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US Treasury Watchlist

Brighter outlook ahead

Only one violation and remains on the US Treasury’s currency watchlist

— Vietnam only exceeded the USD20 billion threshold for the bilateral trade surplus at USD47
billion over the four quarters though June 2019

— But Vietnam’s current account surplus no longer exceeded the threshold for current
account balance during the latest review period after the rising deficit in the service account
and foreign payment obligations narrowed the surplus to 1.7% of GDP from 5%.

— Vietnam’s FX intervention remained below the threshold at only 0.8% of GDP

Vietnam’s currency intervention improved

— Vietnam’s FX intervention improved as net purchases fell to 0.8% of GDP from 1.7%
previously as the State Bank of Vietnam (SBV) sold a large amount of foreign exchange in
2H18 to stabilize the VND exchange rate.

— Nominal VND exchange rates remained flat against the USD in 2019 but NEER and REER
continued to strengthen by 1.7% and 2.2%, respectively, during the first 11 months of 2019
(Fig 2). But REER is approaching equilibrium (Fig 3) and may no longer be undervalued
according to the International Monetary Fund (IMF).

— The US should still be willing to tolerate Vietnam'’s currency intervention as foreign exchange
reserves only reached 76% of reserve adequacy at the end of 2018, keeping foreign
currency purchases within IMF guidelines for foreign exchange management.

Likely to stay on watchlist for next review but little risk of being currency manipulator

— Results from the latest review will not likely last and Vietnam will likely remain on the
watchlist for the Jan 2019-Jan 2020 review but its important geopolitical role and
willingness to cooperate with the US should prevent being named a currency manipulator.

— Recalculation of GDP and international balance of payments should allow Vietnam's current
account surplus/GDP to decline further as foreign payment obligations continue to rise.

— However, the trade surplus should remain well above the USD20 billion mark and net foreign
exchange purchases/GDP may exceed the 2% threshold as Vietnam significantly raised the
purchase volume in 2019.

Little risk of Vietnamese goods being taxed

— The US acknowledges that the surge in imports from Vietnam partly resulted from the
relocation of supply chains from China to Vietnam.

— The US also acknowledges Vietnamese Government’s drastic measures in resolving over
1,300 cases of trade fraud in the first half of 2019.



Fig 1. Vietnam’s current account
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Fig 2. Vietnam exchange rate Fig 3. Estimated REER
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Fig 4. The US Treasury assessment on countries on the watchlist
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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% to -15%

+15% or more -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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