FTSE upgrade prospect

High potentialities in the next year

Vietnam should be upgraded to Second Emerging Market in September 2020E

Investors can expect strong capital inflows to Vietnam

- The upgrade is likely to boost Vietnam’s access to large funds allocated
according to the FTSE Emerging Index, including Vanguard FTSE Emerging Market
ETF - the largest emerging market ETF in the world. Therefore, although the weight
of Vietnamese stocks in the EM Index is forecast to stay low, it will still generate a
huge cash flow into Vietnam stock market.

- The disbursed cash flow of foreign investors usually gains sharply when the FTSE
upgrade is announced, as in Qatar stock market in 2015 (Figure 1).

- However, a lag could exist between the withdrawal of investment funds of
frontier markets from Vietnam stock market and the disbursement of those in EMs.
In addition, active cash flows could be volatile around the upgrade. Some active
funds are often poured into Vietnam to catch up the upgrade event, and then may
take profits when the market is officially upgraded.

The most positive phase may only happen before the upgrade

- For example, Romania market, which has climbed roughly 38% since the early this
year, before it was upgraded to Secondary Emerging Market in September 2019.
Nonetheless, investors should note that the stock index could correct after the
upgrade comes into effect, as in the case of the UAE and Qatar - where stock
indices declined 5% and 20% respectively after the upgrade.

Vietnam stock market should have many positive changes

- Market liquidity should be improved considerably after the upgrade (as in Qatar -
Figure 2). As a result, Vietnam will have better absorption rates for large
investment capitals.

- The upgrade also helps to raise the consistency of regulations and standards
between Vietnam stock market and international markets, thereby building up
confidence for foreign investors to participate in trading more. In addition, the
FTSE upgrade may also enhance reqgulatory agencies to keep promoting market
reform and upgrading.

However, investors should focus more on external factors
- The impact of these factor on emerging markets could be clearer compared to
frontier markets.
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Figure 1. Foreign capital inflows in Qatar
stock market (USD mil.)
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Figure 2. Trading volume in Qatar stock
market (Mil. Shares)
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Vietnam is currently in the Frontier
market group, and was added to
the FTSE Russell’s Watchlist for
future upwards to Secondary
Emerging Market in September
2018.

The clearing & settlement
mechanism remained as a barrier
to Vietnam's current upgrade

We believe that Vietnam could
solve the technical issues soon
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Problems and solutions for Vietnam to be upgraded
next year

However, after one year of review, Vietnam only met 7/9 criteria of FTSE
(Appendix 2).

- The criterion of Settlement - rare incidence of failed trades was not
evaluated. We believe that this is not a big issue, simply due to the low supply of
information from the SSC.

- The criterion of Clearing & Settlement T+2/T+3slid from Pass to Restricted.

In general, Vietnam's payment activities are still based on the method of pre-
funding. According to FTSE Russell, Vietnam needs to follow international
practices in terms of Delivery vs Payment, by just checking the balance on the
T+2 and then transferring the stocks and doing the payment, instead of
checking the account and deducting money on the T+0 as at present.

The legal basis of Vietnam (according to Circular 203/2015/TT-BTC) has given
a green light for institutional investors (with accounts at a depository bank).
They only need a payment guarantee/confirmation from the bank to transact
business immediately. However, in fact, the benefits from the banks are still
limited, which undermined the implementation of the Circular.

We realize that some securities companies have actively provided
guarantee/payment services with foreign organizations and initially recorded
some promising achievements.

We think that one year will be enough for Vietnam to solve the prevailing
payment issues with foreign institutional investors. However, for individual
investors, we expect that if the guarantee issue cannot be solved, at least, the
bank should only block money at the time of buying securities and then deduct
money on T+2 later (when the securities return to the account). However, this
may still be a risk that partially obstructs the review of FTSE.
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Appendix 1. FTSE benchmark

KB SECURITIES VIETNAM

“@ FTSE GLOBAL SMALL CAP
$5.8 trilion net market cop
4,685 stock=

<@ FTSE GLOBAL MICRO CAP
$1.1 tillion net market cap
8,205 stocks

@ [ TSE DEVELOPED TOTAL CAP
$47.0 trilion net market cap

11,0631 kerge. mid, smsll &
mikro cap stacks

FTSE GLOBAL TOTAL CAP
S92 4 milion nat market cap

16,202 large. mid, small & micro cap stocks

Vi

~—

~

-

cas
SMALLCAP

MD CAP

LARGE CAP

S

@ FTSE ALL.WORLD®
$45.7 sdion net market cap
3,243 larpe & mid cap stocks

< FTSE GLOBAL ALL CAP
$581.3 willon nat market cap
7,008 larga, mid & smoll cap stocks

“@ FTSE EMERGING TOTAL CAP
Advanced and Secondsry
35.3 trilion net market cap
4072 larpe. mid, small & micro cap stocks

@ FTSE FRONTIER
$105.1 billon net markst cap
354 large, mid & small cap stocks

FRONTER
SECONDARY ENERGING

ADNVANCED BVERG ING

DEVELOPED

Source: FTSE, KB Securities Vietnam

b KB Securities | VIETNAM



Appendix 2. Vietnam & FTSE criteria as at September 2019
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CRITERIA SEC EMG WATCH|  Vietnam | FRONTIER WATCH
World Bank GNI Per Capita Rating, 2018 Lower Middle

Credit Worthiness Speculative

Market and Requlatory Environment

Formal stock market regulatory authorities actively monitor market (e.g., SEC, FSA, SFC) X Pass X
Fair and non-prejudicial treatment of minority shareholders Restricted

No or selective incidence of foreign ownership restrictions Restricted

No objection to or significant restrictions or penalties applied to the investment of capital or the repatriation of capital and income X Pass X
Developed equity market Restricted

Developed foreign exchange market Restricted

No or simple registration process for foreign investors Restricted

Custody and Settlement

Settlement - Rare incidence of failed trades X N/A X
Custody-Sufficient competition to ensure high quality custodian services X Pass

Clearing & Settlement - T+2 / T+ 3 X T+2 X
Settlement - Free delivery available -

Custody - Omnibus and segregated account facilities available to international investors Restricted

Dealing Landscape

Brokerage - Sufficient competition to ensure high quality broker services X Pass

Liquidity - Sufficient broad market liquidity to support sizeable global investment X Pass

Transaction costs - implicit and explicit costs to be reasonable and competitive X Pass

Stock Lending is permitted Restricted

Short sales permitted

Off-exchange transactions permitted

Efficient trading mechanism Restricted
Transparency - market depth information / visibility and timely trade reporting process X Pass X
Derivatives

Developed Derivatives Market Restricted

Source: FTSE, KB Securities Vietnam
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Investment ratings & definitions

Investment Ratings for Stocks
(based on expectations for absolute price gains over the next 6 months)

Buy: Hold: Sell:
+15% or more +15% to -15%

-15% or more

Investment Ratings for Sectors
(based on expectations for absolute price gains over the next 6 months)

Positive: Neutral: Negative:
Outperform the market Perform in line with the market ~ Underperform the market

Opinions in this report reflect the professional judgment of the research analyst(s) as of
the date hereof and are based on information and data obtained from sources that KBSV
considers reliable. KBSV makes no representation that the information and data are
accurate or complete and the views presented in this report are subject to change without
prior notification. Clients should independently consider their own particular
circumstances and objectives and are solely responsible for their investment decisions
and we shall not have liability for investments or results thereof. These materials are the
copyright of KBSV and may not be reproduced, redistributed or modified without the prior
written consent of KBSV. Comments and views in this report are of a general nature and
intended for reference only and not authorized for use for any other purpose.
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