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ECONOMIC UPDATE

Things gradually falling into place


Service sector softly recovered in Oct with gross retail sales of consumer
goods and services rose 18.1% mom



PMI climbed above 50 point for the 1st time since Jun 2021, indicating the
resume of manufacturing activities in Oct 2021



Vietnam’s Oct headline inflation slumped further to 1.8% yoy, the lowest
since Mar 2021



We lower FY21F GDP growth rate to 2.0% yoy in baseline scenario

The economy experienced steady recovery in Oct
On month-on-month basis, the service sector witnessed softly recovery with gross
retail sales of consumer goods and services increasing 18.1% mom (-19.5% yoy).
Regarding the industrial sector, the IHS Markit Purchasing Managers' Index (PMI)
of Vietnam in Oct 2021 stood above 50 for the 1st time since Jun 2021, indicating
the recovery of industrial activities since Oct 2021. Also, Vietnam’s Oct Index of
Industrial Production (IIP) rose 6.9% mom (-1.6% yoy), increasing from a growth
rate of 5.0% mom (-5.5% yoy) seen in previous month.
Vietnam recorded higher trade surplus in Oct
Per GSO data, export value edged up 1.1% mom (+0.3% yoy) to about
US$27.3bn in Oct 2021. As for imports, Vietnam’s import spending dropped 1.1%
mom (vs. a 3.6% mom decline in Sep 2021) to about US$26.2bn (+8.0% yoy). As
a result, Vietnam increased net exports to US$1.1bn in Oct 2021 from a net export
of US$0.5bn in the previous month.
More stimulus packages are expected on the arrival
There is still room for more fiscal policy, in our view, following (1) Vietnam's public
debt-to-GDP ratio at year-end of 2020 is much lower than Vietnam’s public debt
ceiling of 60% of GDP, (2) government bond interest rates are at historic lows and
(3) inflation is well-managed. The fiscal stimulus packages could include: cash
subsidies for people negative-affected by the COVID-19 pandemic, tax reduction
(value added tax, corporate income tax) and increase value amount of public
investment in transport infrastructure and social-housing projects development.
We cut our 2021F GDP growth forecast to 2.0% yoy
Some bottlenecks that could hinder the recovery of the economy are still exist,
including (1) domestic consumption demand stays low in the 4Q21 due to lower
consumer’s income amid the prolonged pandemic and (2) many industrial parks
in Southern provinces still face labor shortages. In addition, the number of daily
new cases have bounced back strongly since late-Oct amid the reopening of the
economy. The risk of a resurgence of COVID-19 pandemic could halt the
reopening of the economy. As uncertainties emerge, we revise our forecast for
4Q21 GDP growth to 3.3% from a previous forecast of 4.0%.
Figure 1: Summary of macro forecasts in 2021 – 22
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THINGS GRADUALLY FALLING INTO PLACE
Relaxing social-distancing measures; improving vaccination rollout
Vaccination rate continued to accelerate in Oct. So far, Vietnam has fully
vaccinated around 26.8% of its population (data as of 19 Oct) while around 33.7%
has been partially vaccinated. Thanks to higher vaccination rate, the fourth
COVID-19 wave in Vietnam has been partially contained, thus allowing the
government to gradually ease social-distancing measures and reopen the
economy.
Figure 2: Daily new cases since the fourth outbreak of COVID-19
infections in Vietnam

Source: GSO, VNDIRECT RESEARCH

Figure 3: Vaccination rate continued to surge

Source: GSO, VNDIRECT RESEARCH

On October 11, 2021, the government issued Resolution No. 128/NQ-CP
adopting provisional guidelines on “Safe, flexible adaption to and effective control
of COVID-19 pandemic”. The government said COVID-19 fight remains a key
task in order to protect public’s health and lives while trying to turn the country
into “new normal” as soon as possible. The guidelines stipulate four levels of
pandemic risks as follows:
 Level 1: Low-risk (new normal) – labeled green
 Level 2: Medium-risk – labeled yellow
 Level 3: High-risk – labeled orange
 Level 4: Very high-risk – labeled red
Based on the guidelines, all 63 out of provinces and cities nationwide have
announced COVID-19 risks levels, with the majority declaring COVID-19 risk
levels at level 1 or level 2. This allowed most localities across the country to relax
social distancing measures and reopen the economy.
As the current wave of COVID-19 has been brought under control, retail and
recreation mobility at the national level has seen a steady recovery over the past
few weeks as shown in Figure 5. Mobility for workplace has also rebound since
mid-Sep, however there has been a large divergence between regions across the
country. Accordingly, the northern provinces recorded a strong recovery of
mobility for workplace to nearly the level before the fourth outbreak of COVID-19
while in the southern provinces, this indicator was at a relatively low level due to
labour shortages.
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Figure 4: Google mobility for retail and recreation in Vietnam (7
days moving average)

Figure 5: Google mobility for workplace in Vietnam (7 days moving
average)

Source: GOOGLE, VNDIRECT RESEARCH

Source: GOOGLE, VNDIRECT RESEARCH

Both services and manufacturing experienced steady recovery in Oct
Most non-essential services have been allowed to reopen since mid-Oct after the
government issued Resolution No.128/NQ-CP adopting provisional guidelines on
“Safe, flexible adaption to and effective control of COVID-19 pandemic”. As a
result, on month-on-month basis, the service sector witnessed steady recovery
with gross retail sales of consumer goods and services increasing 18.1% mom (19.5% yoy). To be more specific, wholesale and retail sales edged up 14.5% mom
(-13.5% yoy) as domestic demand slightly recovered. The revenue of
accommodation and catering services rose 47.2% mom (-37.0% yoy) while the
revenue of traveling service surged 298.9% mom (-63.4% yoy) amid the reopen
of tourism and non-essential services in some provinces.
For 10M21, gross retail sales of consumer goods and services slid 8.6% yoy (vs.
a decline of 7.2% yoy in 9M21 and a 0.1% decrease in 10M20). If exclude the
price factor, this figure declined 10.3% yoy (vs. a decline of 4.5% in 10M20).
We expect revenue of the service sector to extend recovery in Nov as the
government could further relax social-distancing measures and restrictions
applied to non-essentials services thanks to higher vaccination rate.
Figure 6: Gross retail sales of consumer goods and services
witnessed sustainable recovery since Sep 2021

Source: GSO, VNDIRECT RESEARCH
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Figure 7: Revenue of accommodation and catering service
recovered steadily in Oct 2021

Source: GSO, VNDIRECT RESEARCH
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Regarding the industrial sector, the IHS Markit Purchasing Managers' Index (PMI)
of Vietnam in Oct 2021 stood above 50 for the 1st time since Jun 2021, indicating
the recovery of industrial activities since Oct 2021. Also, Vietnam’s Oct Index of
Industrial Production (IIP) rose 6.9% mom (-1.6% yoy), increasing from a growth
rate of 5.0% mom (-5.5% yoy) seen in previous month. We expect the recovery
of industrial sectors to accelerate in Nov as major industrial centers in the South
of Vietnam, including Ho Chi Minh city, Binh Duong and Dong Nai province, will
welcome workers from other provinces back to work after the fourth wave of
COVID-19 being contained and completing fully vaccinate for over 70% people
over 18 years old.
Regarding sub-sector, those recorded growths over year-on-year basis, including
mining support service activities (+43.0% yoy), mining of coal and lignite (+19.3%
yoy), manufacture of wearing apparel (+10.3% yoy), manufacture of basic metals
(+7.4% yoy), textiles (+6.8% yoy) and manufacture of coke and refined petroleum
products (+6.8% yoy). On the other hand, we still saw a strong contraction in
manufacture of other transport equipment (-28.2% yoy), manufacture of
beverages (-22.0% yoy), extraction of crude petroleum and natural gas (-19.4%
yoy), manufacture of motor vehicles (-18.6% yoy) and mining of metal ores (16.5% yoy).
Figure 8: PMI of Vietnam in Oct 2021 stood above 50 for the 1st
time since Jun 2021

Source: GSO, VNDIRECT RESEARCH

Figure 9: Industrial production index (IIP) by category

Source: GSO, VNDIRECT RESEARCH

Vietnam recorded higher trade surplus in Oct
Per GSO data, export value edged up 1.1% mom (+0.3% yoy) to about
US$27.3bn in Oct 2021. We saw several factors that support the recovery of
exports in 4Q21, including (1) southern provinces have eased social-distancing
measures since late-Sep, thus allowing most of factories and industrial parks to
reopen, (2) strong demand for Vietnam's export goods during the year-end
consumption season in developed markets. For 10M21, export value climbed to
US$267.9bn (+16.6% yoy).
Among Vietnam’s export products, the items that recorded the positive growth
rate in Oct 21 include crude oil (+150.4% yoy), steel (+140.0% yoy), petroleum
(+103.0% yoy), plastic materials (+62.9% yoy) and rice (+44.8% yoy). On the
other hand, some products saw a strong decline, including footwear (-46.4% yoy),
non-wooden furniture (-40.3% yoy), wood & wooden products (-39.2% yoy), bags
and suitcases (-38.3% yoy) and toys & sport equipment (-26.2% yoy)
Basing on the actual performance of manufacturing sector and exports activities,
we maintain our forecast for 2021F Vietnam’s export value growth at 15% yoy.
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Figure 10: Vietnam net exported US$1.1bn in Oct 2021

Source: GSO, VNDIRECT RESEARCH

Figure 11: Top export products in term of value in Oct (% yoy)

Source: GSO, VNDIRECT RESEARCH

As for imports, Vietnam’s import spending dropped 1.1% mom (vs. a 3.6% mom
decline in Sep 2021) to about US$26.2bn (+8.0% yoy). As a result, Vietnam
increased net exports to US$1.1bn in Oct 2021 from a net export of US$0.5bn in
the previous month. For 10M21, import value climbed to US$269.4bn (+28.2%
yoy), and Vietnam net imported US$1.5bn in 10M21 (vs. a trade surplus of
US$19.6bn seen in 10M20). Among Vietnam’s key import products, the items that
witnessed the strong import growth rates in Aug 2021 include rubber (+137.6%
yoy), fertilizer (+90.7% yoy), cotton (+64.4% yoy), chemical products (+62.2%
yoy) and steel (+51.8% yoy).
We maintain our forecast for 2021F Vietnam’s import value growth at 23.2% yoy
and expect Vietnam’s trade surplus to reach US$0.3bn in 2021F (vs. trade surplus
of US$19.9bn in 2020).

Foreign direct investment slew down while public investment accelerated
Public investment recovered steadily in Oct 2021 after the government eased
social-distancing measures across the country since late-Sep. Per GSO data, the
implemented state capital (public investment) jumped 20.4% mom to VND41.7tr
(-13.9% yoy). For 10M21, implemented state capital dropped 8.3% yoy to
VND318.6tr (vs. an increase of 31.6% yoy seen in the same period last year),
equivalent to 64.7% of the full-year target. The government has targeted to
disburse 95% of the state capital disbursement plan for 2021 that could be
achievable, in our view.
Foreign direct investment slew down in Oct after witnessing strong recovery in
the past two months. According to GSO, the registered capital of FDI projects in
Oct dropped 47.5% mom (-30.0% yoy) to US$1.6bn, thus lifting the registered
capital of FDI projects in 10M21 to US$23.7bn (+1.1% yoy). To be more specific,
1,375 newly licensed projects with a registered capital of US$13.0bn, an increase
of 11.6% in terms of registered capital compared to the same period in 2020; 776
projects licensed in the previous years approved to adjust investment capital
(incremental FDI) with a total additional capital of US$7.1bn (+24.2% yoy); 3,063
turns of capital contribution and share purchases of foreign investors with a total
value of the capital contribution of US$3.6bn, a drop of 40.6% over the same
period in 2020. Regarding disbursement capital, the implemented capital of FDI
projects increased 10% mom to US$1.9bn, thus lifting the implemented capital of
FDI projects in 10M21 to US$15.2bn, declining 4.1% yoy (vs. a 2.5% decrease in
10M20).
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Figure 12: Public investment accelerated recovery in Oct

Figure 13: Foreign direct investment slew down in Oct 2021

Source: GSO, VNDIRECT RESEARCH

Source: GSO, VNDIRECT RESEARCH

Figure 14: List of major FDI projects in 10M21

Source: VNDIRECT RESEARCH, MPI

We expect more stimulus packages from the government
There is still room for more fiscal policy support, in our view. Recently, the scale
to GDP of Vietnam’s COVID-19 fiscal stimulus packages was only 2.85%
(according to Ministry of Planning and Investment), which is much lower than that
of advanced economies, including Japan (56.1% of GDP), Germany (+39.3% of
GDP), Italy (37.7% of GDP), United States (26.5% of GDP), France (23.8% of
GDP), United Kingdoms (17.8% of GDP) and Asian economies such as India
(8.6% of GDP), Indonesia (7.9% of GDP) and China (4.7% of GDP). In addition,
we estimate that Vietnam's public debt-to-GDP ratio at year-end of 2020 was
about 45% of GDP (re-calculated GDP), which is much lower than Vietnam’s
public debt ceiling of 60% of GDP. Given that government bond interest rates are
at historic lows and inflation is well-managed, we believe that the government
could release more fiscal stimulus packages to support economic recovery,
focusing on: cash subsidies for people negative-affected by the COVID-19
pandemic, tax reduction (value added tax, corporate income tax) and increase
value amount of public investment in transport infrastructure and social-housing
projects development. We expect that the size of the new additional fiscal
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stimulus package could be at 3-4% of GDP and it will strongly support Vietnam's
economic recovery in 2022.
Figure 15: Public debt ratio is still far lower than the alarm level
(55% of GDP)

Figure 16: Low government bond yields help the government
reduce funding costs for economic support packages

Source: GSO, VNDIRECT RESEARCH

Source: GSO, VNDIRECT RESEARCH

Inflation pressures slumped further in Oct
Vietnam’s headline inflation slowed to 1.8% yoy in Oct (vs. 2.1% yoy in the
previous month. On month-on-month basis, headline CPI declined 0.2% vs. Sep
level, as the food & foodstuff index slid 0.2% mom amid lower live hog prices
which average at VND42,460/kg in Sep 2021 (compared to an average level of
VND51,271/kg in Sep 2021) and the accommodation & construction materials
price index dropped 0.3% mom after the government agreed on a plan to reduce
electricity bills during Sep-Nov period for electricity users affected by the fourth
outbreak. For 10M21, headline CPI averaged at 1.8%, which was far below the
government’s target of 4.0%. We maintain our forecast of the 2021F average
headline CPI increase of 2.0-2.2% yoy.
Figure 17: Inflation eased further in Oct 2021

Source: GSO, VNDIRECT RESEARCH
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Figure 18: Foodstuff price index slumped as live hog prices dig
deeper

Source: GSO, VNDIRECT RESEARCH
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Exchange rate diverged
As of 31 Oct 2021, the Vietnam Central bank-set exchange rate for the US$/VND
fell 0.1% mom to VND23,140/US$, while the interbank exchange rate for
US$/VND slid 0.04% mom. On the other hand, the US$/VND exchange rate in
the free market rose 1.5% mom due to the increased demand for foreign currency
conversion on the free market after the economy reopened.
Figure 19: Regional currencies vs. the USD (% YTD)

Source: BLOOMBERG, VNDIRECT RESEARCH

Figure 20: the US$/VND exchange rate in the free market picked up
in Oct 2021

Source: SBV, VNDIRECT RESEARCH

Our optimistic view for VND has turned more neutral for the rest of 2021 due to
the following reasons: (1) USD may regain the upper hand in the rest of 2021 as
the Federal Reserve (FED) has begun to reduce the size of bond purchasing
programme (QE tapering) since Nov 2021, (2) inflation pressure in Vietnam could
pick up since late-2021. The U.S. Federal Reserve announced on Wednesday it
will begin to reduce its asset purchase program this month, removing a first pillar
of emergency monetary policy accommodation introduced in March 2020 to
shield the economy from the COVID-19 pandemic.
At the Federal Reserve’s (FED) meeting held on 2 Nov and 3, US. Federal
Reserve announced to start withdrawing the bond purchasing programme since
Nov 2021. At this meeting, FED said that they will reduce the amount of Treasury
securities purchases by US$10bn and house-backed securities by US$5bn from
mid-Nov to Dec. They intend to complete withdrawing QE programme by Jun
2022. To be noted that, FED currently buys US$80bn in Treasuries and US$40
bn in mortgage-backed securities each month. Since it began the program, the
Fed's balance sheet has swelled to US$8.6tr from US$4.4tr.
Regarding to policy rate, FED announced to kept FED fund target to near zero.
According to CME Group survey, market expects that FED can raise policy rate
by 25-75 basis points in 2022, starting from Jul 2022.

Accommodative monetary policy to support businesses and the economy
recovery
Lending interest rates may decrease further while deposit rates remain low
until the end of 2021
According to SBV, Vietnam’s credit growth as of 29 Oct 2021 reached 8.7%
against late-2020 (vs. 6.5% rate seen in the same period last year). We maintain
our view that the SBV to be more willing to raise the credit growth ceiling for
commercial banks in order to support the economy’s recovery. We expect credit
www.vndirect.com.vn
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growth to reach 11-12% against late-2020 at the end of this year. Also, we expect
the credit interest rate to ease further to support growth, especially for industries
and customers heavily impacted by the COVID-19 pandemic. In Jul, SBV had
required commercial banks to reduce lending interest rates to support businesses
recovery. Following this, commercial banks committed to cut off over VND20.6tr
from profit to lower lending rates by 0.5-2.0% for outstanding loans of pandemichit clients. According to SBV, the total amount of interest exempted or reduced
by credit institutions for customers from 15 Jul, 2021 to 30 Sep, 2021 was about
VND12,236bn, equivalent to 59.4% of commitment.

Interbank interest rate picked up in Oct
Figure 21: Interbank interest rates edged up 2-21 basis points
mom in Oct

Figure 22: The 3-month term deposit rates of SEO banks dropped
3 basis points in Oct (%)

Source: BLOOMBERG, VNDIRECT RESEARCH

Source: Commercial banks, VNDIRECT RESEARCH

According to Bloomberg data, the overnight rate inched up 3 basis points against
late-Sep to 0.59% on 29 Oct. Moreover, the interbank interest rates of 1-week
term to 12-month term rose in a range of 2 to 21 basis points in Oct 2021,
excepting 2-week term fell 1 basis point. Meanwhile, the 3-month term deposit
rates of SEO banks dropped 3 basis points while the 12-month term deposit rate
remained stable. In addition, 3-month term and 12 month-term deposit rates of
private banks stayed flat during Oct 2021.
However, we expect that deposit rates to slightly increase (3-5 basis points)
towards year-end of 2021 due to (1) higher demand for fund raising as credit
accelerates (2) inflation pressure in Vietnam could pick up since late-2021. In
addition, the liquidity of the banking system could tighten slightly from the fourth
quarter of 2021 until the Lunar New Year next year due to the high demand for
cash and payment from customers (seasonal factor), which also puts pressure
on the short-term interest rates.

MACRO OUTLOOK
We revise down our 2021F GDP growth to 2.0% in baseline scenario
Some bottlenecks that could hinder the recovery of the economy are still exist,
including (1) domestic consumption demand stays low in the 4Q21 due to lower
consumers’ income amid the prolonged pandemic and (2) many industrial parks
in Ho Chi Minh City and other Southern provinces still face labor shortages. In
addition, the number of daily new cases have bounced back strongly since lateOct amid the reopening of the economy. The risk of a resurgence of COVID-19
www.vndirect.com.vn
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pandemic could halt the reopening of the economy, especially in the service
sector. As uncertainties emerge, we revise our forecast for 4Q21 GDP growth to
3.3% from a previous forecast of 4.0% and also lower our 2021F GDP growth to
2.0%, in baseline scenario.
Figure 23: Key macro forecasts in 2021

Source: VNDIRECT RESEARCH, GSO, SBV, MOF

Figure 24: Forecasted quarterly GDP growth by sector in baseline
scenario (% yoy)

Source: VNDIRECT RESEARCH, GSO

Figure 25: 2021F annual GDP growth by sector in baseline
scenario (% yoy)

Source: VNDIRECT RESEARCH, GSO

We optimistic about Vietnam’s economy outlook in 2022
We project Vietnam’s GDP rising by 7.5% in 2022, with resilient growth in all
sectors. Our forecast is based on the following key assumptions:


www.vndirect.com.vn

The global economy would remain strong growth momentum in 2022. The
International Monetary Fund (IMF) forecast the global economy to expand by
4.9% yoy in 2022. Noted that, the global economic growth rate averaged
around 2.8% per year in the period 2016-2019 (before the COVID-19
pandemic). Therefore, we expect strong external demand for Vietnam’s
exports in 2022.
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70-75% of Vietnam's population would be fully vaccinated against COVID-19
in 1H22. We expect that high vaccination rate will help Vietnam successfully
contain the pandemic
 International commercial flights could be resumed from 1Q22, that would
support the recovery of the tourism industry in 2022, one of two main drivers
for a rebound in Vietnam’s services sector, along with the recovery in
domestic demand.
 We expect the government to maintain loose monetary and fiscal policies until
at least late-2Q22 to support economic growth. We also expect a large
increase in the country’s investment capital in 2022 as the government
continues to accelerate the disbursements of public investment. The
investment capital of the non-state sector, as well as the FDI sector, could
also recover strongly, thanks to a more favourable business environment
after the pandemic.
Regarding to sub-sector, we expect the agriculture, forestry and fishery to grow
by 2.8% yoy, the industry and construction sector by 8.6% yoy, and the services
sector by 8.1% yoy in 2022.
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RECOMMENDATION FRAMEWORK
Stock Ratings

Definition:

Add

The stock’s total return is expected to reach 15% or higher over the next 12 months.

Hold

The stock’s total return is expected to be between negative 10% and positive 15% over the next 12 months.

Reduce

The stock’s total return is expected to fall below negative 10% over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the
forward net dividend yields of the stock. Stock price targets have an investment horizon of 12 months.
Sector Ratings

Definition:

Overweight

An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute
recommendation.

Neutral

A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.

Underweight

An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute
recommendation.
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