@ Crimson Publishers
Wings to the Research

ISSN: 2637-8078

*Corresponding author: Dinh Tran Ngoc
Hu, Banking University, MBA, Chi Minh city
Vietnam, International University of Japan,
Niigata, Japan

Submission: B October 14, 2019
Published: g January 16, 2020

Volume 3 - Issue 5

How to cite this article: Dinh Tran Ngoc
Hu. Evaluating the Volatility of Market
Risk of Vietnam Construction Industry
After the Low Inflation Period 2015-
2017. Significances Bioeng Biosci.3(5).
SBB.000575.2019.

DOI: 10.31031/SBB.2020.03.000575

Copyright@ Dinh Tran Ngoc Hu, This
article is distributed under the terms of
the Creative Commons Attribution 4.0
International License, which permits
unrestricted use and redistribution
provided that the original author and
source are credited.

Research Article

de

Evaluating the Volatility of Market Risk of
Vietnam Construction Industry After the Low
Inflation Period 2015-2017

Dinh Tran Ngoc Hu*!

!Banking University, MBA, Chi Minh city Vietnam, International University of Japan, Niigata,
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Abstract

The Vietnam economy has gained lots of achievements after the financial crisis 2007-2011, until it
reached a low inflation rate of 0.6% in 2015. This paper measures the volatility of market risk in Vietnam
construction industry after this period (2015-2017). The main reason is the vital role of the construction
company group in Vietnam in the economic development and growth in recent years always go with risk
potential and risk control policies. This research paper aims to figure out how much increase or decrease
in the market risk of Vietnam construction firms during the post-low inflation period 2015-2017. First, by
using quantitative combined with comparative data analysis method, we find out the risk level measured
by equity beta mean in the construction industry is acceptable, i.e. it is little lower than (<) 1.

Then, one of its major findings is the comparison between risk level of construction industry during the
financial crisis 2007-2009 compared to those in the postlow inflation time 2015-2017. In fact, the research
findings show us market risk fluctuation, measured by equity beta var, during the post low inflation time
has increased moderately. Finally, this paper provides some ideas that could provide companies and
government more evidence in establishing their policies in governance. This is the complex task, but
the research results show us warning that the market risk volatility might be higher during the post low
inflation period 2015-2017. And our conclusion part will recommend some policies and plans to deal
with it. JEL classification numbers: GO0, G390, C83
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Introduction

Throughout many recent years, Vietnam construction market is evaluated as one of active
markets, which has certain positive effect for the economy. The development of construction
industry goes parallel with real estate and construction material markets. And Vietnam con-
struction firms take advantages of providing real estate assets with high quality but low cost.
Central banks aim to maintain inflation around 2% to 3%. Increases in inflation significantly
beyond this range can lead to possible hyperinflation, a devastating scenario in which infla-
tion rises rapidly out of control. Looking at exhibit 1, we can see the Vietnam economy has
controlled inflation well. High inflation might lead to higher lending rate and harm the con-
struction industry because of rising construction material price. This study will calculate and
figure out whether the market risk level during the post-low inflation time (2015-17) has
increased or decreased, compared to those statistics in the financial crisis time (2007-2009).
The paper is organized as follows: after the introduction it is the research issues, literature
review, conceptual theories and methodology. Next, section 3 will cover main research find-
ings/results. Section 4 gives us some discussion and conclusion and policy suggestion will be
in the section 5.

Body of Manuscript
Research issues
The scope of this study is

A.  Issue 1: Whether the risk level of construction firms under the different changing
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scenarios in post-low inflation period 2015-2017 increase or de-
crease so much, compared to in financial crisis 2007-2009 and?

B.  Issue 2: Because Viet Nam is an emerging and immature
financial market and the stock market still in the starting stage,
whether the dispersed distribution of beta values become large in
the different changing periods in the construction industry.

This paper also tests three (3) below hypotheses

A.  Hypothesis 1: Comparing two (2) periods, during the fi-
nancial crisis impact, the beta or risk level of listed companies in
construction industry will relatively higher than those in the post-
low inflation environment.

B.  Hypothesis 2: Because Viet Nam is an emerging and im-
mature financial market and the stock market still in the recovering
stage, there will be a large disperse distribution in beta values esti-
mated in the construction industry.

C.  Hypothesis 3: With the above reasons, the mean of equi-
ty and asset beta values of these listed construction firms tend to
impose a high-risk level, i.e., beta should higher than (>) 1. This hy-
pothesis is based on the context of emerging markets including Viet
Nam where there lacks enough information and data disclosure al-
though it might have high growth rate.

Literature Review

Eugene FF etal. [1] also indicated in the three-factor model that
“value” and “size” are significant components which can affect stock
returns. They also mentioned that a stock’s return not only depends
on a market beta, but also on market capitalization beta. The mar-
ket beta is used in the three-factor model, developed by Fama [1],
which is the successor to the CAPM model by Sharpe, Treynor and
Lintner.

Dimitrov [2] documented a significantly negative associa-
tion between changes in financial leverage and contemporaneous
risk-adjusted stock returns. Umar [3] found that firms which main-
tain good governance structures have leverage ratios that are high-
er (forty-seven percent) than those of firms with poor governance
mechanisms per unit of profit. Chen et al. [4] supported regulators’
suspicions that over-reliance on short-term funding and insuffi-
cient collateral compounded the effects of dangerously high lever-
age and resulted in undercapitalization and excessive risk exposure
for Lehman Brothers. The model reinforces the importance of the
relationship between capital structure and risk management. And
Gunaratha [5] revealed that in different industries in Sri Lanka, the
degree of financial leverage has a significant positive correlation
with financial risk.

During the financial crisis 2007-2009 in Vietnam and global fi-
nancial markets, high inflation causing high lending rates to have
created risks for many industries such as real estate and the whole
economy. Mohamad et al. [6] showed that financial risk is vital
through using both return on asset and return on equity in the per-
formance equation. This result also implied that we cannot avoid
the inverse relation of financial risk and performance; therefore,
bank system would be better to make a trade-off between risk and

performance. Wang et al. [7] presented results showing that firms
with long-term institutional investors receive significantly positive
abnormal returns around the offering announcement. Then, Gu-
narathna [8] revealed that whereas firm size negatively impacts on
the financial risk, financial leverage and financial risk has positive
relationship. Hami (2017) showed that financial depth has been af-
fected negatively by inflation in Iran during the observation period.
Park et al. [9] found that sentiment caused by investors’ inatten-
tiveness mainly drives the underlying potent relationship between
investor sentiment and aggregate stock returns. The results accord
with the notion that investor attention generally improves market
efficiency.

Conceptual Theories

Positive sides of low inflation: Low (not negative) inflation re-
duces the potential of economic recession by enabling the labor
market to adjust more quickly in a downturn and reduces the risk
that a liquidity trap prevents monetary policy from stabilizing the
economy [10]. This is explaining why many economists nowadays
prefer a low and stable rate of inflation. It will help investment, en-
courage exports and prevent boom economy. Negative side of low
inflation: it leads to low aggregate demand and economic growth,
recession potential and high unemployment [11]. Production be-
comes less vibrant. Low inflation makes real wages higher. Workers
can thus reduce the supply of labor and increase rest time. On the
other hand, low product prices reduce production motivation. The
central bank can use monetary policies, for instance, increasing in-
terest rates to reduce lending, control money supply or the Ministry
of finance and the government can use tight fiscal policy (high tax)
to achieve low inflation [12].

Financial and credit risk in the bank system can increase when
the financial market becomes more active and bigger, esp. with
more international linkage influence [13]. This affects to risk in-
creasing in construction and real estate sector. Hence, central
banks, commercial banks, construction firms and the government
need to organize data to analyze and control these risks, including
market risk.

Methodology

We use the data from the stock exchange market in Vietnam
(HOSE and HNX) during the financial crisis 2007-2009 period and
the post -low inflation time 2015-2017 to estimate systemic risk
results [14]. We perform both fundamental data analysis and finan-
cial techniques to calculate equity and asset beta values.

In this study, analytical research method and specially, com-
parative analysis method is used, combined with quantitative data
analysis. Analytical data is from the situation of listed construction
firms in VN stock exchange. Specifically, stock price data is from live
data on HOSE stock exchange for 3 years 2015-2017, which pres-
ents the low inflation environment [15-21]. Then, we use both an-
alytical and summary method to generate analytical results from
data calculated. Finally, we use the results to suggest policy for both
these enterprises, relevant organizations and government.
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Main Results
General data analysis

We get some analytical results from the research sample with
20 listed firms in the construction market with the live date from
the stock exchange.

Empirical research findings and discussion

In the below section, data used are from total 20 listed con-
struction industry companies on VN stock exchange (HOSE and
HNX mainly). Different scenarios are created by comparing the cal-
culation risk data between 2 periods: the post low inflation period
2015-2017 and the financial crisis 2007-2009. Market risk (beta)
under the impact of tax rate, includes: 1) equity beta; and 2) asset
beta. We model our data analysis as in the Figure 1:

Based on the above calculation result table, we analyze data as
follows

Firstly, we see in the (Table 1) that more construction firms
(8 over 20 firms) have equity beta values lower (<) than 1, which
means risk level acceptable. There are 4 firms (LM3, MCG, DIG,
CNT) with equity beta > 1 And 5 companies with negative equity
beta (< 0). And (Table 2) provides evidence for us to see that equity
beta mean of the sample is 0.358, just little lower than (<) 1. It is
acceptable. Then, looking at the (Table 3), we recognize that there
are 4 firms with equity beta values > 1 in the post-low inflation pe-
riod 2015-17, compared to 6 firms with equity beta values > 1 in
the financial crisis 2007-2009 (Table 4). Next, (Table 5) shows that
equity beta var in the post low inflation period are higher (>) than
those in the financial crisis 2007-2009. Furthermore, Table 5 tells
us equity beta max in the post-inflation period 2015-2017 are high-
er (>) than that in the financial crisis 2007-2009, whereas asset and
equity beta mean are smaller (<) than those in the financial crisis
2007-2009.

Risk level || Risk level Other I Gap
(equity (asset measures
beta) beta)
Post— low inflation [ Scenario ... [[[Scenario .. || Scenario .. || Analysis
period
|Financial crisis time

Figure 1: Analyzing market risk under two (2) scenarios: post-low inflation period 2015-2017 compared to the

financial crisis 2007-2009.

Table 1 The Volatility of Market Risk (beta) of Construction Industry in the post- low inflation period 2015-2017.

2015-2017 (Post - Low Inflation)
Order No. Sig:;(pg:ge Equity Beta (assun?)s:‘celtegf;aetu 0) Financial Leverage Note
1 CNT 1.493 0.02 98.60%
2 DCC
3 DIG 1.309 0.683 47.80%
4 FPC
5 HBC 0.226 0.033 85.30%
6 L10 0.458 0.092 79.80%
7 MCG 1.079 0.31 71.30%
8 VNE -0.449 -0.245 45.50%
9 L35 0.15 0.033 78.10%
10 LM3 1.91 -0.122 106.40% assume debt beta=0; debt ratio
as in FS 2015; FL calcuslated as
11 LO5 -0.562 -0.085 84.80% total debt/total capital
12 L62 0.11 0.024 78.40%
13 L61 0.245 0.041 83.20%
14 L43 -0.376 -0.082 78.20%
15 L44 0.021 0.003 84.00%
16 B82 0.173 0.013 92.60%
17 BCE 0.523 0.103 80.40%
18 C92 -0.093 -0.018 81.20%
19 CIC
20 CID -0.132 -0.037 71.80%
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Table 2: The Statistics of Volatility of Market Risk (beta) of Construction Industry in the post-low inflation period 2015-

2017.

2015-2017 (Post - Low Inflation)

Statistic Results Equity Beta Asset Beta (assume debt beta=0)
MAX 191 0.683
MIN -0.562 -0.245
MEAN 0.358 0.045
VAR 0.4951 0.0402

Note: Sample size: 20

Table 3: The Comparison of Volatility of Market Risk (beta) of Construction Industry in the post-low inflation period
2015-2017 and the financial crisis 2007-2009.

2007-2009 (Financial Crisis)
Asset Beta Asset Beta
Company . .
Order No. Equity Beta (assume debt Equity Beta (assume debt Note
Stock Code

beta=0) beta=0)
1 CNT 1.062 0.134 1.493 0.02
2 DCC 1.299 0.578 0 0
3 DIG 1.772 0.964 1.309 0.683
4 FPC 0.484 0.229 0 0
5 HBC 1.03 0.277 0.226 0.033
6 L10 0.909 0.193 0.458 0.092
7 MCG 1.595 0.543 1.079 0.31
8 VNE 1.7 0.606 -0.449 -0.245
9 L35 0.295 0.095 0.15 0.033
10 LM3 0.337 0.04 191 -0.122
11 LO5 0.745 0.179 -0.562 -0.085 assume debt beta=0; debt ratio as in

FS 2015 and 2008

12 L62 0.606 0.171 0.11 0.024
13 L6l 0.856 0.261 0.245 0.041
14 L43 0.709 0.217 -0.376 -0.082
15 L44 1.277 0.252 0.021 0.003
16 B82 0.86 0.146 0.173 0.013
17 BCE 0.955 0.515 0.523 0.103
18 €92 0.8 0.121 -0.093 -0.018
19 CIC 0.919 0.248 0 0
20 CID 0.891 0.423 -0.132 -0.037
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Table 4: The Difference between Volatility of Market Risk (beta) of Construction Industry in the post-low inflation period

2015-2017 and the financial crisis 2007-2009.

GAP (+/-) 2015-17 Compared to 2007-09
Order No. Company Stock Code Equity Beta (assul?lzs:;fel?: lt:eta= 0) Note
1 CNT -0.431 0.114
2 DCC 1.299 0.578
3 DIG 0.463 0.281
4 FPC 0.484 0.229
5 HBC 0.804 0.244
6 L10 0.451 0.101
7 MCG 0.516 0.233
8 VNE 2.149 0.851
9 L35 0.145 0.062
10 LM3 -1.573 0.162
values (2015-17) minus (-) 2007-09
11 LO5 1.307 0.264
12 L62 0.496 0.147
13 L61 0.611 0.22
14 L43 1.085 0.299
15 L44 1.256 0.249
16 B82 0.687 0.133
17 BCE 0.432 0.412
18 C92 0.893 0.139
19 CIC 0.919 0.248
20 CID 1.023 0.46

Table 5: Statistics of Volatility of Market Risk (beta) of Construction Industry in the post-low inflation period 2015-2017

compared to those in the financial crisis 2007-2009.

2007-2009 2015-2017 (Post (18 (R) AV
(Crisis) - Low Inflation) TG D
2007-09
Asset Beta Asset Beta Asset Beta
Statistic Results Equity Beta Equity Beta (assume debt Equity Beta (assume debt
(assume debt beta=0)
beta=0) beta=0)
MAX 1.772 0.964 191 0.683 0.138 -0.281
MIN 0.295 0.04 -0.562 -0.245 -0.857 -0.285
MEAN 0.955 0.31 0.358 0.045 -0.597 -0.264
VAR 0.1678 0.0518 0.495 0.04 0.327 -0.012
Note: Sample
size: 20

In addition to Figure 2 we can find out more clearly, Values of
equity beta max and equity beta var in the post-low inflation 2015-
2017 are higher (>) than those in the crisis 2007-2009 while equity
beta mean and asset beta mean are just little smaller (<) than those
in the financial crisis 2007-2009. It means that the level of risk in
the post low inflation period 2015-17 is lower in general and in
average, although the fluctuation in risk level measured by equity

beta var is higher during the post-low inflation time.

Discussion for Further Researches

We can continue to analyze risk factors behind the risk scene
(risk fluctuation increasing, shown by equity beta var as above
analysis) in order to recommend suitable policies and plans to con-
trol market risk better.
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Conclusion and Policy Suggestion

In general, construction company group in Vietnam has been
contributing significantly to the economic development and GDP
growth rate of more than 6-7% in recent years. The above analy-
sis shows us that despite of market risk decreasing, risk volatility
(equity beta var) is increasing during the post-low inflation period.
Construction firms in Vietnam need to continue increase their cor-
porate governance system, structure and mechanisms, as well as
their competitive advantage to control risk better. Also, they need
to reduce risk of quality of real estate assets and reputation risk
of construction companies. This research paper provides evidence
that the market risk potential might be lower in 2015-2017 post-
low inflation period (looking again chart 1 equity beta mean val-
ues), while the Exhibit 3 also suggests that the credit growth rate
increased in 2016 and slightly decrease in later years (2017-2018).

It means that the local economy is trying to control credit growth
reasonably, however we need to analyze risk factors more carefully
to reduce more market risk.

Looking at the above Figure 2, the result rejects the hypothesis
3 mentioning that the mean of equity and asset beta values of these
listed construction firms tend to impose a little high-risk level, i.e.,
beta should higher than (>) 1. Because the equity beta mean is low-
er in the post-low (L) inflation period, it supports the hypothesis 1
saying that comparing two (2) periods, during the financial crisis
impact, the beta or risk level of listed companies in construction
industry will relatively higher than those in the post-low inflation
environment. Additionally, the above result supports the hypothe-
sis 2 stating that because Viet Nam is an emerging and immature
financial market and the stock market still in the recovering stage,
there will be a large disperse distribution in beta values estimated
in the construction industry.

2.500

1310

2.000

1.500 A

0.564 0855

1.000 -

W 2007-2005 (crisis)

W 2015-2017 (post-low
inflation)

0.500 -

0.000 -
Equity  Asset Eguity Asset
Beta Beta Beta Beta
Max Max Mean  Mean

Equity  Asset
Beta Beta
VAR VAR

0.0518 pag

Figure 2: Statistics of Market risk (beta) in VN Construction industry in the post-low inflation period 2015-

2017 compared to the financial crisis 2007-2009.

Last but not least, as it generates the warning that the risk
fluctuation might be higher in the post-low inflation period, the
government and relevant bodies such as Ministry of Finance and
State Bank of Vietnam need to consider proper policies (including
a combination of fiscal, monetary, exchange rate and price control
policies) aiming to reduce the risk volatility and hence, help the
construction system as well as the whole economy become more
stable in next development stage. The Ministry of Finance continue
to increase the effectiveness of fiscal policies and tax policies which
are needed to combine with other macro policies at the same time.
The State Bank of Viet Nam continues to increase the effectiveness
of capital providing channels for construction companies as we
could note that in this study, debt leverage has impacts on reducing
risk level. Finally, this study opens some new directions for further
researches in risk control policies in construction system as well as
in the whole economy.
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