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Fed cuts rate to near zero

Impact on Vietnam’s stock market

The Federal Reserve unexpectedly (Fed) cut its rates from 1% on March 15

— On March 15, the Fed cut its benchmark interest rates from 1% to 0-0.25% for the second
time in March and promised to raise its bond holdings by at least USD700 billion, lengthened
loan terms to 90 days and lowered the bank reserve requirement to 0%. The Fed noted it
would maintain easing until it felt comfortable that the US economy could recover from
recent wobbles.

Contrary to market expectations, Fed's dramatic rates cuts are usually followed by a

plunge in the global stock markets.

— Observing the Fed's interest rate management in the past 20 years, emergency cuts (1.5%-
points or more within @ month) are usually accompanied by sharp drops in global stock
markets (Figure 1). This is in contrast with ‘insurance’ rate cuts from the Fed during healthy
economic periods that often lead to rallies in global stock markets. Specifically, the Fed's
aggressive rate cuts in the past were connected to the two latest crises: the dot-com
bubble in 2000 and the global financial crisis in 2008. Both times rate cuts came before any
signs of recession but negatively impacted stock markets for two main reasons: 1) investor
concerns about the Fed’s adverse assessment of the macro outlook; and 2) clearer signals
of a looming crisis and concerns the Fed’s move may not be effective enough to improve
the economy in the short term.

Impact on Vietnam’s stock market

— Due to limited data, we focused on foreign trading activity in Vietnam’s stock market from
2012 to now (Figure 2). Between 2012 and 2014, the Fed had no rate cuts as the rates had
already reached zero but quantitative easing programs did help Vietnam attract foreign
capital inflows. From the end of 2015 to now, foreign trading volumes on Vietnam'’s stock
market were highly correlated with Fed interest rates. Specifically, foreigners net-bought
during rate hikes (2015-end to 2018-end) and net-sold when rates were cut (2019 to now).
When the Fed raises rates the confidence level of foreign investors towards global economic
growth usually improve and cash flows tend to head towards the emerging markets, and vice
versa.

— There is a limitation to comparing the Fed’s most recent aggressive cuts to the two periods
of crisis in the past. Whether the COVID-19 pandemic can cause a deep and broad-based
recession is highly controversial. However, given examples of previous shocks to the global
financial system and the reaction of stock markets around the globe, we believe the Fed’s
rate cuts may have a limited impact on boosting Vietnam'’s stock market or reversing the
net-selling activities of foreign investors.



Fig 2. Federal Funds Target Rate - Correlation with foreign
portfolio investment into Vietnam, Mar 12-Mar 20
(VNDbn, %)

Fig 1. Federal Funds Target Rate - Correlation with global
stock markets, Jan 00-Mar 20 (index points, %)
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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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