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Weekly update on Vietnam bond market Volume 13 £ August 27t 2010

Bond prices have slightly increased on a search for high yields

Weekly round-up

, _ o _ _ In this issue
A The secondary bond market remained quite lively this week, contrasting

Page 1 z Weekly round up
with a primary bond market which is going from bad to worse. Domestic Page 2-5 z Bond market
players, who have contributed to more than 95% of the trades, have been Page 6-7 z Interest rate environment
in a quest for high yields, focusing on Government Guaranteed bonds Page 8 z Forex market
(mainly VDBs). On the primary market, another partially failed auction Page 9-10 z World bond market
with the GoV failing to sell any of its 3Y GVBs while it sells only 400bn of
the 5 ones. Bidders are clearly waiting for an increase in coupons before
coming back to the primary market
A Pressure on the Dong waned a little this week with unofficial rates having
stabilized around VND19,500. At gold shops, the appetite for greenbacks
has decreased and the latest move from commercial to raise dollar
deposit rates should help keeping a narrow spread between unofficial
and official markets.) £ E08 O O1T1 oI 11 O OAU
domestic currency is back, EO8 O ET x AOA @ sed & sAdrt@e@A CE 1
stabilization.
A The released data of the CPI for August are pointing out a break of the Nguyen Thi Tuyet (Ms), ACCA
deceleration trend on a m-o-m basis (+0.23% m-0-m) with food prices Director
tuyet.nt@sbsc.com.vn

starting to rise again. Nevertheless, the fifth consecutive drop on a y-o0-y
basis (+8.18% vs. +8.19% in July) suggests that inflation is well-contained Francois Chavasseau (Mr.), MBA
and should not be much of a concern till the end of the year. Even though Headof Fixed Income Research
inflation is probably close to the bottom, we believe that EO8 O | E E A francois.c@sbsc.com.vn

remain close to current levels. Thus, all in all, this should support bonds.
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Bond market
Government bond

Primary market: another partially failed auc-
tion

New week, new auction but same observations: the GoV
E A Oma¥eln inch in the way to increase offered coupons
on GVBs. Thus, as investors are still targeting higher yields,
it was not that much of a surprise to see that the 3Y auction
has failed (which is the first time since April for this tenor).
They were successful in selling some 5Y bond at 10.40%
but only for VND400bn and the bid-to-cover was pretty
low. So far, the GoV has sold VND16.28tn of GBV through
competitive bidding, VND24.14tn using underwriting me-
thod and US$1bn of Sovereign bond (VND18.437tn). Thus,
by having raised already 89% of its fund allocation pro-
gram, the GoV seems in line with its initial target making
them likely to keep their stance towards low ceiling rates
for a while. Nevertheless, regarding the actual trend regis-
tered in August with all the auctions having failed or par-
tially failed, we still think that the GoV could increase of-
fered vyields. Especially on the 3Y tenor which actually
AT AOT 60 AOOOAAC

vol
registered
(Bn VND)

24,555

24,795
27,874
5,130
82,354

4337

vol offered
(Bn VND)

winning vol
(Bn VND)

2010 GVB Auctions

15,500
8,200
14,200
4,000
41,900
2206

5,080
4,020
6,680
500
16,280
857
Average maturity

158%
302%
196%
128%

33%
49%
47%
13%

11.64%
10.78%
10.82%
10.98%

TOTAL
US$ million equivalent
Source: Hanoi Stock Exchange, SBS
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Bond prices: mild gains this week

Bond prices ended up the week on a slight gain, especially
the 2 to 5Y bonds, which have been the most traded bond
over the week. This reflects a revival of interest for bonds
with investors having dropped their wait-and-see stance
towards a more pro-buying bond attitude. Some bond
players might have been comforted by the last CPI figure.
Some other players might have waited for the end of the
recent correction move on yields. Seeing that the yields
could go much higher, we believe that some banks have re-
entered some position this week. To our view, GBV yields
are in a kind of range trading of +/- 20bps at the moment
and will probably stay around those levels for the coming
weeks.
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VDB sought-after

Bond investors have been seeking for high yield bonds this
week, thus contributing to a relatively active secondary
bond market this week. Most of the bonds traded were
Vietnam Development Bank bonds, due to the premium of
10/30 bps that they offer over State Treasury bonds. 95%
of the total turnover is ascribable to domestic players, still
pointing out the actual lack of interest from foreign banks
for bonds.
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Corporate bond

SOEs: less likely to borrow in Dollar

State-Owned Enterprises with their total of
VND15,900bn of bond issued are accounting for a sig-
nificant proportion of the corporate bond market. We
know already that those SOEs are seriously looking to
new bond issuance in Q4 to finance some of their
projects. Initially planned to be issued in Dollar, those
bonds could actually turned out to be VND-
denominated bonds. The AT xT COAAA 1 m-
ing coupled with the recent devaluation of the Dong are
both speaking in favor of VND bond issuance. The cou-
bi1 OAOA AEEEAOAT OEAI
is nowadays clearly not sufficient to offset the foreign
currency risk embedded in USD bonds.

Vinalines: success of the bond issuance

A couple weeks ago, the largest state-owned shipping
operator in Vietnam has successfully finalized issuing a
three year unsecured bond. It was a pretty challenging
AAAT EIT
the Vinashin operations (Vinalines will have to handle
ol i A
raise was only VND1,000bn, the fact that everything
went smoothly is pointing out the real appetite from
investors for corporate debt. The bond has a fixed-to-
float structure with the first fixed coupon attached to
those bonds at 14.5%. For the second and third years,
Vinalines will pay the 12-month deposit rate + 3.5%.
Those levels are quite conformed to the market stan-
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New Decree 84 to enhance security for bond
holders

The GoV has recently implemented a new decree that
requires bond issuers to state potential risks linked to
their bonds. This decree aims at protecting bond hold-

6 E ASESIPYAGIViggdssugysia sense of responsibilities. Issuers

OEAO OOAA Oi

OEA OAOOTET ¢ ATT OAg

i £# OEA 6ET AOEET 60 AAAOD

now must propose a risk-provision plan in case addi-
tional shares of bonds would be issued.

s A A s £ 9~ A

Volume of bonds issued by SOEs (VND bn)

m Electricity of VN

m VN Shipbuilding
Industry Group

= VINACOMIN

Size and Composition of Viethamese Bond Market

Jun-10 May-10
uUsD TR
Type of bonds UNDbn | US®mn Composi denomin o USS$  Composit| grouwth
equiv | tion (%) ated million ion (%)
(US$ mn)
VBGS 114,690 6,039 36.7% 483 110,270 4,756 41.5% 4.0%
International Bonds 33425 1,750 | 10.7% 1,750
T-Bills 8,851 466 2.8% - 9851 - 0.0% -10.2%
VDBBs 91,080 4,796 29.1% 89,744 5,692 49.7% 15%
HIFUs 8,158 430 26% 8,288 -1.6%
SOE bonds 15,900 837 51% 12,900 23.3%
State Bank Bills - - 0.0% - 200 91 0.8% -100.0%
Corporate Bonds 40,567 2,136 13.0% 150 27,788 921 8.0% 46.0%
Total 312,670 16,455 | 100.0% 2,383 | 259,040 11,460 | 100.0% 120.7%

Source : bloomberg, SBS
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Corporate Overseas Bond Auction Schedule on OTC Market

Offering Company Ticker Auction Type of Bond Collateral Tenor Off&l;lll)g::)lue

Date Coupon

. . Not .
Phu My Bridge BOT JSC Not Listed Available na na na $700 million na

. . Gov s
Electricity of Vietnam Q32010 na Guaranteed na. $1000 million na.

. . Not -
Phu My Bridge BOT JSC Not Listed Available na na na. $700 million na

Source: SBS n.a.: Not Available

Corporate Bond Auction Results on 0TC Market

. Offering
Offering Company Ticker  Issue Date MEII:::: ty Type of Bond Collateral Tenor Value (VND Coupon
Bn)
e . )
Vinalines notlisted 16-Aug-10  16-Aug-13 Fix-to-Float na a3y 1,000 14.5% the first year then average 12 month

Bond deposit rate + 3.5%

Fix-to-Float 1,4502Y 350 11.9% the first year then average 12 month

HD Bank notlisted Bond na  23andSY 5 5005y deposit rate of AGB, BIDV,VCB, VIB and + 15%

Vietinbank CTG 22-Jun-10  22-Jun-12 Float na 2Y 3,000 Float

Vietnam Construction and Import- Fix-to-Float 14% till 25/05/11 then then average 12 month

Export Corp (VINACONEX) Ve 25-May-10 25-May-12 Bond na 2 2000 yenosit rate of BIDV, VCB, VIB and AGB + 34%

Fix-to-Float n 16% till 21/05/11 then 12 month deposit rate

Cong Thanh Cement JSC OTC:CTC 21-May-10 21-May-18 Bond ofVCB +4.5%(semi annual coupons)

. o 1
Vincom vIC 11-May-10  11-May-15 Fix: l;cc)mF'::oat secured 5y 1,000 16% till 11/5/11 theggémonth rateof VIB +

Source: SBS n.a.: Not Available
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Bond trading during the week

Bond Price and trading data

Maturity Maturity
Date Type

Clean price Trading value Trading

Yield (VND Bn) date

Bond code  Bond Type Tenor Coupon Volume

VBS110020  Gov G-Bond 2Y 19/05/2012 Bullet 11.70 1,000,000  101.859 10.40 104.97 23/08/2010

QHB1013023 Gov G-Bond 3Y 16/04/2013 Bullet 11.90 1,000,000 103524 10.25 107.80 24/08/2010

CP071219 Gvt Bond 2y 23/05/2012  Bullet 7.15 100,000 95.427 10.10 9.73 24/08/2010
QHB1013023 Gov G-Bond 3Y 16/04/2013  Bullet 11.90 3,500,000  103.520 10.25 377.38 25/08/2010
QHB0911015 GvtBond 1y 26/08/2011  Bullet 8.90 1,000,000 99.453 9.50 99.48 26/08/2010
TP4A0706 Gvt Bond 11y 23/02/2021  Bullet 9.25 500,000 89.292 11.00 46.99 26/08/2010
QHB1020028 Gov G-Bond 10Y 22/04/2020  Bullet 11.50 3,000,000  102.750 11.00 32025 26/08/2010
Total Trading Volume 15,410,000 1,622.08
US$ million equivalent $84.93

Source: Hanoi Stock Exchange

Government Bond Auction Results

Volume offered Volume Registered Winning Volume Interest Spread - Bid to Cover ~ Winning / Nb of
Ceiling rate

Bidding Date Tenor

(VND Bn) (VND Bn) (VND Bn) bidded Ratio Offered ratio Bidders
26-Aug-10 3Y 1,000 2,300 - 9.90-11.00% 9.80% 2.3 0% 7
TOTAL 1,000 1,950 500
US$ million equivalen $52.36

Source: Hanoi Stock Exchange, Reuters
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Interest rate environment

banks, making the long-end of the curve remaining at
relatively high interest rate levels.

Borrowing in USD or in VND?

What can be the consequences of the last devaluation of
the Dong on businesses and more specifically on their

. . 12.25 - Interbank market rate curves
needs for new funding? Today, businesses can borrow

money in USD at a 5.3-6.5% interest rate whereas they 1150

can have access to resources in VND at around 13-14%. 1075 -

If we are taking an example of a 6-month loan, it would 1000

be profitable for a company to take a loan in Dollars at

current levels (6.5% at 1$=VND19,500) only if this com- 9.25 1

pany estimates that the future USDVND rate in 6 months 850 -

will be below the level of VND20,260. In other words, if 775 | _

they believe that the Dong will remain under pressure — Domesticbanks
7.00 - e Foreign banks

within the coming months then they will have to choose
between (i) hedging their foreign currency risk in buy- 6.25
ing NDF contract. (ii) Borrowing money in VND. Today,
to lock in the forward exchange rate under VND20,260
is impossible taking into account the fact that the 6-
month non-deliverable forward contract is already trad-

O/N 1W 2W 1M 2M 3M 6M 9M 12M
VietnamCDSq | OAE 11 OA AT 1T A& C

We have noticed a strong correction on the 6 EA OT Al

ing at VND20,400. Therefore, we can conclude that, due
to a high cost of hedging, borrowing in Dollar is actually
more expensive than borrowing in Dong unless busi-
nesses are willing to take inconsiderable FCY risks. Thus,
in these conditions, we believe that we should see an
ET AOAAOGAA
growth should remain somehow very limited till year-

AAT ATA E£ O silc

CDS curve this week which has increased by 30 bps. The

5Y CDS is now trading around 260 bps. 6 EAOT Al 6 O

has clearly underperformed its peers, the spread be-
tween Vietnam and Indonesia/The Philippines jumping
to 106 bps, its highest level in a year. At this price, the
£0S ia inugh mergegnforined ko #he inhdrent AigkgIGthe
Vietnamese economy.

end. 400 The spread between VN and its peers back over
350 - 100bps

Offered amounts on OMO are declining 300
250 |

Both bidded and offered amounts on OMO have de- 200 |

creased in August. We can make the same observation 150 |

concerning the total amount of cash injected by the SBV 100

this month which is pretty mild (VND5,392bn). Why 50

such a sudden loss of appetite from banks for short-term
funding? Probably because short term liquidity amongst
commercial banks is ample at the moment, thus banks
AT1T60 EAOA Al
been confirmed by the latest decrease in interbank mar-
ket transactions. Nonetheless, if liquidity is abundant
both amongst domestic and foreign banks, it seems to be
only true up to three months. Beyond that, access to
longer liquidity is still an issue especially for domestic
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Forex market

The Dollar has lost momentum this week on the black
market, changing hands around VND19,500 while it
went all the way up to VND19,700 right after the move
from the SBV. We expect to see now a phase of consoli-
dation/stabilization around VND19,500/19,550. Right
after the devaluation there have been signs that the
dollar was a little bit overvalued, with a smaller appetite
from people to purchase greenbacks. Nowadays, the
spread between unofficial and official markets is back to

20,500 +
20,000 -
19,500 -
19,000 -
18,500

Fixed Income Research

18,000

17,500
17,000 -
16,500

insignificant levels. Nevertheless, doubts remain re-
garding a possible shortage of USD at mid-term. The
confidence towards the Dong took a bad hit with the
new devaluation, the Vietnamese currency being by far
the worst performer in Asia vs. the Dollar. NDF con-
tracts are also reflecting a low confidence in the Dong
with and expected annual devaluation of the USDVND
pair above 10.5% for the next 5 years.

The Dollar to stabilize around current levels for now

16,000

05/02/2009

05/03/2009 -
05/04/2009 -
05/05/2009 -
05/06/2009 -
05/07/2009 -
05/08/2009 -
05/09/2009 -

05/10/2009 -

05/11/2009 A

05/12/2009 -
05/01/2010 A
05/02/2010 -
05/03/2010 -
05/04/2010 -
05/05/2010 -
05/06/2010 -
05/07/2010 -
05/08/2010 -
05/09/2010 -

e USD/VND === NDF 1M Lagged

Evolution of Asian Currencies vs. the USD in 2010

Japan

The Philippines 2.53%
Vietnam -5.15%
China 0.43%
Thailand
Indonesia
Malaysia

Hongkong -0.27%

6.00%

A474%

8.96%

19,490
19,619
19,766
19,919
20,394
21,245
23,311
25,737

0.66%
1.42%
2.20%
4.64%
9.00%
19.60%
32.05%

8.24%
8.80%
9.10%
9.49%
9.00%
10.77%
10.65%

9.53%

-700% -450% -200%  0.50% 3.00% 5.50%

Source: SBS, Bloomberg
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Global bond market

-TTAUBO OECT Al AA A fddtop OEAT A AT x1T COAAA
AAA countries 4.500% World bond yields

- T T A ngesdors Service has recently highlighted in its 4.000% -
report that the OT B o x! A GBhell gdsitioned but were
(Gacing new challengesthat have significantly increased
the possibility of a downgrade. Amongst those countries 3.000% -
we find the USA, the UK, France anA ' AOIi AT U8

noticed that OOEA A EOOAT A Afor Ghlese féuir x T + 2500% -

3.500% -

sovereigns has been reduced, meaning their credit quality 2000% -
within that top category is declining. The US appears to be
the closest to a downgrade of any AAA sovereign if we are 1500% -

looking at the metrics. Another rating agency, S&P, has
pointed out the fact that US economy has shown growing
risks, projecting a Q3 growth of 1.4% vs. 2.4%. This soft- 0500% |
ness of the economy could come along with deflation

1.000% -

0.000%

which could be a major threat to the economy. 2 3 5 7 I 10 | 30
yr yr yr yr yr yr

"00 EO A Al xI COAAA T £ T1we A

doubt that such a move is going to happen anytime soon — USTREASURY ——UK GERMANY —FRANCE
because we have seen substantially worse levels during the Source: SBS

g 1t,GaObelow those that merit a AAA, without seeing any

moves from the rating agencies.

The Bond rally can continue US Treasury Yield Curve

It seems no nothing can break the 5-month rally seen on
bonds. Investors appear to be today ever longer and ever
more bullish which is never a healthy thing. This makes us 3.75 1
think that, at mid-term, a correction is somehow expected.
But, on a short-term basis, investors will look for some
more QE2 talks from Jackson Hole. Fears are growing that 2.75 -
the US economy is quite unresponsive to lower rates and
more money injections. This is clearly supportive for even
lower US-4 OA A O O OE Bebtéal bahkskindof®BA Td- D 175 -
O E O foif rhode QE (after the FED and ECB, the Bol has
announced further monetary injections in September 7th)
is pushing up the price of low risk bonds internationally, 0.75 -
which is exactly what investors want. There is nowadays in

4.25 A

325 4

225

125 4

. . . . 0.25
the US and in Japan a massive appetite for duration as sav-

. . 2YR 3YR 5YR 7YR 10YR 30YR
ers are scrambling to protect the future value of their = Yield curveToday —— = Yield curve 3M ago
money by fear of deflation. = = Yield curve IM ago

Source: SBS
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WORLD BOND MARKETS
2¥r 3Yr 5Yr 7Yr 10Yr 30Yr 1200 5 European CDS: some of the pressure is back
US TREASURY 051 0.74 138 1.96 2.52 3.55

3] 1000 -
5 CANADA 1.21 1.52 2.07 237 2.83 3.47
g UK 0.61 0.82 1.57 2.20 2.84 3.84 800 -+
Z  FRANCE 0.65 083 157 1.96 2.50 3.05
=, 600 -+
: GERMANY 0.58 0.62 1.24 1.72 2.16 2.71
= JAPAN 011 012 025 047 093 158 400 +
[
O  AUSTRALIA 430 430 445 4.61 4.77 n.a 200 -

2yr 3yr Syr 7yr 10yr  30yr
m CANADA 71 78 68 41 31 -8 0 T T T T T T T T T T T T T T T T
g 2923338888883 3233 83
& S SESSNSSSS8NSSNES
> FRANCE 4 9 19 0o 2z 50 5338883388888 558
o I3 dBARII IS IBSB oI
< GERMANY -7 -12 -14 -24 -36 -85 O d ™M 4 O d 0 d o0 dmdm-®md
v
: ]APAN -40 -62 -114 -149 -159 -198 e CDS GREECE 5Y s CDS ITALY 5Y
72 — —
—  AUSTRALIA 379 356 307 265 225 na CDS IRELAND 5Y CDS PORTUGAL 5Y

=== CDS SPAIN 5Y
Source: Bloomberg, SBS
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Disclaimers

The information and statements contained herein, including any expression of opinion, are based upon sources believed
to be reliable but their accuracy, completeness or correctnass not guaranteed. Expressions of opinion herein were
arrived at after due and careful consideration and they were based upon the best information then known to us, and in
our opinion are fair and reasonable in the circumstances prevailing at the timegprEgsions of opinion contained herein

are subject to change without notice. This document is not and should not be construed as, an offer or the solicitation of
an offer to buy or sell any securities. SBS and other related companies and/or their offideestors and employees

may have positions and may have affect transactions in securities of companies mentioned herein and may also perform
or seek to perform investment banking services for these companies. No person is authorized to give any inforonation

to make any representation not contained in this document and any information or representation not contained in this
document must not be relied upon as having been authorized by or on behalf of SBS. This document is private circulation
only and is no for publication in the press or elsewhere. SBS accepts no liabilities whatsoever for any direct a-cons
guential loss arising from any use of this document or its contents. The use of any information, statements forecasts and
projection contained hereirshall be at the sole discretion and risk of the users. This document is confidential and is i
tended solely for the use of its recipient. Any duplication or redistribution of this document is prohibited
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