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HIGHLIGHTS

o High inflation in wreaking havoc globally, yet Vietnam continues to enjoy a relatively low inflation rate thanks in
part to its food independence and low exposure to imported inflation

¢ Do we have to worry about surging inflation in 2H2022? Vietnam's inflation still maintained a low growth rate as
average CPI for 1H2022 stood at 2.44% YoY. However, in upcoming months several exogenous factors could give a
mixed result to our CPlin 2H2022

Supportive moves to curtail high gasoline prices in conjunction with stable oil prices globally towards yearend could
help lower inflation in 2H2022. In addition, cooling commodity prices could also help offset upward pressure in 2H2022.

e Overall, we maintain our expectation that CPI for 2022 will increase in range of 3.2% - 4.1% and remain around
Government's target of 4%.
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Vietnam has so far been Most of the world is facing surging cost of living expenses as supply chains have been
able to avoid surging disjointed since the onset of COVID-19 and geopolitical tensions between Ukraine and
inflation seen globally Russia have intensified, causing price increases to key global commodities including fuel,

fertilizer and wheat. However, there are pockets of the world which have been spared
painful inflationary pressures, according to the Economist, East and South-East Asia seem
to be the exception as inflation rates have remained relatively low.

CPlinH1 averaged 2.44%,  The majority of upward pressure on Vietnam's CPI is coming from high oil prices globally

lead by transportationand  which have resulted into high domestic gasoline price and in turn indirectly impacted other

food costs goods price in CPI basket. On average in 6M2022 food and energy CPl accounted for 1.93%
of total 2.44% CPIl in 6M2022. However, in upcoming months several exogenous factors
could give a mixed result to our CPlin 2H2022.

To take alook at how Vietnam has been able to avoid the cost of living crises taking hold in
much of the world we need to take alook at the composition of the CPl basket and how key
categories have been affected so farin 2022 and what our outlook is from the remainder of

the year.
Weight Jun-22 Jun-22 Avg
CPI Basket 6M2022 (%
(%) (% m/m) (% yly) yly)
CPI headline 100 0.69% 3.37% 2.44%
Food and Foodstuffs 33.6 0.80% 2.27% 0.89%
Food 3.7 0.16% 2.87% 2.32%
Foodstuff 21.3 0.98% 1.29% -0.40%
Eating outside 8.6 0.65% 4.48% 3.50%
Housing and constrn. Materials 18.8 -0.01% 1.53% 2.01%
Transportation 9.7 3.62% 21.41% 17.43%
Household appliances & goods 6.7 0.31% 1.99% 1.55%
Education 6.2 0.07% -2.13% -2.82%
Garment, footwear 5.7 0.17% 1.49% 1.09%
Medicine, health care 5.4 0.03% 0.37% 0.31%
Culture, entertm't. & tourism 4.6 0.52% 3.40% 1.43%
Other goods, services 3.5 0.24% 2.21% 1.75%
Postal services, Telecom. 3.1 -0.16% -0.50% -0.55%
Beverage, cigarette 2.7 0.35% 3.22% 2.76%

Green: increase from previous respective period Red: decrease from previous respective period

Food and Foodstuffs (33.6% of CPI Basket)
The largest category in the CPl basket is the Food and Foodstuffs category, which has yet

Risks of imported

inflation causing surges in to see surging prices due to several reasons including that Vietnam is fairly food
the Food and foodstuffs independent, in that they do not require a large amount of imported food (in fact, Vietnam
categories moderated by is a net exporter of agricultural products and fisheries products, according to statistical
report by Ministry of Industry and Trade, exports from agriculture, forestry and fishery
products reached USD13.08bn in 5M2022, +20.3% YoY and 8.5% of total export turnover,
and net export of agriculture, forestry and fishery products reached USD5.1bn, +300%

YoY) and the composition of the typical diet in Vietnam compared to Western countries,

domestic food
independence

which is much more dominated by rice rather that wheat based products (which again,
Vietnam is a net exporter of rice, rice export reached USD1.7bn in 6M20). Thus the risks of
imported inflation having a significant impact on the biggest category within the CPI basket
is quite subdued.

Main staples of + The main staples in the Vietnamese diet are rice (accounting for around 2.55% of
Vietnamese diet (rice and the CPI basket) and pork (accounting for around 5% of the CPI basket). While the
pork) expected to be price of wheat and corn surged caused by geopolitical tension between Russia -
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stable for remainder of Ukraine, retail prices of rice in Vietnam remained steady increased just 1.09% YoY

2022 in 6M2022, contributed just only 0.03ppt to overall CPl in 6M2022. In addition,
outbreak of African swine fever (ASF) from 2018 to 2021 caused surging pork
prices during this time, which have subsequently fallen back sharply in 6M2022 as
ASF being controlled and herds have been repopulated; pork prices in Vietnam
decreased 25.4% YoY in 6M2022 (contributed to decrease 1.3ppt to overall CPI).

VND/kg Pork Price and CPI USD/MT Rice vs Wheat
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+ Besides the main staples, other foodstuff such as poultry and seafood have not
shown any dramatic increases throughout 1H2022, thanks to our abundant food
supply and independence from imports. Rising poultry and seafood is mainly due
to rising input costs and transportation fee, there is no fear of scarcity or
shortages, therefore we don't expect any dramatic surges in these prices.
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Source: Vietnam Industry and Trade Information Center, ACBS Source: channuoivietnam.com, ACBS

Rising fertilizer prices +
could strain agricultural

prices, but recent price
movements indicate

cooling market

Recently, soaring fertilizer prices driven by high global energy price could put
upward price pressures on our grain foods, leading to rising agriculture products
prices especially rice price. In addition, high agricultural products prices might
increase animal feed products price which would eventually make their way to
higher pork and poultry prices. However, surging fertilizer and agricultural
products price seem to slowed recently, and if they stay at this current level, we
might see some easing of inflationary pressures in 2H2022.
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H1 ‘Eating Outside’
category muted as COVID-
19 restrictions kept
figured subdued in Q1

Potential price pressuresin
H2 as international and
domestic tourism market

+ Vietnam switched to living-with-COVID-19 strategy and opened up borders more
slowly than countries in the West, which has helped dampen the effects of the
‘eating outside’ category of the CPI basket. Vietnam did not remove restrictions
on all services business until the middle of January 2022, as aresult CPl of outdoor
eating and drinking service did not increased much during 1H2022 (avg. 1H2022
increased 3.5% YoY). In addition, Vietnam's government lifted restrictions on
frequency of international flights from February 15 2022 and removed quarantine
measures & reopen for international tourism starting from March 15, 2022.

+ Up until now, the indirect impact of high gasoline price and retail cooking oil on
outdoor eating & drinking services and transportation fee seem to be low as
outdoor eating & drinking CPlincreased 3.5% YoY in 6M2022. So we expected that

surges
if oil price sustained at this high level, cost of outdoor eating & drinking services
and transportation fee might pickup in 2H2022 if oil prices are sustained at a high
level and in turn will put upward pressure on our CPlin 2H2022.
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After heatingup in Q1,
construction material
prices weaken on slumping
demand in China

Housing and Construction Materials (18.8% of CPl Basket)

The next largest category in the CPI basket is the Housing and Construction Materials,
which has seen an average increase of just over 2% in the first half of 2022. While several
commodities have seen prices increases in the first half of the year (i.e. steel), our
expectations are that construction materials in general will be stable or on the downtrend
inthe second half of the year. China, the largest global consumer of construction materials,
has seen a slow down in their construction sector due to continued lockdowns in key cities
as they follow the zero-COVID policy that has delayed or shut down many construction
projects as well as policies put in place by the government to prevent an overheating of the
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property sector such as limiting credit to real estate consumers and developers, which will
have the effect of tempering many construction materials prices globally and thus we're
not expecting much pressure in H2 from the Housing and Construction Materials category.
[more detailed thoughts and outlook for commodities available in our Q2 2022

Commodities report]
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Source: Bloomberg, ACBS Source: FiinPro, ACBS

Transportation (9.7% of CPl basket)

Oil and gasoline prices are
a key exposure to
imported inflation risks to
Vietnam

This category is most susceptible to global commodities price movements. Although
Vietnam could supply around 70% of domestic petroleum mainly made by Nghi Son
refinery and Dung Quat refinery, Vietnam still have to import crude oil (9.9mn tonsin 2021)
for gasoline refinery as Nghi Son refinery have to used imported oil to made gasoline. The
recent escalating oil prices have predominantly are attributed to the impact of the
resumption of production activities after COVID-19 and geopolitical tensions and
resulting sanctions from the Russian invasion of Ukraine. However, to battle with rising
gasoline price caused by surging oil price, government have approved two environmental
tax cut (2.000VND on 1st April and 1.000VND on 11st July). Besides that, government also
consider lowering the value-added tax and special consumption tax on gasoline. Domestic
gasoline prices have peaked on 21 June which reached 32.870VND/liter (+41.1% YTD)?,

Gasoline prices down 21%
from peak in June; still up

o,

11.9% YTD however in July there have been 3 successive price cuts to retail gasoline prices to bring
the price at the pump down 21% from its peak and reaching a five month low. The effect
could ease gasoline prices in 2H2022, which will help lower upward pressure on CPI in
2H2022.
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Oil vs Domestic gasoline price Price of gasoline in Vietnam
compared to the world
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Education, Medicine & Healthcare services (11.6% of CPl basket combined)

Strong price regulations of  The fourth and fifth largest contributors to CPl was mainly educational services fee and

education and healthcare  healthcare services fee which controlled by government. In meeting on price management

services mitigate of important and essential commodities chaired by Deputy Prime Minister Le Minh Kha on

inflationary risks in 2022 13 June, Deputy Minister of Education and Training Pham Ngoc Thuong said that they will
maintain the educational services fees for school year 2022-2023. In addition, Deputy
Prime Minister also acknowledged that there will be no increase in healthcare services fees
this year. As a result, we expected that these two categories won't result in any major
increases to the CPlin 2H2022.
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Scenarios for the remainder of 2022

We have projected a few inflation scenarios in which we think might happen in 2H2022 with
the extreme bad case which our overall FY2022 CPI reach 4.1% YoY follow surging pork
price in conjunctionrising oil price.

CPI

Peak | 2H2022 | FY2022

Key Assumption:

Peaked Average pork price reach as high as 72.000/kg in 2H22

Inflation Average rice price and livestock price increased another 0.5% in 2H22 5.5% 4.0% 3.2%

Home maintenance materials decreased 0.75% in 2H22

+ o+ o+ o+

Oil prices stay at this current level (c. 100 USD/barrel)

Key Assumption:

Sustain high Average pork price reach as high as 78.000/kg in 2H22

Inflation Average rice price and livestock price increased another 0.75% in 2H22 7.2% 4.9% 3.7%

Home maintenance material remain stable in 2H22

+ o+ o+ o+

Oil price increased another 15% by yearend (115 USD/barrel)

Key Assumption:

Surging Average pork price reach as high as 82.000/kg in 2H22

4.1%
Inflation :

Average rice price and livestock price increased another 1% in 2H22 8.3% 5.7%
Home maintenance material increased 1% in 2H22
Oil price increased another 20-25% by yearend (120-125 USD/barrel)

+ 4+ + +

Overall, we remained our expectation of CPI for 2022 will increase in range of 3.2% -
4.1% and remain around Government's target of 4%.
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