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July was as expected a quiet month in terms of volume, with comparatively low
volatility. The Ho Chi Minh index had a quick upward move due to a rumour about a
JV of Apple with a local technology company which has been denied quickly and the
strong performance in a few companies which are already 49% foreign owned. The
overall increase of around 3% in the Saigon and 2% in Hanoi index doesn’t reflect the
broad market and hence we must be satisfied with an expected NAV increase of
about 2% this month.

The economy however remains on the road to recovery. Foreign investments helped
to improve the industrial production (+7.5% in July yoy) and the trade balance. There
are now clear signs that domestic demand is also picking up. In the first half year of
2014, retail sales rose by 11% to almost USD 80 billion and the consumer confidence
rose to 134.1 in July from 131.0 in June. 55% of the Vietnamese families believe in an
improvement in their financial situation over the next 12 months, while only 6%
expect a decline. Quite a different picture in Europe! Only the Purchasing Managers'
Index declined, but still remains on a level of expansion. The increase in the credit
rating by Moody's from B2 to B1 reflects the improved overall situation of Vietnam.

It is impressive to see the international confidence in the economic future of Vietnam.
More and more world leading companies are betting on Vietnam. If companies such
as Intel, Samsung, and various textile companies shift their major production sites to
Vietnam and are hence economically dependent for years, this should strengthen our
confidence too. With an increase in exports of 14% in the first seven months and a
trade surplus of USD 1.26 billion, there are now mainly higher quality products that
are gaining in importance. In addition to Samsung, which will soon manufacture more
than half of all their smartphones in Vietnam, also Intel has recently announced
impressive figures. Already by the end of next year, 80% of all their computer chips
will be produced in Vietnam. According to Sherry Boger, CEO of Intel Vietnam, low
error rates and the rapid adaptation of the local workforce to Intel guidelines were
the main reasons for this fast development of their only four years old Vietnamese
factory. As an example, the same process took over 15 years in their Chinese Chengdu
factory.

One would assume that ultimately also listed local companies will benefit from this
dynamic economic development. About two-thirds of our holdings have now
announced their results for the second quarter of 2014. Out of these nearly 50
companies only 3 have so far disappointed, while the remaining companies reported
decent to very good results. We are also in the process to invest in some new
companies, such as for example a turnaround story of a pharmaceutical company,
which trades 50% below its book value with a P/E ratio of 5.5x according to our
current forecast and therefore seems to be extremely undervalued.
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While Ho Chi Minh has made up almost all of its losses from May, Hanoi is still trading almost 15% below the interim high in March. Mid-
cap stocks should therefore benefit from a further increase in the second half of this year. Over the last few days we could also observe
again the relative independence of Vietnam from major U.S. and European stock markets. The recent sell-off, which dragged some of
these markets into a negative overall performance for the year 2014, left Vietnam's stock markets completely unscathed so far. This will
most likely continue as long as there is no dramatic sell-off as in 2008.

DISCLAIMER
Investments in equities in Vietnam are subject to market risk, idiosyncratic risk, liquidity risk, and currency exchange rate risk. The fund may use financial derivative
instruments as a part of the investment process. This document does not constitute an offer to sell, or a solicitation of an offer to buy shares in AFC Vietnam Fund. We will not
make such offer or solicitation prior to the delivery of an offering memorandum, the operating agreement or articles of association, a subscription booklet, and other materials
relating to the matters herein. Before making an investment decision, we advise potential investors to read these materials carefully and to consult with their tax, legal, and
financial advisors. The materials have not been reviewed by the regulatory authority of any jurisdiction. Investment is open only to accredited investors as defined by the
relevant legal jurisdiction of residence and/or nationality. We have compiled this information from sources we believe to be reliable, but we cannot guarantee its accuracy. We
present our opinions without warranty. Past performance is no guarantee of future results. © 2013 Asia Frontier Capital Limited. All rights reserved.




