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Weekly Watch

Asian markets await the Fed’s next move

Markets behaved cautiously this week, awaiting the results of the Fed’s next meeting on
November 2-3, for indications on further quantitative easing (“QE2”) and the associated
amounts. Japan has brought forward its next monetary meeting to next week, which some
market participants speculated may have been timed to follow the Fed’s meeting (which
Japanese officials deny). Meanwhile, last weekend’s G20 meeting helped to calm fears of
“currency wars”. Nevertheless, talk of further controls on capital inflows continues in the
region, with the Bank of Korea Governor signaling that further measures may be taken
soon in Korea.

Korean growth stays strong, despite an expected slowdown

Third quarter GDP in Korea came in line with expectations at 0.7% (g/q, sa), as growth
momentum continues to slow to a more sustainable pace (see Highlights). Elsewhere in
the region, third quarter CPI inflation in Australia decelerated (2.8% y/y) and was below
expectations, reducing the likelihood of near-term rate hikes. In Japan CPI (September)
matched consensus (-0.6% y/y, sa), and industrial production (September) disappointed (-
1.9% m/m, sa). Meanwhile, generally strong growth momentum continues in the rest of the
region as Korea and Thailand raised their respective GDP growth forecast in 2010 to 6%,
and 7.3-8.0% (from 5.8% and 6.5-7.5%, respectively).

In the coming week...
Look out for China’s PMI (October), and a batch of October inflation indicators in Indonesia,
Korea, Taiwan and Thailand, and also trade figures in Korea (October), Indonesia
(September), India (September), and Malaysia (September). On the monetary front, we
expect Australia, India, Indonesia, and Japan to keep rates unchanged at their November
meetings (see Highlights).

Chart1

3Q GDP in Korea remains strong, but
with a further loss of momentum

Chart2
Asian central banks have slowed their
policy tightening
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Highlights

Korean third quarter GDP growth slows

Domestic demand is the main driver of growth

Asia-Pacific central banks slow the pace of monetary tightening

Capital inflows and an uncertain global environment force a pause in rate hikes

Will Vietham devalue its currency again?

A persistent trade deficit and brisk inflation add to pressures on the Viethamese Dong

Source: BBVA Research and Bloomberg
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Markets

Ahead of the US FED’s FOMC meeting

Investors have become increasingly reluctant to take fresh positions ahead of the FOMC
meeting on Nov. 2 and 3. The market is confident that the Fed will announce another round
of quantitative easing in the coming meeting. The key concerns now are that the aggregate
size could fall short of expectations, and that purchases may take place only bit-by-bit. As
the market originally has priced in a significant asset purchases by the Fed, rising risk
aversion triggered short covering of the USD. The USD’s rebound limited further
appreciation of Asian currencies.

The USD rebound, along with softer-than-expected 3Q inflation in Australia led AUD-USD
lower, down to as low as 0.9685.The market now anticipates RBA will keep the policy rate
unchanged in forthcoming meeting and prevent AUD to climb higher. However, the RBA’s
tightening bias remains, and the wide interest rate differentials should keep AUD strong.

CNY reversed its appreciation trend, with the USD-CNY fixing on Friday being close to
6.70 (up from 6.6406). The USD’s rebound may be one of the reasons, and the authorities
have explained that the CNY is subject to two-way flexibility. Meanwhile, China’s vice
commerce minister signaled a smaller trade surplus may be forthcoming this year.
Nevertheless, the currency appreciation expectation remains, with 12 month CNY NDF
steady at around 6.462.

KRW still traded with some weakening bias against the USD as the BOK warned the
possibility of imposing “macro-prudential” measures to smooth exchange rate volatility.
Meanwhile, Korea’s 3Q GDP growth decelerated and was slower than anticipated. Slower
growth and worries about hot money inflows may lower the probability of further rate hikes
by the BOK this year.

Strong gains early in the week were due to a boost from the G20 meeting outcomes, and
also by Singapore Exchange’s USD8.2 billion takeover bid for Australia’s ASX, but were
overshadowed by renewed concerns about the possible size and scope of the US
quantitative easing. Markets also were affected by profit-taking after recent strong gains in
Asian stocks, and further signs that the global recovery is slowing. On the positive side,
strong regional corporate earnings in the third quarter boosted sentiment. Hong Kong and
Japan led losses, while Taiwan was the week’s best performer.
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Korean third quarter GDP growth slows

South Korea’s GDP growth slowed in the third quarter, in line with our expectations, on
weakening external demand and the ending of the inventory restocking cycle. On a
seasonally adjusted basis, GDP advanced 0.7% q/q (consensus: 0.8% qg/q sa) from 1.4%
g/q in the previous quarter. The main drivers were private consumption (1.3% q/q sa) and
investment (3.5% qg/q sa), as export growth (1.8% q/q sa) decelerated compared with the
previous quarter. Government consumption declined by 0.6% qg/q, consistent with the
government’s expected withdrawal of fiscal stimulus in H2. Industrial production in
September also dropped -0.4% from the previous month (sa basis), below the consensus
of 0.4%. The current account in September (USD 4.1billion), however, almost doubled
previous month, further increasing the appreciation pressure of Won. Going forward, we
expect Korea’s economy to grow 6.1% for the whole year in 2010, and to continue to
moderate to a more sustainable level in 2011. Also, a more self-sustaining momentum of
growth is expected, with domestic demand making a greater contribution. We continue to
expect another interest rate hike of 25bp before the end of the year (the BOK has so far
raised interest rates by only 25bp, lagging behind other central banks in the region).

Asia-Pacific central banks slow the pace of monetary tightening

Australia, India, Indonesia all hold monetary policy meetings next week (as will Japan).
While we expect the tightening cycles to resume very soon, for the time being we
anticipate that these central banks may maintain rates unchanged in their November
meetings, given concerns about generating capital inflows. In Australia, Q3 inflation (2.8%
y/y) surprised to the downside (from 3.1% y/y in Q2), reducing the likelihood of a rate hike
in November by the RBA. In India, although inflation rose to 8.6% y/y in September, slightly
higher than 8.5% in August, the likelihood of a rate hike by the RBI is low for the time being
given the RBI's concern about capital inflows and appreciating currency. Similarly, in
Indonesia, we expect the authority to keep its policy rate at 6.5%. Meanwhile, the Bank of
Japan (BOJ) unveiled more details about the ¥3 trillion (USD61 billion) asset purchasing
program this week, and unexpectedly rescheduled the date of its next monetary policy
meeting to November 5, right after Fed’s meeting. Markets speculate that one measure
could be expanding the assets buying plan. Going forward, we expect that most of the
central banks in Asia will resume monetary tightening in the near future given strong
growth momentum and rising inflationary pressures.

Will Vietham devalue its currency again?

In contrast to currencies in the rest of the region, depreciation pressures on the
Vietnamese Dong are again mounting, with foreign reserves falling to relatively low levels
(USD12.9 billion by end-May 2010). The State Bank of Vietnam has already devalued its
currency three times in the last year (most recently in August, by 2% to 18,932 VND-USD).
Vietnam’s trade deficit widened in October and the cumulative deficit over the first 10
month stood at USD9.5 billion. According to officials, the shortfall could reach USD13.5
billion in 2010, and climb to USD14.6 billion in 2011, raising concerns about external
sustainability. Furthermore, stubbornly high inflation (9.7% y/y in October) and brisk credit
growth is also adding to pressures on the currency.

Chart 5
AUD, INR, and JPY have appreciated Widening trade deficits add to currency
against the USD, as IDN remains stable depreciation pressures in Vietnam
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China: October PMI (November 1)

Forecast: 52.3

Calendar
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India — Repo Rate, November 2
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Date
3-Nov
4-Nov
4-Nov

Date
1-Nov

Date
1-Nov
3-Nov

Date
1-Nov
1-Nov

Date
1-Nov
1-Nov
1-Nov
1-Nov
1-Nov

01-04 Nov

Date
1-Nov
1-Nov
1-Nov
1-Nov
1-Nov

Date
3-Nov
3-Nov
3-Nov

Date
5-Nov

Date
5-Nov

Date
1-Nov
1-Nov

We expect interest rates will remain unchanged

Australia — RBA Cash Target, November 2
We expect interest rates will remain unchanged

Indonesia — Bl Reference Rate, November 4
We expect interest rates will remain unchanged

Japan - Target Rate, November 5

We expect interest rates will remain unchanged
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Data on retail sales and fixed asset investment have showed considerable growth
momentum in recent months, as have indicators on railway freight shipments and other
manufacturing indicators. In line with these developments, we expect manufacturing
activity to continue expanding in November. However, due to seasonality, the purchasing
managers’ index will likely fall below the previous monthly reading. Following the recent
surprise interest rate hike, a stronger-than-expected reading may heighten expectations of
another imminent round of tightening measures, including another interest rate hike.
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Asia Market
% change Yearto % Change
INDEX Last price over a week date over1Y
China — Shanghai Comp. 2978.8 0.1 -9.1 0.6
Hong Kong — Hang Seng 23011.3 -2.2 5.2 8.2
Taiwan — Weighted 8287.1 1.5 1.2 12.7
Japan — Nikkei 225 9202.5 -2.4 -12.7 -7.0
Korea — Kospi 1883.0 -0.8 11.9 18.7
n India — Sensex 30 19958.0 -1.0 14.3 24.3
T Australia — SPX/ASX 200 4661.6 0.3 -4.3 1.9
é Singapore — Strait Times 3141.9 -1.0 8.4 19.4
g Indonesia — Jakarta Comp 3625.1 0.8 43.0 54.7
5 Thailand — SET 984.0 -0.8 34.0 42.6
|9 Malaysia — KLCI 1499.9 0.6 17.8 20.8
@  Philippines — Manila Comp. 4268.7 -0.4 39.8 491
Last update: Friday, 15.45 Hong Kong time.
% change Forward Forward
CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.68 -0.26 -0.08 -0.22
¢ Hong Kong (HKD/USD) 7.76 0.06 -47.5 -193
& Taiwan (TWD/USD) 30.6 0.66 -0.24 -0.74
% Japan (JPY/USD) 80.7 0.88 74 -40.9
= Korea (KRW/USD) 1125 016 388 809
©  India (INR/USD) 445 0.13 62.5 212
< Australia (USD/AUD) 0.97 -0.86 115 n.a.
S Singapore (SGD/USD) 1.30 -0.20 1.07 0.5
; Indonesia (IDR/USD) 8928 017 59 355
O  Thailand (THB/USD) 30.0 -0.03 5.25 16.5
T Malaysia (MYRIUSD) 311 005 1013 384
L Philippines (PHP/USD) 43.1 0.58 0.17 0.70

Last update: Friday, 15.45 Hong Kong time.
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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”.



