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Vietnam — Vietnamese dong devalued

e The Viethamese dong is effectively devalued by 7.2%, with trading band narrowed to +/-1%

e Timing of the move isin line with our expectations; our end-2011 VND forecast has been reached

e Higher interest rates are still needed to maintain price stability and prevent further VND sell -offs

The State Bank of Vietnam announced on 11 February that the official USD-VND rate
will be devalued from 18,932 to 20,693, with the trading band narrowed from +/-3% to
+/-1%. This implies that the new official USD-VND ceiling is 20,900, up from 19,500.

The timing of the devaluation is in line with our expectations (see On the Ground, 27
January 2011, “‘Vietnam — Time to act’), although the magnitude is greater that
forecast. Today's devaluation implies that our previous end-2011 USD-VND forecast
of 20,800 has been reached. Table 1 shows our revised FX forecasts, along with our
economic and government bond yield forecasts. In our view, the Viethamese dong
(VND) will remain under pressure throughout 2011 given the delicate balance of the
country's balance of payments, rising CPI inflation and the growth bias of the
Viethamese authorities.

The credibility of the State Bank of Vietham (SBV) needs improvement given
repeated one-off devaluations. Following today's large move, which effectively takes
USD-VND close to where the parallel market was trading before the devaluation, we
expect the authorities to keep USD-VND roughly stable near-term. However, we
continue to expect one more devaluation in H2-2011 as rising CPI inflation, a
widening trade deficit and low exchange rate credibility continue to put weakening
pressure on the VND. In line with this, we have adjusted our USD-VND forecasts
modestly higher, while maintaining the same profile. We now forecast USD-VND at
20,900 at end-Q1, 20,900 at end-Q2, 21,800 at end-Q3 and 21,800 at end-Q4. The
latest devaluation has had little direct impact on government bonds, as offshore
involvement has been marginal and demand from domestic banks remains robust.

Table 1: Standard Chartered quarterly and annual forecasts for Vietham

Forecasts (end-period) Q4-10A Q1-11 Q2-11 Q3-11 Q4-11
Real GDP (%, yly) 7.7 6.9 75 7.2 7.1
Inflation (%, y#) 10.8 11.8 12.6 14.3 12.9
Base Rate (%, year-end) 9.0 10.0 11.0 12.0 12.0
2 2 21 21

USD-VID (end-period) 19,500 (2%,?)22) (Zg,zgc())) (20:282) (201282)
2Y VGB yield (%,end-period) 10.7 11.75 12.25 12.50 12.50
5Y VGB yield ((%, period end) 11.3 12.00 12.5 12.75 12.75
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We warned in late January that a
devaluation could come after Tet;
the authorities will now need to
tighten monetary policy to anchor
inflation expectations and protect

the VND

The latest devaluation should calm the market, for now

The latest devaluation implies that the official ceiling has moved much closer to the
market clearing level seen in the parallel market. Ahead of the announcement, USD-
VND was trading at around 21,300 in the parallel market. We predicted in late
January that a devaluation could take place after Tet (the Lunar New Year), but the
magnitude of the move — with the exchange rate ceiling rising by 7.2% — was larger
than expected. Subsequently, the USD-VND official exchange rate has already
exceeded our 2011 year-end forecast of 20,800.

The latest policy announcement should provide further relief to the balance of
payments, and ease downward pressure on the foreign exchange reserves. Local
media reported on 9 February that foreign exchange reserves had declined to around
USD 10bn from USD 16bn at the end of 2009. However, the latest devaluation could
also lead to higher imported inflation in the months ahead, especially when combined
with rising global commodity prices. While the central bank remains comfortable with
the current level of interest rates, we see a need for higher rates in order to pre-empt
economic overheating risks. After all, one of the reasons why local investors have
switched from VND into USD and gold is to protect themselves from inflation. Without
credible actions to maintain price stability, local investors may continue to switch out
of VND assets into other currencies and assets.

Government bond market — strong demand from banks

VND devaluation has had little direct impact on the local-currency government bond
market. Offshore involvement is marginal, and demand from domestic banks remains
strong as tight liquidity conditions begin to soften after Tet. The SBV has maintained
liquidity injections into the market via open-market operations, and interbank funding
rates — which edged up in January — are beginning to ease. We expect strong
demand from banks to support yields in the near term; however, risks are to the
upside if a weaker VND adds to imported inflation. Overall, in line with our forecasts
of high inflation and 300bps of rate hikes in 2011, we maintain our bearish view on
the government bond market.

Chart 1: Latest devaluation matches expectation in Chart 2: Vietnam headline inflation to rise further

parallel market

21,000
20,000
19,000
18,000
17,000
16,000
15,000

30%
25%
20%
15%
10%

5%

0%

1/7/2008  7/21/2008  2/2/2009  8/17/2009  3/1/2010  9/13/2010 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12

=== JSD-VND (official)

estimate of parallel market === Headline inflation

Forecast —

Sources: CEIC, Standard Chartered Research

GR11JA | 11 February 2011

Sources: CEIC, Standard Chartered Research



/4

On the Ground

Disclosures Appendix

Analyst Certification Disclosure:

The research analyst or analysts responsible for the content of this research report certify that: (1) the views expressed and attributed to the
research analyst or analysts in the research report accurately reflect their personal opinion(s) about the subject securities and issuers and/or
other subject matter as appropriate; and, (2) no part of his or her compensation was, is or will be directly or indirectly related to the specfific
recommendations or views contained in this research report. On a general basis, the efficacy of recommendations is a factor in the performance
appraisals of analysts.

Global Disclaimer:

Standard Chartered Bank and or its affiliates ("SCB”) makes no representation or warranty of any kind, express, implied or statutory regarding
this document or any information contained or referred to on the document.

The information in this document is provided for information purposes only. It does not constitute any offer, recommendation or solicitation to
any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it constitute any prediction of likely future
movements in rates or prices, or represent that any such future movements will not exceed those shown in any illustration. Users of this
document should seek advice regarding the appropriateness of investing in any securities, financial instruments or investment strategies
referred to on this document and should understand that statements regarding future prospects may not be realised. Opinions, projections and
estimates are subject to changew ithout notice.

The value and income of any of the securities or financial instruments mentioned in this document can fall as well as rise and an investor may
get back less than invested. Foreign-currency denominated securities and financial instruments are subject to fluctuation in exchange rates that
could have a positive or adverse effect on the value, price or income of such securities and financial instruments. Past performance is not
indicative of comparable future results and no representation or warranty is made regarding future performance.

SCB is not a legal or tax adviser, and is not purporting to provide legal or tax advice. Independent legal and/or tax advice should be sought for
any queries relating to the legal or tax implications of any investment.

SCB, and/or a connected company, may have a position in any of the instruments or currencies mentioned in this document. SCB and/or a
connected company may at any time, to the extent permitted by applicable law and/or regulation, be long or short any securities or financial
instruments referred to in this document or have a material interest in any such securities or related investment, or may be the only market
maker in relation to such investments, or provide, or have provided advice, investment banking or other services, to issuers of such investments.

SCB has in place policies and procedures and physical information w alls between its Research Department and differing public and private
business functions o help ensure confidential information, including ‘inside’ information is not publicly disclosed unless in line with its policies
and procedures and the rules of its regulators.

You are advised to make your ovn independent judgment w ith respect to any matter contained herein.

SCB accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental or consequential
loss or damage) from your use of this document, howsoever arising, and including any loss, damage or expense arising from, but not limited to,
any defect, error, imperfection, fault, mistake or inaccuracy w ith this document, its contents or associated services, or due to any unavailability
of the document or any parttheredf or any contents or associated services.

If you are receiving this document in any of the countries listed below, please note the following:

United Kingdom: SCB is authorised and regulated in the United Kingdom by the Financial Services Authority (FSA). This communication is not
directed at Retail Clients in the European Economic Area as defined by Directive 2004/39/EC. Nothing in this document constitutes a personal
recommendation or investment advice as defined by Directive 2004/39/EC. Australia: The Australian Financial Services License for SCB is
License No: 246833 with the follow ing Australian Registered Business Number (ARBN: 097571778). Australian investors should note that this
document was prepared for wholesale investors only (as defined by Australian Corporations legislation). China: This document is being
distributed in China by, and is attributable to, Standard Chartered Bank (China) Limited w hich is mainly regulated by China Banking Regulatory
Commission (CBRC), State Administration of Foreign Exchange (SAFE), and People’s Bank of China (PBoC). Hong Kong: This document is
being distributed in Hong Kong by, and is attributable to, Standard Chartered Bank (Hong Kong) Limited w hich is regulated by the Hong Kong
Monetary Authority. Japan: This document is being distributed to Specified Investors, as defined by the Financial Instruments and Exchange
Law of Japan (FIEL), for information only and not for the purpose of soliciting any Financial Instruments Transactions as defined by the FIEL or
any Specfified Deposits, etc. as defined by the Banking Law of Japan. Singapore: This document is being distributed in Singapore by SCB
Singapore branch, only to accredited investors, expert investors or institutional investors, as defined in the Securities and Futures Act, Chapter
289 of Singapore. Recipients in Singapore should contact SCB Singapore branch in relation to any matters arising from, or in connection w ith,

GR11JA | 11 February 2011 3



K

On the Ground

this document. South Africa: SCB is licensed as a Financial Services Provider in terms of Section 8 of the Financial Advisory and Intermediary
Services Act 37 of 2002. SCB is a Registered Credit provider in terms of the National Credit Act 34 of 2005 under registration number NCRCP4.
UAE (DIFC): SCB is regulated in the Dubai International Financial Centre by the Dubai Financial Services Authority. This document is inte nded
for use only by Professional Clients and should not be relied upon by or be distributed to Retail Clients. United States: Except for any
documents relating to foreign exchange, FX or global FX, Rates or Commodities, distribution of this document in the United States or to US
persons is intended to be solely to major institutional investors as defined in Rule 15a-6(a)(2) under the US Securities Act of 1934. All US
persons that receive this document by their acceptance thereof represent and agree that they are a major institutional investor and understand
the risks involved in executing transactions in securities. Any US recipient of this document wanting additional information or to effect any
transaction in any security or financial instrument mentioned herein, must do so by contacting a registered representative of Standard Chartered
Securities (North America) Inc., 1 Madison Avenue, New York, N.Y. 10010, US, tel + 1 212 667 0700. WE DO NOT OFFER OR SELL
SECURITIES TO U.S. PERSONS UNLESS EITHER (A) THOSE SECURITIES ARE REGISTERED FOR SALE WITH THE U.S. SECURITIES
AND EXCHANGE COMMISSION AND WITH ALL APPROPRIATE U.S. STATEAUTHORITIES; OR (B) THE SECURITIES OR THE SPECIFIC
TRANSACTION QUALIFY FOR AN EXEMPTION UNDER THE U.S. FEDERAL AND STATE SECURITIES LAWS NOR DO WE OFFER OR
SELL SECURITIES TO U.S. PERSONS UNLESS (i) WE, OUR AFFILIATED COMPANY AND THE APPROPRIATE PERSONNEL ARE
PROPERLY REGISTERED OR LICENSED TO CONDUCT BUSINESS; OR (i) WE, OUR AFFILIATED COMPANY AND THE APPROPRIATE
PERSONNEL QUALIFY FOR EXEMPTIONS UNDER APPLICABLE U.S. FEDERAL AND STATE LAWS.

Copyright: Standard Chartered Bank 2011. Copyright in all materials, text, articles and information contained herein is the property of, and may
only be reproduced with permission of an authorised signatory of, Standard Chartered Bank. Copyright in materials created by third parties and
the rights under copyright of such parties are hereby acknow ledged. Copyright in all other materials not belonging to third parties and copyright
in these materials as a compilation vests and shall remain at all times copyright of Standard Chartered Bank and should not be reproduced or
used except for business purposes on behalf of Standard Chartered Bank or save with the express prior written consent of an authorised
signatory of Standard Chartered Bank. All rights reserved. © Standard Chartered Bank 2011.

Document approv ed by Data available as of Document is released at
Tai Hui 02:30 GMT 11 February 2011 02:30 GMT 11 February 2011
Regional Head of Research, South East Asia

GR11JA | 11 February 2011 4



	OLE_LINK1

