Policy rate cuts

Deposit rates expect to dip with slower pace

SBV conducts third rate cut in the fight against COVID-19
The State Bank of Vietnam (SBV) cut its policy rates, including refinancing,
rediscount and reverse repos rates by 50 bps to boost economic growth

Deposit rates plunged after the May policy rate cut

Stable credit supply and weaken credit demand and lending rate cut to support
Covid-19 affected businesses led to the adjustment of commercial banks in deposit
rates to maintain a reasonable net interest margin (NIM).

Deposit rates expect to follow the downward momentum with slower pace in
the next three months
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SBV cut its policy rates for the
third time in 2020, following by
tame inflation

These rediscounting, refinancing
and OMO rate cuts will more be
seen as SBV’s guideline for deposit
and lending rate as the liquidity in
the system remains abundant for
months

Interbank rates are at the lowest level in three

KB SECURITIES VIETNAM

Third policy rate cuts for the year

The State Bank of Vietnam (SBV) cut the policy rates for the third time in 2020
in its fight against the COVID-19 as part of Decision 1728, 1729 and 1730/QD-
NHNN (Table 1). In the context of tame inflation (9-month average CPI
increased by 3.85% YoY), the SBV decision is reasonable and consistent to our
base case scenario. All the above measures are aimed at facilitating cheap
capital for commercial banks, thereby reducing lending rates and supporting
economic growth. It is also the trend of global central banks, besides other
fiscal support package to deal with Covid-19’s severe impact.

Table 1. Vietnam - Policy rate cuts effective from October 2020

Old New
Refinancing rate 4.50 4.00
Rediscount rate 3.00 2.50
Reverse repo rate for OMO 3.00 2.50
Deposit ceiling for term under 1 month 0.20 0.20
Deposit ceiling for term from 1 month to under 6 month 4.25 4.00
Short-term lending facility for priority areas 5.00 4.50

Source: State Bank of Vietnam, KB Securities Vietnam

We believe that SBV’s action to lower policy rates and reverse repo rates will be
more to provide a clear message to commercial banks for further lowering
lending rates than to provide liquidity to the system as it remains abundant for
months. OMO operation has not been performed successfully although SBV has
regularly called for bids for many months, as well as the interbank interest rate
has dropped to the lowest levelin 3 years, showing that the liquidity is relatively
abundant in the banking system.

Fig 1. Vietnam - Interbank rates, Jan 17-Sep 20 (%)
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Deposit rates for all term have
fallen more sharply than usual
after May rate cut

Deposit rates expect to follow the
downward momentum with slower
pace in the next three months

Deposit rate for 12-month term dropped
significantly from June 2020
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In fact, deposit rate has plunged since the policy rate cut in May 2020. Deposit
rates are now at lowest level for ten years and in @ downward trend stemming
from two reasons: 1) on the supply side, credit supply is abundant, from both
SBV (foreign currency accumulation for FX reverses) and from saving deposits
and enterprises (capital mobilization in 9 months increased by 7.7% YTD) and
on the demand side, weak credit demand (9 months' credit outstanding
increased only 5.12% YTD); and 2) pressure to maintain a reasonable NIM ratio
to compensate for the lending rate cut to support Covid-19 affected
businesses.

Deposit interest rate has decreased 50-200bps YTD in total for all terms. Rates
for less than 6 months term are currently at 2.50% - 4.00% per annum, much
lower than the new ceiling rate of 4.00%, therefore room for further rate cut
for term less than 6 months is limited. The downward trend is also clear in the
medium and long-term deposit rates over the past three months, with the
deposit rates for more than 12 months term currently at 6.00 - 7.00%. Credit
growth is expected to recover in the last quarter of the year (with leading
indicators such as industrial production, PMI and retail growth recovering in
September), we expect medium and long-term deposit rates will tend to only
decrease marginally (10-20 bps).

Fig 2. Vietnam - Deposit rate for 12-month term, Oct 19-Sep 20 (%)

SOCBs

(%) Big JSCBS e Medium & Small JSCBs

80 T

75 ¢

70 \

o5 T \/x

6.0 +

55
Oct-19 Nov-19  Dec-19 Jan-20 Feb-20  Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20 Sep-2

Source: KB Securities Vietnam

*b KB Securities | VIETNAM



KB SECURITIES VIETNAM RESEARCH

Head of Research - Nguyen Xuan Binh
binhnx@kbsec.com.vn
Macro/Strategy

Head of Macro & Strategy - Tran Duc Anh
anhtd@kbsec.com.vn

Macro Analyst - Thai Thi Viet Trinh
trinhttv@kbsec.com.vn

Market Strategist - Le Anh Tung
tungla@kbsec.com.vn
Equity (Hanoi)

Head of Equity Research (Hanoi) - Duong Duc Hieu
hieudd@kbsec.com.vn

Information Technology & Logistics Analyst - Nguyen Anh Tung
tungna@kbsec.com.vn

Property Analyst - Pham Hoang Bao Nga
ngaphb@kbsec.com.vn

Power & Construction Material Analyst - Le Thanh Cong
conglt@kbsec.com.vn

Financials Analyst - Nguyen Thi Thu Huyen
huyenntt@kbsec.com.vn
Equity (Ho Chi Minh)

Head of Equity Research (Ho Chi Minh) - Harrison Kim
harrison.kim@kbfg.com

Consumer & Retailing Analyst - Dao Phuc Phuong Dung
dungdpp@kbsec.com.vn

Fisheries & Pharmaceuticals Analyst - Nguyen Thanh Danh
danhnt@kbsec.com.vn

Oil & Gas & Chemicals Analyst - Nguyen Vinh
vinhn@kbsec.com.vn
Research Marketing

Korea Marketing Analyst - Seon Yeong Shin
shin.sy@kbsec.com.vn



KB SECURITIES VIETNAM (KBSV)

Head Office:

Levels G, 2 & 7, Sky City Tower, 88 Lang Ha Street, Dong Da District, Hanoi, Vietnam

Tel: (+84) 24 7303 5333 - Fax: (+84) 24 3776 5928

Hanoi Branch:
Level 1, VP Building, 5 Dien Bien Phu, Ba Dinh District, Hanoi, Vietnam
Tel: (+84) 24 7305 3335 - Fax: (+84) 24 3822 3131

Ho Chi Minh Branch:

Level 2, TNR Tower Nguyen Cong Tru, 180-192 Nguyen Cong Tru Street, District 1, HCMC, Vietnam

Tel: (+84) 28 7303 5333 - Fax: (+84) 28 3914 1969

Saigon Branch:

Level 1, Saigon Trade Center, 37 Ton Duc Thang, Ben Nghe Ward, District 1, HCMC, Vietnam

Tel: (+84) 28 7306 3338 - Fax: (+84) 28 3910 1611

CONTACT INFORMATION

Institutional Client Center: (+84) 28 7303 5333 - Ext: 2656
Private Customer Care Center: (+84) 24 7303 5333 - Ext: 2276
Email: ccc@kbsec.com.vn

Website: www.kbsec.com.vn

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:
Perform in line with the market ~ Underperform the market

Negative:
Outperform 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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