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Furthermore, the stock market has seen wide fluctuations in prices of both individual 
stocks as well as the overall index. Individual shares have frequently hit their daily trading 
price limits of 5 percent on HOSTC and 10 percent on HASTC in both directions. 
Dramatic increases in prices inevitably led to questions as to whether the market was 
overheated. After reaching a peak of 1,170 on March 12, the index fell by almost 23 
percent over the following 30 days, leading commentators to posit that a correction was 
underway. Trading volumes fell sharply and net buying by foreign investors dipped from 
USD 150 million in February to almost zero at the end of March and of 2007. 

Table 9: Global Indices Growth and Liquidity 

 2006 % 
yoy CAGR 03-05 

2006 Average 
daily turnover 
(in USD 
millions) 

2006 
Annual 
turnover: 
Market cap 
(x) 

2005 
Annual 
turnover: 
Market 
cap (x) 

HOSTC 144.5 21.3 8.3 0.3 0.3
Shanghai SE 130.4 (8.2) 3,078.6 0.8 0.8
Shenzhen SE 97.5 (13.2) 1,765.4 1.9 1.3
Jakarta SE 55.3 44.1 203.5 0.4 0.5
Mumbai SE 46.7 42.5 895.9 0.3 0.3
National SE India 34.0 33.1 1,767.7 0.5 0.6
Hong Kong SE 43.2 18.7 3,468.3 0.5 0.4
Philippines SE 42.3 25.6 46.9 0.2 0.2
Colombo SE 41.6 34.3 4.2 0.1 0.2
Kuala Lumpur SE 21.8 10.6 314.5 0.3 0.3
Karachi SE 5.0 36.3 573.1 2.8 2.9
Thailand SE (4.7) 24.5 419.4 0.7 0.8

Source: World Federal of Exchange, KSE, HCSTC, Reuters. 

The ratio of price to earnings per share (P/E ratio) is commonly used to gauge over-
exuberance in equity markets. However, the P/E ratio is also a notoriously fickle indicator 
in rapidly developing markets. Fundamentally, the higher the P/E ratio for a stock, the 
more investors expect the company to deliver strong incomes in the future, or that future 
incomes have a low risk accompanying them. P/E ratios tend to vary by industry and the 
maturity of firms, and it is very difficult to point to a level of P/E which is considered high 
or reflects an overvaluation of the stock. Historically, while the P/E ratios in excess of 30 
have provided signs of overvaluation, it is not unusual to find P/E ratios greater than 75 or 
100 for companies in high tech areas. Concerning the P/E ratios of companies on the 
Vietnamese stock market, the IMF (2007) suggests that the average PE ratio is rather 
high, while World Bank (2007) concludes that this is not abnormal. 

Figure 11 provides a distribution of P/E ratios for firms listed on HOSTC. Most firms have 
P/E ratios in the 10–20 range. However, several of the larger listed firms have P/E ratios 
in excess of 30. The average P/E for the market stood at 33 in mid-May 2007 compared 
with around 36 at the end of 2006. An accurate measure of earnings is required for the 
Vietnamese stock market, because the figure is highly vulnerable to accounting 
manipulation. The presented figures are only trailing P/E ratios as they rely on the 
previous year’s earnings. It can be argued that in a fast growing economy, it is better to 
look at forward P/E ratios based on expected earnings over the following 12 months. The 
expectation is that faster growth in earnings tends to bring the P/Es down to more normal 
levels. For example, if the earnings-per-share grows by an average of 25 percent over the 
next 12 months, the forward P/E would be around 26. 




