken gradually

The beginning of a stream of weak data

The authorities took aggressive action in Q4 2008 to sustain growth, including interest rate cuts and currency
devaluation. These moves were corroborated by the Q4 GDP data and the December 2008 trade figures,
with exports contracting by 10.2% year-on-year. Vietnam’s high exports-to-GDP ratio is finally biting,
combined with further consolidation in the real estate and construction industry.

This is reflected in our 5% real GDP growth forecast for 2009, compared with the government’s 6.5% target.
Given the current circumstances, further rate cuts are on the cards following a very aggressive reduction in
the base rate in Q4 2008. Now that inflation is less threatening, a weaker Vietnam dong (VND) is likely to take
on the task of boosting exports and helping to reduce the trade deficit.

Table 1: Growth, inflation, base rate, and USD-VND forecasts

Q1-09 Q2-09 Q3-09 Q4-09 2008 2009 2010
GDP growth 5.30 4.20 4.50 6.00 6.20 5.00 7.00
Inflation 14.50 7.00 2.50 2.00 22.00 6.50 4.00
Base rate 7.00 7.00 7.00 7.00 8.50 7.00 8.00
USD-VND 17,600 18,000 18,500 18,500 17,485 18,500 17,800

Source: SCB Global Research

Manufacturing and construction reduced Q4-08 growth to 5.7%

Real GDP growth slowed to 6.2% in 2008, the weakest since 1998, from 8.5% in 2007. Our calculations show
that growth in Q4 alone dropped to 5.7% y/y from 6.5% in Q3 (see Chart 1). The slowdown can be attributed
to the secondary sector, which includes manufacturing and construction — it expanded by just 4.8% y/y in Q4,
compared with its usual high single-digit or even double-digit performance in the past several years. We
believe this reflects the impact of high local interest rates and credit tightening.

Going forward, the sector is likely to remain in slow growth mode due to the external environment and the risk
of stagnation in the domestic real-estate sector. In contrast with the secondary sector, the services sector has
held up well, expanding by 7.1% y/y in Q4 2008. The primary sector, mainly comprised of agriculture and
mining, also performed above trend with growth of 4.8% yly, but this sector is also at risk considering the
rapid collapse in commodity prices.

Important disclosures can be found in the Disclosures Appendix.
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In 2009, we expect economic growth to slow further to 5%. The manufacturing and construction sectors are
likely to remain depressed. As mentioned above, declining commodity prices will hurt the primary sector,
especially farming and mining. While recent aggressive rate cuts by the State Bank of Vietham (SBV) and
other measures to provide liquidity may provide some relief, the headwinds from the global slowdown are
likely to be the primary factor in Vietham’s (and the region’s) economic performance.

Chart 1: Weak construction and manufacturing Chart 2: Exports contracted in Dec-08 due to
weighed on headline GDP growth weak oil and textile exports
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Trade performance converging with regional trend

December 2008 export data also offers little comfort (see Chart 2). Our calculations put export growth in the
month at -10.2% yly, compared with +14.1% in November. Exports of crude oil, traditionally Vietham’s top
export item, fell 47.5% yly in December. Worryingly, exports of textiles and garments, now the country’s
biggest export item, contracted by 8% vyly. Imports also saw a sharp fall in the month (-26.2% vyl/y), with
contractions seen in major categories such as machinery and parts (-7.2% yly), garments (-7.6%), steel
products (-41.7%), automobiles (-43.1%), and petroleum products (-55.3%). This partly reflects low
commodity prices and inventory rundown after stockpiling earlier in the year. Yet we also believe that a
slowdown in domestic activity, both consumption and capital investment, is responsible for weaker import
demand.

The good news is that the trade deficit is still under control. The deficit stood at USD 1.46bn in Q4 2008, a
significant improvement from USD 8.35bn in Q1. The annual deficit was USD 17.5bn. Curiously, despite the
recent improvement, the government is forecasting that the trade deficit will widen further to USD 19.2bn in
2009. This implies a quarterly run rate of USD 4.8bn, more than three times the level seen in Q4 2008. We
believe this forecast is too high, even taking into account weaker export performance ahead, and would
require a surge in domestic demand for imports or a resumption of higher commodity prices. Hence, we see
the huge trade deficit of 2008 as an exception. We expect a 2009 deficit of around USD 12bn-15bn, or 12-
15% of GDP, down from 20% in 2008.

Vietnam would likely find it difficult to finance a trade deficit of the size forecast by the government. Actual
disbursed foreign direct investment (FDI) was around USD 11.5bn in 2008, while contracted FDI inflows
totalled USD 64bn. We can reasonably expect these inflows to decline in 2009 in line with the recession in
the developed world — not only are international companies likely to rethink their expansion plans, but their
sources of funding will also be constrained. Remittances from overseas Vietnamese, estimated at around
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USD 8bn in 2008, are also expected to contract as the global job market slows. Given our current estimate for
the 2009 trade deficit, inflows and outflows are already at a fine balance. If the deficit does widen to the
government’s estimate, concerns about external payment difficulties are likely to return.

Chart 3: Gradual improvement in trade deficit as Chart 4: Inflation expected to drop to single digits
imports slow by mid-2009
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Policy options — pulling out all the stops

Since 22 October 2008, SBV has cut its base rate by a total of 550bps, to 8.5% from 14%. It also raised the
USD-VND reference rate to 16,989 on 25 December from 16,494 the previous day. USD-VND has traded at
around 17,500 since the announcement, at the top end of the +/-3% trading band. This is a de facto
devaluation of the VND by 3% and reflects the central bank’s strategy of employing the exchange rate as a
tool to boost exports.

Rate cuts and VND weakening are justified by the gradual decrease seen in inflation. Headline inflation
dropped to 19.9% yly in December 2008 (Chart 4), the first sub-20% reading since April. Non-food inflation
also eased to 10% vyly, according to our calculations. We expect a further slowdown in coming months. In
terms of fiscal policy, the government has pledged a USD 6bn fiscal stimulus package to boost growth, with
about one-third funded by government borrowing. We expect key themes of the fiscal package to be
infrastructure projects and social protection for the jobless.
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Disclosures Appendix

Global disclaimer

SCB makes no representation or warranty of any kind, express, implied or statutory regarding this document or any
information contained or referred to on the document.

If you are receiving this document in any of the countries listed below, please note the following:

United Kingdom: Standard Chartered Bank ("SCB") is authorised and regulated in the United Kingdom by the Financial
Services Authority ("FSA"). This communication is not directed at Retail Clients in the European Economic Area as defined
by Directive 2004/39/EC. Nothing in this document constitutes a personal recommendation or investment advice as defined
by Directive 2004/39/EC.

Australia: The Australian Financial Services Licence for SCB is Licence No: 246833 with the following Australian
Registered Business Number (ARBN : 097571778). Australian investors should note that this document was prepared for
wholesale investors only (as defined by Australian Corporations legislation).

China: This document is being distributed in China by, and is attributable to, Standard Chartered Bank (China) Limited
which is mainly regulated by China Banking Regulatory Commission (CBRC).

Hong Kong: This document is being distributed in Hong Kong by, and is attributable to, Standard Chartered Bank (Hong
Kong) Limited which is regulated by the Hong Kong Monetary Authority.

Singapore: This document is being distributed in Singapore by SCB Singapore branch only to accredited investors, expert
investors or institutional investors, as defined in the Securities and Futures Act, Chapter 289 of Singapore. Recipients in
Singapore should contact SCB Singapore branch in relation to any matters arising from, or in connection with, this
document.

South Africa: SCB is licensed as a Financial Services Provider in terms of Section 8 of the Financial Advisory and
Intermediary Services Act 37 of 2002. SCB is a Registered Credit provider in terms of the National Credit Act 34 of 2005
under registration number NCRCP4.

UAE (DIFC): SCB is regulated in the Dubai International Financial Centre by the Dubai Financial Services Authority. This
document is intended for use only by Professional Clients and should not be relied upon by or be distributed to Retail
Clients.

United States: Except for any documents relating to foreign exchange, FX or global FX, Rates or Commaodities, distribution
of this document in the United States or to US persons is intended to be solely to major institutional investors as defined in
Rule 15a-6(a)(2) under the US Securities Act of 1934. All US persons that receive this document by their acceptance
thereof represent and agree that they are a major institutional investor and understand the risks involved in executing
transactions in securities. Any US recipient of this document wanting additional information or to effect any transaction in
any security or financial instrument mentioned herein, must do so by contacting a registered representative of Standard
Chartered Securities (North America) Inc., 1 Madison Avenue, New York, N.Y. 10010, US, tel + 1 212 667 1000.

WE DO NOT OFFER OR SELL SECURITIES TO U.S. PERSONS UNLESS EITHER (A) THOSE SECURITIES ARE
REGISTERED FOR SALE WITH THE U.S. SECURITIES AND EXCHANGE COMMISSION AND WITH ALL
APPROPRIATE U.S. STATE AUTHORITIES; OR (B) THE SECURITIES OR THE SPECIFIC TRANSACTION QUALIFY
FOR AN EXEMPTION UNDER THE U.S. FEDERAL AND STATE SECURITIES LAWS NOR DO WE OFFER OR SELL
SECURITIES TO U.S. PERSONS UNLESS (i) WE, OUR AFFILIATED COMPANY AND THE APPROPRIATE
PERSONNEL ARE PROPERLY REGISTERED OR LICENSED TO CONDUCT BUSINESS; OR (ii) WE, OUR AFFILIATED
COMPANY AND THE APPROPRIATE PERSONNEL QUALIFY FOR EXEMPTIONS UNDER APPLICABLE U.S.
FEDERAL AND STATE LAWS.

The information on this document is provided for information purposes only. It does not constitute any offer,
recommendation or solicitation to any person to enter into any transaction or adopt any hedging, trading or investment
strategy, nor does it constitute any prediction of likely future movements in rates or prices or any representation that any
such future movements will not exceed those shown in any illustration. Users of this document should seek advice
regarding the appropriateness of investing in any securities, financial instruments or investment strategies referred to on
this document and should understand that statements regarding future prospects may not be realised. Opinions,
projections and estimates are subject to change without notice.

The value and income of any of the securities or financial instruments mentioned in this document can fall as well as rise
and an investor may get back less than invested. Foreign-currency denominated securities and financial instruments are
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subject to fluctuation in exchange rates that could have a positive or adverse effect on the value, price or income of such
securities and financial instruments.

Past performance is not indicative of comparable future results and no representation or warranty is made regarding future
performance.

SCB is not a legal or tax adviser, and is not purporting to provide you with legal or tax advice. If you have any queries as to
the legal or tax implications of any investment you should seek independent legal and/or tax advice.

SCB, and/or a connected company, may have a position in any of the instruments or currencies mentioned in this
document. SCB has in place policies and procedures and physical information walls between its Research Department and
differing public and private business functions to help ensure confidential information, including ‘inside’ information is not
publicly disclosed unless in line with its policies and procedures and the rules of its regulators. You are advised to make
your own independent judgment with respect to any matter contained herein.

SCB and/or any member of the SCB group of companies may at any time, to the extent permitted by applicable law and/or
regulation, be long or short any securities or financial instruments referred to on the website or have a material interest in
any such securities or related investment, or may be the only market maker in relation to such investments, or provide, or
have provided advice, investment banking or other services, to issuers of such investments.

SCB accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special,
incidental or consequential loss or damage) from your use of this document, howsoever arising, and including any loss,
damage or expense arising from, but not limited to, any defect, error, imperfection, fault, mistake or inaccuracy with this
document, its contents or associated services, or due to any unavailability of the document or any part thereof or any
contents or associated services.

Copyright: Standard Chartered Bank 2009. Copyright in all materials, text, articles and information contained herein is the
property of, and may only be reproduced with permission of an authorised signatory of, Standard Chartered Bank.
Copyright in materials created by third parties and the rights under copyright of such parties is hereby acknowledged.
Copyright in all other materials not belonging to third parties and copyright in these materials as a compilation vests and
shall remain at all times copyright of Standard Chartered Bank and should not be reproduced or used except for business
purposes on behalf of Standard Chartered Bank or save with the express prior written consent of an authorised signatory of
Standard Chartered Bank. All rights reserved. © Standard Chartered Bank 2009.
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The research analyst or analysts responsible for the content of this research report certify that: (1) the views expressed and
attributed to the research analyst or Analysts in the research report accurately reflect their personal opinion(s) about the
subject securities and issuers and/or other subject matter as appropriate; and, (2) No part of his or her compensation was,
is or will be directly or indirectly related to the specific recommendations or views contained in this research report. On a
general basis, the efficacy of recommendations is a factor in the performance appraisals of analysts.
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