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January CPI up 1.74% m/m and looks to have peaked

» January CPl rose 1.74% m/m and 12.17% y/y. This mark a mild decelera-
tion of the m/m trend in December.

* The main drivers were education; food & foodstuffs; garment & footwear
and tobacco and beverage.

»  Ofthe subsegments, 4 accelerated m/m while 5 decelerated m/m.

» Importantly the m/m growth in the Food & foodstuffs index slowed a little
since last month.

»  With the Tet effect already largely reflected in the January number we be-
lieve that the February number should see a more pronounced slowdown.

*  However bond yields and interest rates may take some time to respond.
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CPI - m/m and y/y trend
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January CPI first glance - still high at 1.74% m/m but the m/m trend looks to have peaked

The newly released January CPI for Vietham rose 1.74% m/m and 12.17% yly. This comes within our forecasted
range of 1.5-1.8% and is lower than the 1.98% m/m increase posted in December. And as we expected, even
though January CPI in HCMC was up just 1.01% m/m thanks to the active use of their price stabilization fund, the

nationwide CPI number was a lot closer to the Hanoi number of 1.68% m/m. Apparently price stabilisation is not
widely practiced outside HCMC.

The pre-Tet price effects have been almost fully captured in the January CPI because the Tet holiday falls early this
year at the very beginning of February 2011. The sectors with highest increases in prices this month were educa-
tion items, food & foodstuff, garment & footwear, beverage & tobacco whose m/m price indices are 2.89%, 2.47%,
1.81%, and 1.67% respectively. The price increases in the later 3 sectors were much higher in the Northern Central
& Coastal Central regions due to severe cold weather which began to affect them in late December 2010 and may

last until after Tet holiday. Therefore we can now add cold weather to the other causal factors such as the currency;
loose monetary policy and soft commodity price rises.

The surge of 2.89% m/m seen in educational items needs a little further explanation. These increases were ob-
served in two areas only, the Mekong delta and Northwestern areas, and this is not because of any seasonal effect
but actually a one-off increase due to Government Decree 49/2010/ND-CP dated May 14, 2010 which officially ap-
plied increases in school fees in public schools in certain provinces such as Dien Bien, Quang Ngai, Ben Tre, and
Tien Giang. This decree took effect on January 1%, 2011. The increases in other areas if you remember was felt in
Q3 and early Q4 last year. We understand that this is the last of this for the time being anyway.

Out of the 11 CPI sub-segments 10 were higher and only one; telecommunication was lower. We also note that 4
sub-segments showed an acceleration on the previous month while 5 showed a deceleration in the m/m trend. Most
importantly perhaps the food and foodstuff index saw a slow-down in the trend on the previous month. Going for-
ward, we expect m/m CPIl numbers for February and March will be lower than that for January as prices are always
marked down again post-Tet. February should therefore be the month that captures most of the drop.
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Key CPI category trends — m/m
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Whether or not this lower price expectations can translate into lower market interest rates and bond yields quickly
remains a trickier question to answer. We believe that interest rates cannot be lowered as quickly in Q1 this year as
in the past because the cost of funding for most banks are far higher to the effects of C13. Therefore we may have
to wait until fairly late in Q1 before we see a meaningful decline in bond yields and market lending rates. Even so
we have already seen some minor drops in bond yields albeit rather uneven and this clearly points to a peak in the
current interest rate cycle. However, we do not expect to see a major reduction in bond yields as inflationary pres-
sure itself will remain fairly steady this year according to our house view.

Accelerations December 2010 January 2011
Beverage& Tobacco 1.3 1.67
Transport & Telecoms 0.45 0.81
Educational ltems 0.07 2.89
Cultural and Recreation items 0.51 0.58
Loscaeratons |
Food & Foodstuff 3.31 2.47
Accommodation & construction materials 2.53 1.33
Household appliances 0.86 0.77
Healthcare. pharmaceutical items 0.41 0.36
Other goods & services 1.06 1.04
Garment. hats. footwear 1.81 1.81
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Global Disclaimer

Copyright 2008 Ho Chi Minh Securities Corporation (HSC). All rights reserved. This report has been pre-
pared and issued by HSC or one of its affiliates for distribution in Vietham and overseas. The information
herein is believed by HSC to be reliable and is based on public sources believed to be reliable. With the
exception of information about HSC, HSC makes no representation about the accuracy of such informa-
tion. Opinions, estimates and projection expressed in this report represent the current views of the author
at the date of publication only. They do not necessarily reflect the opinions of HSC and are subject to
change without notice. HSC has no obligation to update, amend or in any way modify this report or oth-
erwise notify a reader thereof in the event that any of the subject matter or opinion, projection or estimate
contained within it changes or becomes inaccurate. The information herein was obtained from various
sources and we do not guarantee its accuracy or completeness. Prices and availability of financial instru-
ments are also subject to change without notice. This published research may be considered by HSC when
buying or selling proprietary positions or positions held by funds under its management. HSC may trade
for its own account as a result of short term trading suggestions from analysts and may also engage in
securities transactions in a manner inconsistent with this report and opinions expressed there in. Neither
the information nor any opinion expressed in this report constitutes an offer, nor an invitation to make an
offer, to buy or to sell any securities or any option, futures or other derivative instruments in any jurisdiction.
Nor should it be construed as an advertisement for any financial instruments. Officers of HSC may have
a financial interest in securities mentioned in this report or in related instruments. This research report is
prepared for general circulation for general information only. It does not have regard to the specific invest-
ment objectives, financial situation or particular needs of any person who may receive or read this report.
Investor should note that the prices of securities fluctuate and may rise and fall. Past performance, if any,
is no guide to the future. The financial instruments discussed in this report may not be suitable for all in-
vestors. Investors must make their own financial decisions based on their independent financial advisors
as they believe necessary and based on their particular financial situation and investment objectives. This
report may not be copied, reproduced, published or redistributed by any person for any purpose without
the express permission of HSC in writing. Please cite sources when quoting.
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