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Asia

Weekly Watch

Market sentiment stays weak on slowing global growth

Asian markets were negatively affected over the past week by sluggish growth in
Japan and weak sentiment from the US.

Regional indicators point to a gradual slowdown...

Japan posted a lower-than-expected GDP outturn for Q2 (see Highlights), although
growth in Malaysia (8.9% vy/y), Taiwan (12.5% y/y), and Thailand (9.1% y/y) beat
expectations. Nevertheless, July export orders in Taiwan (18.2% y/y, but negative by
2.2% m/m seasonally adjusted terms) and July exports in Singapore came in below
expectations, signaling that external demand is cooling. On the inflation front, India’s
WPI inflation moderated to 10.0% y/y (consensus 10.4%).

The State Bank of Vietham devalues the Viethamese Dong...

Vietnam devalued its currency this past week, the third time since November 2010, in
order to contain a widening trade deficit.

In the coming week....

Markets will focus on Q2 GDP outturns in the Philippines and Thailand, July inflation in
Japan, and Singapore (see What to Watch), and July industrial production in Singapore
and Taiwan. On the monetary side, we expect the Bank of Thailand to raise interest
rates (25bps) at its meeting on August 25, while the Philippines should remain on hold.

Chart 1
Japan GDP for Q2 slowed, on weak
domestic demand

Chart 2
Export orders in Taiwan are slowing
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Fears of US growth slowdown hit Asian currencies

An unexpected increase in initial jobless claims and a disappointing Philly Fed index of
business conditions in the US renewed market concerns of a double-dip recession in
advanced economies. The fall in German Zew economic sentiment indicator for August and
the sharp deceleration in Japan’s GDP growth earlier this week compounded this worry. In
non-Japan Asia, indicators such as Taiwan’s GDP and Singapore’s trade data still remained
strong, but the pace has decelerated. Fears of a double-dip recession in the developed world
sent Asian equities and currencies lower. Although we do not share the view of a double-dip
in our baseline forecasts, indicators released in the coming two months will likely continue to
moderate as Asian growth is expected to slow to a more sustainable pace after the sharp V-
shape recovery in the past 12 months.

USDJPY continued to trade above the resistance level of 85 despite rising global risk
premium. In the past three months, JPY was regarded as a safe haven currency and
correlated negatively with global risk sentiment. But this time around, weaker-than-expected
2Q GDP in Japan re-kindled hopes for further quantitative easing. The market also feared
intervention by the BOJ, as a stronger yen would further hit its recovery prospects.

AUDUSD traded lower than 0.9 in the midst of rising global uncertainties. The RBA minutes
of August policy meeting cited that there is “more uncertainty over global outlook than there
had been earlier in the year”, which further reduce hopes for an imminent rate hikes. The
market also held its breath before the federal election in the coming weekend (August 21).
AUDUSD closed at 0.89. USDTWD resisted the weakening bias in other Asian currencies
after the releases of the stronger-than-expected 2Q GDP. The annual sequential pace was
maintained at 7.2% saar, and the recovery was broad-based. The encouraging results eased
fears of an abrupt growth slowdown as seen in Japan. But the support will likely be short-
lived, and the outlook of TWD will critically depend on its export performance in the coming
months. Given the deceleration in global manufacturing cycle, the CBC in the near term will
likely put a heavier weight on competitiveness and keep USDTWD around 32.

Asian markets were mixed last week, as strong early-week gains were eroded on Friday, as
concerns on global demand rose, mainly due to a dreary US job market and a weaker-than-
expected Philly Fed index. Chinese markets climbed on Monday as the Agricultural Bank of
China completed the world’s largest IPO of USD 22.1 billion, pulling up financial sector.
Everbright Bank of China also succeeded in its first IPO, climbing in the first trading day by
18%. Nevertheless, the Shanghai composite closed to the upside (+1.4%). Japanese markets
closed to the downside as a strong JPY risks undermining exports, and as 2Q GDP came in
well below expectations. Meanwhile, stock markets in South East Asia continued to rally, and
for the week climbed by 3.7% in Thailand, 3.6% in the Philippines and 2.5% in Malaysia.
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Highlights
China takes another step towards internationalization of its currency

A new pilot program has been announced by the People’s Bank of China (PBOC) to allow
qualifying overseas financial institutions to invest in China’s domestic inter-bank bond market.
Qualified institutions include central banks, clearing banks for RMB settlement in Hong Kong
and Macao, and overseas banks participating in RMB cross-board trade settlement business.
The program was announced on August 16. The PBOC stipulated that funds for investment in
the interbank bond market must originate from RMB settlement of cross-board trade.
Importantly, participation is to be subject to approval from the PBOC and quotas will be
placed on the amounts that individual institutions can invest.

The move, while quantitatively small, is significant as it represents another step towards the
internationalization of the RMB. In particular, it opens up a new channel for offshore RMB to
flow back and earn a more attractive return for RMB holders, which should accelerate
offshore usage of the RMB over time. Other steps to date include restarting the reform of
RMB exchange rate, expanding the scope of the RMB cross-border trade settlement pilot
scheme, and allowing all authorized institutions to open and maintain RMB accounts at Hong
Kong banks. We expect that more opening-up programs including “Mini-QFII” and H-share
IPO will be implemented as the authorities seek to encourage the usage of RMB in
international trade. But as before, a gradual approach is expected to prevail. Market reaction
to the announcement has been generally positive, though realistic, with analysts expecting
the size of investments to be relatively small. According to market data, only $2.9 billion of
trade was settled in RMB in 2Q10 while last year’s total issuance of Chinese government
bond amounts to $1.3 trillion. A consensus among market watchers is that China’s current
and forthcoming moves of internationalizing RMB will reinforce Hong Kong'’s role as the RMB
offshore market.

Japan’s growth momentum loses some steam

Japan’s GDP growth slowed in the second quarter to just 0.1% g/q, seasonally adjusted, well
below consensus (0.6% m/m, s.a.). The slower-than-expected outturn was mainly due to
weaker domestic demand (negative contribution of 0.2% q/q), and less robust overseas
demand than previously thought (net exports contribution in 2Q grew by a lower-than-
expected 0.3% @g/q). The outturn reveals that Japan’s economy, which remains heavily
dependent on exports as a source of growth, is suffering from weak domestic demand. The
outturn raises downside risks to our full-year growth projection of 2.3%.

Against this backdrop, the strengthening of the Japanese Yen (JPY) in recent months is a
special concern to the authorities given the negative impact on competitiveness in the export
sector. Expectations have increased of fx intervention to stem further appreciation, although
market participants do not expect imminent action given the lack of consensus at the
international level (only coordinated G7 intervention is believe to work). Also, any intervention
at this stage would put the Japanese authorities would in an awkward position, as they have
been vocal in their calls on China to allow greater appreciation of its currency. Market
participants view a level of 80 yen per dollar as a threshold for possible intervention (versus a
rate of around 85 per dollar at present). In the meantime, it appears likely that the BoJ will
consider expanding liquidity injections into the market, both to prevent continued deflation (a
persistent concern) and to help limit further currency appreciation.

Indonesia to boost infrastructure investment

In his annual Independence Day speech to Parliament, Indonesia’s President Susilo
Bambang Yudhoyono proposed a 2011 budget deficit of 1.7% of GDP, in line with
expectations and slightly wider than the 1.5% projected deficit for this year (down from an
original deficit target of 2.1%). The emphasis in the budget is on infrastructure spending,
which has long been identified as lagging in Indonesia, and positing a supply-side constraint
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to future growth. The speech specifically mentioned seaports, bridges and new roads to
facilitate transportation. The proposed budget aims to increase capital spending by 28% to
IDR121.7 trillion (USD13.5 billion) from the amount allocated for this year and the total
infrastructure investment between 2010 and 2014 would be USD161 billion in total to boost
annual economic growth to the government’s target of 7.7% by 2014. The government
expects the economy to grow by 6.3% in 2011 (BBVA: 6.1%) from an estimated 6.0% this
year (BBVA: 5.7%). On the other side, the tax revenue may raise 13% to 839.5 trillion rupiah
next year and the government plans to cut its spending on electricity subsidies to 41 trillion
($USD4.57 billion) via raising electricity tariffs by 15% at the start of 2011. Meanwhile,
proposed subsidy spending for fuel in 2011 is 4.4% higher than 2010. The budget will be
discussed in Parliament in the coming months. Indonesia has room for increase spending,
given its low debt-to-GDP ratio of around 30%.

Chart 5
The Japanese yen has strengthened,
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Singapore: Consumer Price Index (July, August 23)

Forecast: 3.0% (y/y)

Consensus: 3.1%

Weekly Watch
Hong Kong, August 23 2010

Previous: 2.7% yly

A rise in transport and housing costs, together with demand pressures from Singapore’s
soaring growth rate (24.0% q/q, saar in Q2) are likely to result in a somewhat higher inflation
outturn for July. A higher than expected reading could trigger concerns about inflation and
increase expectations of a further tightening by the MAS at is next meeting scheduled in
October, which would apply further currency appreciation under within the MAS’ exchange
rate—based monetary framework. The MAS last tightened policy in April, through a re-
centering of its NEER band and adoption of a “modest and gradual appreciation path”.
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% change over % Change
INDEX Last price a week Year to date over1Y
China — Shanghai Comp. 2642.3 14 -19.4 -9.2
Hong Kong — Hang Seng 20981.8 -0.4 -4.1 3.2
Taiwan — Weighted 7927.3 0.5 -3.2 17.7
Japan — Nikkei 225 9179.4 -0.8 -13.0 -11.6
Korea — Kospi 1775.5 1.7 5.5 12.6
India — Sensex 30 18403.9 1.3 5.4 22.6
Australia — SPX/ASX 200 4430.9 -0.6 -9.0 1.2
Singapore — Strait Times 2932.0 -0.3 1.2 14.5
Indonesia — Jakarta Comp 31115 1.9 22.8 33.6
Thailand — SET 893.9 3.7 21.7 39.5
Malaysia — KLCI 1393.9 2.5 9.5 19.8
Philippines — Manila Comp. 3593.6 3.6 17.7 32.1
Source: BBVA Research and Bloomberg
Table 2
% change over  Forward Forward

CURRENCY Spot aweek 3-month 12-month
China (CNY/USD) 6.79 0.09 -0.02 -0.11
Hong Kong (HKD/USD) 7.78 -0.03 -53.0 -190
Taiwan (TWD/USD) 31.9 -0.05 -0.11 -0.55
Japan (JPY/USD) 85.4 0.89 7.9 -42.0
Korea (KRW/USD) 1183 0.05 7.42 18.22
India (INR/USD) 46.6 0.32 61.6 192
Australia (USD/AUD) 0.89 -0.40 124 n.a.
Singapore (SGD/USD) 1.36 0.55 -2.60 -13.0
Indonesia (IDR/USD) 8973 0.06 84 408
Thailand (THB/USD) 315 1.24 2.50 14.0
Malaysia (MYR/USD) 3.14 0.96 166.8 532
Philippines (PHP/USD) 45.1 0.52 0.36 1.50

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”.



