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Interest rates to stay longer in the
declining trend

Interbank rates to stay low

Interbank rates generally reduced in October with an impressive trading
value, likely reflecting an increase in supply. The reduction in short-term
rates partially reflected the easing demand for liquidity related to meeting
regulatory requirements at the 3Q21 quarter-end. Banks tend to offer more
liquidity following the quarter-end months. Furthermore, deposit rates
continued remaining low as a manifestation of the abundant liquidity in the
banking system and added more downward pressure on interest rates in
the interbank market. We predict interbank rates to remain low in
November when the government conducts fiscal support to affected
employees, and the deposit rates continue to stay low.

Economic conditions to favor lower yields

In a time of many uncertainties in global and domestic macro
developments, bond investors were staying cautious with G-bond demand
plunging at an unsually pace during October. On the other side, bond yields
remained at considerably low levels. Looking forward to the remaining of
2021, we remain of our view that monetary conditions continue to be
accommodative in the coming months, supported by an easing monetary
stance of SBV and weak economic recovery. A combination of low inflation,
uneven rebound in the services sector (the main private consumption
channel), and surplus banking liquidity would further support a low yield
environment.

KIS leading economic index (USD bn, %, % QoQ, % YoY)

4Q20 1Q21 2Q21 3Q21 2019 2020  2021F
GDP 4.48 4.48 6.61 6.17) 7.02 2.91 3.80
Trade balance 3.29 2.82 (3.75) (0.86) 10.42 19.01 1.27
CPI 1.38 0.30 2.67 2.16 5.23 3.24 2.05
Discount rate 2.50 2.50 2.50 2.50 4.00 2.50 2.50
VND/USD 23252 23,076 23,020 22,761 23231 23255 23246
US GDP 7.90 NA NA 7.90 2.30 (3.40) 6.00
China GDP 6.00 NA NA 6.00 6.10 2.30 8.00
Source: KIS
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No transaction
recorded in the OMO

Figure 1. T-bill transaction

l. Silent OMO under stable liquidity

Given an excessive liquidity in the banking system, OMO in October continued
record no transaction between the central bank and its counterparties. The
super-low interest rate environment generally remained this month, when short-
term borrowing cost on the interbank market has declined slightly. Therefore,
the OMO remained silent in the absence of short-term liquidity pressures. The
current interest rate corridor is still effective when the interest rate applied for
collateral loans to commercial banks was unchanged at 2.50%, and the
overnight rate nearly stayed at the zero level.

Hochiminh city authority re-opened and eased restrictions on 1st October
significantly, giving hope for economic activities to return partly to normal.
However, enterprises seem to put their new production plans aside and wait to
see how the re-opening of the city would be going. Therefore, the financing
demand in the first lending market would remain modest, and the short-term
liquidity would remain abundant. Hence, we predict that the monetary stance in
the next month continued to follow accommodation with the administrative style
to prompt commercial banks to share the financial burden with COVID19-
affected victims to see how successful the re-opening would be.

Figure 2. Repo transaction
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Figure 4. Interbank transaction

Figure 3. Net Injection/Withdrawal
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Il. Interbank rates to stay low

Interbank rates generally reduced in October with an impressive trading value,
likely reflecting an increase in supply. In detail, ON, 1-week, 2-week and 1-
month declined by 6bps, 21bps, 8bps and 17bps, while longer-term tenors,
including 3-month and 6-month, rose by 11bps and 136bps compared to end-
September. The reduction in short-term rates partially reflected the easing
demand for liquidity related to meeting regulatory requirements at the 3Q21
quarter-end. Banks tend to offer more liquidity following the quarter-end months.
Furthermore, deposit rates continued remaining low as a manifestation of the
abundant liquidity in the banking system and added more downward pressure
on interest rates in the interbank market.

Given the general reduction in interest rates this month, the total trading value
climbed to the year-high. The total trading value in October was VND3,366.84tn,
26.16%-higher than September. ON loans increased the attention to
commercial banks when its share became more significant relative to the
remaining tenors and constituted 80.43 % of total trading value.

Figure 5. Interbank value by tenors
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Figure 6. Credit growth by month-of-year Figure 7. Historical deposit rates
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Investors’ appetite was
waning for government
bonds at record-low yields

Source: Bloomberg, SBV, KIS

PREDICTION:

We predict interbank rates to remain low in November when the government
conducts fiscal support to affected employees, and the deposit rates continue
to stay low. The decision was expected to inject more liquidity into the banking
system. Besides, although Hochiminh city and several southern provinces
decided to re-open primarily economic activities on 1st October, the business
condition remained uncertain, implying that the production would take several
months to operate like the pre-pandemic period entirely. Lending demand,
therefore, would not incur any significant change and put downward pressure
on the interbank rates in the next month.

I1l. Economic conditions to favor
lower yields

In October, developments in the government bond markets were unusual in a
time of uncertainty from global and domestic macro developments. First of all,
G-bond auctions in the primary market were suddenly failed in the month,
although banking-liquidity indicators remained stable and healthy and winning
yields were more attractive than from previous months. From our view, there
was a significant mismatch between Treasury’s offering yields at record lows
and market appetite for more attractive yields, resulting in those failed auctions.
On the other hand, rebound in G-bond yields in September in the secondary
market was short-lived, about a month, before short-term and mid-term yields
were plunging back to around their record lows.

Going into details, in the primary bond market, a total of 18 auctions for
government bonds were taking place in the first month of the fourth quarter with
about VND32.75tn G-bonds being offered, down by 31.8% compared to
previous month. A slowdown in G-bond offering was normally occuring in the
beginning of a quarter when G-bond issuance plan was yet to be revealed.
Long-term G-bonds with tenors from 10-year to 30-year accounted for about
81.7%, and the remaining 18.3% comprised of mid-term bonds with 5-year and
7-year tenors.
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Figure 8. Monthly government bond issuance

Figure 9. Issuing value by tenors
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From the demand side, some indicators showed that the bidding activity was
slowing down significantly compared to the previous period, which means bond
investors seemed to be cautious at the current record-low yield levels.
Particularly, the total bidding value dropped to 38.1% MoM to VND56.61tn,
translating to a bid-to-offer ratio to a one-year low of 1.73 times. Furthermore,
G-bond demand for 7-year, 10-year, and 30-year, was decreasing more than

Source: HNX, KIS

other tenors and unusually low compared to the previous period.

Under weakened demand in G-bond auctions, only VND16.15tn were
sucessfully issued in the month, down 58.0% MoM. Therefore, the absorption
ratio was dropping to the lowest level since March, at 49.3%. Mid-term G-bond
auctions for 5-year and 7-year tenors were completely failed with their
absorption rates posting only 6.3% (VNDO0.25tn) and 0.0%. The absorption rate
for 15-year G-bonds was also considerably low, at 31.6%, while the absroption
for 10-year, 20-year, and 30-year bonds were above 60%. As a result, 98.5% of
total issuance in October was long-term G-bonds, while 1.5% left was 5-year

G-bonds.
Figure 10. Bid-to-offer ratio Figure 11. Absorption ratio by tenors
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According to results from G-bond auctions, winning yields were increasing for
most tenors, to a greater extent for long-term yields. More specifically, 10-year
and 15-year yields increased markedly by 7.2 bps and 6.6 bps to 2.14% and
2.37%. Yields on other long-term bonds, including 20-year and 30-year,
remained unchanged at 2.82% and 2.90%. On the other hand, 5-year yield
rebounded slightly by 2 bps to 0.84%, while there was no record on 7-year yield.

Figure 12. Yields from 5-year to 10-year Figure 13. Yields with tenors greater than 10-years
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G-bond trading was slowing In the secondary market, G-bond trading was slowing down by 11.0% from the
down with yields lowering previous month, posting VND155.9tn in trading value. Trading activity was
further in October increasing on mid-term bonds with its trading share about 42.9%, the highest

level on record, while trading on long-term bonds accounted for 47.6%. About
only 9.5% of trading activity was on short-term bonds.

Figure 14. Trading value Figure 15. Trading value by tenor
. 0,
(VND tn) Trading value (L) (%) e =10Y mi5Y m1y =2Y 3Y ©5Y =7Y  others
250 - Trading value % MoM (R) S 80 100 -
200 80
156 40
150 - 60
10
100 (11.0) 40
4 (40
50 - o 20
(80) 0
Oct-20 Jan-21 Apr-21 Jul-21 Oct-21 Oct-20 Jan-21 Apr-21 Jul-21 Oct-21
Source: HNX, KIS Source: HNX, KIS

By bond type, 95.7% of the total trading value (VND149.2tn) was from the
government bonds, while the remaining 4.3% was from trading on government-
guaranteed bonds. Regarding investor type, trading activity made by domestic
investors took up to 98.6% of the trading value, and the rest 1.4% was coming
from foreign investors.
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Figure 16. Trading value by bond type Figure 17. Trading value by investor
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Short-term and mid- In the secondary market, yields continued to back into the declining trend after
term yields backed a short-lived rebound, with short-term and mid-term yields seeing the most
to record lows downward presusre, dragging those yields back to nearly their record lows. Two
primary factors supported for further reduction in bond yields in the month: (1)
inflation-measured CPI and core CPI continued to be subdued in the early
reopening with no significant price pressure on most areas; (2) low interbank
interest rates were also signaling that banking liquidity remained surplus.
To be more specific, the left tail of the yield curve, comprising of short-term and
mid-term yields, was shifting downward markedly, while its right tail with long-
term yields remained stable. Regarding short-term yields, 3-year and 4-year
yields saw the most downward pressure when declining by 10.4 bps and 11.1
bps to 0.72% and 0.78%, around their record lows. 2-year yield also dropped
4.6 bps to only 0.57%, while 1-year yield fell 2 bps to 0.45%, sticking to stable
and low interbank interest rate movement.
Figure 18. G-bond yield curve Figure 19. Short-term yields
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Meanwhile, for mid-term yields, 5-year yield fell sharply by two-digit points,
down 11.8 bps to 0.83%. To a lesser extent, 7-year yield also lowered by 3.9
bps 1.22%. Regarding long-term yield levels, those yields remained highly
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stable during the month, almost unchanged for 10-year, 15-year, 20-year, and
30-year tenors, at 2.15%, 2.49%, 2.82%, and 2.98%, respectively.

Figure 20. Mid-term yields

Figure 21. Long-term yields
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PREDICTION:

We remain of our view that monetary conditions continue to be accommodative
in the coming months, supported by an easing monetary stance of SBV and
underlying weak economic conditions. A combination of low inflation, uneven
rebound in the services sector (the main private consumption channel), and
surplus banking liquidity would further support a low yield environment in the
last months of 2021, although credit activity started accelerating on the other

side.

Figure 22. Inflation remains subdued

Figure 23. Uneven rebound in services sector
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Figure 24. Interbank rate maintains low

Figure 25. Credit activity starts picking up
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Besides, a new factor, massive USD inflows from FDI disbursement and trade
surplus, would also play a role in further easing banking liquidity conditions. As
a main player absorbing USD inflows, SBV would pour trillions of VND back into
the banking system, and FI markets would be a shelter for it temporary.

Figure 26. FDI disbursement start accelerating Figure 27. Trade surplus reachs a year high
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Therefore, we remain of our view that the declining trend in G-bond yields would
continue in the remaining months of 2021.
IV. VND increases for seven straight
months
VND extended its As U.S. Federal Reserve is counting down final days before starting tapering
gaining streak for the process and tightening ultra-accommodative monetary conditions, magnified by

seven months straight surging inflation conditions, it is putting more and more upward pressure on U.S.

bond yields, and the greenback is benefiting from this development. In October,
USD was anchoring around its highest elvel in more than a year, ending at 94.1
index point and down slightly by 0.1%.

§ ]G v
Securities Corporation



Figure 28. Movements of VND, USD, CNY, KRW, JPY, and EUR

For four currencies in our watchlist, JPY was the worst performer in the month
when losing 1.68% against the greenback, the second month decreasing more
than 1.5% and the third month reduction since July. Meanwhile, EUR also
extended its loss against USD for 5 consecutive months, although the
decreasing pace limited to just 0.11% from last month. On the other side, a four-
month reduction in KRW was stopped with a marked rebound of 1.32% MoM,
while CNY continued its increase for the third month, by 0.61%.

Figure 29. Monthly changes in VND, USD, CNY, KRW, JPY, and EUR
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Meanwhile, VND continued to stay in the increase territory for the 7 months
straight, the longest gaining streak on record. However, the increase was
considerably limited, by 0.04% MoM, accumulating to a 1.42% gain against
USD since April.

Figure 30. USD/VND rate and DXY index
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Macro scorecard

(USD bn, USD, %, % YoY)

May-21
Real GDP growth
Registered FDI 1.74
GDP per capita
Unemployment rate
Export 26.19
Import 28.27
Export growth 36.52
Import growth 55.52
Inflation 2.90
USD/VND 23,048
Credit growth 4.95
10Y gov't bond 2.27

Jun-21
6.61
1.28

27.20
27.66
20.56
33.54
2.41
23,020
6.44
2.21

Jul-21

1.45

27.87
29.11
12.03
31.75
2.64
22,947
6.92
2.19

Aug-21

2.40

27.23
27.34
(1.71)
20.34
1.79
22,784
7.40
2.06

Sep-21
(6.17)
3.02

27.00
26.50
(0.60)
9.49
2.06
22,761
7.54
2.14

Oct-21

27.30
26.20
0.15
7.97
1.77
22,752
8.14
2.15

4Q20
4.48
7.32

80.15
76.86
15.14
16.43
3.24
23,126
10.14
2.01

1Q21
4.65
10.13

78.40
75.57
23.42
26.60
0.30
23,076
2.95
2.40

2021
6.61
5.14

79.95
83.70
34.74
45.79
2.67
23,020
6.44
2.21

3Q21
(6.17)
6.88

82.09
82.95
2.95
20.19
2.16
22,761
7.54
2.14

2017
6.81
35.88
2,353
221
2151
213.2
21.82
21.85
3.53
22,698
18.24
5.14

2018
7.08
35.47
2,551
221
2435
236.7
13.19
11.01
3.54
23,175
13.89
5.07

2019
7.03
38.02
2,730
2.25
263.6
254.4
8.16
7.41
2.79
23,173
13.70
3.37

2020
291
28.53

2.48
282.7
263.0

7.02
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3.24

23,126
10.14
2.01
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