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Corporate Bond Market Perspective
Getting back on track, stronger risk awareness and more
institutional investors critical for the new development phase

Recent data suggests that the Vietnam corporate bond market has begun to recover after
two years of weak sentiment and subdued growth. Regulatory reforms are shaping market
behavior and strengthening the market infrastructure to revive corporate bond activity.
This report addresses the key questions received during our market engagement with
investors, issuers, and intermediaries.

Is the worst over for the domestic corporate bond market? Since the liquidity crisis and
surge in bond defaults in September 2022 - June 2023, we have observed a steady
improvement in market sentiment driven mostly by new regulations around the bad debt
resolution. Since March 2023, over 200 bonds have utilized Decree No. 08 to extend the
principal repayment dates, with the majority extended by an average of 22 months. Many
leveraged and financially weak bond issuers, including newly established entities with no
core business and limited operating cash flow (“non-operating entities”) - mostly related
to property investment - were, hence, able to avoid defaults.

With new bond defaults slowing and recoveries gradually improving, market confidence
grew as issuers and investors adjusted to stricter issuance requirements. In 8M2024, new
bond issuances doubled to VND 298 trillion from a year ago, led by banks and developers.
Secondary market trading activity has been brisk since the rollout of the bond trading
platform in July 2023, and yield spreads of corporate bond traded have narrowed
significantly. Based on our assessment of bond issuers with an ‘Average’ credit
assessment score, the average yield spread for their traded bonds narrowed by over 200
basis points in YTD2024 compared with the Q4 2022 — Q2 2023 period.

What are the key pain points to be addressed? In our view, the corporate bond market has
made strides to strengthen market behavior. However, recent bond transactions continue
to reflect a lack of adequate risk awareness and a deep pool of investors to support market
activity through volatility.

Most of the bonds issued and traded in the secondary market are either issued by non-
operating entities or are private placements and, hence, have limited publicly available
information that investors can access to analyze and monitor investment risks. Our
concern stems from the fact that close to 50% of the bond defaults during 2022 - 2023
relate to such entities that were able to issue bonds at attractive pricing despite their weak
financial strength. Today, many bonds from such entities are traded, with little variation in
their traded yields compared with bonds issued by financially stronger companies.

The regulator intends to curb excessive risk-taking by restricting private placement bonds
to institutional investors only. Hence, greater participation by institutional investors is
critical for the sustainable growth of the corporate bond market. Unlike retail investors,
who tend to focus on short-term gains, institutional investors typically have developed
technical capabilities to assess investment risks, make long-term investments, and have
high-risk tolerance to endure short-term volatility.

According to the Ministry of Finance, institutional investors such as insurance companies,
pension funds, and investment funds hold only 8% of the total outstanding corporate
bonds at end-June 2024. Vietnam'’s largest institutional investor is the Vietnam Social
Security, and it has not begun to invest in corporate bonds.

How can credit ratings be used to support decision-making? Each of the four licensed
credit rating agencies (CRA) in Vietnam has its own credit rating scales, methodologies,
and processes. Market participants can extract useful information for their own
assessment by comparing how each CRA rates various bond issuers and bonds within its
rating scale.

Credit ratings can serve as an independent source of information for issuers and investors
to consider when determining the risk premiums for bond transactions. Unlike issuer
ratings, bond ratings incorporate the specific risk features of an individual bond, help
explain the relative differences in investment risks and reduce potential mispricing.
Investors can refer to bond ratings and historical bond pricing to determine a benchmark
for pricing new bond transactions.
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1. Is the worst over for the domestic corporate bond market?

Yes, we view the worst of the liquidity crisis experienced during September 2022 — June 2023 has passed, and we have
transitioned to a new development phase marked by stricter regulations and improving market confidence.

Since the liquidity crisis in September 2022 - June 2023, we have observed slower bond defaults and steady
improvement in the recovery rate driven mostly by new regulations around restructuring bad debt.

Since March 2023, over 200 bonds have utilized Decree No. 08 to extend the principal repayment dates, with the majority
extended by an average of 22 months’. In our view, the increasing pace of debt restructuring ahead of bond maturities has
helped issuers avoid defaults (Exhibit 1). Close to 80 bonds issued by highly leveraged and financially weak issuers,
including newly established entities with no core business and limited operating cash flow (“non-operating entities”) and
related to property investment, executed the extension of repayment dates just within one month of the maturity date.
Another positive sign is that many of the defaulted issuers have gradually repaid bondholders, either partially or in full
(Exhibit 2).

Exhibit 1: New regulations have slowed down new defaults
and resulted in more successful debt restructuring

Exhibit 2: Recovery for defaulted bonds improves as
issuers have had more time to resolve defaults
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With new bond defaults slowing and recoveries gradually improving, market confidence grew as issuers and investors
adjusted to stricter issuance requirements.

In 8M2024, new bond issuances doubled to VND 298 trillion from a year ago, led by banks and developers?. Secondary
market trading activity has been brisk since the rollout of the bond trading platform in July 2023 (Exhibit 3), and yield
spreads of corporate bond traded have narrowed significantly. Based on our assessment of bond issuers with an ‘Average’
credit assessment score, the average yield spread for their traded bonds narrowed by over 200 basis points in YTD2024
compared with the Q4 2022 - Q2 2023 period (Exhibit 4).

Exhibit 3: Market liquidity improves with increasing bonds
traded in most sectors

Exhibit 4: Credit spread narrowed for 3-year bonds issued
by “Average” credit quality corporate issuers
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1 Refer to Corporate Bond Market Perspective: Proactive negotiations will slow down bond defaults in 2024, marking the start of a new development
phase and recovery of bond issuance (10 Oct 2023)
2 Refer to Corporate Bond Market Review: Banks continue to dominate new bond issuances, with more than half being Tier 2 capital bonds (14 Aug 2024)
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2. What are the key pain points to be addressed?

In our view, the corporate bond market has made strides to strengthen market behavior. However, recent bond transactions
continue to reflect a lack of adequate risk awareness and a deep pool of investors to support market activity through
volatility.

Most of the bonds issued and traded in the secondary market are either issued by non-operating entities or are private
placements and, hence, have limited publicly available information that investors can access to analyze and monitor
investment risks.

Our concern stems from the fact that close to 50% of the bond defaults during 2022 - 2023 are related to such entities
(Exhibit 5). These issuers previously managed to issue bonds at attractive pricing despite their weak financial strength.
Today, many of these bonds are traded in the secondary market (Exhibit 6), and we do not see a meaningful difference in
their traded yields compared with bonds issued by financially stronger companies.

Exhibit 5: A significant number of non-operating entities Exhibit 6: Non-operating entities still account for
defaulted on their bonds sizable secondary trade volume
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Compared with more developed corporate bond markets in the region, Vietnam lacks institutional investors that have
long-term investment horizons and risk tolerance to endure short-term volatility.

In the impending changes to the securities law, which is expected to be introduced by Q4 2024, the regulator intends to
introduce additional safeguards against excessive risk-taking by investors, such as restricting private placement bonds to
institutional investors only. Hence, greater participation by institutional bond investors is critical for the sustainable growth
and development of the corporate bond market.

According to the Ministry of Finance, institutional investors such as insurance companies, pension funds, and investment
funds hold only 8% of the total outstanding corporate bonds at the end-June 2024, significantly lower compared to regional
markets (Exhibit 7). Unlike retail investors, who tend to focus on short-term gains, institutional investors typically have
developed technical capabilities to understand and assess investment risks, make long-term investments, and have high-
risk tolerance to endure short-term volatility. Vietnam'’s largest institutional investor is the Vietnam Social Security with
assets under management (AUM) of VND 1,200 trillion as at end-Dec 2023, and it has not begun to invest in corporate bonds

(Exhibit 8).
Exhibit 7: Vietnam corporate bond market's lack of Exhibit 8: Funds with large AUM in Vietnam have not
diversified professional investors made sizable investments in the corporate bond market
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3. How can credit ratings be used to support decision-making?

Each of the four licensed credit rating agencies (CRA) in Vietnam has its own credit rating scales, methodologies, and
processes. Market participants can extract useful information by comparing how each CRA positions the ratings of
various bond issuers and bonds within its rating scale.

Over the first 8 months of 2024, 29 companies were assigned issuer ratings, almost 3 times higher than in 2023 (Exhibit
9). Investors can refer to the rating announcements and research reports released by the CRAs to understand the rationale
behind the rating assigned and extract information related to a company’s creditworthiness, such as the strength of a
company's core business and cash flows, track record of corporate execution and management stewardship, debt
repayment capacity, etc®. Such information provides an independent and objective opinion about a company’s relative
credit strength and ability to repay its debt obligations and serves to complement other information sources that investors
will use for their investment analysis.

Exhibit 9: The number of issuers rated increased Exhibit 10: Percent of rated bonds in regional markets
significantly in the first 8 months of 2024
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Bond ratings can serve as an independent source of information for issuers and investors to consider when determining
the risk premiums for bond transactions.

Unlike issuer ratings, bond ratings incorporate the specific risk features of an individual bond, help explain the relative
differences in investment risks, and reduce potential mispricing. As of today, none of the corporate bonds outstanding in
Vietnam are rated, contrary to other regional bond markets (Exhibit 10).

Investors can refer to bond ratings and historical bond pricing to determine a benchmark for pricing new bond transactions.
In principle, for bonds with similar terms and conditions, bonds issued by issuers with stronger creditworthiness should
carry a lower coupon rate than those issued by weaker credit quality issuers; bonds issued by issuers of the same credit
quality should carry similar coupon rates.

In the regional markets, credit ratings support the assessment of relative credit risks for bond investments. As shown in
Exhibit 11, corporate bond spreads in China widen as credit risk increases, and the spreads across different risk and rating
categories move in a consistent manner over time.

As more companies and bonds in Vietnam are rated, investors and issuers can benefit as bond pricing systemically
incorporates relative risk considerations.

Exhibit 11: Credit ratings support market price discovery in regional markets
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3 Refer to our rating announcements and research reports on VIS Rating website
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CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY VIS RATING'S CREDIT RATINGS. APART FROM FUNDAMENTAL RISKS NEEDED TO BE ASSESSED AS
REQUIRED UNDER THE VIETNAMESE LAW (INCLUDING DECREE 88/2014 DATED 26 SEPTEMBER 2014 OF THE GOVERNMENT) ON CREDIT RATING SERVICES
FROM TIME TO TIME, CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS"), AND OTHER OPINIONS INCLUDED IN VIS RATING'S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. VIS RATING'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE FOR
REFERENCES ONLY AND DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE. VIS RATING’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO INVEST INTO, CONTRIBUTE CAPITAL, PURCHASE, SELL, OR HOLD
PARTICULAR DEBT INSTRUMENTS OR FINANCIAL INSTRUMENTS. VIS RATING’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO
NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. VIS RATING ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND
OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY OR DEBT INSTRUMENT THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

VIS RATING'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY NON-PROFESSIONAL INVESTORS
AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR NON-PROFESSIONAL INVESTORS TO USE VIS RATING’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS OR PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL
ADVISER.

ALL INFORMATION CONTAINED HEREIN (INCLUDING INFORMATION OF VIS RATING AND/OR THIRD PARTIES WHO LICENSE VIS RATING TO INCORPORATE
THE INFORMATION HEREIN (“VIS RATING'S LICENSORS")) IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR
RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER,
BY ANY PERSON WITHOUT PRIOR WRITTEN CONSENT OF VIS RATING OR VIS RATING'S LICENSORS. VIS RATING’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES
AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by VIS Rating from sources believed by it to be accurate and reliable. Because of the possibility of human or
mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. VIS Rating adopts all
necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources VIS Rating considers to be reliable
including, when appropriate, independent third-party sources. However, VIS Rating is not an auditor and cannot in every instance independently verify or validate
information received in the rating process or in preparing its Publications.
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