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Vietnam will still be a standout economy, in our view

We expect the economy to grow 6.8% in 2020F, underpinned by a 10.0% expansion in
manufacturing, 8.5% rise in exports and 8.5% growth in domestic consumption. Inflation
might pick up slightly on the back of hog price spike but will remain benign at below 3.2%,
providing room for the central bank to ease monetary policy in 2020F. We see no
downward pressure on the Vietnam dong in 2020F, facilitated by a trade surplus and
strong FX reserve. Although FDI will still be the economic growth driver, we see Vietnam
at the forefront of a local manufacturing take-off with a few mega projects in the pipeline.

Concerns have been largely priced in

Not aligningwi t h Vi slidmacnodtse 2019 performance of the equity market has
been relatively choppy, in our view. We see two key issues that have distressed the stock
market, namely the slowdown of listed corporate earnings growth and the tightening of
credit, which only spurred the buoyancy of high-yielding corporate bond market. We
estimate listed corporate earnings will grow 18% yoy vs. 13.7% yoy in 2019. Although
MSCI EM upgrade is still two years away, we expect Vietnam stocks to increase their
weight in the MSCI Frontier Index, which will trigger new foreign inflows into the market.

We see four investment themes for 2020F

First, robust domestic consumption alongside high consumer confidence will propel the
retail and food & beverages sectors. Second, the emergence of private investment,
supported by pro-growth government policies could buoy manufacturing and technology.
Third, logistics and industrial parks are broad plays given sustained FDI inflows. Last, a
likely slight monetary easing will put banking in the watch list among the cyclical space.

We expect VN-Index to reach 1,160 points in 2020F

We forecast a 20.7% rise for the VN-Index vs. end-2019; based on 15.3x FY20F P/E,
which is equivalent to the current trailing P/E. Our sector picks are retail, F&B,
manufacturing, and logistics. Our top stock picks are VRE, MWG, VNM, DBC, HPG,
GMD, MBB and FPT. We see limited downside risks to the market, except for a global
economic slowdown and further US-China trade war uncertainties. Market catalysts
include earlier-than-expected MSCI EM upgrade, and the possibility of some noticeable
private IPOs, such as Bamboo Airways, Vietham Maritime JSC Bank, which could
encourage further foreign investor interest.

Figure 1: Vietham's GDP breakdown by economic activity
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Vietnamds economy has bucke Real GDP Y%yoy 7.0 6.8

trend, with GDP growth accelerating to nearly 7.02% yoy Exports, custom basis %yoy 8.1 8.0

in 2019. We expect the economy to grow 6.8% in 2020F, Imports, custom basis %yoy 7.0 85

a healthy pace of expansion given the challenging global Trade balance, custom basis US$ bn 9.9 8.6

economic environment and US—C;hma trade war Current account % of GDP 25 29

uncertainties. Ample buffers against external risks e

. . . Headline inflation, average %yoy 2.8 3.2

including current account surplus, high FX reserves and refnancing rat " 6.00 575

low inflation could provide support a stable exchange rate. enancing rate op-a : :
VND per US dollar, end-year VND/US$ 23,230 23,500

Private investmeertd ¢gha
ot her s»xctors

Although FDI is still the economic growth driver, we see
Vietnam on the cusp of a local manufacturing sunrise, with
a few mega projects in the pipeline, namely the Vinfast
auto manufacturing complex, the Vinsmart electronics
manufacturing complex and the Dung Quat Steel complex.
We expect strong growth of manufacturing, technology,
domestic consumption on the back of surging private
investmentandthegover nment 6s suppo
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nei ghboursof nFYE®W PEG
As at 25 Dec 2019, the VN-Index was trading at 15.3x of
trailing 12-month P/E (TTM P/E), which looks comparable
to regional markets but cheap in terms of PEG. We
estimate that FY20F corporate earnings across the
VNINDEX will grow 18% yoy, lower than the earnings
growth forecast of 22.9% yoy for stocks under our
coverage. For stocks not under our coverage, we used
Bloomberg consensus earnings forecasts.
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active funds, and passive funds tracking other benchmarks
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2019 RESAPi:d macro but chopp

A successful year ®f macro econol

Vietnamds economy has b umdkend with GBP groeth i o r
accelerating to 7.02% yoy in 2019. Price pressures remained muted in 2019
despite rising food prices; headline inflation stayed at 2.8%, down from 3.5% in

2018, the lowest rise over the past three years. Exports experienced moderate
growth of 8.1% despite concerns over the US-China trade spat. Particularly,
domestic-driven exports were in the spotlight, with the growth outperforming FDI
exportsd growth

Broad-based growth across all sectors

I'n 2019, Vi et namob s ainpd grony, supponted lpy broad-based r e
gains in manufacturing activities as well as improvements in the services sector.

The manufacturing sector registered robust growth of 11.3% yoy in 2019. The
services cluster was robust, with growth edging up to 7.3% in 2019, from 7.0% in
2018. Due to the sluggish growth in infrastructure investment and the supply

side bottlenecks in residential construction activities, construction sector posted

a stable pace of 9.1% yoy in 2019 (vs. 9.2% in 2018).

Amid the ongoing trade war, Vietnam has emerged as a key beneficiary thanks
to the relocation of foreign direct investment (FDI) to low-cost destinations. The
domestic-driven exports have been impressively strong, with growth reaching
17.4% yoy in 11M19, led by electronics (+345.4% yoy in 11M19) and textile,
footwear and handbags (+15.2% yoy in 11M19).

Figure 2: Vietham's GDP breakdown by economic activity
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Muted inflation led to monetary easing bias in 4Q19

Higher food costs, particularly pork prices due to the culling to control African
Swine Fever outbreak, pushed food inflation to a record high in 4Q19. Food
inflation was 4.1% yoy in 2019, the highest in three years. However, headline
inflation remained under control, on average at 2.8% yoy in 2019, below the
g oV er n reegetof@.9% and the 3.5% spike in 2018.

Subdued inflation allowed the State Bank of Vietham (SBV), the central bank, to
ease policy to head off risks from slowing external drivers. In 4Q19, the SBV cut
the key policy rate by 25bp and lowered the ceiling of deposit rates for short-
term tenors and lending rates for priority sectors by 50bp to support lending.
According to GSO, loans in 2019 (as of 20 Dec 2019) expanded by 12.1% vs.
end-2018. Despite the easing in 4Q19, we think the annual credit growth could
fall short of the SBV target of 14.0% for 2019, while the impact of the easing
monetary policy could linger into next year.
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Vi emntaock mpekeodbr mance was not al
strong fundamental» of its econo
VN-Index recorded a modest gain of 7.7% versus the beginning of this year

The VN-Index rose strongly in 1Q19 before moving sideways within the 950-
1,030pt range over the rest of 2019. In our view, the choppy performance of
Viethambs st oc k beaexphaidd byc [@)rdisappointing earnings growth
of listed corporates (9M19 aggregate earnings growth posted 10.5%, lower than
that of 22.6% in 9M18); (2) the absence of notable IPOs and the delay of state-
owned enterprises (SOEs) divestments; (3) the vibrant corporate bond market
which has partially absorbed money from the equity market.

At the same time, the HNX-Index slid 1.2% and the UPCOM-Index gained 5.2%.
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Figure 3: VN-I n d e x 6warni perfoemance in 2019
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Figure 4: Performance of VN-index in 13 years: retreating after reaching an historical peak in mid-2018
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Overall, in 2019, Vi et nambés stock market out per f
South East Asia, but still lagged behind the MSCI benchmarks, including MSCI
Frontier Markets Index and MSCI Emerging Markets Index.
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Figure 5: 2019 VN-Index's growth stood below its average Figure6: Vi et namés stoatpekformedrtkregional
annual pace over 2010-18 peers, but still underperformed the MSCI benchmark
o o
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Top movers and Top losers

Telecommunication was the top performer in 2019. Howe v er , t he
did not represent the industry as its performance was largely driven by the
c o u nt largeétslisted telecommunication company VGI, which recorded
impressive price performance (+83.6%) in 2019. Likewise, the technology
sector's strong performance was mainly attributable to the impressive
performance of FPT (+55.9%) and CMG (+61.8%). In addition,
telecommunication and technology indexes have very few constituents and
make up a small proportion of the VN-Index.

Regarding the sectors that form the backbone of the VN-index, banking and real
estate outperformed the index. The banking index's rise was mainly contributed
by the stellar price performances of VCB (+68.0%), BID (+35.9%) and MBB
(+19.8%), while Vingroup-related companies, including VIC (+21.2%), VHM
(+15.4%) and VRE (+21.0%) drove the real estate index's rally.

On the negative side, insurance was the worst-performing sector due to the
sluggishness of BVH (-21.7%), followed by oil & gas, and construction sectors.
Food producers also witnessed a decline as the sector pillar - MSN - faced a
sharp correction of 28.1%.

Figure 7: Share price performance by sectors in 2019 (data as at 25 Dec 2019)
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Figure 8: Daily performance of key sectors in 2019 (data as at 25 Dec 2019)
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VCB was the largest contributor to VNINDEX's gain in 2019, with the 68% surge
in its share price alone accounting for a 40.3pts of the i ndex 6 s
VNINDEX top contributors included VIC, BID, VHM and GAS.

On the contrary, MSN was the largest laggard of the VNINDEX in 2019, with its
share price plunging 28.1%, wiping 7.4pts off the index by itself. Other VNINDEX
top losers included SAB, BVH, TCB and ROS.

Figure 9: VN-Index's top movers and laggards - VCB was the major pillar in 2019 (data
as at 25 Dec 2019)
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Li qguirdeittryeat edduseharopllyack of | arge SOE
2019 average daily trading value (ADTV) declined 25.9% yoy to US$208.0m due
to the following reasons, in our view:

1 The State Bank of Vietham (SBV) tightened credit to riskier sectors, ie:
property and securities investment.

1 There were lack of IPOs and large SOE divestments in 2019 were delayed

9 As a result of tightening credit, the majority of property developers and other
enterprises raised funds by issuing corporate bonds which carry high coupon
yields (over 10% p.a.). That lured a large amount of money away from the
stock market.

gain
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Figure 10: Liquidity of all three main exchanges declined (US$m) Figure 11: Market liquidity fell due to a lack of large IPOs and

(data as at 25 Dec 2019) SOE divestments (US$m) (data as at 25 Dec 2019)
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Top 10 liquid stocks were all blue chips, including ROS, HPG, VNM, MBB, VRE,
VHM, VJC, CTG, MWG and FPT. ROS was the most liquid stock with total
liquidity (including put-through and matching methods) to achieve US$18.5m in
2019, nearly quadrupled the 2018 figure.

Figure 12: ROS6s tot al ' i quidity sur Figurel3: Shares of Ho Chi Minh Stock Exchangedés | i qui
(data as at 25 Dec 2019) (data as at 25 Dec 2019)
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We have not seen any foreign capital flight so far

Foreign investors were still net buyers in the Vietnam stock market in 2019,
although the net-bought value witnessed a sharp decline to only US$220m from
US$1.9bn in 2018. The fall was due to the absence of large IPOs and SOE
divestments in 2019, resulting in a limited amount of foreign funds poured into
Viethamese stocks. Notably, over 2017-18, foreigners strongly net bought
Viethamese stocks, mainly lapping up the divestments of SOEs such as VNM,
SAB, PLX and POW, and IPOs of private enterprises such as VHM, VRE and
HDB.
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Figure 14: Foreigners reduced net buying in Vietham's stock Figure 15: Foreigners net sold since Aug 2019 (US$m) (data as
market in 2019 (US$m) (data as at 25 Dec 2019) at 25 Dec 2019
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Figure 16: Daily net buy/sell on HOSE in 2019 (US$m) (data as at 25 Dec 2019)
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SOURCES: VNDIRECT RESEARCH
Foreigners strongly net bought Viethamese stocks in 7M19, but turned net
sellers since Aug 2019 as some investment funds reduced the proportion of
Vietnamese stocks in their portfolios; notably iShares MSCI Frontier 100 ETF
and Franklin Templeton Investment. They strongly net bought large caps,
especially in the real estate, banking, and retail sectors.

VIC recorded US$231m in foreign net buying value as SK Investment Vina Il, a
member fund of SK Group, spent US$1bn to buy 154.3m shares issued by
Vingroup and acquired another 51.4m VIC shares owned by VinCommerce.
After the transaction, SK Investment Vina Il became a major shareholder of VIC,
owning 6.15% of the company.

Foreigners also net bought other large caps, notably PLX, VCB, MSN, VRE, and

BID. Meanwhile, very few large caps were net sold by foreigners; they include
VJC, VNM, VHM, HDB, and HPG.

10
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Figure 17: Top foreigni n v e s hedb seld (WS$Sm) (data as at 25
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Figure 19: VNDIRECT coverage: 2019 recommendation performance
3-yr
Bloomberg Recommen Closing Target Market P/BV (x) P/E (x) Forward ROE
Bank Code dation Price Price Cap CAGR EPS
(local curr.) (local curr.) (US$m) FY19F FY20F FY19F FY20F FY19F FY20F
Agricultural Bank of China 1288 HK ADD 3.43 4.20 202,621 0.6 0.5 4.4 4.2 4.8% 12.6% 12.2%
Bank of China 3988 HK ADD 3.36 430 163,551 0.5 0.5 4.2 4.0 5.2% 11.5% 11.2%
China Merchants Bank 3968 HK ADD 40.50 49.50 149,994 1.5 1.3 8.0 6.8 16.0% 16.8% 17.2%
Bank of Communications 3328 HK ADD 5.61 6.70 63,266 0.5 0.5 4.3 3.9 6.8% 11.3% 11.1%
China Banks average 0.8 0.7 5.2 4.7 8.2% 13.0% 12.9%
ICICI Bank ICICIBC IN ADD 549.40 560.00 49,792 3.1 28 20.8 17.2 89.8% 10.1% 14.1%
Axis Bank AXSB IN ADD 760.15 950.00 30,027 2.5 2.2 15.8 11.2 57.9% 8.0% 14.8%
Indusind Bank 11B IN ADD 1,524.90 1,800.00 14,806 3.0 2.5 14.2 11.3 37.2% 17.7% 19.4%
Yes Bank YES IN ADD 48.00 100.00 1,715 0.4 0.4 7.1 3.3 28.3% -0.8% 6.1%
India Banks average 2.3 20 145 108 53.3% 8.8% 13.6%
Bank Central Asia BBCA IJ ADD 33,375 34,700 59,058 4.8 43 255 22.5 12.8% 17.7% 17.8%
Bank Rakyat Indonesia BBRI 1J HOLD 4,430 4,200 39,218 2.7 2.4 14.2 12.6 10.5% 17.8% 18.0%
Bank Mandiri BMRI 1J ADD 7,775 8,400 26,041 2.0 1.9 11.7 10.2 12.7% 15.1% 16.9%
Bank Negara Indonesia BBNI 1J ADD 7,925 8,600 10,607 1.3 1.1 8.4 7.5 9.9% 13.9% 14.2%
Indonesia Banks average 2.7 24 149 132 11.5% 16.1% 16.7%
Malayan Banking Bhd MAY MK HOLD 8.66 8.83 23,655 1.2 1.2 12.0 11.3 1.2% 9.8% 9.9%
Public Bank Bhd PBK MK ADD 19.90 23.10 18,772 1.8 1.7 13.7 13.1 2.0% 13.0% 12.6%
Hong Leong Bank HLBK MK HOLD 17.60 17.00 9,270 14 1.3 13.2 12.2 8.9% 10.4% 10.2%
BIMB Holdings BIMB MK HOLD 4.42 4.33 1,895 14 1.2 9.3 8.6 7.8% 14.5% 14.1%
Malaysia Banks average 1.4 1.3 120 113 5.0% 11.9% 11.7%
Kasikornbank KBANK TB ADD 150.00 191.00 11,909 0.9 0.8 8.3 7.5 7.7% 9.8% 10.3%
Siam Commercial Bank SCB TB ADD 119.50 145.00 13,460 1.0 0.9 9.1 8.4 6.8% 11.2% 10.7%
Bangkok Bank BBL TB ADD 159.50 207.00 10,100 0.7 0.7 8.1 7.9 3.0% 82% 8.3%
Kiatnakin Bank KKP TB HOLD 66.00 69.00 1,854 1.3 1.2 8.9 8.2 4.1% 13.6% 14.0%
Thailand Banks average 1.0 0.9 8.6 8.0 5.4% 10.7% 10.8%
Vietcombank VCB VN HOLD 90,500 92,200 14,478 3.9 3.1 12.2 9.7 31.9% 23.1% 23.5%
Techcombank TCB VN ADD 23,200 27,400 3,503 1.3 1.1 7.6 6.4 14.6% 16.5% 16.1%
Vietnam Prosperity JSC Bank VPB VN ADD 19,700 25,800 2,071 11 0.9 4.7 4.1 17.1% 20.0% 21.2%
Military Commercial Joint Stock Bank MBB VN ADD 20,900 34,300 2,097 1.3 1.1 5.3 4.4 21.3% 20.5% 20.3%
Asia Commercial Joint Stock Bank ACB VN ADD 22,700 30,400 1,622 1.4 1.1 5.3 4.6 15.7% 24.3% 22.9%
Vietnam Banks average 1.8 15 7.0 5.9 20.1% 20.9% 20.8%
Vietnam Banks average - ex-VCB 13 11 5.7 4.9 17.2% 20.3% 20.1%
Data as at 25 Dec 2019
(*)YTD: year -to-date price performance. For stocks that we initiated coverage during 2019, YTD price performances were calculated since the date of initiation

SOURCES: VNDS RESEARCH, COMPANY REPORTS
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continue

Gl obal dutkledyk t o be chall enging

Economic growth in the US is expected to slow, while the outlook for other
developed countries and China is forecast to be lacklustre. According to the IMF,

US GDP growth is expected to moderate at 2.1% in 2020F versus 2.4% in
2019F, a modest uptick in GDP growth of the Euro area is expected (1.4% in
2020F vs. 1.2% in 2019F) whileJ apands GDP growth is pr
0.5% in 2020F from 0.9% in 2019F. Chi naés GDP growth is
2020F, down from 6.1% in 2019F due to the negative impacts of the US-China

trade war and stricter regulations to rein in the lending boom.

in developed countries
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Figure 20: Sluggish manufacturing activity globally, especially Figure 21: Slow expansion in global GDP growth
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Easing global financial conditions

Assuming the trade dispute between the US and China sees no major
breakthroughs in 2020, we believe it will be challenging for investors to ignore
lingering political uncertainties and embrace new capital expenditure. Major
central banks could keep liquidity ample in 2020F and continue their monetary
stance for a longer time to ease broader financial conditions. We also expect
further monetary policy easing across emerging markets and incremental fiscal
supports to revive economic growth.

We expect the easier financial conditions from the Fe d 6 s rate cu
synchronised easing of monetary policy across emerging markets could provide
meaningf ul support t o emerging countr
economy is most likely to accelerate in 2020F thanks to the lagged effects of
monetary policy easing and government programmes to support consumption

and investment.




€9 cGscivB

Navigating Vietnam
Strategy © January 2, 2020

VNDIRECT

25

15

Jan-10
Jun-10
Nov-10
Apr-11
Sep-11
Feb-12
Jul-12
Dec-12
May-13

e nited States

Figure 22: Policy rates of major central banks

i XXX XXX XX Jep—

0 maaoomoosooooas 25

Oct-13
Mar-14
Aug-14
Jan-15
Jun-15
Nov-15

Euro area

4.5

4.3

4.1

39

3.7

35

3.3

3.1

2.9

27
|
985552339
L

= == Japan

~ ~ ~ [ee] 0
c = = 5 & 2 ¢ o=
g 8 T 3 o & & &8
5 =2 s 7 0wz 5 =2

Jul-18
Nov-18
Jan-19
Mar-19

May-19

Jul-19

©
by
=
<)
=

Sep-18

Medium-term Lending Facility Rate (1Y, %)
= == | pan Prime Rate* (1Y, %)

e Required Reserve Ratio (%, RHS)

Sep-19

Figure 23: China eased monetary policy via various tools

Nov-19

18.0
17.0
16.0
15.0
14.0
13.0
12.0
11.0
10.0

We expect Vietresasimltenengogwt-h wi
prudentsiialg @ | i cvy
We expect the economy to grow 6.8% in 2020F, a healthy pace of expansion
given the challenging global economic environment and lingering trade war
uncertainties. Ample buffers against external risks including current account
surplus, high FX reserves and low inflation could provide support to a stable
exchange rate. Given the steady growth/inflation outlook and a well-managed
exchange rate, we think the central bank could adopt macro-prudential easing in
2020F.
Vietnam: Sustained economic growth in 2020F
Figure 24: Key macro forecasts in 2020F
Unit 2014 2015 2016 2017 2018 2019E 2020F
Real GDP %yoy 6.0 6.7 6.2 6.8 7.1 7.0 6.8
Exports, custom basis %yoy 13.5 8.1 9.0 21.6 13.4 8.1 8.0
Imports, custom basis %yoy 12.5 12.0 5.0 21.4 11.4 7.0 8.5
Trade balance, custom basis USS$ bn 1.4 4.2) 2.1 2.9 7.6 9.9 8.6
Current account % of GDP 5.0 0.5 4.0 2.3 2.4 2.5 2.2
Headline inflation, average %yoy 4.1 0.6 2.7 3.5 3.5 2.8 3.2
Refinancing rate %p.a. 6.50 6.50 6.50 6.25 6.25 6.00 5.75
VND per US dollar, end-year VND/US$ 21,405 22,540 22,790 22,735 23,245 23,230 23,500
In 2020F, we expect Vietnambébs economy to
evidenced by the resilience in GDP growth in 2019. Tech exports are likely to
receive support from a cyclical recovery in global tech demand, led by the 5G
technology in 2020F. Samsung, the largest foreign tech investor in Vietham and
also the leader in 5G phones, may benefit from the challenges faced by its
Chinese rival, Huawei. We expect manufacturing sector to grow 10.0% in 2020F,
slowing from 11.3% in 2019F due to a high base and the impact of weaker
external demand.
On the other hand, a steady pick-up in domestic investment and consumption
should provide a buffer against further slippage in external demand. Domestic
demand will continue to hold the fort, driven by private consumption and
investments. We expect retail sectords growth

thanks t o ¢ ons ocoreergsovth ¢omading Wwith a fairly benign
inflation. Private investment should continue to expand with supportive policies
from the government, pacing at 15.0%yoy in 2020F. We also expect the drag on

agriculture to fade, as rice prices recover.

t
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Barring the materialisation of weaker external demand, we expect Vi e
economy to register a 6.8% expansion in 2020F, broadly in line with the
government dasget.

Inflation is likely to pick up but remain benign

We see CPI inflation driven higher by rising pork prices in the coming two
quarters, before ebbi ng | ater in 2020F. Vietnam
nearly 20% in 2019, which has lifted pork prices by more than 40% year-to-date.

We expect the pork prices to peak around 1Q20 before a gradual decline. We
believe the upward adjustments in the costs of healthcare and education
servicesand apotentialhi ke in electricity tariff (
forecast) will have an insignificant impact on 2020F CPI. Our base case
assumes Brent oil price will average around US$62-64/bbl in 2020F, implying
relatively stable domestic petrol prices and which should not trigger a sharp rise

in transport costs.

As a result, headline inflation is expected to come in at 3.2% in 2020F, up from
an inflation rate of 2.8% in 2019. We also expect the stabilisation of pork/food
prices and subdued core inflation to help create room for further monetary policy
easing in late-2020F.

Figure 25: Pork prices to push CPl inflation up further Figure 26: Stable petrol prices to keep transport costs down
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Exchange rate should stay largely stable in 2020F
We see low probability of the Viethamese dong depreciating in 2020F due to the
following reasons:

91 The current account surplus is expected to remain in place in 2020F, at 2.2%
of GDP, edging down from a surplus of 2.5% GDP in 2019E as strong
investment means import growth accelerates faster than exports;

9 Less external pressures given more synchronised global easing of financial
conditions, combined with less volatility on the trade friction fronts;

1 The SBV boosted FX reserves to around US$73bn in 2019, which is
equivalent to about 3.3 months of import cover. Stronger FX reserves will
support the stability of the dong, in our view.

We see the US$/VND stable at 23,200-23,500 in 2020F and the Vietnamese

dong may move in a relatively narrow range vs. the US$. It is possible that

surprisingly weak trade growth may push the SBV to allow for greater currency
depreciation to support export growth. However, we think the dong depreciation,
if any, will be gradual and modest (less than 2.0%) in the coming years.
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Figure 27: Most of ASEAN currencies appreciated vs. the US$in Figure 28: Vietnam's current account and FX reserves
2019
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MARKEZO2®UTL OOIKh e b eysett c b me
buthet wor st seems to be over

We expeNchdex to % aiony 2B 72020

We see two key issues that have distressed Vietnamd stock market in 2019,
namely the slowdown of listed corporate earnings and the tightening of credit to
riskier segments, i.e. property and securities investment, which only triggered
the buoyancy of the high-yielding corporate bond market. Although the MSCI EM
upgrade is yet to come, we believe the 2020 outlook of stock market could be
rosier than in 2019 as most of the concerns that plagued the market in 2019
have been largely priced in, while corporate earnings growth should accelerate
from | ast vy eas argslltof solid macm-goenomy.

As at 25 Dec 2019, VN-Index was trading at 15.3x of trailing 12-month P/E (TTM
P/E) which looks comparable to neighbouring markets but cheap in terms of
PEG. We estimate that FY20F corporate earnings across the VNINDEX will
grow 18% yoy, lower than earnings growth forecast of 22.9% yoy for stocks
under our coverage. For stocks not under our coverage, we use the Bloomberg
consensus earnings forecasts. Overall, we expect its TTM P/E to remain stable
at 15.3x in 2020F; this, juxtaposed against an 18% rise in market cap weighted
earnings during the year, should translate into an approximately 20.7% rise for
the index to 1,160pts within 2020F.

We see limited downside risks to the market. Upside catalysts include earlier-
than-expected MSCI EM upgrade; and the possibility of some noteworthy listings
such as Bamboo Airways, Vietham Maritime JSC Bank, and An Cuong Wood
Working JSC. These new listings might take the spotlight and attract more flows
to re-enter the market.
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Figure 29: FY19F P/E and PEG of Vietnam's stock market, with those of its regional
peers (data as at 25 Dec 2019)
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Figure 30: Breakdown analysis of market earnings growth forecast, represented by VNDIRECT's coverage

VNDIRECT est weightage to coverage's Earning growth Breakdown of market earnings growth,
earnings represented by VNDIRECT's coverage

Company 2018 2019 2019 2020 2019 2020
ACB 1.0% 1.2% 15.6% 15.8% 0.2% 0.2%
C4G 0.6% 0.8% 34.3% 56.8% 0.2% 0.4%
DBC 4.3% 2.2% -47.2% 224.6% -2.0% 4.9%
DCM 2.0% 1.1% -41.4% -17.5% -0.8% -0.2%
DPM 0.1% 0.0% -63.0% 96.3% -0.1% 0.0%
FPT 0.9% 1.1% 23.9% 19.2% 0.2% 0.2%
GAS 7.1% 6.6% -2.9% 14.2% -0.2% 0.9%
GMD 8.6% 2.6% -68.5% -7.2% -5.9% -0.2%
HPG 12.0% 10.2% -12.3% 21.4% -1.3% 0.9%
KBC 2.4% 2.6% 12.8% 25.1% 0.3% 0.7%
KDH 0.6% 0.7% 13.9% 23.8% 0.1% 0.2%
LPB 1.6% 2.2% 42.0% 19.5% 0.7% 0.4%
LTG 6.2% 7.5% 27.9% -10.0% 1.7% -0.8%
MBB 0.2% 0.2% 26.7% 18.4% 0.0% 0.0%
MSH 0.5% 0.7% 33.9% 17.4% 0.2% 0.1%
MWG 0.3% 0.4% 33.4% 27.9% 0.1% 0.1%
NLG 0.3% 0.3% 5.3% 87.2% 0.0% 0.3%
PC1 0.3% 0.3% -7.1% 28.4% 0.0% 0.1%
PNJ 7.2% 8.3% 20.5% 34.3% 1.5% 2.8%
POW 1.8% 2.7% 52.4% -1.8% 1.0% 0.0%
PPC 0.2% 0.2% -15.6% -19.7% 0.0% 0.0%
PVD 0.6% 0.4% -28.7% 84.0% -0.2% 0.3%
PVS 2.2% 1.8% -12.2% 47.1% -0.3% 0.9%
PVT 4.5% 4.6% 8.0% -3.9% 0.4% -0.2%
QNS 1.2% 1.2% 8.4% 9.5% 0.1% 0.1%
STK 0.8% 1.1% 20.2% 17.2% 0.3% 0.2%
TCB 0.2% 0.2% 10.5% 15.1% 0.0% 0.0%
TCM 0.6% 0.5% -14.0% 34.0% -0.1% 0.2%
VCB 0.8% 1.1% 40.2% 34.2% 0.3% 0.4%
VHC 0.1% 0.1% -5.2% 14.3% 0.0% 0.0%
VHM 5.1% 6.7% 36.6% 28.0% 1.9% 1.9%
VIiB 0.4% 0.4% 20.4% 21.8% 0.1% 0.1%
VJC 0.9% 0.9% 3.0% 18.0% 0.0% 0.2%
VNM 12.3% 12.1% 3.6% 10.4% 0.4% 1.3%
VPB 1.6% 1.7% 5.9% 31.0% 0.3% 0.6%
VRE 0.7% 0.7% 15.8% 33.4% 0.1% 0.2%
VTP 9.6% 14.6% 59.1% 39.0% 5.7% 5.7%

100.0% 100.0% 5.0% 22.9% 5.0% 22.9%

SOURCES: VNDIRECT RESEARCH, COMPANY REPORTS

We expect market liquidity to bounce back
We believe ADTV could increase 10-15% yoy in 2020F, spurred by the following
catalysts: (1) a slight monetary bias of the central bank which was signaled in
late-4Q19; (2) amendments to the Law on Securities, which was approved by
National Assembly in Nov 2019, will improve investor sentiment, and (3) new
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foreign inflows as Vi e t & weigldt in the MSCI Frontier Market Index will be
larger.

Amended Sedcawixtpieecst edlhamce t he mail
both in qualit’ey and quantity
The new Securities Law, which amended the current Decree 60/2015/ND-CP,

has been approved by the National Assembly on 26 Nov 2019 and will be
effective on 1 Jan 2021.

Restriction on Foreign Ownership Limit (FOL) easing, but details on the
draft bill are still being challenged by market participants

The current law sets the FOL of public companies involved in non-conditional
business lines at 49%, but the limit can be expanded to 100% with an authorised
permit. However, so far only 30 listed companies have an officially relaxed FOL
due to the relatively complicated procedure to obtain that. The new law
addressed this bottleneck by automatically imposing a 100% FOL in public
companies, unless the international treaties to which Vietham is a member or
specialised laws have lower specific provisions. Shareholders at each company
will vote for the FOL that they are comfortable with. Note that some conditional
business lines still have a stricter limit, e.g. banking has 30% FOL and aviation
34%.

Though the new law was welcomed by the market, market participants are still
concerned over its implementation.

The amended Law on Securities also extends the definition of securities

Under the new law, the definition of securities includes depositary receipt (DR)

and the provisions on non-voting depositary receipt (NVDR) will be specified in

the Law on Enterprise. This is good news for businesses with FOL that has not
been lifted due to them having operations in conditional business lines.
Accordingly, foreign investors will receive unlimited ownership of NVDR in those
businesses; this should attract more foreign c api t al into Vietn

Enhancing market transparency
The amended Law on Securities focuses on improving market transparency and
protecting the rights of retail investors through amendments such as:

1 Raising the conditions for a public offering

1 Improving the quality of financial statements

1 Enhancing information transparency

9 Giving additional authority to the State Securities Commission (SSC), in
particular the rights to inspect and supervise securities operations and to
protect investors' rights and interests

1 Strengthen SSC's authority in handling violations related to securities
activities.

We expect these changes to improve the quality of stocks, boost transparency

and better protect the interests of investors, especially small investors, thereby

helping to attract more domestic and foreign funds into Vietnam's stock market

and accelerate the process of wupgrading

Market (EM) status.

MS C I EM st at dts wiplglr atdeek e at®» | east
Vietnam maintained its status in the latest MSCI| and FTSE review

Morgan Stanley Capital International (MSCI) in its annual market classification
review in Jun 2019 kept Vietnambs stock
not added to the shortlist of markets that have the potential to be upgraded from
Frontier Market to Emerging Market.

According to MSClI6s published results,
inclusion, but falls short on qualitative measures, as listed below:
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1 The market's limited openness to foreign investors and equal treatment for
them (foreign ownership limitation).

1 Lack of information (corporate news and reports, or government regulations)
disclosure in English.

1 Lack of an offshore currency market makes it difficult for foreign investors to
convert their holdings from the Vietnamese Dong to other foreign currencies
while the onshore currency market remains limited.

1 Lack of an independent securities clearing centre; and other criteria for
trading, securities transfer and derivative products.

Vi et namds ket wlsocfdiled noabe officially upgraded to a Secondary

Emerging Market by FTSE at its annual market classification review in Sep 2019.

Vietham continues to fail some qualitative measures, as listed below:

1 Although,t he @ SetRaleénademce offail ed tradesod crit
AN/ th@ ACI|I ear i ng-T& 23 €elt+t3ldementt eri on, wh
as ORestricted©o, due to t he -trealingkcketk pr

to ensure the availability of funds prior to trade execution.
91 The registration process for foreign investors is still complicated.

Figure 31: Price and shares outstanding of the Ishares MSCI

Frontier 100 ETF (2016-19)
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Figure 32: Proportion in the MSCI Frontier Markets 100 Index by
country (as at 10 Dec, 2019)
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We reckon Vietnamds stock market me e d s
official upgrade to EM status
The amended Law on Securities was officially approved by Viethamé s Nat i o

Assembly on 26 Nov 2019 and will come into effect on 1 Jan 2021. Following
this, amendments to the Law on Enterprises and the Law on Investment will be
submitted to the Assembly for approval in its next session in Jun 2020. We
expect that changes in these laws will contribute to removing the current hurdles
to the reclassification of Vietnam's stock market, including foreign ownership
i mitation and equal treatment for
market could be upgraded to Emerging Market (EM) status in the next two to
three years.

1 For MSCI , in the best scenari o, we
added to its Watchlist for reclassification from Frontier Market status to EM
status at its annual review in Jun 2021, and be officially reclassified to EM
status at its annual review in Jun 2022.

1 For FTSE, Vietnam could be officially reclassified to Secondary Emerging
Market status at its Annual Review in Sep 2021.

We estimate that if Vietham's stock market is officially reclassified to EM status,

the country could attract about US$1bn from funds that invest in MSCI Emerging

Markets Index and FTSE Emerging Markets Index

fore

e
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However we believe Vietnam could gain a larger piece of the MSCI Frontier
Markets Index in 2020F

As announced by MSCI in its latest annual review in Jun 2019, Kuwait could be
added to the MSCI Emerging Markets Index in Jun 2020. Following this,
Vietnam's weight in the MSCI Frontier Markets Index and MSCI Frontier Markets
100 Index could be raised to 25.8% and 30%, respectively, per MSCI estimates.

Figure 33: Estimation of Vietham's stock weight on MSCI Frontier Market 100 Index
and MSCI Frontier Market Index
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W As of 10 Dec, 2019 post Kuwait's upgrade to EM status

Vietnam will be the biggest beneficiary from Kuwait's upgrade, thanks to its large
weighting in the MSCI Frontier Markets Index and the MSCI Frontier Markets
100 Index. According to our calculations, if Kuwait gets an official upgrade to EM
status, Vietnam's stock market could enjoy investment inflow of about US$200m
from funds that trade in MSCI Frontier Markets.

The size of investment inflow might be even greater to about US$250-270m, if
we take into consideration other funds including active funds, and passive funds
tracking other benchmarks like MSCI Frontier Emerging Markets Index or
S&P/BNP Mellon New Frontier Index. This inflow will help to increase market

liquidity as well as strengthen investo

Figure 34: List of funds tracking MSCI Frontier Markets Index and MSCI Frontier
Markets 100 Index (as at 10 Dec 2019)

Fund AUM (US$m)  Benchmark

Schroder International Selection Fund

) ) 921 MSCI Frontier Markets Index
Frontier Market Equity

Templeton Frontier Markets Fund 533 MSCI Frontier Markets Index
Magna new frontiers fund 585 MSCI Frontier Markets Index
iShares MSCI Frontier 100 ETF 499 MSCI Frontier Markets 100 Index
T.RowePrice Frontier Markets Equity Fund 232 MSCI Frontier Markets Index

Morgan Stanley Institutional Fund, Inc.

147 MSCI Frontier Markets Ind
Frontier Markets Portfolio rontier Markets index

Coeli SICAV | Coeli Frontier Markets 215 MSCI Frontier Markets Index
Harding loewner frontier emerging markets portfolio 291 MSCI Frontier Emerging Index
East Capital Global Frontier Markets 127 MSCI Frontier Markets Index
Total 3,548
We expect foreign capitali nf | ows wi | | continue -tap

stocks currently in MSCI Frontier Markets Index and MSCI Frontier Markets 100
Index, including VNM, VIC, VHM, MSN, VRE, HPG, VCB and NVL.

f
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Figure 35: List of top 10 Vietnambdbs stocks in
Dec, 2019)

Ticker Weight (%) Share price (US$) Shares Market value (US$)
ViC 2.4 5.0 2,391,188 11,960,326
VHM 1.9 4.0 2,392,285 9,498,316
VNM 1.8 5.1 1,760,338 8,972,053
VRE 0.8 1.5 2,681,747 4,073,862
HPG 0.8 1.0 3,822,542 3,992,211
MSN 0.6 2.6 1,179,950 3,080,809
VJc 0.6 6.2 468,200 2,919,746
VCB 0.5 3.7 638,555 2,347,922
SAB 0.4 10.2 188,010 1,913,245
NVL 0.3 2.5 675,299 1,652,437
BID 0.2 1.7 483,450 834,560

SOURCES: Ishares MSCI Frontier 100 ETF

We doseenhy i mprovementesn ionr eQk t

divestment® in 2020

According to Decision No. 26/2019/QD-TTg, the total number of state-owned
enterprises (SOEs) which must be equitised in the 2019-20 period is 93,
including some big names such as Agribank (Unlisted), Mobifone (Unlisted),
VNPT (Unlisted), VINACAFE (Unlisted) and Vinachem (Unlisted). However, we
believe it will be difficult to achieve the target as problems in the equitisation
process have not been fully solved, especially issues related to land pricing.
Notably, only three SOEs have completed the process in 2019.

In addition, divestments by the government in listed companies such as Vietnam
Dairy Products Joint-Stock Company (VNM VN, ADD, TP: VND155,600),
Vietnam National Petroleum Group (PLX, Not rated), Vietnam Engine and
Agricultural Machinery Corporation (VEA, Not rated), FPT Corporation (FPT,
ADD, TP: VND74,000), and Bao Minh Insurance Corporation (BMI, Not rated)
will also be conducted in the near future, possibly in 2020F.

Figure 36: List of some SOEs which must be equitised in 2020F, according to the
Decision No. 26/2019/QD-TTg

State ownership after

No Name equitisation and divestment

1 Vietnam Bank for Agriculture and Rural Development (AGRIBANK) 65%

Vietnam National Coal and Mineral Industries Holding Corporation
Limited - parent company (TKV)

3 Vietnam Northern Food Corporation (Vinafood 1) 65%
Vietnam Mobile Telecom Senices One Member Limited

65%

4 Liability Company (MOBIFONE) >50% and <65%
5 Vietnam Posts and Telecommunications Gr 0>608 aid <@
6 VietNam National Coffee Corporation (VINACAFE) >50% and <65%
7 Vietnam National Chemical Group i par ent>50%0cantp<6540)
8 Vietnam National Cement Corporation (VICEM) >50% and <65%
9 Vietnam Paper Corporation (Vinapaco) <=50%
10 Housing and Urban Development Corporation (HUD) <=50%
SOURCES Decision No
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KEY I NVESTMENT THEMES FOR 20

Theme #1: Robust domestic consum
Consumptionremainsa key pill ar of Vietnambés ec

Vi etnambés Consumer Confi dence ofthecighestr o s
in the world as a result of an upbeat labour market and strong economic growth.
Accordingt o Gener al St ati st i c sretadgafes rose 11(8% S O)
yoy in 2019 to US$212.7bn; excluding inflation, retail sales were up 9.2% yoy in

2019 (vs. an increase of 8.4% in 2018). Of which, purchases of educational and
cultural products grew 14.4% yoy, followed by food (+13.2% yoy), home
appliances (+11.3% yoy), and textile/apparel (+10.9% yoy).

116
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Figure 37: Vietnam's Consumer Confidence Index Figure 38: Retail sales performance
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We think three fundamental structural factors will drive consumption growth in
the coming years, including: 1) real income growth thanks to sustained nominal
GDP growth and low inflation expectations; 2) the rising affluence and tech-
savviness of the younger population; and 3) rising urbanisation which should
continue to boost consumption demand in large urban centres. As a result,
continuous improvement in household purchasing power underpins our
expectations of steady retail sales growth of 8.5% yoy in 2020F.

Household leverage: towards a more sustainable path

Vietnambébs househol d debt years$66.3% oapverdgey i
in 2015-17, according to FiinGroup) but the pace has slowed down since 2H18

as regulators started to introduce measures to rein in consumer lending.
According to the SBV, consumer loans grew ~14% yoy in 9M19, significantly
behind the 30.4% rate in 2018. As a result, consumer loans amounted to 20.7%

of total outstanding loans at end-Sep 2019, up from 19.7% last year.

Figure 39: Consumer loans and % of total outstanding loans Figure 40: Consumer loan/GDP ratio of Asian countries (2019)
% GDP
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SOURCES: VNDIRECT RESEARCH, FIINGROUP, SBV SOURCES: VNDIRECT RESEARCH, CGS-CIMB, *: our estimate for 2019F, other countries
CGS-CIMB data as of Mar 2019
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In 2019, the SBV adopted some macro-prudential measures to contain
consumer lending by requiring a progressive decline in consumer loans ratio in
the coming years. According to Circular 18/2019, cash loans cannot exceed

70% of a finance companybs total 202bans

and the ratio will drop to 60% in 2022, 50% in 2023 and 30% in 2024. In addition,
finance companies can only disburse cash loans for customers who do not have
a bad debt history. This should ensure finance companies maintain some level
of discipline in underwriting new consumer loans.

Despite tightened rules for consumer loans, we think rising urban population,
sustained consumption growth and greater acceptance of mortgage financing
will continue to drive consumer finance demand over the next few years given
the relatively low household debt/GDP ratio compared to other Asian economies.

We prefer F&B, retail and air transportation sectors

There is no doubt that F&B, retail and air transportation sectors are the main
beneficiaries of the positive consumption outlook. We ex pe ct Vi et
sector to maintain healthy growth in 2020F. We also think modern retailers will
continue to achieve resilient growth as consumers bfestyle changes in favour of
convenience shopping over traditional. Finally, we prefer aviation sector as we
think its performance will continue to improve amid growing demand for air
transportation (business and leisure travels) and higher income.

Our top picks under this theme are: MWG, VRE and DBC.

nar

Theme #2: Private i nvesmemetnhte wl i

economic growth engine

Pro-growth policies from the government
While public investment remains sluggish, the government has been supporting

private investment for growth uplift. The private sector createsmost of Vi e

jobs (12m jobs, 2018) and gener ates the bul k of t

h e

2018) , according to GSO. Al ong with the

investment is in an extended recovery phase. Since 2017, private investment
growth has been well over 15.0% yoy; it rose 17.3% yoy in 2019, significantly
better than state investment growth (2.6% yoy in 2019). Newly-established
companies registered capital of VND1,730.2tr in 2019, a jump of 17.1% yoy
despite slower growth in the number of newly-established companies, according
to GSO.

Figure 41: Private investment growth outpaced that of other sectors in 2016-19
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Figure 42: Newly registered corporates (2013-19) Figure 43: Newly registered capital (VNDbn, 2013-19)
160,000 30.0% 2,000,000 60.0%
140,000 25.0% 1,800,000 50.0%
1,600,000
120,000 . 40.0%
‘ 20.0% 1,400,000
100,000 30.0%
15.0% 1,200,000
80,000 1,000,000 20.0%
10.0%
60,000 800,000 10.0%
5.0% 600,000
40,000 0.0%
400,000
0.0%
20,000 J 200,000 l -10.0%
- -5.0% - -20.0%
2013 2014 2015 2016 2017 2018 2019 2013 2014 2015 2016 2017 2018 2019
= \ewly registered Newly registered (%yoy, RHS) = Registered capital Registered capital (%yoy, RHS)

Accordingt o the 2019 Vietnamds White Baomwk,
assets around 0.4% lower than state-owned firms in 2017. However, we expect
private f i r ms & profitability t o i mprove i
investment vyields returns. As a result, Vi etnamdbs GDP grow
largely thanks to the ability of private companies to generate output and profit.

Despite the uncertainties around the 13" National Congress of the ruling
Community Party in Jan 2021, we think the government is likely to continue to
promote the private sector through reducing the cost of doing business and
providing more incentives for priority sectors.

Figure 44: Scores on doing business by criterion (2020 vs. 2016)
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The rise of large private companies in Vietham

Among private companies in Vietnam, the larger and better governed private
companies are experiencing an upward trend in revenue and profitability.
Basically, economies of scale allow larger firms to operate more productively as
they can better access finance, human resources and the latest technologies. In
addition, we think private indetmamansesaf
will likely to remain an important theme in 2020F.

Consolidated data from 200 top private companies showed that key
manufacturing sectors, namely technology, consumer services (retail), consumer
goods and utilities, outperformed other sectors in 9M19 in terms of growth and
profitability. We expect growth of these sectors to further improve, driven
principally by buoyant domestc demand and government6s
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Figure 45: Revenue and net profit growth of top 200 private Figure 46: ROA & ROE of top 200 private growth companies (by
companies (by sector, 9M19) sector, 9M19)
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We believe manufacturing and technology sectors are broad plays in this
theme, especially large private companies

We believe rising private investment combined with pro-growth policies from the
government will continue to be positive catalysts for manufacturing, technology
and utilities sectors, which are considered the key beneficiaries of domestic
structural reforms. Of which, we prefer large private enterprises which can utilise
the aforementioned tailwinds to improve their domestic market size and ensure
profitability in their core businesses.

Our top picks under this theme are FPT and HPG.

Theme #3: Vietnanfiici asrtyi [df traen uf
relocation and»trade barriers

Improving US-China trade relationship may not spur broad-based
improvements in investments and trade activities

After months of negotiations to scale back some existing levies, a limited trade
deal between the US and China marked an improvement in their trade ties. The
contours of the first-stage agreement from the US include:

1) The US dropped threatened tariffs on US$156bn of Chinese imports
including smartphones, toys and consumer electronics.

2) The US also halved the tariff rate to 7.5% from 15% on roughly
US$120bn of Chinese goods affected in Sep 2019.

3) The US tariffs of 25% would remain on roughly US$250bn of Chinese
goods, including machinery, electronics and furniture.

In exchange, China agreed to increase US agricultural purchases by US$32bn
over the next two years. China also made specific commitments on intellectual
property and pharmaceutical rights, as well as on preventing the forced transfer
of technology from firms entering the Chinese market, according to the US trade
representative.

In our view, the phase-one trade deal could boost sentiment but may not spur
broad-based improvements in investments and trade activities. Thus, gains in
global trade activity and investments are likely to be muted as past rounds of
tariffs remain in place.

Still more upside for FDI to Vietnam

Vietnam is likely to be one of the key beneficiaries of the US-China trade war,
especially in the manufacturing sector. Indeed, the country saw more FDI in
2019 into the sector, which totalled US$20.7bn (+24.9% yoy), excluding the
val ue of Th atiolBie Reld 2019t(UtS&3rBSha).
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Japan and South Korea are still the largest FDI contributors in Vietnam, with a
combined 35% of the total registered FDI in 2019. Meanwhile, the combined FDI
from Chinese, Taiwanese and Hong Kong investors amounted to US$9.9bn, or
29% of the total registered FDI in 2019.

The phase-one trade deal between the US and China is likely to remove the
threat of further tariffs and thus reduce the urgency for manufacturing firms to
relocate in the near term. Nonetheless, given the persistent uncertainties in the
US-China trade relations and the unsolved disputes in non-tariff areas, we think
manufacturing firms would continue to find it necessary to diversify their supply
chains in the longer run. Therefore, we believe there is still upside for FDI into

Figure 47: 2018 FDI by country

Figure 48: 2019 FDI by country*
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Figure 49: 2018 FDI by sector
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Figure 50: 2019 FDI by sector*
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2020 exports outlook: Stabilisation

During Jan-Nov 2019, Vi et nahen®S juneprdp 28.0% oy &so
Chinese exporters shifted to alternative markets to avoid tariffs. But at the same

ti me, Vietnambés exports to China were
reduction in Chinese purchases of agriculture goods (-9.4% yoy) and tech
products (-6.9% yoy). In 11M19, the Vietnam-US trade surplus jumped 34.0%
yoy, whil e Vi et with@hinasutgedd288oyayef i ci t

As a result of the weakening global demand, FDI export growth softened to 4.2%
yoy in 11M19. In contrast, we observed the acceleration of export growth in the
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domestic sector (+17.4% yoy), driven by a dramatic surge in tech products

(+345.4% yoy).
Figure 51: Vietnam's exports to the US and China by product in  Figure 52: Export growth of FDI companies vs. domestic sector
11M19 (% yoy) by product in 11M19 (% yoy)
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We have assumed that there would be a ceasefire agreement on trade issues
between the US and China in 2020F. Our forecast of export growth has
balanced the following factors: 1) because the scale-back of the already-
imposed tariff on Chinese goods is limited, combined with ongoing FDI inflows,
we t hink Vi et namds exports wi || cont i
shipments to the US market; 2) the tech cycle is expected to slightly recover in
2020F thanks to the penetration of 5G technology; and 3) global growth is set to
slow in 2020F, which caps the upside to external demand growth. Overall, we
see total export growth to stabilise in 2020F at 8.0% yoy. By sector, we think
agriculture producers will further upgrade to adapt higher quality standards for
top export destinations. Footwear, handbags and furniture goods could maintain
moderate export growth. In textile, the bottlenecks in fabric production need to
be solved to meet the requirements of new FTAs like CPTPP and EVFTA.
Besides, electronic exports will see a further production shift from Apple
suppliers, LG, Google, etc., which will help technology product exports of FDI
sector to recover in 2020F, in our view.

We still favour industrial parks and logistics

As we expect further increase in FDI into Vietham, we think 2020 will be a year
of continued growth for logistics and industrial park sectors. Vietnamese
exporters in agriculture, textile and furniture sectors are likely to see moderate
growth in sales volumes amid a slowdown in external demand. However, their
profitability will depend on the ability to adapt to the higher standards of the new
FTAs.

Our top pick under this theme is GMD.

Theme #4: Further monet asrcyale asoilni
stil | has ro®»m to expand

SBVds slight easing keeps door open for
investment

With muted inflation, we expect the SBV to cut its policy rate by 25bp at end-
2020F given the expected slowdown in the global economy. Moreover, because
aggregate and bank-by-bank limits on credit growth are a key tool in SBV & s
monetary framework, we expect credit growth to slightly increase to 14% in
2020F from an estimated 13% in 2019. Private capital will be vital to maintain
high growth; thus, the SBV will continue to bolster credit to priority sectors
including agriculture, SME companies, high-tech firms, exports and supporting
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industries. In our view, the benign interest rate environment also bodes well for
private investments in 2020F.

Figure 53: Money supply and credit growth (%yoy, 2016-19) Figure 54: Vietnam's policy rates (%, 2014-20F)
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Slow improvement in public investment

The big gap between data of the General Statistics Office (GSO) and the
Finance Ministry (MOF) for actual expenditure of development investment in the
past three years is worth noting. In 201 9 , GS0Ob6s preliminary
public investment expenditure decreased by about 5.2% yoy and stood at only
57.5% of the annual plan. However, according to MOF, by taking into account
the undisbursed amounts carried forward to 2020F, the estimated outturn of
capital development expenditure is VND443.4tr, which is 3.3% higher than the
annual plan. This signalled that the disbursement progress in public investment
has still been sluggish and the actual budget deficit should be lower than the
reported data.

While the government has acted to accelerate the implementation of public
investment, we think a significant push for public investment next year is unlikely.
According to the 2020F Budget approved by the National Assembly in Nov 2019,
expenditure for development investment is estimated at VND470.6bn (+6.1%
yoy, ~6.9% of GDP). Beyond the announced or ongoing infrastructure projects,
we think the visibility for new public investments remains somewhat uncertain as
the attention of key decision-makers and government apparatus may be
preoccupied by the 2021 leadership transition.

Figure 55: Vietnam's State Budget Data (2017-2019E)

Unit: VND trillion 2017 2018 2019

Source MOF GSO MOF MOF MOF GSO MOF MOF GSO MOF
Type of data Planned Estimated Estimated Final accounts Planned Estimated Estimated Planned Estimated* Estimated**
Domestic revenue 990.3 871.1 1,032.2 1,039.2 1,099.3 1,012.3 1,148.7 1,173.5 1,146.2 1,195.5
Oil revenue 38.3 43.5 49.6 49.6 35.9 59.4 66.0 44.6 53.3 46.8
Trade revenue from im-ex activities 180.0 183.8 197.9 197.3 179.0 195.9 202.5 189.2 210.2 189.2
Total State Budget Revenue 1,212.2 1,104.0 1,287.6 1,293.6 1,319.2 1,272.5 1,424.9 1,411.3 1,414.3 1,457.3
Recurrentexpenditure 8963 8626 9060 8817 9407 8745 9541 10428 9279
Capital development expenditure  357.2  260.5 3655 3728 3997 2602 4113 4203 2467

Interest 100.2 91.0 98.9 97.7 113.8 102.2 109.7 124.9 99.3

Total State Budget Expenditure 1,389.5 1,219.5 1,461.9 1,355.0 1,523.2 1,272.1 1,616.4 1,633.3 1,316.4 1,666.8
State Budget Surplus/Deficit* (177.4) (115.5) (174.3) (61.4) (204.0) 0.4 (191.5) (222.0) 97.9 (209.5)

Further reduction in public debt provides room for expanding fiscal deficit
Robust economic growth helped to boost budget revenues, while tight
disbursement of public investment helped to contain spending during the past
three years. The MOF reported that actual fiscal deficit declined from 3.5% of
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GDP to 2.7% of GDP in 2017, based on the slow disbursement of public
investment; we project fiscal deficit at ~2.5% of GDP in 2018-19, which is lower
than the preliminary estimate by the MOF. The lower fiscal deficit and robust
economic growth have
GDP in 2017 to an estimated 56.1% of GDP in 2019. According to the 2020-22F
budget proposal, public debt will be reduced further to 52.7% of GDP in 2022F.

Figure 56: Budget deficit (2017-2022F)
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Figure 57: Public debt to GDP ratio has dropped in 2019F
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In our view, fiscal policy will be more expansionary from end-2020, lending direct
support to consumption and investment in the coming years. According to the
FY20 budget proposal, the government will boost its public investment
expenditure by 8.2% in 2021-22F on top of the targeted 6.1% increase in 2020F.
Net fiscal deficit will be allowed to widen to 3.5% of GDP in 2021-22F,
expanding slightly from a projected 3.4% in 2020F. The increase in public
investment spending will focus on improving infrastructure conditions,
particularly through a pipeline of mega projects. Besides, we also think that the
revised Public Investment Law which will be effective in Jan 2020 could address
some critical weaknesses of the public investment management system; hence,
improving the capital budgeting process.

Figure 58: Major infrastructure projects in 2020-2026F

Project Total investment (VND bn) Start Completion
Metro 1 (Ben Thanh - Suoi Tien) 43,757 2012 4Q21
Metro 2 (Ben Thanh - Tham Luong) 47,800 2021 2026
HCM - Thu Dau Mot - Chon Thanh Highway 24,150 2021-25
HCM - Moc Bai Highway 10,668 2021 2026
Parallel Road for 50 Route 3,816 2021-25
Belt Road 2 6,500 2021-25
Belt Road 3 19,871 2022-25
Soai Rap Dredging Project (Phase 3) 8,977 2021-25
The water environment improvement Project (Phase 2) 11,282 2015 2021
Long Thanh International Airport 114,451 2021 2025

We like cyclical sector such as banks and wait for an improvement in
construction sector in late-2020

As we expect easing macro-prudential polices in 2020F, a favourable credit
cyceis |Iikely to continue and support
local banks, we think the lenders which can cut costs, innovate and make loans
more affordable could grab the benefit of rising private investment and
househol dbés c o nrsamn\etdo ooh betion a dfaste increase in
public investment in 2020F; thus, the construction sector is on our waiting list for
signals of improvement in late-2020F.

Our top picks under this theme is MBB and ACB.

h el p e ddebt fmm 613% wfc e

b a
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RETAI L: Calling on the big n

Vietmamai | mar ket i s enteéering up
Favourable economic outlook strengthened consumer confidence

According to Fitch Solutions and the Economist Intelligence Unit (EIU),

Vi et nambs rapid economic gr owt h shoul
disposable income (2018-20F CAGR of 10.4%) and facilitate the expansion of

the middle-income population (2018-20F CAGR of 20.0%). Furthermore,
according to Nielsen, consumer confidence bounced back to 128pts in 3QFY19,
thanks to enhanced job prospects and personal finances.

Figure 59: Vietnam is set to enjoy the
strongest GDP growth and middle-income
population growth in ASEAN
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=== Real GDP growth (2018F-2020F)

Figure 60: Vietnam still ranks on top in Figure 61: Total household spending in
regional confidence index (as in 3Q19) Vietnam is expected to surge on the heels
of improved consumer sentiment
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Retail sales accelerate as private consumption rises

Real household spending is forecast to grow at an average annual rate of 7.0%
over the 2019-23F period, faster than the average 6.4% recorded in the past
five-year period (Fitch Solutions).

Figure 62: Retail sales achieved robust growth on the back of bolstered consumer
spending
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Analyst(s)
Natalie NGUYEN As observed, strong spending resulted in a surge in retail sales in FY2019
T (84) 912 696 988

E minh.nguyennhu@vndirect.com.vn

(+12.7%), with the largest contributions from F&B (+13.2% yoy), household
goods (+11.3% yoy) and clothing and apparel (+10.9% yoy). Given the elevated
consumer confidence and accelerated household spending, we expect
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Vietnambds retail bs subtaned wittodogble-tigit grovithonext
year.

Consumermhaviour is chang®Png dr ama
Retail spaces to continue to expand in key cities, with more shopping
centres

To ride the retail boom in Vietham, both domestic and foreign retailers have
expanded their footprint, especially in urban areas (Hanoi and HCMC).
According to Savills, retail space supply in Hanoi and HCMC reached 1.3m sq m
each in 3Q19, up 11% yoy and 12% yoy, respectively. Particularly, shopping
centres are on the rise as a one-stop destination for shopping, entertainment
and F&B services and are more enticing than department stores, where the
selection of goods and services is limited.

Based on our observation, consumers prefer this one-stop experience to
individual stores. As a result, retailers have set out to modernise the retail
landscape by shifting to large shopping complexes, such as shopping centres,
department stores and retail podiums. Starting in Hanoi and HCMC, Vietna
biggest retail property developers, especially foreign developers, have been
rapidly increasing their presence to cater to rising demand.

HCMC
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Figure 63: Retail space continued to expand in both Hanoi and Figure 64: Shopping centres surpassed department stores to rule

16.0% 1,200,000
IS
14.0% o .
® 1000000 —
2o & 2
O] iy
100% 5 800,000 ==
g
8.0% < >
S 600,000
6.0% 2
2 *
4.0% © 400,000
) O]
2.0% 5
S 200,000
o ¢ NN
1Q18 2Q18 3Q18 4Q18 1Q19 !
s na M M

the modern shopping erain HCMC

mRetail GFA in HCMC (million sq m, Ihs) 2014 2015 2016 2017 2018 1Q2019
mRetail GFA in Hanoi (million sq m, lhs)

Retail GFA in HCMC growth (% yoy, rhs)
B Retail podium  mDepartment store Shopping centre

As at 30 June 2019, the retail real estate leasing market in Vietham was
relatively concentrated and split between a few large companies, led by VRE
(VRE VN, Add, TP: VND43,900), which accounts for 53% and 30% of total retail
floor area in Hanoi and HCMC, respectively, Aeon Vietnam (Unlisted, ~10% and
20%) and Lotte Vietham (Unlisted, ~5% and 10%). Given that shopping malls in
Vietnam still have a long way to go before catching up with regional peers in the
Philippines and Thailand, we believe that retail property developers could benefit
from the dawn of MMibeditnamés modern r e

Retail chains to cement their positions

We identified two main trends in retail chains: 1) grocery retailing is moving
towards small-scale stores (mini-marts and convenience stores), and 2)
shopping for electronic products is seeing a harmonisation between
showrooming and webrooming (omni-channel).

Convenience stores and mini-mart/food stores are picking up on the shift in
Vietnamese consumersé grocery coedepge,i ng
hygiene and better service. According to Nielsen, Viethamese shoppers are
making fewer visits to wet markets and instead flocking to convenience stores or
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mini-marts. This trend has encouraged fierce competition between convenience
store/mini-mart chains in Vietnam, including both domestic brands (VinMart+,
Bach Hoa Xanh, Co.op Food) and f-Bleven).gn
We expect modern retail grocery stores to further grow, thanks to aggressive
store expansion by both foreign and domestic retailers.

Recently, Vingroup (VIC VN, Not Rated, CP: VND114,600), the largest
conglomerate in Vietnam, signed a memorandum of understanding (MOU) to
merge its retail subsidiary (Vincommer
producer Masan Group Corporation (MSN VN, Not Rated, CP: VND56,700),
forming the largest consumer goods and retail company in Vietham. The new
company will inherit a retail network of 2,600 VinMart and VinMart+ stores in 50
provinces with a large customer base and VinEco6 €4 high-tech farms. We
expect this strategic move to consolidate the retail market in Vietham and enable
it to face the potential entry of strong foreign retailers into Vietnam. Thus, we
expect the merged entity to capitalise on the retail boom and emerge as one of
the few domestic retail giants in Vietnam.

stores
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Figure 65: Grocery retailing surged with a focus on small-scale  Figure 66: Viethamese shoppers increased visits to modern
small-scale format stores
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In non-grocery retail, consumer electronics (CE) seems to be a focus area. Key
CE retailers have expanded their store footprints even as concerns about a
maturing of key CE segments have taken hold, particularly mobile handsets.
Mobile World JSC (MWG VN, Add, TP: VND170,600) maintains its leadership
with 50% market share in the mobile phone segment, followed by FPT Retail
(FRT VN, Not rated, CP: VND23,700), with 18% market share. MWG also
currently holds an industry-leading 45% market share in the CE segment.

As a rising trend, more CE retailers have adopted the omni-channel platform
servingthes howr oomi ng and webrooming demand
refers to a customer behaviour where they browse or try items in physical stores

but ultimately make the purchase online to benefit from promotional deals.
Conversely, A we b r o oisrd purghasing behaviour where customers browse
products online but make the purchase in a physical store (Deloitte 2019).

And those unable to adapt have to leave the market

2019 has seen many foreign retail chains stumble due to the intensified
competition and fast-evolving consumer preferences in Vietnam. This can be
ascribed to rigid business models, limited financial capability or the lack of
investment in R&D and network expansion. Survivors of the competition bear
similar traits, including rapid expansion, good market insight and the ability to
secure prime locations.
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Figure 67: Summary of retail brands that exited and endur
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5G revolution to shake up the smartphone market

As previously observed, when 4G technology started to scale up from 2012
(GSMA Intelligence), the demand for smartphones grew stronger, and emerging
Asia-Pacific witnessed the shipments of 4G handsets soaring rapidly at a 2012-
18 CAGR of 129%. For the next wave of 5G, we also expect this development to
result in consumers purchasing/upgrading their devices, bringing the number of
5G smartphones globally to reach over 1bn units in 2025F (penetration rate of

~58%, per Counterpointédés estimates)
Figure 68: Asia-Pacific region stayed updated with the Figure 69: 5G smartphones will achieve faster penetration than
penetration of the 4G network 4G smartphones, according to Counterpoint
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Furthermore, according to Counterpoint, 5G smartphone shipment volumes will
grow at a faster rate in the first four years of development compared to that of
4G handsets in the past, thanks to the aggressive implementation of 5G
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networks in many countries. Particularly, Vietnam has rushed to adopt 5G, with
Viettel, the countryds |l argest mobil e
HCMC and planning to commercialise 5G in 2020F. We expect this to make
Vietham a pioneer country for 5G and increase the demand for 5G-enabled
smartphones. We believe this will boost the mobile phone market in Vietnam,
which was witnessing a slowdown.

Vietnam e-tailing is entering boom territory

Thankstoa r api dly evol vi ngcomprhesce énjoyedrs 2018-18 t n
CAGR of 25% in market wvalue and iasgesest |
e-commerce market by 2025 (US$33bn), following Indonesia (US$100bn) and
Thailand (US$43bn) (Vietham E-commerce Association 2019).
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Figure 70: Online B2C sales in Vietnam getting a larger share of  Figure 71: Vietnam has the highest online-to-sales conversion
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E-commerce in Vietnam is gaining more attention and popularity

Overall, Vietnam has one of the least developed e-commerce markets in the
region (accounting for around 3% of total retail sales as of 2018, according to
Euromonitor) but this should expand significantly in the next five years.
Furthermore, Vietnam has a relatively young population with a greater
preference for digital technology; young consumers are spending more time
shopping online than in physical stores, creating untapped opportunities for
growt h wi t hi-comméircedpatea mds e

This has raised concerns about the performance of retailers with extensive
physical store networks. In particular, business-to-consumer (B2C) e-commerce
is set to witness rapid growth and account for 5% of total retail sales in Vietnam
by 2025 (Deloitte 2019) while consumer-to-consumer (C2C) e-commerce is also
growing in popularity, thanks to 1) promotional offers for online shopping, 2)
choice of delivery times, 3) wide range of merchandise, and 4) convenience.
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Figure 72: Top 10 e-commerce players in Viethnam

. Monthly website
Country of  Operation Y

# Merchant origin format visits (as at end Note

ol 3Q19)
1 Shopee Vietnam cac 34,569,900

. E-commerce site of FPT JSC

2 Sendo Vietnam c2C 30,919,800 (FPT VN, ADD, TP: VND74,000)
3 Thegioididong.com Vietnam B2C 29,307,200 E-commerce site of MWG
4 Tiki Vietnam B2B2C 27,114,500
5 Lazada VN Germany B2B2C 24,364,700
6 Dienmayxanh.com Vietnam B2C 10,696,300 E-commerce site of MWG
7 FPT Shop Vietnam B2C 8,252,100 E-commerce site of FRT
8 Dien May Cho Lon Vietnam B2C 6,565,200
9 CellphoneS Vietnam B2C 5,689,400
10 Nguyen Kim Vietnam B2C 3,047,200

We have observed that competition for the throne among the top e-commerce
players, including Shopee, Tiki, Sendo and Lazada, has heated up, similar to
what has happened in brick-and-mortar retailing, prompting them to invest
heavily in logistics, infrastructure, marketing and advertising. At the same time,
many notable players have also quit the race, including Adayroi (from Vingroup),
Lotte.vn (from Lotte Vietnam) and Robins.vn (from Central Group of Thailand),
as capital and inter-company funds were quickly exhausted.

However, we believe e-commerce is not an imminent threat to retailers in
the short term

According to a survey carried out by Deloitte (2019), Vietnamese consumers still
prefer physical store channels to purchase electronics products. They typically
research products online before buying them in a physical store. Furthermore,
the websites of retailers adopting omni-channel platforms are also favourite
destinations for consumers to search for products and this could become a
growth engine for retailers if consumers become more open to digital retail given
retai | er rand recognigon.iAs fgr retail property developers, we do not
consider this to be a major threat to VRE in the short term as there are still
challenges that online retailers need to overcome to capture market share from
physical shopping malls, in our view. These challenges include 1) the lack of
consumer trust, especially in the case of purchasing expensive items, 2) safety
and accuracy of online payment methods, and 3) logistics infrastructure in terms
of cash-on-delivery and last-mile delivery.

Stock :piWiknner s @ ake it all/l

Following the expansion in 2019, we expect Vi e t nrataidnsarket to continue
its strong performance in 2020, especially as the big retailers further expand
their presence across the country to cement their leading positions.
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Figure 73: Retailers sped up expansion in 9M19, led by Dien May Figure 74: VRE is significantly outperforming domestic
Xanh and Bach Hoa Xanh, chains of Mobile World Corp (MWG) competitors in terms of both shopping mall footprint and total
retail floor area coverage
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In particular, VRE is a clear beneficiary of the one-stop shopping centre trend,
thanks to its extensive mall coverage across the country tailored for different
consumer classes. Besides, MWG is benefiting as Bach Hoa Xanh is witnessing
a significant improvement on the back of its expansion into provincial areas
around HCMC and enhanced average monthly sales per store.
Given their positions as the current leaders riding both retail trends of shopping
centres and mini-food stores, VRE and MWG are our stock picks for 2020.
Figure75: Vi etnamdés retail sector valwuation
. 3-year
Company Ticker Recom. ~ C10Sing Target Market EPS  P/E(X) P/B (x) ROA (%) ROE (%)  DIE (x)
Price Price Cap
Forward
(local curr.) (local curr.) (US$m) CAGR (%) FY19F FY20F FY19F FY20F FY19F FY20F FY19F FY20F
Retailer
Mobile World Investment Corp MWG VN ADD 113,500 170,600 2,168 21.4 13.2 10.5 4.1 3.2 12.3 13.0 36.1 34.0 0.4
Phu Nhuan Jewelry JSC PNJ VN NR 86,500 NA 841 NA 17.4 14.5 4.2 3.4 16.7 17.7 27.8 28.2 0.4
FPT Digital Retail JSC FRT VN NR 22,600 NA 77 NA 5.6 52 1.3 1.1 6.0 5.8 25.7 22.8 1.7
Digiworld Corporation JSC DGW VN NR 23,050 NA 42 NA 6.5 5.3 1.0 NA 6.3 71 176 189 1.0
Retail real estate developer
Vincom Retail JSC VRE VN ADD 33,400 43,900 3,275 294 279 217 2.7 2.6 9.0 10.7 12.6 15.2 -
NOTE: FORECASTS FOR NOT RATED (NR) COMPANIES ARE BLOOMBERG CONSENSUS ESTIMATES
SOURCES: VNDIRECT RESEARCH, BLOOMBERG
DATA AS AT 27 DEC 2019
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FOOD & BEVHEHRAGE:VOl uti on of
Far-fnood (3F) model

Sluggi sh performance in 20> due

African swine fever (ASF) has rocked Viethamand Chi nadés por k

The first case of ASF was reported on 19 Feb 2019 and has since spread to all
63 provinces in Vietham. As of Nov 2019, more than 5 million pigs have been
culled, equal to 18% of the ¢ 0 u n thogyhérd. The ASF outbreak continues to
sweep across Asia, including China, Thailand, the Philippines and North Korea.
The USDA expects pork output in China and Vietnam to sink 13.3% yoy and
14.3%, respectively, in 2019. The pork shortage has driven the hog price from a
bottom of VND33,500/kg in May 2019 to VND70,000/kg in Nov 2019. The spike
in hog price has sent other meat prices soaring. Prices of chicken have jumped
by almost 40% from a bottom in May 2019; and about 9% versus the beginning
of this year.

However, ASF has been partly contained and shown signs of slowing down in
4Q19, and we estimate it could take at least six more months to fully control the
outbreak and gradually repopulate the swine herds. Thus, we expect that both
the pork shortage and price hike will continue in 2020 as the country is bracing
for an increase in pork demand due to the Lunar New Year in 2020.
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Figure 76: ASF breakout in 2019 pushed live hog prices to a Figure 77: Pork accounts for 66% of meat consumption in

Vietnam (as of Jun 2019)
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Weak performance across the board in FY19

The 50 top listed F&B companies posted an aggregate revenue growth of 9.8%
yoy in 9M19, which was much lower than the 17.6% yoy in the same period in
2018. 9M19 aggregate net profit dipped 2.4% yoy, significantly lower than the
positive growth of 4.1% seen in 9M18. Both packaged food producers and the
animal husbandry business have been significantly hurt by the ASF outbreak,
which cut down pork meat supply by at least 14.3% and lifted the swine price by
more than double in 2H19.

Meanwhile, aquaculture producers faced a challenging year as the U.S. export
business dropped 41.5% yoy in FY19 in terms of value due to the plunge in U.S.
fillet price.

However, Vinamilk (VNM VN, Add, TP VND155,600) and Sabeco (SAB VN, NR)
stood out from the crowd, with positive growth in both topline and bottomline, on

the back of gross margin improvement. Thecount ryds | argest

VNM enjoyed a 0.7% pts yoy rise in its 9M19 gross margin, thanks to a larger
contribution from fresh milk. SAB, a local beer producer giant, withessed a 1.8%
pts yoy growth in 9M19 gross margin, on the back of higher average selling
prices.
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Figure 78: Top 15 F&B listed producers posted mixed results in 9M19

Net revenue growth GPM SG&A as %revenue Net profit growth

9M19 9M18 Chg 9M19 9M18 Chg 9M19 9M18 Chg 9M19 9M18 Chg
Producer Product category % % pts % % pts % % pts % % pts
VNM Dairy products 6.4% 2.2% 42% 47.3% 46.6% 0.7% 243% 245% -02% 58% -7.3% 13.1%
SAB Alcoholic beverage 10.3% 7.8% 25% 24.9% 23.1% 18% 93% 94% -0.1% 22.9% -6.4% 29.3%
MPC Aqua product 1.7%  15.6% -13.9% 11.0% 13.8% -2.8% 6.6% 6.6% 0.0% -42.6% 58.1% -100.7%
MCH Packaged food 57%  32.6% -26.9% 42.1% 45.4% -3.3% 22.0% 22.8% -0.8% 0.2% 91.0% -90.8%
MML Animal Husbandry 0.7% N/a N/a 16.9% 15.3% 1.6% 10.4% 11.0% -0.6% 53.1% N/a N/a
SBT Sugar 14.2%  85.2% -71.0% 89% 11.7% -28% 7.3% 7.3% 0.0% -9.3% 27.1% -36.4%
BHN Alcoholic beverage -1.6% -5.9% 43% 26.8% 250% 1.8% 20.8% 17.0% 3.8% -7.2% -19.3% 12.1%
QNS Dairy products, packaged food -1.6% 3.5% -5.1% 30.4% 27.3% 3.1% 14.9% 13.0% 19% 24% 153% -12.9%
VHC Aqua product -13.3% 9.6% -22.9% 21.6% 224% -08% 50% 3.8% 12% -5.3% 153.1% -158.4%
IDI Aqua product 27.9%  12.8% 15.1% 10.6% 16.7% -6.1% 3.4% 3.7% -0.3% -37.5% 105.7% -143.2%
DBC Animal Husbandry 52%  14.6% -9.4% 13.4% 15.7% -23% 8.0% 7.6% 0.4% -81.0% 81.3% -162.3%
KDC Packaged food -11.1%  12.5% -23.6% 24.4% 182% 6.2% 23.5% 20.1% 3.4% 90.4% -82.1% 172.5%
VSN Packaged food 10.0%  13.5% -3.5% 22.9% 21.1% 1.8% 17.5% 17.0% 05% 41.3% -5.9% 47.2%
TNA Packaged food 13.5% -3.0% 16.5% 4.3% 54% -1.1% 2.0% 19% 0.1% 117.5% -25.8% 143.3%
ANV Aqua product 13.4%  30.0% -16.6% 23.8% 15.7% 8.1% 53% 3.2% 2.1% 64.6% 253.5% -188.9%

F&B product sales value continued accelerating in rural areas

Data from Kantar World Panel posted two different pictures of sales growth in
the urban and rural areas in FY19. In the urban areas, the growth trend was
mixed in product categories, with sales growth of dairy products surging to
10.6% yoy in 9M19 (from -1.0% yoy in 9M18) and sales growth of beverages
reduced to 0.7% yoy (from 3.9% yoy in the same period in 2018). Meanwhile,
the sales value of all three product categories (dairy, beverage and packaged
food) soared in the rural areas, driven by higher sales volume.

Figure 79: Consumption of F&B products accelerated in rural areas
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20F0utl ook: We see the €wao-loodon

(3F) busin®ss model

We do not see any macro risks for the F&B sector in 2020F, thanks to sustained
economic growth and continued high consumer confidence. We expect the
sector to be shaped by the confluence of three trends: (1) pork shortfall to drive
up the prices of meat; (2) Vietham consumers becoming more keen on traceable
products, which would induce suppliers to establish traceable food sources, and
(3) the evolution of adopting a 3F model among businesses.
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WISDOM

Pork shortfall likely to continue in 2020F

We believe both Vietnam and China could face a pork supply shortage in 2020F.

The USDAOG6s Oott 2DaBecapt s t hatcould fuithera 6 s
decrease by 25% yoy in 2020F (aft er a sl ump of 14% vyoc
pork output is forecast to shrink by 6.2% yoy in 2020. As a result, the prices of

pork and other meats are expected to keep climbing in 2020. We expect the
average local hog price in FY20F to stay at VND56,000/kg of live hog (+37%

from the 2019 average). Piglet, chicken and egg prices are forecast to rise by

15%, 6% and 5%, respectively, in 2020F, on the back of higher hog prices.

Vietnam livestock industry is under pressure to transform

Vi et namods industry éssfragmenited, with more than 60% comprising
backyard farms, which have fewer safeguards for virus protection and control.
Meanwhile, large and industrial-scale farms account for 40% of farms nationwide
and 50% of the countmsy 6h y uVYipaittna més sl ie
is more susceptible to animal diseases i including bird flu, foot-mouth disease
and, most recently, ASF i which have forced thousands of backyard farms and
individual households to cull their livestock en masse. There are no vaccines for
ASF, so the only way to maintain herd size is to establish a very high level of
biosecurity to ensure safety. We believe this could present a windfall for large-
scale farms in the long term.

Figure 80: Viethnam meat market is fragmented

Distribution
No scale + Not hygienic

Logistics

Farming laughtering
No scale + Rudimental

Low productivity ragmented + Rudimental

Vietnam FCR Vietnam MSY
vs U.S’s vs U.S’s
(x) (porker)
3.5 260
I i ) I
Vietnam USA Vietnham USA

Vietnam feed conversion
ratio (“FCR") is 70% that of
the U.S

MSY is 55% that of the US,
mainly due to backyard
farmer habits of using
homemade-feed and inferior
genetics

Vietnam slaughtering
industry = China in the early
2000s: fragmented,
dominated by warm
slaughtering facility with low
hygiene standard

Rudimental slaughtering
facility = unsanitary pork
products

Slaughtered porker is
transported to wet market in
small-scale operation

Low hygiene standard, lack
of veterinary control

Wet market accounts for
95%+ of porker volume

Deteriorate/rotten quickly
under warm storage
condition

High risk of meat
contaminated by salmonella
and other bacteria

Rampant usage of anti-
biotics and weight gain
stimulus

SOURCES: Masan Meatlife

Growing demand for traceable food products

A higher income, as well as better nutritional knowledge and health awareness
in Vietnam, have contributed to greater demand for clean and traceable food
and avoiding the use of antibiotics and weight stimulus (hormones and
chemicals). This trend is particularly strong in the urban areas, thanks to the
development of the modern trade channel, which has made it easier for
consumers to access clean, branded foods.

Currently, untraceable food products, especially meat products from backyard
farms, are dominating the traditional wet markets given their low prices as a
result of the usage of growth stimulants and antibiotics. Meanwhile, clean and
traceable meat products must follow strict government regulations. However, the
abuse of growth stimulants and antibiotics will no longer be tolerated from 1 Jan
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2020 when the Law on Animal Husbandry comes into effect. The law requires
small farmers to meet the same government safety standards as industrial scale
farms. This will lead to higher production costs for small backyard farms
compared with large-scale farms as: (1) the cost of poultry and animal feed is
higher due to lack of economies of scale and (2) a higher mortality rate due to
lower farm biosecurity.

Figure 81: Food safety is the no.1 criterion to buy food in Figure 82: Higher income groups care more about food safety
Vietnam (2018) than other groups (2018)
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Figure 83: Viethnamese are shifting from untraceable meats Figure 84:  # clean, traceable and branded meat from
distributed through wet markets ... producers that adopt a feedi farmi food model

P —

SOURCES: Inernet SOURCES: Masan Meatlife

The evolution of the 3F business model

The 3F formula is considered a complete clean food chain model for producers
and businesses in the food industry as there are a few food-safety monitoring
systems in place. The 3F formula requires meat producers to meet certain
standards in all segments of the food value chain.

I Feedi animal feed is required to provide adequate nutrition for each stage of
the animal's development and minimise environmental pollution through
waste;

I Farm i an animal farm are required to be developed on an industrial scale
with high biosecurity requirements, animals are kept in closed farms, high
hygiene standards, and with air conditioning to prevent diseases (most
important).

1 Food i porkers, broilers, cows or fish are strictly controlled by producers to
meetthe g o v e r n mandards and aré¢ fully traceable; food producers who
produce clean food are committed not to use growth hormones or substances,
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or any chemicals on the governmentd #ist of banned substances, to increase

lean rate.
CP Vietnam, which is a subsidiary of Charoen Pokphand Foods (CPF TB, Add,
TP: THB33.5) has set a good example for the 3F business model. The company
integrated its livestock and aquaculture business, which spans the entire food
production value chain. Other big names in the food industry such as Vissan
(Unlisted), Masan Group (MSN VN, Not Rated), Dabaco Group (DBC VN, Add,
TP: VND30,700) have also entered the clean food chain from farm to table. We
believe companies that adopt a 3F business model will be able to weather the
impact of potential animal diseases and enjoy sustainable growth in the long
term.

Stock MMMecks ke VNM»and DBC

We prefer companies that meet the following two criteria: (1) food producing
companies with a fully developed 3F model, which could benefit from a pork
shortage next year as well as the rising clean food trend in Vietnam, and (2) food
producers with high quality products that could ride the demand for imported

me at from China. Among Vietnambés top 3
Product JSC (VNM VN, Add, TP: VND155,600) and Dabaco Goup (DBC VN,

Add, TP: VND30,700) as the most likely beneficiaries.

VNM could benefit from the acceleration of dairy consumption in Vietnam
and import demand from China by 2020F

The company is the leading dairy producer (51.5% market share in 2018) in all

four main categories: drinking milk (both fresh and reconstituted liquid milk),
powdered milk, yogurt and condensed milk. Dairy products form 96.5% of the
company6s revenue an dccouhted fod8b.0% af that figurena r k
In 2020, we forecast VNMés earnings to
back of 9.6% yoy (+1.0% pts) revenue growth (driven by a higher growth rate of
domestic consumption and penetration of the China market) and 0.4% pts
improvement in gross margin, thanks to a change in the product mix and new
product launches.

DBC is likely to be a beneficiary of the current pork shortfall

DBC is among the top 10 3F producers in Vietnam. Its key products are animal
feed, clean por k , piglets, chicks and chicken
earnings to jump by 198.4% yoy, driven by a 23.7% yoy revenue growth and
+5.4% pts improvement in gross margin, both thanks to a higher meat price
forecast given the pork shortage outlook in Vietnam.

VHC is well-equipped to capture the recovery in the pangasius export
business

VHC is the only Viethamese pangasius exporter to enjoy the advantage of the

0% anti-dumping duty by the U.S. Department of Commerce (DOC). The
integrated value chain allows the company to meet all the strict requirements of
export markets. In addition, the expansion plan in 2019-20F could help VHC

raise its self-supply ratio to over 60% in late-2020F and boost sales volumes for
pangasius fillet by an 8% CAGR in the next three y ear s . We expe
earnings to recover in FY20F on the back of (1) rising U.S.-China trade tensions,

(2) Chinaés pork supply falling short

l ower tariffs on VietnambdsthgpEJngasi us ex
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Figure 85: F&B p e e rcamparison (as at 27 December, 2019)
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MANUFACTURI NG I NDUSTRI ES: On

Vietnam is poised to become the |
hub I n®»Asi a

Vietham has steadily turned into a manufacturing hotspot in Asia, particularly
with electronics, due to th e ¢ o u nelatively tasge and low-cost labour force,
attractive tax regime, stable political environment, geographical advantages, and
open trade policies. Vietnam is now considered a potential alternative by many
multinational manufacturers to relocate their base away from China.

As a result, manufacturing industries witnessed a CAGR of 11.5% in terms of
manufacturing value added (MVA) in 2014-2018, the highest among
nei ghbouring countries. The countrydbs
2018 CAGR of 11.8%, driven by phones/computers/electronic devices and
automobiles (with a CAGR of 26.5% and 18.9% over the same period,
respectively). Manufacturing contribution to GDP correspondingly widened from
13.2% as at end-2014 to 16.5% as at Sep 19. Although the proportion of
manufacturing to GDP is still lower than Asian peers, Vietham is the only Asian
countries to witness this magnitude of expansion over the past decade,
according to World Bank data.

Figure86: Vi et namés Huttion bdex ({IIR) and Pr o  Figure 87: Vietnam's manufacturing contribution to GDP (2010-
Purchasing Manager Index (PMI) from Jan 14 to Nov 19 2019) has been trending up
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Figure 88: Vi et namod s

relatively low versus Asian countries (2018)
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Over-reliance on FDI remains a concern
Overall, domestic manufacturing remains relatively small as foreign direct

Tuan NGUYEN Thanh
T (84) 94 814 2970

E tuan.nguyenthanh@vndirect.com.vn

investment (FDI) accounts for 90% of the countr yo6s product i
intensive sectors, such as electronics, textile & garments, footwear, etc., also
outperform the other sectors in terms of contribution to GDP. The vertical
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linkages between FDI manufacturing and local companies are weak due to the
following factors:

Although domestic manufacturers are growing, they are not adding much
to the supply chain. According to the Ministry of Planning and Investment
(MPI), in 2019, only 21% of Viethamese companies contributed to the global
value chain, lower vs. other countries in the region (30% in Thailand and 46% in
Malaysia).

1 Low localisation rate. According to a 2018 survey by Japan External Trade

Organization (Jetro), Vietnamds | ocal

spare parts is at 36.3%, significantly lower than the average of 46% in other
Asian countries. This could be explained by two reasons: (1) Limited

technological capabi l ity whi ch hinders t he

supporting industries in the global supply chain. While FDI manufacturing and
joint-venture enterprises produce highly-qualified products, local firms are
mainly engaged in simple and low value-added processes like packaging,
production of manuals, and plastic components. (2) Given the size of
Vietnamese manufacturers, mostly small-and-medium enterprises, they lack
the capital to achieve economies of scale and, therefore are unable to offer
attractive pricing vs. imports.

Figure 90: Localisation rate of Vietnam and other Asian countries
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Recent government policies coul
manufact®uring

In May 2018, the government issued Decision No. 598/2018 on the development
plan for the domestic manufacturing industries in 2018-2020, with targets for
2025. The policy plans to promote, support, and attract domestic and foreign
investments into supporting industries to create products that meet the demand
of domestic production and export markets. The development plan focuses on
the following:

Supporting industries

Electronics and mechanical engineering, garment and textile, leather, footwear,
hi-tech and automobile are on the list of prioritised industries. Electronics and
textile & footwear are the cougfor33a%
and 19.3% of the total export value in 2019, according to Vietham Customs.
Meanwhile, hi-tech and automobile sectors are attracting a new wave of private
investments. The companies that are involved in these supporting industries
shall enjoy tax incentives (including corporate income tax, import duties and
value-added-tax). Additionally, investment projects involved in supporting
industries shall receive other financial incentives, including R&D incentives,
preferential loans with interest rates that do not exceed the ceiling rate of 6%
regulated by the State bank of Vietnam.

d
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Figure 91: Vietnam's export structure by value - 2019 Figure 92: Export value of major products in 2018 and 2019
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Facilitate private investment growth

As we mentioned in Theme #2, since 2017, private investment has been
witnessing over 15.0% growth yoy, significantly better than state investment
growth. The government plans to motivate the private sector to focus on
sustainable growth, build strong private industrial enterprises, in lieu of focusing
only on real estate. Vingroup (VIC VN, Not rated, VIC) can be a typical example
of this transition. From a real estate giant, VIC has invested heavily in
automobile (Vinfast, not listed), mobile and electronic products (Vinsmart, not
listed) and technology (Vin Connect, not listed; Vin Al, not listed; Vin Tech, not
listed) and aims to become an industrial-technology corporation.

l nvestors shoul dm&kga ppramj edF®s oinn
Mega projects developed by domestic manufacturers

Vinfast automobil e manufacturing compl
project with initial investment value of US$3bn and phase 1 capacity of 250,000
cars and 250,000 electric bikes p.a. VinFast plans to achieve a localisation rate
of more than 60% with cars and 100% with electric motorcycles, to promote
domestic supporting industries. Accordingly, VinFast has reserved about 30% of
land for a Supporting Industrial Park at its 335-hectare at VinFast complex in Hai
Phong in order to attract investors, including domestic/foreign companies, joint
ventures or Vinfastdéds subsidiaries to b

Vinsmart Electronics Manufacturing Plant Complex was built on nearly 14.8
hectares of land and has an annual capacity of 125m devices. Phase 1 of the
project was completed in Nov 2019, with a design capacity of 26m devices/year,
namely 23m smartphones/year, 1m Internet of Things products/year and 2m
other intelligent electronic devices. According to VinGroup, apart from launching
smart phones and smart devices under the brand name of Vsmart, the project
also aims to become an original equipment manufacturer (OEM) for major global
mobile brand (details have not been disclosed).

The Hoa Phat Dung Quat Steel Complex (DQSC) under Hoa Phat Group has a

total investment of VND52,000bn, with a designed capacity of 4m-4.8m tonnes

of steel products p.a. HPG expects the projec t 6 s t w awill give ghe graup

the position of leading steel manufacturer in Southeast Asia, with a total capacity

of 7.8m tonnes p.a. Two blast furnaces of Dung Quat Phase 1 have been under
testing since Jul and Nov 2019, respectively, and are under preparation for
commercial start in 1Q20. In the second phase, HPG plans to produce
2.5m tonnes of hot roll ed coi l
guidance. The factory is the final piece in
integrated system value chain for galvanised steel and steel pipe production.

After the completion of phase 2, HPG will become the second-largest HRC
supplier in Vietnam, after For mosa a( Un
design capacity of 4.5m-5m tonnes p.a.). Thus, HPG and Formosa between
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them will be able to supply 7m-7.5m tonnes of HRC, or 58-63% of total domestic
demand, as per our estimates.

Figure 93: Vinfast automobile Figure 94: Vinsmart Complex in Hoa Lac Figure 95: Hoa Phat Dung Quat Steel
manufacturing complex in Hai Phong Complex

Year of commencement: 2017 Year of commencement: 2019 Year of commencement: 2017
Area: 335 ha Area: 14,8ha Area: 430ha
Year of inauguration: 2019 Year of inauguration: 2019 Year of inauguration: 2019
Total investment: US$3bn (Initial) Total investment: n/a Total investment: VND52,000bn
Capacity: 250,000 cars and 250,000 electric Capacity: 125m devices. (phase 1: 26m Capacity: 4m-4.8m tonnes of steel products
bikes p.a. (Phase 1) devices/year, namely 23m smartphones/year) Location: Dung Quat Economic Zone, Quang
Location: Dinh Vu T Cat Hai Economic Zone, Hai Location: Hoa Lac Hi-Tech Park, Ha Noi Ngai
Phong
SOURCES: COTECCONS, Vingroup SOURCES: Vsmart.vn SOURCES: HPG

Other local small-and-medium size manufacturers have been expanding

We expect megaprojects to change the landscape for domestic manufacturers,
enhancing the domestic value chain and creating supporting SMEs. Besides,
some listed manufacturing companies have been upgrading their value chains
by embarking on new projects:

Figure 96: Contribution of private sector in total investment is Figure 97: The capex level (as % of revenue) of listed companies
increasing is rising
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Century Synthetic Fiber Corp (STK VN, ADD, STK): STK is a Vietnamese
synthetic yarn manufacturer, with a current capacity of 60,000 tonnes of yarn p.a,
making it the second-largest manufacturer in the domestic market. STK is
implementing a fibre-knitting-dyeing project, in which STK co-operates with other
fabric manufacturers to form a chain of fabric production. In this chain, STK will
be the material manufacturer supplying yarn for knitting and dyeing (these steps
are performed by other partners) to produce fabric. This project, which will raise
S T K éotal yarn capacity by 20,000 tonnes (equivalent to 31.6% of the current
capacity), is expected to start in 2020-21F in Soc Trang province, with a capex
of US$13m, mostly in the f o,ractording to $he& Ko <
company.

Hanoi Plastic Company (NHH VN, Not listed): NHH supplies plastic components
for FDI enterprises such as Toyota (7203 JP, Not rated), Honda (7267 JP, not
rated), Samsung Electronics (005930 KR, Add). NHH is expanding in new
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segments; for instance, it started An Trung Industries (Not listed) to supply
components for electronic products (clients include Vsmart, Samsung), and
VinFast-An Phat JV (Not listed, VAPA) to supply auto components for VinFast
cars and electric bikes.

Stock pHR&sand» STK

We like companies which offer best-in-class products and have room to increase
revenue and widen gross margins with new products/projects. As such, we like
Century Synthetic Fiber Corp (STK VN, Add, STK) and Hoa Phat Group (HPG
VN, ADD, HPG) for their potential to move up the value chain and increase the
localisation rate of domestic manufacturing sectors.

6 Hoa Phat Group (HPG VN): HPG is Vi e t nlaggedtsteel company in terms
of market share. We believe Dung Quat Steel Complex (DQSC) will be a
game changer for HPG and the entire domestic steel market. When the two
phases of Dung Quat Steel Complex are completed, HPG will shorten the
delivery time to Vi et namd s s o ud threerdays from gevenrdays,
which could help it to achieve its 35% market share target in the southern
region (from 25% in 9M19). Besides, HRC products from D Q S C phase 2
could help HPG expand its flat steel segment gross margin by 8.6%-9.2% pts
in FY20-21F vs. FY19 levels, based on our estimates.

6 Century Synthetic Fiber Corp (STK VN): We expect another robust year in
2020F for STK, on the back of improving product mix and commercial launch
of a new factory, the Trang Bang 5. Furthermore, STK plans to invest in new
projects with a capex of VND3,745bn to triple its current capacity (60,000
tonnes p.a,), upgrade its technology and transform STK into the largest
synthetic fibre manufacturer in Vietnam by FY22F. In addition, product mix
upgrade can help STK increase its b

and achieve a net profit CAGR of 20.3% in 2019-22F, based on our estimates.

Company Ticker
VEAM Corp VEA VN
Hoa Phat Group JSC HPG VN
Hoa Sen Group HSG VN
Danang Rubber JSC DRC VN
An Phat Plastic and Green Env. JSC AAA VN
Song Hong Garment JSC MSH VN
Dong Hai JSC of Bentre DHC VN
Century Synthetic Fiber Corp STK VN
Thanh Cong Textile JSC TCM VN
Nam Kim Steel JSC NKG VN
Average

Median

Figure 98: Vietham manufacturing sector valuation

3-year

Price TP Mkt cap P/E (x) EPS P/BV (x) EV/EBITDA (x) ROE (%)
Recom. VND VND US$ m CY19F CY20F CAGR (%) CY19F CY20F CY19F CY20F CY19F CY20F
na 43,600 na 2,500 7.7 7.1 na 2.2 2.1 5.6 na 283 299
ADD 23,550 29,700 2,806 8.9 7.3 20.1 1.3 1.1 8.7 55 165 16.9
na 7,860 na 144 8.8 6.7 na 0.5 0.5 7.7 (6.00 6.7 8.0
na 23,200 na 119 149 12.0 na 1.7 1.6 5.4 51 123 141
na 12,900 na 95 5.8 5.8 na 0.8 0.7 4.9 46 164 16.3
na 44,250 na 95 5.1 4.4 na 1.8 1.4 2.8 23 420 394
na 37,000 na 86 16.7 9.3 na 1.8 1.5 10.8 6.3 128 185
ADD 17,400 22,400 53 5.3 4.9 10.2 1.1 1.0 35 28 215 214
na 18,950 na 47 5.5 5.0 na 0.8 0.7 4.0 3.6 16.6 16.9
na 6,840 na 54 15.2 14.8 na 0.4 0.4 8.4 5.8 4.0 2.9
10.1 8.3 1.4 1.3 6.8 15 16.0 172
8.8 7.2 15 1.4 6.6 5.1 144 155
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LOGI STRC8i ng the bouyant tra

Vietnambés seaport cargo throughpt
FY2D1 B

Vietnamds seabor ne -18ged by 12.54d pumg framn7.4% Y 1 6
p.a. in FY11-15. In 9M19, seaport cargo throughput rose 12% yoy to 485.2m
tonnes, maintaining steady growth from the previous years. Since international
volumes accounted for 60-62% of the total port throughput in FY15-18, we
believe an acceleration in trade flow will be a key driver for port throughput
growth in FY20-21F. In reality, port throughput grew in tandem with trade value

in FY11-18, which was partially underpinned by free trade agreements (FTAS)

and foreign direct investments.

Figure99: Vi et namés seaborne throughput (tonnes) has grown rapidly
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m Sea port throughput (LHS) === 0% yoy growth (RHS)

Based on the Ministry of Transportation
the total volume throughput is expected to reach 869.6m tonnes in FY20F,
implying a CAGR of 28.2% in FY18-20F, and 1,542m tonnes in FY30F, or 5.9%
growth p.a. in FY20-30F. We think the growth in FY19-21F will be lower than the
projection, but still remain in double digits based on the positive results after the
signing of the EU-Vietnam Free Trade Agreement (EVFTA) in Jun 2019, and the
conclusion of the 11-nation Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP) in Mar 2019, Vietnam's exports, specifically
to the EU market, are expected to increase. Once the tariff reductions under the
FTAs come into effect, Vietnam will enjoy import-export tariffs of close to 0%
when dealing with new markets in Mexico, Peru, Canada and the European
Union. Vietnamese businesses in wood processing, textiles, agricultural
products and electronic products could boost shipments of manufactured
products to these markets. Hence, the volume throughput could benefit from the
rising trade flow, in our view.

Analyst(s)
Nhan LAI, CFA

T (84) 914 459 879
E nhan.laithanh@vndirect.com.vn

Bach PHAN Nhu
T (84) 909 283 119
E bach.phannhu@vndirect.com.vn
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Figure 100: Export and import container volume made up over Figure 101: While export-import growth slowed in 8M19, the
60% total port throughput in FY16-18 value remained in an upward trend
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Figure 102: Vi et na mo sS$enkbpasted tsy FTAE, thanks to numerous FTAs
The potential success in signed with partners during 2009-2018
trade offered by FTAs is
subjecttoVi et namos 300,000
to take risks and overcome CPTPP
. . %V
challenges, in our view. We 250,000 NC e
believe that companies in G2 et
Vietnam will be able to reap 200,000
the benefits of FTAs as we '
. VIETNAM
have witnessed the export 150,000 CHILE
markets created by FTAs ’
under pinning t
. . 100,000 | -~ASEAN
impressive trade results AUSTRALIA
over the past two decades. |
50,000 1
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SOURCES: VND RESEARCH, GSO
We believe that international gal

the fastest grow®»h going forward

Vietham has six gateway ports among its 45 ports along the coast (as at end-
2018). However, the market share of sea ports is fragmented as, based on
Vietham Seaports As §VPA) ifigutes asnad 30 Jul 2019, 30.3% of
throughput volume in 7M19 was handled by the northern ports, 13.3% by central
ports and 56.4% by southern ports. Counting only the container throughput in
7M19, the proportion of southern ports including the Ho Chi Minh port cluster,
Mekong Delta port cluster and Cai Mep Thi Vai port cluster accounted for 72.2%,
while the northern ports (the port clusters in Hai Phong and Quang Ninh) made
up 23.1%. We believe the southern and northern ports will further dominate
throughput volumes in the coming years, as they are located in the burgeoning
key economic zones. However, different ports tend to have different prospects
and in our view, among the southern and northern port clusters, the Cai Mep Thi
Vai port cluster and downstream ports in the Hai Phong port cluster should be
the fastest-growing ports based on following factors.
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Figure 103: Vietnam has 6 gateways for container vessels of which Cai Mep deepi water port range and downstream Hai Phong
port range would be the biggest beneficiaries of rising trade flow, in our view

Hai Phong & Cai Lan Port Range
Nghi Son Port

Da Nang Port

Qui Nhon Port

Ho Chi Minh City Port Range
Cai Mep deep-water Port Range

SOURCES: VND RESEARCH, COMPANY REPORTS

Downstream ports in the Hai Phong port cluster have been the busiest in
the northern region

The Hai Phong port cluster is strategi
been an international transshipment hub between northern Vietnam and East
Asian countries. The cluster offers a wide range of ports from upstream to
downstream ports, with various capacities to accommodate vessels with
deadweight ranging from DWT10,000 to DWT160,000. However, only
downstream ports near the mouth of the Gam river, with berth depth at minus 10
metres, are able to accommodate large vessels of at least DWT30,000.
Container ships have grown larger and at a rapid pace over the last few decades,
faster than any other ship type. According to Alphaliner data, as at 9M19, new
ship orders were primarily aimed at large ships with the size of more than 10,000
TEUSs, accounting for 79% of the total capacity of orders. Therefore, deep-water
ports will be the biggest beneficiaries in the future development of Viethamese
seaports.

Based ont he Mini stry o f(MoT)r2ald snpster flaa,tthe dotab s
container throughput via Hai Phong ports is estimated to rise to 5.84m-6.2m
TEUs by FY20F and 11.2m-12.5m TEUs by FY30F. The growing demand for
ports has led to a race to expand port capacity that we believe will make it
exceed demand growth in FY18-20F. We forecast the supply from downstream
ports alone will be able to meet the demand in FY19-20F. We believe only the
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port operators, which have established a firm relationship with carriers, and been
equipped with modern infrastructure to accommodate a large fleet of at least up
to 40,000 DWT, would be able to capture more market share. These include
Lach Huyen-Hai Phong International Container Terminal (HICT) (Unlisted), Tan
Vu Port, Nam Dinh Vu Port (Unlisted) and Vip Green Port (Unlisted). Among
these downstream ports, Lach Huyeni HICT is zoned to be one of key hubs for
Southeast Asia, connecting mother vessels directly to North American and
Europe ports without trans-shipment in Singapore and China.

HICT was launched in May 2018 and consists of the first two berths of Lach
Huyen deep seaport where the throughput volume has been continuously rising,
especially in 2Q19 when the volume soared 160% qoq to 89,500 TEUSs. It is
expected by HICT that in 4Q19, HICT6 <ontainer throughput will further rise
44% goq to 177,000 TEUSs. In the short term, the impact on the HICT port will be
minimal as only a handful of liners with sufficient cargo would find switching to
direct intercontinental routes financially beneficial. However, in the long term,
HICT will draw considerable demand for deep sea ports, thus increasing
downward pressure on revenue per container for neighboring ports, i.e. Nam
Dinh Vu port of Gemadept Corp (GMD VN, Add, VND29,500).

Figure 104: Port cluster utilisation: Hai Phong port cluster has
been crowded with numerous ports but some of them ran at low

utilisation rates in FY14-1 8 , driving down the
utilisation
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Figure 105: Downstream ports utilisation: downstream ports
should be able to meet the demand from Hai Phong container
throughput in FY19-22F, in our view
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Figure 106: Lach Huyen-HICT is the biggest deep sea port
among downstream ports in Hai Phong, accommodating vessel
size of up to DWT 160,000

Designed
Berth No. Berth Max vessel throughput Th_roughput
Port depth of  length size (DWT) capacity in 2018
(meters) berth (meters) per year (TEUS)
(TEUSs)
Nam Dinh Vu
phase 1 -11.5 2 500 30,000 500,000 660,000
Dinh Vu -8.7 2 425 20,000 600,000 657,125
Tan Vu -9.4 5 980 20,000 1,300,000 1,153,734
VIP Green -9.5 2 400 30,000 800,000 782,000
Lach Huyen-HICT -16.0 2 750 160,000 1,100,000 64,190

Figure 107: Container (TEUs) throughput at HICT has been
rising, especially in 2Q19 when the number of containers grew
sharply.
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Figure 108: A well-positioned port cluster in the Hai Phong area is surrounded by industrial zones and connecting roads
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SOURCES: VND RESEARCH, COMPANY REPORTS

Cai Mep-Thi Vai port cluster is the rising star

We believe Cai Mep-Thi Vai port cluster is poised to be the international port hub
in southern Vietnam, helping ease the congestion at Cai Lai-Ho Chi Minh City,
which has been handling nearly 49.5% of sea port goods in the southern region.
Due to poor connecting roads to manufacturing and consumption sites in the
provinces of Dong Nai, Binh Duong and Ho Chi Minh City, the Cai Mep-Thi Vai
port was underutilised in FY10-18. Some bulk cargo ports, like SP-SSA
International Terminal and the SITV terminal in the upstream Thi Vai river have
been idle since 2017. Taking into consideration only useable terminals in FY17-
18, the throughput volume at Cai Mep-Thi Vai port cluster reached 2.95m TEUs
in FY2018, implying a 90% utilisation rate. In 1H19, the Cai Mep-Thi Vai port
cluster saw strong container volume growth of 23.1% yoy, the second highest
among gateway ports. We expect the cluster to report better growth of 20.0%
p.a. in FY20-22F as it offers deep dredging of up to 14-16 metres to
accommodate mother vessels and an attractive handling fee which was among
the lowest in Asia as of 2018. Furthermore, the utilisation rate in FY18 was 90%,
implying ample room for capacity expansion, in our view. We believe that the
launch of a new port or capacity expansion at Cai Mep-Thi Vai will help the port
operator gain more market share. We expectt he f i r st p iGamlnk
project to be launched in late-FY20F, which would boost Cai Mep-Thi Vai port's
annual throughput capacity by 1.5m TEUs and help it gather momentum as it is
located in the downstream of Thi Vai river with deep dredging to accommodate
fleet capacity of up to DWT200,000 (transporting 20,000 TEUS).

Al cargo i s expeoagsedi hedsgeowt h,
burgeoni ngocdeo®rs @t r ade

Vietnamds air car ghas sednremarligilepgrowth with 20a5n e

18 CAGR of 15.9%, driven by robust export and import activities, expanding
flight routes and upgrading of airport infrastructure. Tan Son Nhat and Noi Bai
airports are the main beneficiaries of trade diversion, even though they have
been facing overloads, given their strategic locations.

According to BMI Research, a part of Fitch Solutions, the total investment in
aviation infrastructure is expected to register 12.4% CAGR in 2015-20F, then to
slow down to 8.7% CAGR in 2021-25F. Some investment projects are being
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supported by the government, among which the construction of the Long Thanh
airport is expected to start in 2021, while the expansion of Tan Son Nhat
Terminal 3 and Noi Bai airport is being accelerated.

According to Decision No. 236 / QD-TTg of the Prime Minister, air cargo
throughput is targeted to register 18% CAGR in 2015-2020, and will maintain a
strong pace of 12% CAGR in the 2020-30F period. However, we believe the
overload at the ¢ o u n ttwoylagest airports, Tan Son Nhat and Noi Bai, will
create bottlenecks for the development of air cargo in the near future. The
investment in airport infrastructure development will not boost air cargo growth in
the short term, as we believe air cargo will see lower growth as projected at 10-
12% p.a. in 2020-23F. However, we expect the growth to accelerate later, when
Tan Son Nhat Terminal 3 is completed as scheduled. After that, Long Thanh
airport as well as the expansion of Noi Bai airport will be drive growth in
Vietnam's cargo transportation. We believe thelong-t er m gr owt h of
cargo will benefit service providers, such as Saigon Cargo Service Corporation
(SCS VN, Not rated) and Noi Bai Cargo Terminal Services JSC(NCT VN, not

rated).
Figure 109: Projected growth in air cargo throughput until 2030F Figure 110: Design and actual capacity of Tan Son Nhat and Noi
g I g p g g pacity
Bai airports
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St ock We clki:rke GMDitbBaankm todeapanr
seapopération dusiness

GMD, offering integrated logistics services, is Vi e t ntampdivate sector port
operator, commanding a market share of 7.3% in 2018. GMD plans to expand its

Nam Dinh Vudeep-wat er portds c ap a c-fodtgquivalent dies0, O
(TEUs), or 43.4% of the port capacity, in 2021F. Additionally, GMD has
announced to enter the deep-water Cai Mep - Thi Vai port cluster with the
Gemalink deep seaport via its associate in 2Q19. The company also benefits

from the robust growth in air cargo service through its associate, Saigon Cargo
Service JSC (SCS VN, Not rated, CP VND13 4, 800) . We esti ma
profit contribution to GMD to rise 19.3% p.a. over FY19-21F, making up 80% of

the total associate profit during the period.
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Figure 111: Logistic peer comparison

Jyear

Price TP EPS PiE PiBV ROE (%) D::'lier;:: EV/EBITDA

Ticker Recom. . ... CAGR ¥
(local cur) V02! CaP o J019F 2020F 2019F 2020F 2019F 2020F 2019F 2020F 2019F 2020F

curm) (LSS m)

GMD VN EQUITY 23500 29500 ADD 3011 700 126 117 11 11 95 987 61 &6 83 76
VSC VN EQUITY 27,000 NA  NR 642 07 71 68 08 08 119 122 81 108 30 28
DVP WN EQUITY 36,700 N/A  NR 633 08  N/A WA HNA WA HNA  NA NA NA NA  NA
PDN VN EQUITY NiA NA  NR 557 273 N/A WA HNIA WA NIA  NA N/A  NA WA NA
CLL VN EQUITY 25,600 NA  NR 376 12  NIA WA HNIA WA HNA NA NA NA NA NA
HAH VN EQUITY 11,700 N/A  NR 243 04 N/A WA NIA WA NA NA NA NA NA NA
DXP VN EQUITY 11,600 NIA  NR 130 141 N/A WA NIA WA NIA  NA N/A  NIA  NA NIA
98 93 10 08 107 110 76 &8 57 52
98 93 10 08 107 110 76 &8 57 52
ADSEZ N EQUITY 364 400 ADD 103352 125 164 141 28 24 17.8 181 10 1.3 123 108
WPRTS MK EQUITY 4 4 HOLD 34286 34 219 204 53 47 253 250 34 36 133 128
600897 CH EQUITY » N/A  NR 9343 113 128 125 18 16 136 130 28 28 72 70
AAWW US EQUITY 27 NA  NR 6352 3085 60 67 03 03 49 43 WA NA 75 73
GPPV IN EQUITY a5 106 ADD S577.8 3.0 NA WA NA NA HNA NA NA NA NA NA
GDPL IN EQUITY 110 N/A  NR 1867 1043 156 148 10 09 66 65 38 39 70 73
NYT TB EQUITY 4 N/A  NR 1580 165 115 113 12 12 108 112 78 0.1 48 48
SURIA MK EQUITY 1 N/A  NR 1081 282 N/A WA HNIA WA HNA NA NA NA NA NA
NACO IN EQUITY 28 NA  NR 592 NIA 87 68 MNIA NA 27 HNA NA NA 48 43
133 124 24 19 116 134 38 41 81 17

All prices are bosed on the dosing prices on 27 Dec 2019. All estimates for Non-rated (N R) stocks ore bosed on Bloomberg consensus estimates.

SOURCES: VND RESEARCH, CGS-CIMB RESEARCH

, COMPANY REPORTS
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| NDUSTRI AL PROPERTY: Potent.

priced in
2019 wietdnassharp rise in | easing
rat=®s

According to the Ministry of Planning and Investment (MPI), in 9M19, the total
industrial area reached 65,700 hectares, an increase of 1,700 ha from end-18.
Of the total 326 Industrial parks (IPs), 256 are operating, or six more vs. end-18.
The average nationwide IP occupancy rate widened 1% pt from end-FY18 to
more than 74%, on the back of solid FDI growth, and manufacturing diversion as
a result of the US-China trade war.

Figure 112: I ndustri al propertiesd (I Ps) net | ¢
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Based on research by Savills, some 12 provinces in the southern and northern
economic zones saw an average occupancy rate of 85% in 1H19, up 9% pts yoy.
Industrial land lease growth was mainly contributed by the southern economic
zones, which had an average occupancy rate of 88% in 1H19, an increase of
16% pts yoy. For the northern economic zones, the average occupancy rate was
81% in 1H19, up only 1% pt vy oy . | Psd |l easing price
between 1H18 and 1H19, with the average price jumping 17.7% yoy to
US$90/sq m/lease term. The average leasing price in southern provinces
jumped 21.4% yoy to US$96/sq m/term in 1H19, above that in northern
economic zones which grew 11.8% yoy to US$84/sq m/term during the same
period.

In the southern economic zone, the Binh Duong province remains the most
favoured industrial location, with its occupancy rate rising to 97% in 1H19 from
76% in 1H18. It saw the highest growth in leasing price, which surged 54.6% yoy
to US$102/sq m/lease term in 1H19. Tay Ninh province registered the highest
growth in occupancy rate, which rose to 90% in 1H19 from 55% in 1H18.
Leasing price in Tay Ninh jumped 31.1% yoy to US$61/sq m/lease term in 1H19.
Ho Chi Minh City (HCMC) and Dong Nai province were also hotspots for
industrial land lease, with the occupancy rate reaching 92% and 93% in 1H19,
up 18% pts yoy and 16% pts yoy, respectively. Industrial land in HCMC had the

Analyst(s
ysts) highest price, at US$150/sq m/lease term in the 12-month period ending Jun
Nhan LAI, CFA . . . ..
T (84) 914 450 879 2019, while leasing price at Dong Nai increased 21% yoy to US$92/sq m/lease
E nhan.laithanh@vndirect.com.vn term. Long An province had a stable occupancy rate of 83% in 1H19, up only
3% pts yoy, while the leasing price soared to US$114/sq m/lease term in 1H19,

T (84) 909 283 119
E bach.phannhu@vndirect.com.vn
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Figure 113: Southern IPs land occupancy in 2018-19 Figure 114: Southern IPs land price in 2018-19 (US$/sq m/lease
term)
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In the northern region, while Hanoi and the provinces of Bac Ninh, Hung Yen
and Hai Duong saw a positive growth in occupancy rates, up 7% pts yoy in 1H19,
Hai Phong and Vinh Phuc saw lower occupancy rates, down 8% pts yoy and
10% pts yoy in 1H19 respectively. The highest leasing price growth in Northern
provinces was in Hai Duong, where the price jumped 29.4% yoy to US$67/sq
m/lease term. Hanoi had the highest leasing price at US$114/sq m/lease term
thanks to its central location among economic zones. Hai Phong city and Bac
Ninh provinces recorded high leasing prices, at US$93/sq m/lease term and
US$87/sq m/lease term, respectively, thanks to a strong industrial base and
good infrastructure.

Figure 115: Northern IPs land occupancy in 2018-19 Figure 116: Northern IPs land price in 2018-19 (US$/sq m/lease
term)
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Most of listed IP operators posted stellar performance in FY19

The listed IP companies saw an increase in their land sales and prices in 2019.
Aggregate revenue of the top-10 listed IP companies jumped 32.21% yoy while
aggregate net profit surged 87.7% yoy in 9M19, well above the overall Vietham
equity market revenue and net profit growth of 6.0% yoy and 10.5% yoy,
respectively.
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Figure 117: Listed | P compani esd r eveFigure1ll8: Listed | P companiesd net
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Abundant supply in 2021

According to Jones Lang LaSalle, 615ha of industrial land will be put in
operation in FY20F. In FY21-23F, more than 9,793ha of industrial land supply is
expected to enter the southern market, and approximately 13,000ha of industrial
land will enter the northern market.

Although registered FDI fell 9.4% yoy 2019, FDI in the manufacturing
sector rose 24.1% yoy

Figure 119: FDI into southern provi ncFigure120: FDI into northern proving
price and occupancy rate growth prices and occupancy rate growth
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Vietnam is still a hotspot with low operating costs and tax incentives

The US-China trade war has accelerated the trend of factory relocations from
China in 2019, as evidenced by the sharp FDI increase from China and Hong
Kong into Vietham in 9M19. The A Chi na pl us Ilos redltedsih anat e
expansion in manufacturing operations from China to other neighbouring
countries in a bid to diversify risks and enjoy lower wage costs, which in turn
creates major opportunities for IP companies in ASEAN countries as they benefit

from high FDI inflows over the next few years, in our view.

Compared to other neighbouring countries (the Philippines, Indonesia, Malaysia,
Thailand and Myanmar), in terms of industrial attraction, Vietnam is still the hot
destination for company migration due to its low operating costs. Although
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Vietham6 s$ndustrial land price rose sharply in 2019, the country still offers an
average price of US$103.5/sq m/lease term, the second-lowest price in the
region after Myanmar. In Vietham, workerséwages are only half that of those in
Thailand and Malaysia. Only Indonesia has better electricity prices than Vietham
for business, while Vietnam is the cheapest in terms of industrial
warehouse/factory costs vs. Malaysia and Indonesia.

Beside the low operating costs, Vietnam cut its Corporate Income Tax (CIT) to a
20% flat rate in 2016, from 22% previously, for all domestic and foreign
companies to bolster its attractiveness as a manufacturing hub. Moreover,
companies in industrial zones also enjoy many incentives, such as tax
exemption/reduction and visa exemption. Common tax incentives for companies
in IPs include tax exemption for two to four years, tax reduction for the next three
to 15 years and import duty exemption.

Figure 121: Comparative matrix in operating cost and CIT

Operating cost CIT
Electricity price for Industrial warehouse/factory

business cost
0.11 na
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wage
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Land price
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121.5

Philippines

Indonesia 296 504
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SOURCES: VND RESEARCH, SAVILLS, JLL, Mifer Myanmar

FTAs will attract more FDI inflows, while EVFTA opens a new gateway for
FDI

A total of 12 FTAs were in force as at Oct 2019, while another FTA with the EU
(EVFTA) was signed on 30 Jun, 2019. The EVFTA has to undergo an internal
approval process in the EU and Vietham before coming into force.

Vietnam is increasingly taking advantage of FTAs to boost its economy.
According to the Ministry of Industry and Trade data, the export value subject to
FTA tariff incentives in 2018 reached US$46.2bn, or 39% of the total export
value earned from the markets which signed FTAs with Vietham, and an
increase of 5% yoy. Indiaé snarket has the highest rate of incentive utilisation
from ASEAN-India Free Trade Area (AIFTA), at 72%, followed by Chile and
South Korea with 67% and 35%, respectively.

Figure 122: FTA utilisation rate (%) Figure 123: Tax rate of goods in GSP and EVFTA (%)
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SOURCES: VND RESEARCH, Ministry of Industry and Trade SOURCES: VND RESEARCH, Eurostat, WTO

The export tax on goods from Vietnam to the EU will be eliminated after the
EVFTA comes into effect, or after a short time (maximum of seven years). This
is the highest level of commitment that Vietham has achieved under the FTAs
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signed so far. Currently, just over 42% of Vietham's exports to the EU enjoy the
0% tax rate under the Universal Preferential Tariff (GSP). The National Center
for Socio-Economic Information and Forecast (NCIF) estimated EVFTA could
help Vietham's GDP increase by 4.3% by 2030. Vietham's exports to the EU by
2030 are expected to jump 44.4%. The EVFTA will help motivate manufacturing
investment companies to come to Vietnam, helping maintain strong FDI inflows
into the Southeast Asian nation in the coming years, in our view.

Local busi nessesbd tsoincrelasing namil positive economic
outlook

Having achieved GDP growth of 7.3% in 3Q19, we expected Vietnam could
maintain strong growth in 2020. Fitch Solutions group has revised up its GDP
growth forecast for Vietnam to 6.9% in FY19F, from 6.5% previously, while
forecasting 6.8% growth for FY20F. This positive economic outlook could
support production and consumption. The stabilisation of the Vietnamese
currency, the dong, and higher exports are boosting local businesse s
confidence and may support the expansion of domestic land lease areas in IPs.

0

New pol incwi roonnneent al wiplrloterchamne

gual ity in ®he | ong run

Apart from rapidly increasing FDI into Vietham over the last two years, FDI
projects from China and HK hav e rai sed t he gover
environmental protection and, going into 2020, projects have to meet more
rigorous regulations. The Pol i tburo of Vietnambs
Resolution 50-NQ/TW in Aug 2019, which denies approval to the projects that
use outdated technology causing environmental pollution. We believe the
resolution will increase the approval time for FDI projects and make some
investors change their investment decisions, which may result in lower FDI in the
short term. However, in the long term, FDI quality should improve towards high-
tech and moremafngfaeturing.
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Figure 124: Key
key sectors are heavy polluters, such as textile, chemicals and lower index means higher pollution

occupiers
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* Rubber and Plastics Products x
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by s eesobme s Figure 125: Most polluted manufacturing sectors in Vietnam -

Rank Industry sector (VSIC-4) Air Land Water Index
Fertilizers and nitrogen compounds 11 3 4 6
Footwear 7 4 11 7
Basic iron and steel 11 4 13 9
B_asm chemicals (except fertilizers and 16 7 9 11
nitrogen compounds)

Processing and presening of fish and 10 7 17 11
fish products

Plastics products 17 7 12 12
Pulp, paper and paperboard 11 30 5 15
Casting of non-ferrous metals 26 5 15 15
Other chemical products 26 13 15 18
Forging, pressing, stamping and roll- 28 11 15 18

forming of metal; powder metallurgy

Corpogawvwernance remains»a major

Acquiring land bank and obtaining development permits is a complicated
process and often involves non-transparent practices. Many IP development
companies are owned by the central or provincial governments, with complex
cross-ownership links, such as Sonadezi-related group of stocks owned by Dong
Nai People's Committee, Becamex JSC (BCM VN) owned by Binh Duong
People's Committee and rubber group stocks (GVR VN, NTC VN, SIP VN and
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PHR VN) owned by the Commission for Management of State Capital at
Enterprises. Such ownership structures could result in corporate decisions at the
cost of minority shareholders.

IP companies may sometimes be under pressure to undertake an initial public
offering (IPO) as the government attempts to reduce state ownership, but such
IPOs have the side effect that managers of the transformed entity may not work
for the best interests of minority investors, given that the state will still hold a
majority stake after the IPO. There is also the risk that investment decisions can
sometimes be made for projects outside of the company's business scope, thus
resulting in losses.

St ockk:pikKcBC (KBC VWNDWAWH,d500)P f or
l and bank, robust earnings ¥»rosp

We believe that most of the listed IP names are expensive. However, KBC is

well positioned to capture the growing demand for industrial properties (IPs),
triggered by a surge in FDI i n ¥YBCehash a m
several tech giants in its tenant portfolio, with its Que Vo and Trang Due IPs as

the local manufacturing hubs for South Korean tech companies like Samsung
Electronics Vietnam and LG Electronics, and 2) it has the second-largest land

bank (864ha) among listed peers in Northern Vietnam.

Company Name

Investment & Ind
Viglacera Comp J
Kinh Bac City De
Sonadezi Comp
Saigon Vg Inves
Hico Comp Jsc
ltaco

Nam Tan Uyen
Sonadezi Chau Du
Industrial Urban
Tan Binh Import
Hiep Phuoc Indus
Sonadezi Long Th
Long Hau Comp
Winh Phuc Infras
Tin Nghia Indust
Binh Long Rubber
Bao Thu Dewelopm

Average
Median

Figure 126: IPs peer comparison
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NiA NR 1,338.9 NIA NiA NiA NIA N A NiA NiA N/A NIA N/A NI A
NiA NR 38.3 48 127 107 1.2 12 105 120 5.8 5.8 5.0 46
17,500 ADD 322 7.0 8.5 7.2 0.8 0.7 5.0 10.2 6.5 6.6 6.3 59
NiA NR 289.2 NIA NIA NI A NiA NIA NIA NI A, NiA NiA N/A NS A
N/A NR 285.9 NIA NIA NI A, NIA NIA NIA Ni A, NiA NIA N/A N/ A
N/A NR 243.4 NIA NIA NI A, NIA NIA NIA Ni A, NiA NIA N/A N/ A
N/A NR 118.2 2773 NIA NI A NIA NIA NIA NI A NiA NIA N/A NS A
NiA NR 115.0 1255 NIA NI A NiA NIA NIA NI A, NiA NiA 5.8 5.3
N/A NR 78.1 NIA NIA NI A, NIA NIA NIA Ni A, NiA NIA 5.8 5.3
N/A NR T34 21.3 NIA NI A, NIA NIA NIA Ni A, NiA NIA
N/A NR 38.6 233 NIA NI A NIA NIA NIA NI A NiA NIA N/A NS A
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N/& NR 34.2 30.4 MNiA Ni A NiA NiA MNIA Ni A N NiA N/A N/ &
N/& NR 33.0 41.2 MNiA Ni A NiA NiA MNIA Ni A N NiA N/A N/ &
N/A NR 271 16.3 NiA NiA NiA NiA NIA NiA Ni& NiA N/A N/ &
NiA NR 24.4 14.0 5.2 Ni A 1.0 NiA 202 Ni A 7.4 NiA 3,542.5 NI A
NiA NR 18.6 110.0 NiA Ni A NiA NiA NiA Ni A NiA NiA NiA NS A
NiA NR 2.2 NIA NIA NI A NiA NIA NIA NI A, NiA NiA N/A NS A
61.0 8.8 8.9 1.0 08 133 1A 6.5 62 7131 53
23.3 8.5 8.9 1.0 0.9 105 114 6.5 6.2 5.8 5.3
All prices are based on the closing prices on 27 Dec 2019. All estimotes for Non-roted (NR) stocks are bosed on Bloomberg consensus estimotes.
SOURCES: VND RESEARCH, COMPANY REPORTS
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BANKI NG: | nofe hecumgppdsteni ng
monetary policy

We expect credit growth to» be sl |

As at 31 Dec 2019, system-wide credit was reported to grow at about 13.1%
versus end-2018, the lowest growth rate in the past six years, and well short of
the 14.0% target set by State Bank of Vietham (SBV). The slowdown in credit
growth could be attributed to:

1) The lower-than-expected credit expansion of two state-owned lenders,
BIDV (BID, Non rated) and Vietinbank (CTG VN, Non rated). These two
banks accounted for about 25% of the lending market but posted 9M19
credit growth of 8.8% and 4.0%, respectively.

2) Stringent central bank regulations on property loans which diverted
capital demand to the corporate bond market that witnessed a sharp rise
of 40% in new issuance value in 2019.

Figure 127: We expect credit growth to inch up slightly in 2020 Figure 128: Year-to-date credit growth as at end-Sep 2019
across banks
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We expect a modestly higher credit growth of around 14% in 2020, based on the
following factors:

91 Headline inflation hitting a three-year low of 2.8% yoy in 2019 despite the hog
price spike in mid-year. Considering the higher hog price, upward
adjustments in costs of healthcare and education services, and a potential
hike in electricity tariff, we expect headline inflation to register 3.2% in 2020.
We believe benign inflation which is
create more room for SBV to slightly ease monetary policy in late-2020.

1 Although tightening control over property loans (increasing the risk weighing
of property lending, shrinking the ratio of short-term funds used for medium-
long terms loans), the central bank will continue to bolster credit to agriculture,
SME companies, high-tech firms, exports and supporting industries. As we
noted about the ramp-up in capacity expansion of local manufacturers (see
Manufacturing Industries), credit to manufacturing/supporting industries will
likely witness a strong increase to drive up the entire system growth in 2020

1 Revised GDP suggests more room for furtt
penetration rose to over 130% as at end-FY19, relatively high in the regional
context. According to the General Statistics Office (GSO) in Nov 2019, it
would revise up the size of the GDP by approx. 25.4% for the period 2011-
2018 to meet international norms and better reflect the real size and structure
of the economy. Although it will not influence the actual economic growth,

Ngoc NGUYEN some financial indicators will look better than they were before. We estimate

E(r184gc9r? 918 zdl35 direct that with a 25.4% upward revision of GDP, credit penetration will likely drop
goc.nguyendang@vndirect.com.vn to €.104-109% in the period 2018-19.

Analyst(s)
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We are cautiously optimistic abol

>

FY19F CoF has grown on the back of more stringent regulations on
funding structures and rising deposit competition

Since the beginning of 2019, we started to become concerned about the rising
cost of funds (CoF) causing headwinds for NIM expansion. On the regulatory
front, under the new rules which took effect on 1 Jan 2019, the maximum ratio of
ab ank 6 stersm Funds tised for long-term loans has been reduced to 40%, a
tighter cap than 45% previously. As a result, banks rushed to restructure their
funding sources by raising long-term deposit rates, or issuing bonds and
certificates of deposit (CDs). We saw the deposit rates across the board inch up
50-100bp from the cyclical low seen in Jun 2018. Additionally, the upward
deposit rates have also been partially driven by the buoyancy of the corporate
bonds market in 2019, which often carry higher yields.

Funding demand varies among banks, depending on their loan balance
structures and mobilisation abilities. We observe that banks with better deposit
franchises tend to be less sensitive to competition (SOCBs with a wider branch
network do look better in this regard); while medium- and small-size banks are
more vulnerable to upward CoF pressure.

Figure 129: Deposit rates inched up 50-100bp from the cyclical Figure 130: Quarterly CoF to pick up on the back of rising
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But FY19 NIM expansion not as bad as initially feared

We estimate that the average asset yields of the top-14 listed banks grew by a
strong 46bp yoy, which more than offset the 23bp yoy rise in average CoF in
2019. Consequently, the average net interest margins (NIM) of listed banks
enjoyed an expansion of about 29bp yoy in 2019, which was even greater than
the improvement of 14bp seen in 2018. Notably, after a sharp decline in FY18
NIM of CTG as the bank booked provisions for legacy debts of nearly VNDG6tr,
NIM bounced back to the normalised level in 2019. Banks with large exposures
to consumer loans, namely, TPB, HDB and VPB, together witnessed strong
FY19 NIM improvements. Only two names, EIB and BID, recorded NIM
compression in 2019.
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Figure 131: We see FY19 NIM expansion across banks despite Figure 132: NIM expansion across banks since 2016
rising funding cost

Asset yield increase (bp) CoF increase (bp) NIM expansion (bp) FY16 FY19
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SOURCES: VNDS RESEARCH, COMPANY REPORTS SOURCES: VNDS RESEARCH, COMPANY REPORTS

We are cautiously optimistic about NIM improvements into 2020F

We acknowledge that the NIM expansion across the board over the past few
years reflect the positive shift towards higher-yielding business activities, i.e.
consumer and retail loans, among Viethamese banks.

We still see potential upside for asset yield improvements, on the back of a more
lucrative interest earnings assets (IEAs) structure and sustained growth in retail
lending. The share of customer loans in IEAs of listed banks has grown
significantly in the past few years. Meanwhile, the government bond balance has
been shrinking amid the precipitously fall of G-bond yields since 2014.

We still see room for further growth in retail banking and believe a retail-debt
crisis in the near term is less likely, in light of a relatively benign economy.
Viethamé setail banking only started to grow in 2015, and in this early stage of
retail banking evolution, banks are differentiating themselves by launching more
sophisticated products, such as cash and liquidity management tools for SMEs.
We believe in the next steps, banks have the opportunities to cross-sell to
existing customers, and introduce more fee-based products, such as
bancassurance, credit cards and private wealth management. However, the key
to winning in the retail banking game is service and customer-focused sales.
Distribution and sales capabilities are therefore critical for banks to win in this
fast-growing segment. As such, banks with bigger branch networks and a larger
customer base are well positioned to outperform their peers. We believe VCB
and MBB meet this criteria.

Figure 133: Change in IEAs structure of listed banks over the Figure 134: System-wide credit allocation and growths
years
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On the other hand, we expect the upward pressure on cost of funds will
gradually ease from mid-2020F into 2021F, based on the following factors:

(1) According to the latest Circular 22/2019, the official maximum ratio of
short-term funds used for medium- and long-term loans will be reduced
from the current 40% to 37% in Oct 2020, 34% in Oct 2021, and 30%
from Oct 2022 onwards. This roadmap is more gradual compared to the
initial plan of the SBV to lower this ratio to 30% from mid-2021. As at
end-Sep 2019, according to the SBV, the ratios of short-term funds used
for medium- and long-term loans of SOE banks and private banks were
30.0% and 30.1%, respectively, still broadly in compliance with the new
threshold and allowing banks more room to restructure their lending
portfolio.

(2) Webelieve the SBV6s policy rate cut
ceiling of deposit rates for short-term tenors in 4Q19 will gradually be
passed through to the banksé deposi
across tenors started declining since Nov 19.

However, banks should still manage to deal with the rising CoF in the 1H20 due
to the impact of high price of deposits for maturities exceeding 12 months.
Overall, we estimate a decrease of about 50bp yoy of deposit rates over 2020F.
Consequently, we forecast an increase of 6bp in average CoF of banks under
our coverage in FY20F, and a modest rise of only 4bp in FY21F. Average NIM of
banks under our coverage is estimated to expand by 12bp in FY20F and 11bp in
FY21F, respectively.

Figure 135: Forecast CoF and NIM of banks under our coverage
CoF increase (bp) NIM expansion (bp)

FY20F FY21F FY20F FY21F
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However, the NIM improvement trend will likely be rather uneven across
individual banks, as their sensitivity to competition for deposits and need for
funding mobilisation vary widely. We expect:

91 banks with a lower ratio of short-term funds used for medium-and-long-term
loans, to have better funding flexibility (e.g. TCB, BID and HDB);

1 banks with better deposit franchises to be less sensitive to competition
(SOCBs with a wider branch network do look better in this regard); and

1 banks with a high current account, savings account (CASA) ratio (e.g. VCB,
MBB and TCB) should be in a better position to manage the rising cost of
funds.
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Figure 136: Ratio of short-term funds used for medium- and Figure 137: CASA across banks (as at end-3Q19)
long-term loans, as of end-2018
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Basel 'l on ®he doorstep

Sixteen local banks were approved to apply Basel Il before 1 Jan 2020 when
Circular 41/2016 became effective. BID became the last local bank to have been
approved for Basel Il by the SBV in Nov 2019. The other banks are VCB, VIB,
MBB, TCB, ACB, VPB, HDB, LPB, TPB, MSB, OCB, Seabank, Nam A Bank,
Viet Capital Bank, and Vietbank. In addition, Shinhan Bank and Standard
Chartered Bank were the two foreign banks to have been approved to apply
Basel Il.

As of end-3Q19, the capital adequacy ratio (CAR) of the system was 12.02% (vs.
12.23% at end-2018), with the CAR of private banks at 10.81% (vs. 11.46% at
end-2018), whereas the CAR of state-owned commercial banks (SOCBs) was
much lower at 9.78% (vs. 9.32% at end-2018). Private banks have been able to
maintain a higher CAR as they have more freedom in terms of capital raising
and dividend payments, while SOCBs have to pay cash dividends as requested
by the Ministry of Finance and the approval process for capital raising at SOCBs
is often lengthy due to pricing issues.

Raising capital differs significantly between SOCBs and private banks. During
2018-19, private banks were raising capital very actively, with a series of new
IPOs, private placements, rights issuances, and bond issuances. As for SOCBs,
while Vietcombank was approved to apply Basel Il a year ago, BID was only
recently approved to apply Basel Il after successfully selling a 15% stake to
Sout h KKEBd&and 8ank; in contrast two SOCBs, CTG and Agribank,
have not been approved to apply Basel 1l in 2019.

In fact, capital adequacy remains an issue at SOCBs. SOCBs do not have many
options for capital raising as they are required to pay cash dividends and the
approval for private placement takes a very long time. In addition, a rights issue
is not an option as the SBV is the main shareholder of SOCBs, but the

government wi || not use the state bud:i
SOCBs account for <c¢. 50% e f&nd whilethes gapitale mod

cannot qualify for Basel I, we view that Basel Il cannot be applied for the whole
system by 2020 and SBV will certify banks as Basel ll-compliant on a case-by-
case basis. We expect capital raising to remain a critical issue in 2020F.
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KEY CHARTS: Banking 2020F outlook
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Stock picks: »™BB & ACB

We maintain Neutral on the banking sector in 2020 based on market-weight
rating. We maintain Hold on VCB, the largest bank by assets under our
coverage,aswe bel i eve the bankds potenti al

However, we believe each bank has its own unique combination of challenges
and opportunities. We prefer banks with the following characteristics: 1) good
exposure to and strong ability to capture the opportunities from retail lending and
non-interest income activities; 2) well-positioned to offset the challenges from
rising funding costs; and 3) good asset quality to buffer against the risks of rising
system-wide NPL ratio. Our top picks in the banking sector are MBB and ACB.

Risks to our call

Inflation risk might limit credit growth. Headline inflation has remained under
control, on average at 2.8% yoy in 2019, below the go v e r n mtarget dj 4.0%
and the 3.5% spike in 2018. However, we saw higher food costs, particularly
pork prices due to the culling to control the African Swine Fever outbreak,
pushing food inflation to a record high in 4Q19. Food inflation was 4.1% yoy in
2019, the highest in three years. We expect inflation to pick up to 3.2% in 2020.
However, should hog prices increase dramatically in 2020, lifting inflation close
to 4% - the target set by the SBV - we believe the central bank would then
priortise inflation control.

Bank

Agricultural Bank of China
Bank of China
China Merchants Bank
Bank of Communications
China Banks average
ICICI Bank
Axis Bank
Indusind Bank
Yes Bank
India Banks average
Bank Central Asia
Bank Rakyat Indonesia
Bank Mandiri
Bank Negara Indonesia
Indonesia Banks average
Malayan Banking Bhd
Public Bank Bhd
Hong Leong Bank
BIMB Holdings
Malaysia Banks average
Kasikornbank
Siam Commercial Bank
Bangkok Bank
Kiatnakin Bank
Thailand Banks average
Vietcombank
Techcombank
Vietnam Prosperity JSC Bank
Military Commercial Joint Stock Bank
Asia Commercial Joint Stock Bank
Vietnam Banks average
Vietnam Banks average - ex-VCB

Figure 138: Regional banks comparison (as at 27 Dec 2019)

3-yr
Bloomberg Recommen Closing Target Market P/BV (x) P/E (x) Forward ROE
Code dation Price Price Cap CAGR EPS

(local curr.) (local curr.) (US$m) FY19F FY20F FY19F FY20F FY19F FY20F
1288 HK ADD 3.43 420 202,621 0.6 0.5 4.4 4.2 4.8% 12.6% 12.2%
3988 HK ADD 3.36 430 163,551 0.5 0.5 4.2 4.0 52% 11.5% 11.2%
3968 HK ADD 40.50 49.50 149,994 1.5 1.3 8.0 6.8 16.0% 16.8% 17.2%
3328 HK ADD 5.61 6.70 63,266 0.5 0.5 4.3 3.9 6.8% 11.3% 11.1%
0.8 0.7 5.2 4.7 8.2% 13.0% 12.9%
ICICIBC IN ADD 549.40 560.00 49,792 3.1 2.8 20.8 17.2 89.8% 10.1% 14.1%
AXSB IN ADD 760.15 950.00 30,027 2.5 22 158 112 57.9% 8.0% 14.8%
11B IN ADD 1,524.90 1,800.00 14,806 3.0 2.5 14.2 11.3 37.2% 17.7% 19.4%
YES IN ADD 48.00 100.00 1,715 0.4 0.4 7.1 3.3 28.3% -0.8% 6.1%
2.3 2.0 14.5 10.8 53.3% 8.8% 13.6%
BBCA IJ ADD 33,375 34,700 59,058 4.8 4.3 25.5 22.5 12.8% 17.7% 17.8%
BBRI 1J HOLD 4,430 4,200 39,218 2.7 2.4 14.2 12.6 10.5% 17.8% 18.0%
BMRI 1J ADD 7,775 8,400 26,041 2.0 1.9 11.7 10.2 12.7% 15.1% 16.9%
BBNI 1J ADD 7,925 8,600 10,607 1.3 1.1 8.4 7.5 9.9% 13.9% 14.2%
2.7 2.4 14.9 13.2 11.5% 16.1% 16.7%
MAY MK HOLD 8.66 8.83 23,655 1.2 1.2 120 113 1.2% 9.8% 9.9%
PBK MK ADD 19.90 23.10 18,772 1.8 1.7 13.7 13.1 2.0% 13.0% 12.6%
HLBK MK HOLD 17.60 17.00 9,270 1.4 1.3 13.2 12.2 8.9% 10.4% 10.2%
BIMB MK HOLD 4.42 4.33 1,895 1.4 1.2 9.3 8.6 7.8% 14.5% 14.1%
1.4 1.3 12.0 11.3 5.0% 11.9% 11.7%
KBANK TB ADD 150.00 191.00 11,909 0.9 0.8 8.3 7.5 7.7% 9.8% 10.3%
SCB TB ADD 119.50 145.00 13,460 1.0 0.9 9.1 8.4 6.8% 11.2% 10.7%
BBL TB ADD 159.50 207.00 10,100 0.7 0.7 8.1 7.9 3.0% 82% 8.3%
KKP TB HOLD 66.00 69.00 1,854 1.3 1.2 8.9 8.2 4.1% 13.6% 14.0%
1.0 0.9 8.6 8.0 5.4% 10.7% 10.8%
VCB VN HOLD 90,500 92,200 14,478 3.9 3.1 12.2 9.7 31.9% 23.1% 23.5%
TCB VN ADD 23,200 27,400 3,503 1.3 1.1 7.6 6.4 14.6% 16.5% 16.1%
VPB VN ADD 19,700 25,800 2,071 1.1 0.9 4.7 4.1 17.1% 20.0% 21.2%
MBB VN ADD 20,900 34,300 2,097 1.3 1.1 5.3 4.4 21.3% 20.5% 20.3%
ACB VN ADD 22,700 30,400 1,622 1.4 11 5.3 4.6 15.7% 24.3% 22.9%
1.8 1.5 7.0 5.9 20.1% 20.9% 20.8%
1.3 1.1 5.7 4.9 17.2% 20.3% 20.1%
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TECHNOLOGY: |l ncreasing deman

The rise of Vietnams competiti v

Despite the sizable market share of India and China in offshore development,
Vietnam is quickly emerging as a software outsourcing destination. The country
has increasingly become a target for outsourcing which has raised competitive
concerns among its Indian counterparts as companies like Intel (INTC US, Not
Rated, CP: US$59.62), IBM (IBM US, Not Rated, CP: US$132.81), Samsung
(005930 KS, ADD, TP: W60,000, CP: W55,800), Nokia (NOKIA FH, Not Rated,
CP: 30)&nd Microsoft (MSFT US, Not Rated, CP: US$157.59) continue to
invest in Vietnam.

Figure 139: Vietnam ranked 5/50 on Business Process Figure 140: Vietnam is still a preferred outsourcing destination
Outsourcing (BPO) in 2019 - 1 place higher than in 2017 with competitive labour costs vs. neighbouring countries
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SOURCES: A.T. KEARNEY GLOBAL LOCATION INDEX SOURCES: AGILEENGINE

Vietnam is gaining recognition as a low-cost quality software maker in Asia.
FPT6s management said that out98% cheaper ng
than developing software in the US. The cost of outsourcing software
development in Vietnam is just 50-70% of the prices quoted by Indian rivals.
According to a survey of Agileengine (Unlisted) i a privately owned software
development company in Washington, DC i based on the average billing rates
that offshore software development companies charge, the average income per
hour of junior and senior staff in Vietham is US$14 and US$20, respectively,
much lower than that of competitors such as Malaysia, China and India. We
believe these are convincing figures that could draw offshore development to
Vietnam.

Besides, Vietnam has a population of over 97.8m and the average age is 31
years old as at 08 Dec 2019. The young generation of skilled workers is highly
motivated and technologically advanced. This dynamic generation provides a
great pool of skilled software developers to meet the growing demand for
offshore development. Each year, more than 40,000 technical engineers
graduate from universities. With improved education, many young Vietnamese
have also learned to speak English.

Viethnam also has several time zones, which makes it convenient for companies
in Australia, Japan and other major economies, such as European nations. It is
easy to communicate during business hours and Vietnam is only a short flight
away from major cities in Asia. Even countries like the US and Canada are using

Viethamese companies for IT outsourcing. The different time zones work in

everyoneods f avompletedevernightor k i s
Analyst(s) These are a few reasons that we believe Vietnam is one of the best locations in
Toan CHU terms of global competitive positioning and technological sophistication.

T (84) 94 519 9218
E toan.chuduc@vndirect.com.vn
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WISDOM

Digital transformation is the process of
integrating digital technology into all
aspects of business, requiring
fundamental changes in technology,
culture, operations and value delivery.
The four technologies, including Cloud
Computing, Mobile, Social and Data
Analyticsm were the foundation for
digital innovation in most
organisations until recently. Today,
Artificial Intelligence (Al), Internet of
Things (10T), Blockchain and Natural
Interfaces (e.g. 3D printing, Virtual
Reality, Augmented Reality, etc.) are
further accelerating Dx.

Growing gl obal demand f o»

According to International Data Corporation (IDC), global spending on Dx
projects of US$1.07tr in 2018 is estimated to grow to US$1.25tr in FY19F
(+16.8% yoy) and to US$1.97tr in FY22F, registering a CAGR of 16.6%. IDC
said 38% of all technology spending was on Dx, and that two-thirds of all firms
have deployed IT initiatives in support of the process. Whereas, according to
Gartner, FY19F spending on traditional IT Services will rise 4.5% yoy to a record
of US$1.03tr. Thus, the revenue growth rate for Dx is four times higher than that
of traditional IT services, suggesting vast potential opportunities in the market, in
our view.

Figure 141: Evolution of digital innovation

Autonomous Systems
“"HyperComplexity @ Scale”

Exponential Al

tie * Quantum
Computing
o AUTONOMY + BloDightal Integration
* loT
» Blockchain /
* Natural
Interfaces
New Technologies & Delivery Model |;
IT Access @ Scale / We
- Cloud Va Are
e “ Here
EXPERIMENTATION

2007

>

2015 2023

SOURCES: IDC

9.3%

6.9%
11.7% \

= USA China
= Western Europe

= Japan = Others

Figure 142: Dx spending by region in 2019
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Figure 143: Dx spending by industry in 2019
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According to IDC, the United States and China will be the largest markets for Dx
spending, delivering more than half of the total globally in 2019. In the United
States, leading industries will be discrete manufacturing (US$63bn), professional
services (US$37bn) and transportation (US$34bn), with Dx spending focused on
IT services, applications, and enterprise hardware. In China, industries spending
the most on Dx will be discrete manufacturing (US$55bn), process
manufacturing (US$31bn), and state/local government (US$21bn). These
figures show that Dx demand spreads across different countries and industries.
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Some industries in Vietham are
digitalising rapidly, including e-
commerce, tourism, construction,
agriculture and finance. These
industries show high potential for
Vietnamdéds digital
coming years.

We believe domesti omeoademnianat i
governmehtcy could create mor»

According to Fitch Solutions, IT spending in Vietnam is estimated to increase by
14% in 2019 to a total of VND134tr. Enterprise IT demand growth in Vietham
over 2019-2023 will be driven by both the adoption of basic informatisation and
more advanced solutions. There are large numbers of SMEs with no or very low
levels of informatisation, meaning there is huge potential for growth in spending
on hardware, software and services, in our view. Meanwhile, for larger
enterprises, the penetration rate of Enterprise Resource Planning (ERP), Supply
Chain Management (SCM) and Customers Relationship Management (CRM)
software solutions is still far below that of developed markets.

Figure 144: Vietnam IT Industry i historical data and forecasts

Indicator 2017 2018 2019F 2020F 2021F 2022F 2023F
IT market value (VNDbn) 106,486 117,550 134,024 153,794 173,902 196,732 221,595
IT market value, % of GDP 2.1% 2.1% 2.2% 2.3% 2.3% 2.3% 2.4%
Computer hardware sales (VNDbn) 32,694 31,286 33,170 36,535 37,674 39,540 41,423
Personal computer sales (VNDbn) 19,457 18,439 19,472 21,548 22,046 23,015 24,117
Software sales (VNDbn) 13,201 15,574 18,804 22,763 26,865 31,779 37,676
Senices sales (VNDbn) 60,591 70,691 82,050 94,496 109,363 125,413 142,496

Fitch Solutions forecasts the computer hardware segment to return to growth in
2019 after a multi-year contraction, but continue to be an underperforming
category in the market because of the squeeze on retail PC demand due to use
case cannibalisation by smartphones. Fitch Solutions also forecasts the software
and services segments continued to outperform in 2019 as the private and
public sectors continue to modernise, generating demand for application and
system software, system integration, consulting, training and data hosting
services.

Figure 145:Vi et namese enterprisesd s peVianamgross or
value added)

Sector 2017 2018 2019F 2020F 2021F 2022F 2023F
Agricuture 17.05%  17.21%  17.37%  17.52%  17.65%  17.78%  17.89%
Mining 8.30% 8.20% 7.44% 6.74% 6.11% 5.54% 5.02%
Manufacturing 17.03%  16.73%  16.46%  16.19%  15.94% 15.72%  15.51%
Construction 6.37% 6.49% 6.68% 6.82% 6.96% 7.08% 7.19%
Finance 6.08% 6.29% 6.39% 6.49% 6.58% 6.66% 6.73%
Real estate 5.32% 5.66% 5.69% 5.71% 5.72% 5.74% 5.75%
Other senvices 4.63% 4.78% 4.85% 4.93% 5.00% 5.06% 5.11%
Utilities 5.40% 5.41% 5.41% 5.41% 5.42% 5.42% 5.42%
Trade & tourism 16.16%  15.93%  16.15%  16.37%  16.56%  16.73%  16.89%
Transport & communications 3.71% 3.87% 3.90% 3.93% 3.95% 3.98% 4.00%
Public sector 9.94% 9.42% 9.66% 9.90%  10.11%  10.30%  10.48%

We expect the public sector to deliver solid momentum in IT services spending
over the medium term, including further utilisation of outsourcing, as well as the
adoption of e-government and cybersecurity solutions. Meanwhile, there will be
significant opportunities for IT vendors as part of major project spending,
including green transport, flood risk management, hospitals, utilities and the
digitisation of the broadcast industry.

O |

o

Vietnam has launcheda6d Made in Vietnam 4.0 Prograt

efforts and preparation for the fourth industrial revolution, or Industry 4.0. The
programme aims to facilitate the development of new industries and encourage
new policies, mindset and technology towards Industry 4.0 and the
g o v e r nsmdigital édconomy ambitions. In the context of the strong Dx
development, the government, organisations and enterprises in Vietham have
actively embraced and positively participated in activities to catch up with the
fourth Industrial Revolution. The government is promoting digital economic
development through a series of policies which have recently been reinforced by
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the Prime Minister's Directive No. 16/CT-TTg to increase strong access to the
fourth revolution.

The Vietnam Digital Transformation Alliance was launched by the Vietnam
Software & IT Services Association (VINASA) within the framework of the
Vietham ICT Summit 2019. The alliance comprises leading technological firms in
Vietnam such as FPT Corporation (FPT VN, Add, TP: VND74,000), Army
Telecommunication  Industry  Corporation  (Viettel,  Unlisted), CMC
Telecommunication Infrastructure Corporation (CMG VN, Not Rated, CP:
VND35,900), VNG Corporation (VNG, Unlisted), and Mobifone Telecoms
Corporation (MobiFone, Unlisted). It aims to call on large ICT enterprises,
leading experts and institutes to co-operate with the government, ministries,
public organisations and enterprises to speed up the Dx progress in Vietnam.
With strong policy support, we believe that technology will be a key industry for
government investment in the coming years.

5G technology is the new catal ysH

Figure 146: Usage scenarios for 5G technologies
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5G is the fifth generation of mobile network technology with speeds at least 10
timesgr eat er t han t od aaytiélsollodtssin anhartdiw @frUKSs and
overseas locations are already in place. It seems destined to create
unprecedented opportunities for innovation and progress in data-hungry
categories like artificial intelligence, advanced manufacturing and remote
healthcare, etc.

Vietham may soon become one of the first Southeast Asian countries to launch
5G, with | ocal telecoms firms racing
network. Notably, Viettel claimed it had developed its own core technologies for
5G networks, including chips and devices. In fact, the firm said it was aiming to
manufacture 80% of the core network infrastructure needed for the network by
2020. Meanwhile, Mobiphone, the other Viethamese mobile carrier licenced for a
5G network trial, has chosen t o go with Samsungos
another major telecoms firm likely to receive a 5G trial licence soon, has already
entered into a partnership with Nokia.

With the advent of breakthrough 5G technology, we believe technology
companies have many opportunities to develop advanced applications to
diversify products and services.
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However, we see that the competi
tel ecommunicati omi maprfkiddr desl ygr o

The level of market concentration is high with Vietham Posts and
Telecommunications Group (VNPT, Unlisted), FPT (FPT VN, Add, TP:
VND74,000) and Viettel (Unlisted) holding the majority of domestic fixed-line
broadband Internet market share (90.6% in 2017). The market share cake is
being split further by small providers such as CMC Telecoms (CMG VN, Not
Rated, CP: VND35,900) or Saigontourist Cable Television Company Limited
(SCTV, Unlisted), Saigon Postel Corporation (SPT, Unlisted). For the mobile
broadband Internet market, three giants i.e. Mobiphone (Unlisted), Viettel
(Unlisted) and (VNPT, Unlisted) hold more than 99% of market share in 2017,
according to the Ministry of Information and Communications (MIC).

2017

= Viettel

Figure 147: Vi e t n mobdlesbroadband Internet market share in Figure 148: Vi e t n a m&lme Hraadband Internet market share
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Stock picks: ,FRTOd( FIURPVM,

In a rising demand scenario in both overseas and domestic markets, we like
stocks with high potential to ride the digital transformation trend, with a strong
customer base and better mix of revenues with relatively reasonable valuations
and investor expectations. FPT is our top pick as one of the leaders in global IT
services and domestic telecommunications providers.
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Figure 149: Peer comparison
Share Target Recurrin Dividend
Company Bloomberg oSSl arketcap  PEC) gicareps  PBV(O 00 (%)g EVEEBITDA (v 0800
Ticker (local (local (US$m) CAGR (%)
curn) curn) FY19F FY20F FY19F FY20F FY19F FY20F FY19F FY20F FY19F FY20F
FPT CORP FPT VN ADD 57,600 74,000 1,686.0 11.6 10.7 8.2 2.6 2.4 234 232 6.3 5.7 3.5 3.5
Telecom
TELSTRA CORP TLS AU ADD 3.66 4.46 30,1485 16.9 15.2 0.2 2.9 2.9 17.2 195 7.3 6.7 0.0 0.0
TELEKOMUNIKASI TLKM 13 HOLD 4,000 4,250 28,388.7 19.0 16.5 14.2 3.8 3.5 205 222 6.9 6.3 3.9 4.6
MAXS BHD MAXS MK REDUCE 5.38 4.90 10,178.4 27.4 27.5 4.2) 5.9 6.0 216 216 13.3 133 3.7 3.7
INTOUCH HOLDINGS INTUCH TB  ADD 57.50 78.20 6,113.4 16.1 13.9 11.0 5.3 4.9 344 363 131 11.0 45 6.5
GLOBE TELECOM GLO PM HOLD 2,020 2,060 5,294.3 15.7 15.0 3.1 3.5 3.3 233 229 6.8 6.3 0.0 0.0
PLDT INC TEL PM ADD 988 1,780 4,200.0 9.2 8.8 (3.4) 1.9 1.9 19.8 20.8 45 4.2 6.5 6.8
Average 174 16.1 3.5 3.9 3.7 228 239 87 8.0 3.1 3.6
Median 16.5 15.1 1.7 3.7 3.4 211 219 7.1 6.5 3.8 4.1
Software & IT Services
INFOSYS LTD INFO IN ADD 729.0 820 43,527.2 17.7 16.5 9.9 4.2 4.1 237 251 116 106 4.2 3.6
WIPRO LTD WPRO IN ADD 250.3 275 20,051.0 14.4 128 9.2 2.3 2.3 171 17.6 9.1 8.4 0.3 1.2
HCL TECH LTD HCLT IN ADD 560.5 633 21,327.7 143 14.2 6.9 3.5 2.9 264 222 9.8 8.8 0.8 3.2
TECH MAHINDRA LT TECHM IN  ADD 770.4 860 10,426.1 13.9 13.9 8.7 2.9 2.8 220 203 83 8.8 2.1 3.4
L&T INFOTECH LTD LTI IN ADD 1,770.0 1,820 4,319.1 19.8 20.4 9.1 6.2 5.3 346 281 148 14.1 1.6 1.6
HEXAWARE TECHNOL HEXW IN ADD 321.6 410 1,3455 13.6 11.8 11.5 3.3 2.9 255 26.1 10.0 8.4 2.7 3.2
NIT LTD NIIT IN ADD 1,609.2 1,610 1,408.2 21.4 19.7 15.0 4.2 3.7 21.3 197 115 11.2 0.0 1.4
CYIENT LTD CYL IN ADD 408.5 635 629.8 9.4 10.0 6.2 1.7 1.6 19.6 16.6 6.1 5.9 3.7 3.5
MPHASIS LTD MPHL IN HOLD 888.5 945 2,322.6 13.7 128 8.8 2.8 2.6 20.0 20.7 10.1 7.8 3.5 4.7
MINDTREE LTD MTCL IN HOLD 792.5 740 1,828.7 14.7 19.6 5.8 3.4 3.4 249 172 9.4 9.9 4.9 2.3
L&T TECHNOLOGY S  LTTS IN REDUCE 1,485.5 1,495 2,1735 19.8 19.3 10.3 6.1 5.1 347 29.1 158 126 1.4 1.6
Average 15.7 155 9.2 3.7 3.3 245 221 10.6 9.7 2.3 2.7
Median 14.4  14.2 9.1 3.4 2.9 23.7 20.7 10.0 8.8 2.1 3.2
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POWERMiI gr att o n@gr een ener gy

Power shoouladgest i | It hlei meert »adwera d
Demand for electricity could continue to grow at a high rateé

Electricity consumption has grown rapidly in tandem with the industrialisation
and integration of Vietham into the global economy. Over the past ten years,
electricity consumption has more than doubled, from 74.8 TWh in 2009 to 192.7
TWh in 2018 (source: General Statistics Office of Vietham - GSO). This
translates into a CAGR of 11.1%, almost twicet h e ¢ o GDPtgrowtld. s

Based on assumptions of 7.0% GDP growth per year in 2016-2025F, the
Vietnam Energy Institute projects the demand for electricity to increase by 9.0%
per year over the 2019-21F period and 8.6% per year over the 2021-25F period.
Thus, we project the electricity sector will need to generate 229.7TWh by 2020F
and around 347.5TWh by 2025F.

Figure 150: Rapid rise of electricity consumption in Vietnam Figure 151: Electricity consumption in Vietnam, by user (2016)
(2009-25F)
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émeanwhile, supply is growing at a much

To meet the growing demand, Vietnam needs power capacity of 60,000MW by
2020F and 96,500MW by 2025F, according to t h e c o uevised podver
development plan (Revised PDP VII). By the end of 2018, total installed capacity
reached ¢.48,600MW (Source: Ministry of Industry and Trade - MolIT). According
to the Revised PDP VII, total capacity of the planned power sources amounts to
10,800MW during the 2019-20F period and 36,500MW during the 2021-25F
period, of which 29,200MW of coal-fired power plants are expected to be
operational in the next seven years.

We think the government will likely miss the target for power capacity

infrastructure by 2020F due to delays in power plant construction, especially

coal-fired plants (Song Hau I, Thai Binh Il, Long Phu | plants with total capacity

of 3,600MW). Based on the current project pipeline, we estimate power supply

to grow at a much slower pace than demand with a CAGR of 3.4% vs. 9.0% in

2019-21F. Lagging new capacity installation amid strong demand could create a
Analyst(s) power shortage, implying higher sales volume for current power producers with
Mai PHAM spare

T (84) 94 328 0850
E mai.phamle@vndirect.com.vn

Ethan PHAN
T (84) 96 663 6817
E trung.phanthanh@vndirect.com.vn
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capacity and higher electricity selling prices in the competitive market, in our

view.
Figure 152: Installed capacity by type (2018 & 2025F)* Figure 153: Our estimation of power supply vs. the
government's plan (MW, 2015-20F)
2%
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e Actual / Projected
= Hydropower Coalfired = Oil-fired & Gas-fired Others ™ Import Revised Power Development Plan VI
Note: * Inner circle refers to 2018 and outer circle refers to 2025F SOURCES: VND RESEARCH, VIETNAMESE GOVERNMENT
SOURCES: VND RESEARCH, REVISED PDP VI
We expieghemh utilisationtdifft hep meé

average sieclelsi nZr00
Vietham6 ghermal power plants, especially coal-fired plants, will enjoy higher

utilisation rates in 2020F under a mobilisation strategy from Vietnam Electricity
(EVN) to compensate for low hydropower output.

Coal-fired power generation has Figure 154: Electricity generation by source
gradually expanded this year to
49% of total electricity output, from
35% previously.
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SOURCES: EIA, FITCH SOLUTION, VND RESEARCH

Hydropower plants have been a fundamental driver of Viethamé slectricity
generation as they make up 35-40% of annual electricity output. In 10M19,
hydropower output plunged as the El Nino phenomenon dramatically affected
water supply to hydropower plants in certain regions. As a result, 10M19
hydropower output fell by 19.1% yoy to as low as 58.2bn kWh (Source: EVN).

For 2020F, according to a recent Columbia University forecast, the probability of

El Nino will gradually weaken to 20-30%. Thus, we expect hydropower plants to
slowly recover in 2020F. However, since it takes time forthe plants 6 r es er v c
refill (LOM19 water reserves dropped by 35.3% yoy), we believe low hydropower
output would remain a challenge until at least 1H20F.
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El Nino has a low chance of
returning in 2020F, according to
forecasts by Columbia University.

Figure 155: El Nino i Southern Oscillation (ENSO) forecast i Early Nov 2019

Early-November 2019 CPC/IRI Official Probabilistic ENSO Forecasts
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To compensate for the low hydropower supply, EVN decided to boost thermal
power generation in 2019F, especially coal-fired power on the back of (1)
cheaper coal-fired output cost (around VND1,500/kWh vs. gas-f i r
VND2,800/kwh), and (2) more stable coal supply, as a result of an increasing
supply of mixed coal (imported coal mixed with domestic coal). In 10M19, coal-
fired output jumped 34.1% yoy to an estimated 97.5bn kWh. We believe that
coal-fired plants will still replace hydropower supply in 2020F, on top of better
coal supply from Vinacomin (unlisted) and imports. Companies with a heavy
thermal power portfolio include PVPower (POW VN, Add, TP: VND18,334),
GENCO 3 (PGV VN, Not Rated) and Pha Lai Thermal Power (PPC VN, Not
Rated).

Furthermore, since thermal power (including coal- and gas-fired) is more
expensive than hydropower (average cost of VNDZ1,000/kWh), its higher
mobilisation would lead to an increase in electricity selling price in the market.

Webel i evebltgoweva i s on track for

202 0F

Attractive Feed-In-Tariff (FIT) bolstered renewable energy in 2019

Attractive tariffs of 9.35 UScts/kWh for solar power and 8.5 UScts/kWh for
onshore wind power have successfully attracted investors to the renewable
segment, especially when the tariffs for solar power are only applied to plants
that started operations before Jul 2019.

By the end of 2018, there was less than 300MW of solar power and wind energy
in Vietnam. However, by end-Jun 2019, there were 89 active solar and wind
power plants, with total capacity rising by more than 4,500 MW. Out of the 4,500
MW, wind power only contributed around 300MW, while 2,673MW came from
solar power plants in the Binh Thuan and Ninh Thuan provinces, as the region
has high wind speeds and photovoltaic power potential.
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Figure 156: Vietnamd @hotovoltaic power

potential

Long term average of PVOUT, period 2007-2018
ODallytotals: 26 30 34 38 42

Yearlytotals: 949 1095 1241 1387 1534

SOURCES: WORLDBANK GROUP, VNDIRECT RESEARCH
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Figure 157: Vietnam0 average wind speed

at 100m height
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Figure 158: Accommodative policies
regarding solar and wind power

Legal framework
Date effective

Purchase price

Tax incentives

Land use

Solar power

11/2017/QD-TTg
02/2019/QD-TTg
Before Jul 2019

9.35 cents/kWh

0% CIT (first 4
years)

0% import tax
Entitled to free
land or reduced
land use fees

Wind power
37/2011/QD-TTg
39/2018/QD-TTy
Before Nov 2020
Onshore: 8.5
cents/kWh
Offshore: 9.8
cents/kWh

0% CIT (first 4
years)

0% import tax
Entitled to free
land or reduced
land use fees

No data
<
B 45-5
Il 5-55
55-6
6-65
65-7
7-75
. 75-8
| EX

SOURCES: ENERGYPEDIA, VNDIRECT RESEARCH SOURCES: VNDIRECT RESEARCH

Until now, the pricing policy applied to solar power plants for the period following
Jul 2019 has not been finalised. Despite this, solar power capacity is still
expected to increase to 4,800MW in 2019F, while wind power is expected at
490MW, far ahead of the PDP VII Revised plan, which projected total solar
energy capacity at 850MW for 2020F, according to forecasts by the Vietnam
Energy Institute.

Low utilisation rate due to underdeveloped gridline

The phenomenal growth in solar power in 2019 was not accommodated
proportionally by corresponding gridline development. For a solar project, it
takes six months on average for construction, while it usually takes two to three
years to complete a gridline project. The gap poses many challenges to the
gridlines in Ninh Thuan and Binh Thuan provinces as the FY19-20F required
transmission capacity of 1,000-2,000MW in Ninh Thuan and 5,700-6,200MW in
Binh Thuan is much higher than the current maximum gridline capacity of
1,050MW and 900MW, respectively. As a result, some power grids were
transmitting at around 260-360% of designed capacity in Jul 19. To ensure the
safety of the power grid, EVN had to cut the utilisation rate of some solar plants
by 60% to prevent system overloading.

We expect that in 2020F, the gridline bottleneck could ease as EVN provided
some signals that the group would boost power grid development so that all the
solar power plants that joined the market before Jul 2019 can be fully utilised by
the end of 2020. Furthermore, government officials are proposing that gridlines
should be privatised, which, if approved, will help accelerate the process.

PDP VIII will benefit renewable energy in 2020-21F

In Oct 19, the government promulgated Decision 1264/QD-TTg, approving the
plan to create PDP VIII. The PDP VIII draft will be finalised in Jun 2020 and the
new master plan will looktoe x p and V iremdwabie mréergy segment.

According to the Institute of Energy, under the new master plan, Vietnam has
become more environmentally-conscious and renewable energy will be
prioritised. The government aims to expand renewable energy to 20% or even
50% of Vie t n a md powér portfalib in the next 20-25 years (from 10% in 2019)
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T until 2045. Besides, PDP VIII will also focus on developing gridlines to avoid

overloading in the future.

With this, we see a bright outlook for renewable energy ahead. We predict that
in 2020F, renewable energy supply will grow at a slower pace than in 2018,
rising by 29.6% yoy to around 7,000MW, but will slowly solidify its pivotal role in

the countryés

e | mig overitheinéxy fivegte hOeyeaast Eadyn

movers in the segment include Gialai Electricity (GEG VN, Not Rated), Bamboo
Capital (BCG VN, Not Rated) and Ha Do Group (HDG VN, Not Rated).

Weexpect

concerns

over the ga»

A number of gas field developments are set to minimise the risk of a gas

shortage

We are positive on the short-term outlook for gas supplies, thanks to additional
output from new projects, such as Wild Orchid and Sao Vang-Dai Nguyet. In
particular, the Wild Orchid field (0.7bcm p.a.) came into operation in mid-Feb
2019 and we expect this new gas field to compensate for shrinkage in gas
supply from old gas fields in Block 6.1 and 11.2. Meanwhile, the Sao Vang-Dai
Nguyet field (1.6bcm p.a.) is expected to achieve first gas in 4Q20F, according

to PetroVietham Gas 6

( Glélds TPY MIND105,700) development plan.

Other gas fields are being developed concurrently to ensure sufficient gas
supply for the southern region, such as Nam Du U Minh (2021F) and Block B-O

Mon (2023F).

Figure 159: Gas supply and demand
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Figure 160: Supply of domestic dry-gas (bcm,2013-26F)

|:| High-price supply - Low-price supply

24,000

4,000

Avg. input
price, Est.

Blue Whale ——

20,000 1

16,000 1

12,000 A

8,000 1

0
2013

LLLLLLLLRLLLY

field to start

—

operation

Sao Vang.
Dai Nquyet
field to start
operation

Block B-0
Mon field to
start operation

14 15 16 17

18E 19F 20F 21F 22F 23F 24F 25F 2026F

LNG-fired plants in line with upstream projects

In Oct 2019, Thi Vai i Vung Tau LNG terminal started construction. Additionally,
PV Power plans to invest in two LNG-powered plants, Nhon Trach 3 (NT3) and
Nhon Trach 4 (NT4), which are scheduled to commence operations in 2022-24F.

We estimate they cou | d

| i ftotal c&paritydbg more than one-third from
4,205MW currently to 5,705MW.

The next project in the pipeline is Son My LNG terminal which is estimated to be
operational by 2024F. This terminal will provide LNG for the Son My 2 power
plant (2,200MW) and Son My 1 plant (2,000MW) which is expected to be

operational in 2027F.

st
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Figure 161: LNG import terminal project

®
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SOURCES: MOIT, VNDIRECT RESEARCH

Stock :piWwWks |Iike POW as it st an
cmti nued strong demhedmahindpdwarwny
>

We like PVPower as its diversified portfolio of power plants across the country
provides a natural hedge against changes in the competitiveness of key input
commodities such as gas, coal and fuel oil. We think POW is more competitive
compared to domestic peers as: 1) high mobilisation of thermal power expected
in 2020F should benefit POW as 92.7% of its generation mix comes from
thermal power, 2) the removal of the take-or-pay gas pricing policy in 2019F
could raise costs for other gas-fired power plants, and 3) other new thermal
power plants could boost electricity prices in Vietnam when they enter the
market from 2020F onwards.

We forecast P O Wigse by 1@8% inpRY20F and 5.3%oin FY21F,
mainly driven by a gradual improvement in utilisation for its coal-fired plant as
well as lower depreciation of the NT1 gas-fired plant.

Figure 162: Vi et namdés power peer comparison
3-year

Company Ticker Recom. Price TP Mkt cap P/E (x) EPS P/BV (x) EV/EBITDA (x) ROE (%) D/E

LC$ LC$ US$m CY19F CY20F CAGR (%) CY19F CY20F CY19F CY20F CY19F CY20F (x)
Regional listed power plant
HAI Phong Thermal Power JSC HND VN NR 13,500 na 291.3 15.9 8.0 6.2 1.2 na na na 7.8 7.9 115.2
Pha Lai Thermal Power JSC PPC VN NR 27,300 na 377.7 8.6 9.5 25.9 1.5 na 7.7 7.6 172 16.3 -14.0
Gunkul Engineering PCL GUNKUL TB ADD 3.0 51 883.8 11.3 9.7 na 1.9 1.6 9.0 8.3 17.4 17.8 232.7
Malakoff Corp Bhd MLK MK HOLD 0.9 1.0 1,041.9 16.3 14.3 -16.7 0.7 0.7 5.5 5.1 4.5 5.2 151.6
An Hui Wenergy Co Ltd 000543 CH NR 4.6 na 1,488.0 9.2 8.2 77.9 0.8 5.9 8.1 7.4 8.4 9.2 66.3
CK Power PCL CKP TB NR 5.0 na 1,348.1 99.0 26.5 105.6 1.7 3.3 183 16.3 1.8 6.3 80.7
Banpu Power PCL BPP TB HOLD 17.6 25.0 1,780.9 8.4 6.4 -19.8 1.2 1.1 137 8.8 145 174 150
Global Power Synergy PCL GPSC TB NR 84.5 na 7,902.2 40.4 279 17.3 45 434 238 196 10.1 7.3 29.7
Average 1,889.2 26.1 13.8 28.0 1.7 93 123 104 102 109 84.6
PetroVietnam Power Corp POW VN ADD 11,750 18,334 1,187.5 10.5 9.5 8.1 1.0 0.9 5.6 5.4 11.4 12.1 61.5

SOURCES: VNDIRECT RESEARCH, CGS-CIMB RESEARCH, BLOOMBERG (Data as at 27 Dec)
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OlL & GAS: Awaiting the revi
projects

We expect flat gl obal ®2rude oil
Weak demand growth in a well-supplied market

Brent crude oil price averaged Figure 163: Movements in Brent crude oil price (US$/bbl) in 2019
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Figure 164: Crude oil demand-supply balance (mbd) Figure 165: Brent crude oil price forecasts by some large
institutions (US$/bbl)
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Fundamentally, we expect the global crude oil market to remain balanced in
2020F, with oil price ranging from US$62-64/bbl, down 0-3% from 2019.

On the demand side, we expect global oil consumption growth to bottom at 1%
yoy in 2019F and edge up slightly to 1.2% yoy in 2020F, after being revised
down earlier by large financial institutions such as International Energy Agency
(IEA), U.S. Energy Information Administration (EIA) and the Organisation of the
Petroleum Exporting Countries (OPEC) on concerns over an economic
slowdown. According to IEA, higher growth would be mainly seen in the non-
OECD countries (+1.8% yoy), especially emerging markets in Asia and Africa.

Analyst(s) On the supply side, the price is supported in the short term by a further
Mai PHAM production cut of 500kbd from OPEC, which will last until Mar 2020F when the
T ) 20 Sl a5 group meets again for a review. As we expect OPEC to partly reverse its total

E mai.phaml direct.com. . S X .
TED L TE1 S e G 1.7mbd cut in 2H20F to maintain a certain market share, we believe strong
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growth in non-OPEC production, expected at 2.2mbd (Source: IEA), would keep
a lid on prices. While the recent news on Phase 1 agreement between the US
and China could provide some relief for short-term demand, we think it might not
be enough to counter an oversupplied market in 2020F.

Our base case indicates Brent crude oil price at US$62/bbl in 2020F, with Saudi
Arabia being the market-balancing factor, juggling between maintaining the
production cut to support price and Saudi Ar amcoés ( ARAMCO AB,
post-IPO prospects, and bearing a higher risk of losing market share.

Risks to our forecasts include further deterioration in global economic growth

and faster scale-up of shale oil production. Upside risks to our forecasts are
positive news about the US-Chinatrade di s put es wanndd febvleanctks
could trigger temporary supply disruptions.

Upstream activities to continue to recover
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Figure 166: Global upstream oil and gas investment
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Figure 167: Global liquid supply curve i Brent breakeven price
(US$/bbl)
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Global oil discoveries almost halved
to ¢.7bn tonnes of oil equivalent
(btoe) in 2017 from the 2004-14
average due to significant spending
cutbacks. Given the rapid depletion
of existing oil fields, if exploration
activities remain as sluggish as
they were in 2017, the world is
likely to face a supply shortage of
¢.35mbd by 2040F, according to
Rystad Energy.

According to IEA, global upstream investment is estimated to grow 6% yoy in
2019F, an improvement from the 3.8% level in 2018 but still lower than the 2014
peak. We expect spending to pick up momentum in 2020-22F, with a focus on
small projects with efficiency rather than traditional larger-scale, capital-intensive
projects with long lead times. This is supported by (1) sustainable long-term oil
and gas demand, fuelled by the demand for petrochemical products and power
production, and (2) a pressing need to scale up global exploration activities to
replace the rapidly depleting reserves.

Figure 168: Global oil supply (mbd) if oil discoveries remain as low as 2017-18 levels
2025 demand
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In 2020-22F, we also expect the extraction economics to keep medium-term oil
price over the US$60/bbl level, as the current shallow-water oil fields get
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depleted and extraction moves to deeper-water oil fields with higher complexity
and development costs.

We bel i t he

Projects on track to ensure sufficient domestic supply

Given an average oil extraction cost in Vietnam of ~US$45/bbl, the recovery of
crude oil price since late-2016 has put Vietnam in a good position to step up
exploration activities after years of subdued investments. With Sao Vang Dai
Nguyet project potentially coming online in 4Q20F as scheduled and large
projects such as Block B i O Mon and Blue Whale beginning to take in bids, we

eve | ocalp axploar dtriacrk

expect 2020Ftobet he start of PVNyle. new investm
Sao Vang Dai Nguyet, Block B O Figure 169: Some key upcoming oil and gas projects
Mon ' anq Blue Whale _a're the Projects Description 2018 2019F 2020F 2021F 2022F
largest oil and gas projects in
N Located in Blocks 05-1b and 05-1cin Nam Recovery: ¢.75.7mbbl. of crude
Vietnam to date. SaoVang Con Son basin, water depths ~120m oil, ¢.9.6 bem of natural gas
Dai Nguyet Ownership: Idemitsu (35%), Nippon Oil Development capex: ¢.US$1.1bn
(35%), and Inpex (30%)
Located in Malay — Tho Chu basin, water " v 7 « Recovery: ¢.75.7 bem. of natural
BlockB-0 depths ~80m. 4 gas,mmk)nnmaxuemde
Mon Ownership: PVN (42.9%), PVEP (26.8%), £’ + Developmentcapex:c.US$6.7bn
Mitui Oil (22.6%) and PTTEP (7.7%) _— u’ -’
Based in deepwater block 118, 80km offthe * Recovery: ¢.150 bcmof natural
Blue Whale coast of central Quang Nam province gas =
Ownership: ExxonMobil (85%), PVEP + Development capex: c.US$10bn
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Located in Block 46/07 and Block 51 = Recovery: ¢.4.8 bemof natural
Nam Du-U offshore Southwest Vietnam gas (2C resources)
Minh Ownership: Jadestones (100%) mmﬁum
1 !
I ' progress In schedule

Under intense pressure to increase discoveries and given the higher cost of
developing new oil fields, we expect Vietnam to increase capital expenditure for
oil exploration by c.40% annually in 2019-22F in order to replenish current
reserves and boost production output.

Figure 170: PetroVietnamdbs capex forecasts (VNI
702 119.9 142.0
o 392 520 p———r N L] AL

| e i
2013-2016 2017 2018e 2019F 2020F  2021F 2022F
average

Capexfoll

e @D QOO
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In addition, domestic oil and gas supply could be further supported as the
government has been giving green light to foreign investors such as Murphy Oil
Vietham (unlisted) and Jadestone to proceed with their projects in Vietnam.
Specifically, Murphy Oil received government approval for the outline
development plan (ODP) for Lac Da Vang field (35% stake) in 3Q19, paving the
way for Front End Engineering and Design (FEED) work to start right after, while
Nam Du 1 U Minh project (100% owned by Jadestone) is expected to receive a
final investment decision (FID) in the upcoming months. We see the ramp-up in
development progress of these fields as positive signals for a recovery in
upstream activities in Vietnam, which should help relieve the supply risk in
Vietnam while benefitting local upstream and oil service providers.
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| MO 2020 implications: We see
oil & gas @enterprises

The IMO 2020 regulation, which will take effect from 01 Jan 2020, requires
ocean-going vessels to use marine fuels with sulphur content of no more than
0.5%, a reduction from the current limit of 3.5%. This would directly affect
refineries who provide marine fuel products to the market and tanker shipping
companies who use these products as inputs.

In terms of refineries, we think the new regulation would offer limited support to
Binh Son Refining and Petrochemical JSC (BSR VN, Not Rated), the operator of
Dung Quat Refinery. BSR could benefit from an expected increase in crack
spread of diesel oil - DO (which would be used to produce compliant blended
fuel oil) and a boost in demand for low sulphur fuel oil (LSFO). DO and FO

products contri buted 11.5% to BSRG6s gross

In terms of shipping companies, we expect limited impact for PVTrans (PVT VN,
Add, TP: VND21,000), as the company has prepared early for the policy change
by renewing its international fleet over the past 2 years with scrubber-fitted
vessels. Some remaining vessels (c.2-3 ships, in our estimation) might need to
resort to using compliant fuels such as marine gas oil or LSFO, which is priced
at a premium over the currently-used high sulphur fuel oil (HSFO). However, we
believe PVT could pass on the increasing costs to charterers, amid an expected
strong tanker freight rate backdrop going into 2020F.

For upstream companies in the drilling and oil service segments, we see little to
no effect from IMO regulation, as the core businesses of such companies are
more or less unrelated to the short-term fluctuations in global oil prices but
depend on medium-to-long-term price trend instead. For oil and gas distribution
firms such as PVGas (GAS VN, Hold, TP: VND105,700), we think the company
is already seeing negative impact with the Singapore HSFO price (the
benchmark for calculating ASP) dropping sharply in 4Q19F in anticipation of the
new policy. Although we expect HSFO price to remain low in 2020F due to
weaker demand, a recovery is expected into late-2020F from a low base in
2019F as the LSFO supply shortage gradually eases. GAS is also planning a
change in the basis for its gas price formula from Singapore FO to another type
of oil price to support ASP, which would be subject to government approval.

Ri s®s

The main downsi de oilrandsgs sdctor, ifVaurview, asnfubtiser
delays in large projects, possibly caused by geopolitical issues in the East Sea
and a lack of financial resources.

Maint aitm aNewi th upstream oil fi
top p*cks

We maintain Neutral on the sector on the back of weak oil price outlook, but we
hold a positive view on upstream players who are likely to benefit early from the
resumption of domestic activities.

Our top pick is PetroVietham Technical Services Corp (PVS VN, Add, TP:
VND24,100) as we believe it will be an early beneficiary of the expected
recovery in Vietnambés oil e x p to pasteatsales
CAGR of 17.4% and net profit CAGR of 20.5% in FY18-21F, driven by large
backlog in the M&C segment (amounting to US$2bn, based on our estimates)
and steady growth in other oilfield service segments. At the current price, PVS is
trading at a P/E of 9.1x on our forecasted FY19F EPS, which is much lower than
the regional peer average of 17.9x.

We also stay positive on PetroViethnam Transportation Corp (PVT VN, Add,
TP: VND21,000), given stable growth on top of increasing demand for oil and
gas products in Vietnam. The company is expanding its fleet to improve
efficiency and preparing for compliance with the upcoming IMO 2020 regulation,

mo

f

fab ]
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with capex over FY18-20F expected at VNDA4tr. We forecast a FY18-21F EPS
CAGR of 6% along with attractive dividend yields of 6-7%/year, suitable for
investors searching for sustainable cash flows. At the current price, PVT is
trading at a P/E of 7.2x on our forecasted FY19F EPS, which is lower than the
company 6s lydasavecageiforward P/B of 9.3x.

Figure 171: Our short view on Vietnamese oil and gas stocks

PVS * PVS3, as an offshore EPC contractor, would be the biggest beneficiary ofthe resumption of upstream capital expenditure both Positive
domestically and globally. PVS will parﬁcipate in almast all key_oil and gas projects in Vietnam such as Sao Vang Dai Nguyet, 0
Block B, Su Tu Trang Phase 2, etc. in addition to overseas projeds such as Gallaf-Al Shaheen (Qatar).

PVD = PVD has recently secured regional drilling work for most of its rigs. As Vietnam needs to scale up oil and gas exploration Neutral
E_jch'\.rih'es_ quickly, we see PVD se_curing_ more domestic projects in the me_diumterm__ Charter rates for offshore drillers are also O
likely to improve with Brent oil prices still expected to exceed USS60/bbl in the coming years.

GAS + The quick depletion of cheap gas supplieswill put upward pressure on GAS's input cost Meanwhile, we see little room for Neutral
GAS to increase their output prices, due to a flat outlook for crude oil prices in the short-to-mediumterm. O

PVT | =We expectthe company’s transportation volume to grow along with higher ail and gas consumption in Vietnam. Stable Pasitive
operation of Nghi Son refinery plant would boost PVT's volume in terms of crude oil and oil products such as gasoline, diesel
and LPG. Oil prices above US560/bbl are also beneficial to PVT's FSO business. 0

Figure 172: Global oil and gas peer comparison
_ _ PEX  SYEPC ppy (% ROE (%) ROA (%)

Bloomberg Share Pric Target Pric Market Ca CAGF
Company Ticker Recom (local cur. (localcur. (US$m FY19F FY20F (%) FY19F FY20F FY19F FY20F FY19F FY20F
Gas distribution companies
PV GAS GAS VN HOLD 97,000 105,700 8,012 16.7 146  3.6% 4.4 4.6 25.5% 30.8% 18.4% 21.9%
Indraprastha Gas IGL INNOT RATED 425.7 NA 4,174 25.4 23.3 20.2% 6.0 51 23.9% 22.9% 16.8% 16.1%
Toho Gas Ltd 9533 JPNOT RATED 4,530 NA 4,369 26.8 261 87% 1.4 1.4 5.3% 5.1% 3.2% 3.2%
Petronas Gas Bhd PTG MK HOLD 17.24 17.20 8,266 18.9 19.8 0.1% 2.6 2.6 142% 13.1% 10.0% 9.3%
China Gas Holdings 384 HKNOT RATED 29.75 NA 19,939 159 13.4 15.7% 3.6 3.0 24.1% 23.8% 8.6% 9.1%
PTT PLC PTTTB HOLD 44.25 46.50 41,918 13.8 117 -2.3% 1.4 13 101% 112% 3.9% 4.5%
Average - Gas distribution peers 15,733 20.2 189 8.5% 3.0 26 155% 152% 8.5% 8.4%
Oil services companies
PV Technical Services PVS VN ADD 17,500 24,100 361 9.1 6.2 20.5% 0.7 0.6 7.4% 9.9% 3.8% 5.0%
Malaysia Marine EngMMHE MKNOT RATED 0.88 NA 341 NA 30.3 NA 0.6 0.6 -0.8% 1.9% -0.3% 1.2%
Yinson Holdings YNS MK ADD 6.49 9.18 1,688 29.1 37.8 24.6% 2.1 2.0 6.2% 1.6% 3.8% 2.2%
Hyundai Engineeringd00720 KS HOLD 42,450 54,000 4,073 9.4 8.8 10.3% 0.7 0.6 7.2% 7.2% 2.5% 2.6%
Keppel Corp KEP SP ADD 6.73 8.36 9,039 15.2 13.2 1.7% 1.1 1.0 7.0% 7.8% 2.9% 3.2%
Average - Oil services peers 3,785 17.9 226 12.2% 1.1 11 4.9% 4.6% 2.2% 2.3%
Offshore drilling companies
PV Drilling PVD VN HOLD 15,000 16,800 273 445 242 42.7% 0.5 0.5 11% 20% 07% 1.3%
Velesto Energy Bhd VEB MK ADD 0.38 0.47 756 77.4 31.8 153.8% 1.0 1.0 1.3% 3.2% 0.9% 2.1%
Diamond Offshore DO USNOT RATED 6.80 NA 936 NA NA NA 0.3 03 -109% -9.0% -6.1% -4.3%
Sapura Energy Bhd SAPE MK HOLD 0.28 0.29 1,062 7.8 NA NA 0.3 0.3 -8.1% -44% -3.0% -1.5%
Valaris plc VAL USNOT RATED 5.88 NA 1,164 NA NA NA 0.1 0.1 -82% -83% -54% -4.3%
Transocean RIGN SWNOT RATED 6.18 NA 3,872 NA NA NA 0.3 0.3 -6.6% -43% -32% -2.2%
Average - Offshore drilling peers 1,558 42.6 31.8 153.8% 0.4 04 -65% -46% -34% -2.0%
Transportation companies
PVTrans PVT VN ADD 16,750 21,000 203 7.2 6.7 6.0% 0.9 0.8 13.4% 13.8% 6.4% 6.7%
Vietham Petroleum VIP VNNOT RATED 4,980 NA 14 NA NA NA NA NA NA NA NA NA
Vietham Tanker JSC VTO VNNOT RATED 7,250 NA 25 NA NA NA NA NA NA NA NA NA
Eusu Holdings Co Lt®00700 KINOT RATED 6,670 NA 150 NA NA NA NA NA NA NA NA NA
Shipping Corp of h SCI INNOT RATED 62.20 NA 406 34.6 7.1 NA NA NA 1.2% 5.6% NA NA
Great Eastern Shif  GESCO INNOT RATED 298.0 NA 613 42.6 12.1 NA NA NA 1.6% 5.4% NA NA

Average - Transportation peers 242 38.6 9.6 NA NA NA 1.4% 5.5% NA NA
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The process to acquire a licence to
develop a residential project in
HCMC:

1) HCMC People's Committee issues
a certificate of investment in principle

that recognises the project's investors.

2) HCMC Architecture and Planning
Department approves the master
zoning plan at 1:500 scale

3) The developer obtains a Certificate
of Land Ownership after paying the
land use right fee to HCMC Natural
Resources and Environment
Department.

4) The HCMC People's Committee
approves the investment certificate.

5) Securing a construction licence
from HCMC Construction Department.
6) The project's launch is approved by
HCMC Construction Department after
its foundation has been completed.

Analyst(s)

RESI DENFPRAGBBERY®t to

A shimomtgh, a @i m south

The southern market, especially Ho Chi Minh City (HCMC), has been hit by
new regulatory measures since mid-2018.

Even though the HCMC government on 30 Aug 2019 urged the relevant
departments to quickly tackle the bottlenecks in the approval of new residential
projects, we believe any significant improvement would not happen before 2Q20.
Even then, it will take time for any potential solution to come into force.
Therefore, we envisage the outlook of HCMC's residential real estate market to
remain dim, and project the following:

6 The number of new HCMC projects approved in 2020F may drop 15-20% yoy.

According to the HCMC Construction Department, as at 12 Dec 2019, the
number of projects approved in 2019 has plunged 79.6% vs. 2018. We do not
expect a recovery to 2017-18's levels in 2020F. To make matters worse, the
department had throughout the year suspended the construction of ongoing
projects found to have no proper construction licences. We may see more
projects postponed in 2020F when the Construction Department widens its
investigation. Given the regulatory roadblocks, we are not optimistic of a
significant yoy increase in the number of new projects approved next year.

Figure 173: The slower licensing process dramatically reduced the number of projects
approved in 2019.

2017A 2018A 2019A
Number of new projects having recognized investors 44 19 0
Number of new projects approved 83 59 12
Number of projects having construction licenses 69 53 24
Number of projects allowed to launch 92 77 51

6 But the new condo supply in HCMC in 2020F would be similar to 2019's,
thanks to the launch of mega projects.

We think project launches planned for 2020 may be postponed if they have not
already obtained their launch licence in 2019. However, some mega projects
with a large number of units could be licensed to launch in 2020F. Some of the
incoming new projects are: i) Saigon Sport City (over 4,000 units) in District 2; ii)
Vinhomes Grand Park (over 42,000 units) in District 9, with the first phase of
10,000 condo units launched in 3Q19; iii) Riviera project (1,000 units left) in
District 7; and iv) Akari project in Binh Tan District (3,500 units left). These
projects are awaiting approval from the Construction Department to launch in
2020F. We expect a continuous goq decrease in new supply in the first two
quarters of 2020F, but see a recovery in 2H20F, thanks to new supply from the
abovementioned projects. Hence, we expect the total supply to stay flat in 2020F.

Figure 174: Projects which could get a launch licence in 2020F. We expect Vinhomes
JSC to lead the new supply in HCMC in 2020F

Total unit Remaining units
Project name Developer at end- 9 Segment
at end-2019
2019
Vinhomes Grand Park Vinhomes JSC 42,000 31,000 Mid-range
Saigon Sport City Keppel Land Holdings 4300 4300 High-end
Akira Nam Long JSC 4,800 3,500 Mid-range
Riviera Point Keppel Land Holdings 1,600 1,000 Mid-range

Nhan Lai

T (84) 914 459 879
E nhan.laithanh@vndirect.com.vn

recover
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Figure 175: HCMC's condominium transaction volume (units): Figure 176: HCMC's condo prices (US$/sq m) i we expect prices
new supply to remain stable in 2020F, thanks to Vinhomes across all segment to rise 5-10% yoy in 2020F due to the
Grand Park project in District 9 scarcity of new approved projects
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6 HCMC's landed property market to remain sluggish in 2020F; provinces
surrounding HCMC to benefit

Due to the slower process in 2019, most top-tier developers in HCMC only
received the licence towards year-end. The scarcity of new supply has partly
resulted in the average selling prices of property in HCMC in 2019 being 25-30%
higher than in 2018. The shortfall of landed property in 2019, coupled with higher
value for a comparable unit area vs. 2018, discouraged both developers and
investors. We foresee a dearth of new supply of landed properties in 2H20F, but
that could pick up in the beginning of 2020F mostly thanks to the upcoming
launch of GS Metro City phase 1 project in Nha Be District, Vinhomes Grand

Park.
Figure 177: HCMC's villa/townhouse performance by quarter in Figure 178: Sales volume of the landed property and land lot
2016-19: New supply outlook for 2020F remains subdued market by province in 2019
2500
1,200 6,000
1,000 1 | 5,000
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800 I__A 1 il: R ——
- \ /—-
600 — 3,000 1500
400 2,000
200 —I 1—' - 1,000 1000
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Rege e IR N IR IR R IR IR R i e
 New supply (units)-LHS Sale (units)-LHS
=== Townhouse secondary price (US$ p sm) Villa secondary price (US$ p sm) 0 Binh Duong Binh Thuan Dong Nai Ba Rla Vung Long An
SOURCES: VND RESEARCH, CBRE SOURCES: SYNTHETICS

In contrast to the dim outlook for HCMC's | anded property
neighbouring provinces, nhamely Dong Nai, Binh Phuoc, Ba Ria-Vung Tau, Binh
Duong and Binh Thuan should see a property market boom in 2020F, in our
view. Those areas are riding the buoyant infrastructure investment spending,
with the upcoming launch of new projects and completion of existing projects in
2020F, including the Dau Giay-Bien Hoa-Vung Tau, Dau Giay-Phan Thiet and
Ben Luci Dau Giay highways. Besides, the units in those areas are cheaper,
similar to prices in HCMC four to five years ago, promising an attractive potential
return for investors as the developers had acquired land there at a cost lower vs.
land in HCMC. We expect developers that own massive land bank in provinces
surrounding HCMC to benefit from the booming landed property market.
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Hanoi market: enjoying healthy momentum

Hanoi city authority has been tightening its new property development licensing
process since the middle of 2019. We estimate only a slight impact on new
supply in 2020F as supply will be buoyed by several mega projects, including
ongoing projects such as Vinhomes Ocean Park and Vinhomes Smart City, and
the upcoming Park City and Vinhomes Dan Phuong. Hanoi's condo market will
be more buoyant in 2020F, thanks to the participation of foreign players
including Capital Land and BRG Sumitomo JV. BRG Sumitomo JV had in Oct
2019 held a ground breaking ceremony for its massive US$1bn project in Dong
Anh District; it is slated to offer tens of thousands of condo units and landed
property for sale in 2020F-25F. In 2020F, Hanoi's new condo supply and
transactions concentrated in the mid-range segment, with the units located
mostly in the south-west part of the city. The north and east will see massive
construction activities from a number of large-scale projects to be launched in
2020F. We expect ~34,000 units of condo units (+14% yoy) to enter the market
in 2020F, driven by an increase in mid-range condo projects. CBRE projects the
primary selling prices for most segments to be stable in 2020F as more premium
projects are slated for launch during the year.

Figure 179: Hanoi's condominium sales volume: massive Figure 180: Hanoi's condo prices (US$/sq m). While the luxury
projects to maintain the new supply in 2020F

segment will see prices peak during the year, prices of other
segments should be stable in 2020F
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In contrast to the weak landed property market in HCMC, Hanoi's landed
property market should maintain its growth momentum, thanks to substantial
improvement in infrastructure spending. We expect the stable new supply from
Vinhomes's massive project to buoy Hanoi's land property market in 2020F.
Figure 181: Hanoi's villa/townhouse performance Figure 182: Landed property projects slated for launch in 2020F.

Vinhomes continues to lead Hanoi's landed property market
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Hi gghnd condo mar ket and specul at|
headwiinnds2 ®20F

On 15 Nov 2019, the State Bank of Vietnam issued Circular 22, following which
banks which have yet to comply with Basel 2 must apply a credit risk weighted
(CRW) ratio to their exposure to residential real estate at 50% if the value is
below VND1.5bn; at 100% if the value is from above VND1.5bn but below
VND4bn; and at 150% if the value is above VND4bn. These ratios are much
higher than the CRW ratios of 30-120% under Basel 2, since Circular 22's risk
calculations are based on exposure instead of a combination of loan-to-value
(LTV) ratio and debt service coverage (DSC) ratio. So far, at least 14 banks
have been reported to have failed to comply with Basel 2. We estimate that as at
end-2018, these banks have extended around VND412tr in outstanding loans to
the real estate market, accounting for around 28% of the total market loan
exposure secured by residential real estate (RRE). Hence, applying the new
CRW ratios will force these banks to tighten their respective RRE exposure.

Figure 183: Difference between Basel 2 and Circular 22 to Figure 184: CRW due to RRE exposure: a higher exposure to the
mortgage loan: Circular 22 is more stringent high-end segment carries a higher risk weightage
Basel 2 Cicular 22 X i
Exposures secured by residential real estate (VNDbn) <=1.5 1.54 >4
CRW range 25-100% 50-150%
: i CRW 50% 100% 150%
Risk drivers Based on LTV and DSC Based on exposure

However, we believe these CRW ratios cast a shadow on banks with high
exposure to the high-end/luxury real estate segment as we calculate that the
banks' exposure to the mid-range or affordable segment is mostly under
VND1.5bn per unit, assuming a LTV at 70% of the unit's value of VND1.9bn-
2.1bn. The only exposures that would exceed VND1.5bn are loans for the
purchase of property in the high-end segment with a unit value of about
VND3.5bn-5bn, in the luxury segment with unit value above VND5bn, and
landed properties for speculative purposes. We think banks would likely offer a
lower LTV ratio for high-end segment purchases, while the mid-range and
affordable condos would still enjoy the maximum 70% LTV ratio. Banks would
also likely lower the LTV ratio for speculators of landed properties and land lots.
As the specul ators6 participation stoo
2013-17, vs. below 10% for landed property and below 20% for land lots (based
on Savills report), we forecast a marginal drop in high-end condo and land lots
sales in 2020F. Overall, we view the application of stricter CRW in Circular 22
positively as it encourages banks to extend loans to genuine homebuyers and
the residential real estate market in 2020F would therefore be sustainable.

Figure 185: Exposure secured with RRE, by non-compliant Figure 186: Average condo value* and maximum LTV for each
Basel 2 banks: they are likely to reduce exposure to speculators risk weight basket under Circular 22
and to the high-end segment in 2020F
100,000 45% 80%
90,000 ° 40% 70%
80,000 35% 60%
70,000 * 30% 50%
60,000
250% 7 40%
50,000 .
N 20% 30%
40,000 ° 2,111 20%
20,000 o . 15% 1,416
! ° 10%
20,000 10%
0%
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. TN e..
5T TR R R e B 0 B D D D o o = Average condo value*(VNDmn) o= Max LTV at 50% CRW
N N P s J
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(*) Based on 3Q19 average primary price for a 70 sq m condo reported by CBRE Vietnam.
® Mortgage loan balance at end-18(VNDbn) (RHS) ® % total loan (LHS)
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Devel opers

2019 witnessed a boom in developer corporate bond issuance just as the banks
were tightening their credit allocation to property developers. According to data
from Fiinpro JSC, property corporate bonds issued in 2019 totalled VND74.2tr, a
jump of 292% yoy, accounting for 34.1% of the total bond issuance in 2019. We
think developers will face challenges in raising funds next year, due to the
following reasons:

91 Banks will continue to restrict loans extended to developers as they have to
comply with a reduced medium-to-long-term-loan ratio from 40% in Jan 2020
to 37% in Sep 2020, and a stricter CRW ratio of 200% from 2020 onwards.
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Figure 187: Bond issuance by real estate (RE) developers by
year: 2019 saw spectacular RE bond issuance

2018

® Average coupon rate (RHS)

Figure 188: Credit allocation to the property sector: real estate
developers saw tightening loan requirements in 2019
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I Government supervision of corporate bond issuance will be more materially
stricter in 2020F. In 3Q19 the State Bank of Vietnam (SBV) instructed
commercial banks not to purchase bonds issued by their borrowers intending
to repay their debts. We believe this action would affect the corporate bond
market in 2020F as developer bonds issued to bankers accounted for nearly
32.4% of the total bonds issued in 2019, in our estimate. Furthermore, 20%
of property corporate bonds issued in 2019 carried a coupon yield of 15%-
20% p.a., significantly higher than the average coupon yield of 10%-11% p.a.
for the market. The Ministry of Finance of Vietham in 3Q19 sent out an
announcement telling buyers not to purchase these remarkably high-yielding
bonds. We believe the corporate bond market might cool down in 2020F as
investors start to be concerned over the debt payment capability of the
issuers.

Overall, we see developers facing headwinds in the launch of new projects

and/or acquiring new lank bank in 2020F. Only developers with a healthy net

gearing and rich cash balance like some top-tier or foreign companies would
stay immune to these headwinds. We believe Khang Dien House Trading and

Investment JSC (KDH VN, Hold, VND28,300), Nam Long JSC (NLG VN, Add,

VND39,600), and Vinhomes JSC (VHM VN, Add, VND104,300) are on this list.

Mortgage rates remain affordabl

In 9M19, the average adjustable mortgage rate from local banks rose to 11.5%,
up 50bp vs. end-2018, as the central bank tightened controls over the credit
offered to the real estate market. However, in 4Q19, our market checks found
some top-tier joint stock banks and state-owned enterprises (SOES) quoting
lending rates that were 20-30bp lower than their rates at end-3Q19. This is
attributable to the 50bp cut in the ceiling deposit rate applied to term deposits
shorter than six months, as regulated by SBV, which helped commercial banks
lower their cost of funds in 4Q19. Hence, the banks have decreased their

mi ght afma de tdigfhft i@ec u lf tuin
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mortgage rates by 20-30bp in 4Q19. We think the cut is temporary and will not
be maintained throughout 2020F. We expect a rise of 20-50bp in average
mortgage rates in 2020F vs. end-2019. However, the banking system&
mortgage payment-to-income ratio has not yet breached the 50% level, which
we believe is the upper threshold of mortgage affordability in Vietham. We keep
our view that mortgage rates are still affordable for most local homebuyers, and
as such, do not expect condo transactions to be negatively affected in 2020F.

Figure 189: Payment-to-income against the increase in Figure 190: Mortgage rates in 2018-19 by bank: mortgage rates
mortgage rates and property prices: mortgage rates would still increased 30bp yoy at end-2019
be affordable in the event rates rise by 20-50bp in 2020F

Us$ Year 1 Year 2 Year 3 Assumption Hdbark
Monthly salary (x2 We assume 5% annual growth in ACB
persons) 1,596 1,676 1,760 household disposal income Sacombank
Annual household Techcombank
income 19,152 20,110 21,115 SCBank
Average selling price* Mid-range condo may see a price MBBank
(US$ psm) 1,250 1,350 1,458 increase of 5-8% p.a. VIB Bank
Unit size (sqm) 66 66 66 TpBank
Total value (US$/unit) 82,500 89,100 96,228 Vpbank
House value to income 431 443 456 LienViet Post Bank
Loan to value 0% 70%  70% Eximbank
Loan term (months) 240 240 240 BIDV
Mortgage rate 12% 13% 13% _V'e“nbank
Monthly payment 636 731 789 Vietcombank
Payment to income 0%  44%  45% 0.0% 20% 4.0% 6.0% 80% 10.0% 12.0% 14.0% 16.0%

(*) 3Q19 average price for mid-range condo in HCMC (CBRE)
mDec/19 " Dec/18 ®Jul/18

Stock :pivckkM an» NLG

Barring a steeper-than-expected increase in interest rates in 2020F, real
demand will help absorb a still sizeable volume of anticipated new supply from
upcoming large-scale projects to be launched in 2020F in both HCMC and Hanoi.
Hanoi, with its less stringent regulatory environment than HCMC, may lead the
market volume in 2020F, while the HCMC market will progress slower due to
project approval delays. HCMC is currently the key market for most leading
listed developers like DXG, NVL, NLG, KDH, and PDR. Therefore, delays in
project launches in the city will definitely affect thesec ompani esd pi p
presale backlog for at least over the next six months.

We maintain NEUTRAL on the sector to reflect the impact of the unfavourable
regulatory changes, and surging land prices in HCMC in 2020F which will put
pressure on new launch volumes as well as developer margins. However, we
maintain our view that real housing demand remains robust and therefore, we
expect sustained high absorption rates for projects in 2020F, mostly in the mid-
end condominium segment. Hence, we prefer listed developers that have
sizable projects, licences in place and launches scheduled in 2020F.

We are still bullish on NLG, and | aud V HMgdvst inttthe anid-engli ¢
segment, placing it on our watch list.

We like developers that meet the following key criteria:

1 About to launch projects for which they already have construction licences or
land use right (LUR) certificates, or have a high likelihood of securing the
licence/certificate in 2020F;

1 With material exposure to the mid-range and affordable condo segments as
these segments are driven by real end-user demand; and

91 Buffered by a healthy financial position (low leverage, strong liquidity) to
counter the risk of tightening credit for the real estate market as discussed
above.

Based on the above criteria, Nam Long (NLG VN, ADD, TP: VND39,600) and

Vinhomes (VHM VN, ADD, TP:104,300) are our top picks.
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Figure 191: Peer comparison

Dividend
Share P Market ~ 3-year  P/E(x) P/B (x) ROE (%) yield (9 Net
price (local Cap Fwd EPS D/IE
Company Name Ticker (local cur) cur) Upside Recom. (US$mn) CAGR (%) 2019F 2020F 2019F 2020F 2019F 2020F 2019F 2020F (%)
Vinhomes VHM VN 84,500 104,300 23.4% ADD 11,995 347 146 114 4.8 35 38.0 355 1.2 1.2 1.5
Local peer average 179 123 10.2 1.6 1.2 139 16.8 2.4 2.4 16.0
Local peer median 179 126 9.0 1.6 1.1 137 16.3 1.9 1.9 4.4
Regional peer average (1.5) 13.8 134 1.2 1.1 13.6 135 4.0 4.2 50.1
Regional peer median 55 11.9 126 1.0 0.9 8.4 8.9 4.0 46 377
Vietnam
Novaland NVL VN 57,900 NR N/A NR 2,371 N/A 188 179 24 NA 146 121 NA NA 757
Khang Dien KDH VN 26,900 28,300 5.2% HOLD 632 75 158 128 2.0 1.8 129 145 1.9 1.9 -126
Dat Xanh DXG VN 14,600 NR N/A NR 327 N/A 5.4 5.1 0.9 0.9 186 18.2 3.4 3.4 214
Nam Long NLG VN 27,350 39,600 44.8% ADD 295 28.3 9.3 5.0 1.3 1.1 9.7 223 1.8 1.8 -20.7
China & Hongkong
China Vanke-A 000002 CH 31.0 32.6 5.2% ADD 49,835 13.8 7.7 6.8 1.7 1.4 238 231 4.4 50 36.3
Sun Hung Kai 16 HK 117.5 147.0 25.1% ADD 43,733 (100.0) 10.1 9.1 0.6 0.6 6.1 6.5 4.3 46 125
China Owerseas Land 688 HK 30.1 33.8 12.3% ADD 42,358 12.2 6.7 6.0 0.9 0.8 179 18.1 3.9 44 325
China Resources Land 1109 HK 38.1 40.5 6.3% ADD 34,851 18.3 7.8 6.7 1.3 1.3 257 281 4.5 5.2 33.0
China Evergrande 3333 HK 21.5 28.0 30.2% ADD 36,393 2.3 5.5 4.8 1.5 1.3 49.2 484 8.9 8.3 175.8
Country Garden 2007 HK 12.4 9.0 -27.4% REDUCE 34,904 11.3 5.4 4.7 1.4 1.1 399 382 6.3 7.3 50.8
Indonesia
Pakuwon Jati PWON 13 575 750 30.4% ADD 1,983 7.0 122 129 2.2 20 199 16.3 1.5 1.6 7.3
Bumi Serpong Damai BSDE 1J 1,275 2,200 72.5% ADD 1,757 339 112 9.9 0.9 0.8 8.6 8.9 0.5 09 114
Ciputra Development CTRA IJ 1,045 1,600 53.1% ADD 1,389 11.4 19.0 16.2 1.4 1.3 7.4 8.2 0.9 0.8 31.3
Summarecon Agung SMRA IJ 990 1,700 71.7% ADD 1,023 140 356 32.8 2.5 2.3 7.1 7.3 0.5 0.6 781
Malaysia
KLCCP Stapled KLCCSS MK 8.0 8.1 0.7% HOLD 3,495 46 186 18.1 1.1 1.1 6.8 7.0 6.6 6.7 10.0
SP Setia SPSB MK 1.6 1.9 18.5% HOLD 1,528 21 19.2 142 0.5 0.4 2.1 2.8 2.3 3.1 558
Sime Darby Property SDPR MK 0.9 1.3  46.9% ADD 1,524 21.6 193 243 0.6 0.6 4.4 3.3 3.6 29 278
Singapore
CapitaLand CAPL SP 3.7 41 12.1% ADD 13,936 6.7y 9.7 125 0.8 0.8 5.3 6.1 3.3 3.3 559
Keppel Corp KEP SP 6.7 8.4 25.6% ADD 9,033 55 114 10.0 0.9 0.9 8.4 9.1 4.0 4.6 47.0
City Developments CIT SP 11.0 10.7  -3.1% ADD 7,338 (6.5) 13.7 20.7 0.9 0.9 4.8 4.3 1.9 1.9 328
UOL Group UOL SP 8.3 8.5 2.2% ADD 5,173 (7.3) 175 16.7 0.6 0.6 3.7 3.8 2.3 23 273
Frasers Property FPL SP 1.7 2.1 22.6% ADD 3,654 (100.0) 11.9 15.0 0.5 0.5 5.6 4.3 4.9 49 859
Ascott Residence ART SP N/A 1.3 N/A HOLD 2,141 6.9 257 247 1.0 1.0 4.1 4.2 5.4 55 53.6
Thailand
Land And Houses LHTB 9.8 12.3 25.5% ADD 3,864 0.9 138 126 2.5 24 180 194 6.7 6.7 84.4
WHA Corporation WHA TB 3.9 5.2 33.3% ADD 1,883 142 216 17.3 2.6 24 11.8 142 1.9 2.4 1045
Pruksa Holding PSH TB 14.8 21.9 48.0% ADD 1,082 3.1 6.9 6.6 1.0 09 144 140 8.1 8.3 613
Supalai SPALI TB 18.0 22.7 26.1% HOLD 1,272 3.7 6.6 6.1 1.0 0.9 16.8 16.2 5.3 58 37.7

Note: all prices are based on the closing prices on Dec 27 2019. All estimates for Non-rated (NR) stocks are based on Bloomberg consensus estimates
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Asia Commercial Joint Stock Bank
Solid earnings growth in FY20-21F
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he bacl

Net profit rose on the back of surge in NIl and better credit cost
9M19 net interest income (NII) rose 18.3% yoy to VND8,782bn on the back of 15.9% yoy
loan growth, and 12bp improvement in net interest margin (NIM) to 3.6%. 9M19 non-I|
only grew 2.5% yoy to VND2,505bn, driven by a 31.2% yoy increase in net services
income to VND1,411bn. Meanwhile, thanks to strong asset quality, credit cost declined
32bp to 0.09% in 9M19 vs. 0.41% in 9M18. This lifted 9M19 net profit by 17.9% yoy to
VND4,448bn, in line at 74.9% of our full-year forecast.

NIM improvement driven by asset yield enhancement

9M19 NIM rose 12bp to 3.6% yoy, thanks to a 30bp yoy hike in asset yield which was
enough to offset the 26bp yoy rise in cost of funds. Asset yield increased to 8.3% in
9M19, mainly thanks to the 11.1% loan growth during the period and the 11bp increase in
yield on |l oans to 9.4% on the back of AC
of funds rose to 5% in 9M19, driven by the rise in funding cost on deposits to 4.9%,
mainly due to the almost unimproved current accounts, saving accounts (CASA) rate
(16.5% at end-3Q19 vs.15.3% at end-3Q18).

Best-in-class asset quality

ACB's NPL ratio remained the lowest in Vietnam's banking sector, at 0.67% as at end-
3Q19, while its loan loss reserve (LLR) remained the second highest at 158.9% as at
end-3Q19 (1Q19: 158.1%; 2Q19: 161.5%). As a result, its provision expenses declined
75.5% yoy to VND162bn and accounted for only 2.8% of profit before provision in 9M19,
lifting its net profit.

We forecast EPS CAGR of 15.6% over FY19-21F

We project a net profit CAGR of 15.6% over FY19-21F, driven by a 16.4% NIl CAGR on
the back of a 15% loan CAGR and 9bp NIM expansion over the period. We also forecast
6% FY19-21F CAGR in non-Il, with a 20.5% FY19-21F CAGR in fee income.

Maintain Add with TP of VND30,400

We maintain our Add call and TP of VND30,400, based on our residual income valuation
(COE: 14.4%; LTG: 3.0%) and 1.8x FY20F P/BV. An exclusive bancassurance deal that
brings ACB a large one-time agency fee is a potential medium-term re-rating catalyst.
Downside risk could come from higher-than-expected funding costs due to more
competition for long-term deposits.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Net Interest Income (VNDb) 8,458 10,363 12,206 14,309 16,537
Total Non-Interest Income (VNDb) 2,981 3,670 4,153 4,522 4,662
Operating Revenue (VNDb) 11,439 14,033 16,358 18,831 21,199
Total Provision Charges (VNDb) (2,565) (932) (1,057) (1,168) (1,285)
Net Profit (VNDb) 2,118 5,137 5,937 6,873 7,930
Core EPS (VND) 1,276 3,107 3,600 4,168 4,809
Core EPS Growth 62% 144% 16% 16% 15%
FD Core P/E (X) 17.87 7.34 6.33 5.47 4.74
DPS (VND) 0.0 0.0 1,000.0 1,000.0 1,000.0
Dividend Yield 0.00% 0.00% 4.39% 4.39% 4.39%
BVPS (VND) 9,887 12,964 16,625 19,839 23,705
P/BV (x) 2.31 1.76 1.37 1.15 0.96
ROE 13.7% 27.2% 24.3% 22.9% 22.1%
CGS-CIMB/Consensus EPS (x) 1.02 1.10 1.18
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