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Asia

Weekly Watch

Asian growth stays strong, with signs of a soft-landing

The key data releases over the past week were China and Singapore second quarter GDP. Markets
generally reacted positively to signs of a soft-landing in China and continued robust growth in Singapore,
despite expectations of a weaker second half as global demand declines.

China’s second quarter GDP growth eases...

Recent tightening measures appear to be working, as China’s Q2 GDP growth came in slightly lower-than
expected at 10.3% yl/y, in line with other slowing indicators such as industrial production, M2, retails
sales, and fixed assets (see Highlight). Inflation for June came in much lower than expected (2.9% y/y),
helping to ease concerns of overheating, and reducing the likelihood of additional tightening measures in
the near term. Other export-oriented economies in the region are still booming, such as Singapore which
posted another quarter of rapid GDP growth (see Highlight). Both Singapore and Japan raised their
official economic growth forecasts for 2010 to 13-15% (from 7-9%) and 2.6% (from 1.8%), respectively.
India posted an inflation outturn of 10.55% in June, rising expectations of further interest rates hikes in the
next monetary policy meeting scheduled on July 27"

...monetary tightening continues

As expected, Thailand raised its policy rate by 25bps to 1.50% last week, following similar moves in
recent weeks by Korea, Malaysia, Taiwan, and India. On the other hand, Japan and Philippines
remained on hold. Tightening measures reveal the region’s confidence in the growth outlook (see IMF
Hightlight).

In the coming week....

The coming week is relatively light on data releases. Markets will focus on June’s CPI inflation for Hong
Kong, Singapore and Malaysia, and exports orders for June in Taiwan.

Chart 1 Chart 2
China’s Q2 GDP suggests a soft-landing Singapore’s Q2 GDP surges
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Asian currencies maintain a positive bias

Global risk aversion subsided over the past week, which supported gains in Asian currencies.
Risk appetite has been whetted by the successful T-bill auction by Greece, positive US
earning reports and the strong eurozone output growth in May. Overall, the positive news
helped mitigate the negative, including a ratings downgrade in Portugal and a weaker-than-
expected German Zew survey. The dovish tone in the FOMC statement and slower-than-
expected US retail sales and industrial output sustained USD weakness, with DXY (dollar
index) testing a resistance level of 82.45. In Asia, the central banks in Korea and Thailand
began to hike rates, which offered further support to their currencies. China’s 2QGDP slowed
at a gradual pace. The markets have taken the data in stride, as the figures helped allay fears
of a hard landing.

USDJPY increased at the beginning of the week after the ruling DPJ party lost in the Upper
House election. The results raised concerns about the fiscal consolidation plan ahead,
especially given the threat of potential downgrades by rating agencies. But the dollar
weakness reversed the uptrend and USDJPY closed at 87.07.

USDCNY has largely moved side-ways after an almost 1.0% CNY appreciation since the
change of fx regime on June 22nd. Despite the gradual slowdown in Q2 GDP, export growth
remained buoyant in June, which kept trade surplus wide. In addition, euro broke the key
resistance level of 1.278, which made the currency basket that CNY is set stronger. We
continue to see CNY to appreciate by 4.0-5.0% this year.

USDKRW was also largely unchanged when compared to last week’s close. Singapore’s
26% SAAR in 2QGDP released on Wednesday provided a strong boost to KRW, but the
strength waned after China’s 2Q GDP came in lower than expected. USD-KRW closed at
1203 on Friday.

USDAUD consolidated at the range of 0.8780-0.8800 after seeing a new 8-week high of
0.8839 on Wednesday. Australian data flow this week generally supported Aussie’s strength.
For example, July Westpac/Ml consumer confidence rebounded, and NAB business
sentiment rose. Stronger domestic confidence has raised market expectations of rate hike
resumption in 2H2010. Yet softer China’s 2Q GDP growth has capped AUD’s strength. AUD
closed at 0.88 against the dollar on Friday.

China, Japan and Hong Kong saw early gains evaporate at the end of the week.
Nevertheless, the other Asian stock markets were up last week, triggered by strong regional
indicators as Singapore’s GDP for the second quarter, solid Chinese exports figures and
further gains in metal prices.
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Highlights

China’s slowing Q2 GDP confirms a soft-landing is underway

China’s release of Q2 macro data signal the economy is slowing at a gradual pace, as the
authorities’ recent tightening measures continue to take effect. Second quarter GDP slowed
to 10.3% yoy (BBVA: 10.8%), broadly consistent with our 9.8% annual growth projection for
2010, which builds in a further slowdown in H2. Meanwhile June’s CPI inflation eased to
2.9% yoy, well below expectations (BBVA: 3.7%, Consensus: 3.3%), as abundant agricultural
supplies helped keep food prices in check. Other significant data released over the last week
on exports (43.9% yoy, consensus: 38.0%), credit (18.5% yoy, consensus: 18.8%), property
prices (11.4% yoy), retail sales (18.3% yoy, consensus: 18.8%), urban fixed asset investment
(25.5% yoy, consensus: 25.2%) and industrial production (13.7% yoy, consensus: 15.1%),
provide further support for our soft-landing scenario. The slowing data reduces the likelihood
of further tightening measures during the remainder of the year, except in the property sector
where the authorities continue to monitor price developments.

Singapore Q2 GDP (advanced estimate) shows further strength

Singapore’s economy expanded at a rapid 26% qoq annualized pace in the second quarter of
2010 after a record surge (45.9% qoq annualized) in Q1. The stronger-than-expected figure
was mainly driven by the manufacturing sector which is estimated to have grown by 45.5%
yoy. Output in the biomedical manufacturing cluster, as well as a strong expansion in the
electronics, underpinned the strong GDP outturn. Moreover, growth in the trade-related
sectors was bolstered by healthy global trade flows, and the openings of the Integrated
Resorts (casinos) generated higher visitor arrivals. Meanwhile, excluding motor vehicles,
retail sales in May accelerated to 7.8% yoy from 7.6% in April. As a result, the Ministry of
Trade and Industry (MTI) announced a sharp upward revision from the earlier forecast of 7.0-
9.0 percent to 13.0-15.0 percent. Despite an expected slowdown in the second half of the
year, the strong GDP outturn raises the likelihood of further monetary tightening at the MAS’
next policy meeting in October. This could lead to further currency appreciation through an
eventual re-centering of the band or steepening of the appreciation slope, within Singapore’s
exchange-rate based monetary policy framework.

IMF seeks to engage Asia in global policy debates

Korea played host to a high-level conference in Daejon during July 12-13. The conference
was attended by regional economists, bankers, analysts and the media. According to the
IMF, the aim was to bring official recognition to the importance of Asia’s role in the global
economy, and to re-engage the region—which has largely distanced itself from IMF financial
assistance since the crisis of 1997-98—in IMF-supported policy discussions. The IMF said it
would do so by making the institution’s analysis more useful to Asian member countries,
tailoring the IMF’s tools for mitigating shocks to the region’s needs, and further strengthening
Asia’s role and voice in the IMF’s voting structure. Highlights reported from the conference
included the IMF’s support for regional financial safety nets, such as the Chiang Mai Initiative
(a multilateral regional swap agreement to boost central banks’ fx reserves). On the
economic outlook, the IMF emphasized Asia’s resilience during the global financial crisis and
the strength of its growth momentum. As in the past, it emphasized the importance for the
region to build a “second engine of growth” based on domestic demand—investment and
consumption, rather than exports given the anticipated low growth rates in export markets,
especially the US and Europe. In the near term, the IMF cautioned that, given its strong
growth prospects, the region will likely face the challenge of dealing with capital inflows that
could trigger economic overheating.
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Chart 5 Chart 6
China’s CPI slowed in June, easing Singapore exports surged in June, mainly
concerns on further monetary tightening  due to previous year’s basis effect
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What to watch

Taiwan: Export Orders (July 20)
Forecast: 22.1% Consensus: 21.8% Previous: 34.0%

Comment: Taiwan is well-integrated into the global supply chain and its export orders—a 1-3
months leading indicator of actual exports—is a good gauge of global demand. We expect
export orders to ease in June weighed down by weaker global demand. Market Impact: A
significantly weaker reading could jolt markets by intensifying concerns about a global
slowdown.

Calendar

HONG KONG Date Period Prior Cons.
Unemployment Rate SA 20-Jul JUN 460% 4.60%
CPI - Composite Index (YoY) 22-Jul JUN 250% 2.70%
JAPAN Date Period Prior Cons.
Convenience Store Sales YoY 20-Jul JUN -3.20% --
All Industry Activity Index (MoM) 22-Jul MAY 1.80% -0.40%
MALAYSIA Date Period Prior Cons.
CPIl YoY 21-Jul JUN 1.60% 1.70%
PHILIPPINES Date Period Prior Cons.
Balance of Payments 19-Jul JUN $388M --
SINGAPORE Date  Period Prior Cons.
CPI (YoY) 23-Jul JUN 3.20%  3.50%
TAIWAN Date  Period Prior Cons.
Unemployment Rate - sa 22-Jul JUN 522% 5.16%
Industrial Production (YoY) 23-Jul JUN  30.67% 22.60%
THAILAND Date Period Prior Cons.
Customs Exports (YoY) 20-Jul JUN  42.10% 34.30%
Customs Imports (YoY) 20-Jul JUN  55.10% 34.70%
Customs Trade Balance 20-Jul JUN  $2211M $1266M
Hong Kong — Composite Interest Rate (1 o' July) Current Expected

We expect interest rate will remain unchanged 0.13 0.13
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% change over % Change
INDEX Last price a week Year to date over1Y
China — Shanghai Comp. 24243 -1.9 -26.0 -23.9
Hong Kong — Hang Seng 20250.2 -0.6 -7.4 10.3
Taiwan — Weighted 7664.6 0.2 -6.4 13.0
Japan — Nikkei 225 9408.4 -1.8 -10.8 0.7
Korea — Kospi 1738.5 0.9 3.3 21.4
India — Sensex 30 17948.3 0.6 2.8 26.0
Australia — SPX/ASX 200 4422.7 0.6 -9.2 10.7
Singapore — Strait Times 2958.5 1.4 2.1 23.2
Indonesia — Jakarta Comp 2992.5 1.6 18.1 41.3
Thailand — SET 828.8 1.0 12.9 42.3
Malaysia — KLCI 1336.7 0.9 5.0 20.5
Philippines — Manila Comp. 3442.7 1.4 12.8 34.8
Source: BBVA Research and Bloomberg
Table 3
% change over  Forward Forward

CURRENCY Spot a week 3-month 12-month
China (CNY/USD) 6.77 -0.01 -0.01 -0.11
Hong Kong (HKD/USD) TiAd -0.13 -60.1 -245
Taiwan (TWD/USD) 32.1 -0.19 -0.12 -0.58
Japan (JPY/USD) 87.1 1.76 -11.0 -57.6
Korea (KRW/USD) 1203 -0.63 3.06 9.58
India (INR/USD) 46.8 -0.30 56.5 170
Australia (USD/AUD) 0.88 -0.13 126 n.a.
Singapore (SGD/USD) 1.37 0.49 -4.15 -19.5
Indonesia (IDR/USD) 9042 0.07 108 488
Thailand (THB/USD) 322 0.16 3.75 14.5
Malaysia (MYR/USD) 3.21 -0.30 135.0 473
Philippines (PHP/USD) 46.3 -0.29 0.37 1.37

Source: BBVA Research and Bloomberg
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to
changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained from
sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or
implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the
use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments
do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed
the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus,
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be
limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to,
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities,
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders,
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the
publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may
be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of
this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its
distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and,
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless,
they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities
Dealers, Inc., are not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.



