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Weekly Watch

China inflation triggers more tightening

The key takeaway from this week’s release of monthly data in China is that inflation is
rising at a faster-than-expected pace (4.4% yly in October). The authorities responded with
another hike in reserve requirements, and markets are anticipating more tightening in the
coming weeks or months. Separately, China received a rating’s upgrade by Moody’s to
Aa3. Meanwhile, the successful conclusion of the G20 Summit in Seoul should help
alleviate rising tensions over currency issues, at least for a while.

Asia titled towards a renewed strong growth, amidst inflation concerns

In addition to the sharp rise in China’s inflation, activity indicators showed that growth
momentum remains strong, largely in line with expectations (see Highlights). Elsewhere,
Hong Kong's third quarter GDP (6.8% y/y) came in above expectations (consensus: 6.1%;
BBVA 6.5%), as the authorities continue to worry about risks of asset (property) price
bubbles. Machine orders in Japan declined more than expected, and exports in Taiwan
(21.9% yly) and the Philippines (46.1% y/y) came in well above expectations. On the
monetary front, Malaysia left rates unchanged at 2.75% as expected.

In the coming week...

Next week will feature third quarter GDP in Japan and Taiwan, FDI in China (October),
October WPI inflation in India, and October exports for Singapore. On the monetary policy
front, we expect a 25bp hike in Korea, and for the Philippines to stay on hold.

» Chart2
...have triggered another hike in the RRR

Chartl
Rising inflationary pressures in China...
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China’s growth momentum and rising inflation prompt tightening
Markets expects more measures to cool Chinese economy

The G20’s significance for Asia

The G20 endorse further macro-prudential measures in the region

Will Hong Kong maintain its peg to the US dollar?

The possibility of change is slim in the short run
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Markets

Concerns about “capital controls” rising

G20 leaders met in Seoul this week, but they have so far been unable to narrow
differences on either exchange rate policy coordination or the commitment to avoid
excessive short-term capital flows in the post-QE2 world. With continued threat of hot
money flows, we believe there is a rising risk in the region of new capital account
measures in addition to further sterilized fx intervention to pre-empt asset bubble formation.
In fact, the risks have already come to the surface. For example, Korea's senior officials
have indicated that they may revive a 14% tax on treasury and central bank bonds held by
foreigners next year. Meanwhile, the US dollar rebounded on the back of renewed fears of
European sovereign debt problems as Germany indicated that the cost of any Greek-style
bail-out to be partly born by private investors. Asian currencies generally fell, but the
magnitude is still small compared to the gains in the past few weeks.

CNY is the major outliner, rising 0.46% to 6.6298 against the dollar. This is the strongest
level since its announcement of greater flexibility policy in June. The rise in the yuan this
week was widely perceived as a political move to defuse tensions during the G20 meeting
this week. But given the hefty trade surplus and inflation rising above 4.0%, we believe it is
in China’s interest to continue the gradual appreciation of CNY to achieve its macro
objective. Hence we continue to see CNY to appreciate to 6.3 by end-2011 (slightly
stronger than 6.4460 in 12-month NDF). That said, gradualism and two-way movements
are still the most likely path towards our target.

The KRW fell on the fear of new “capital control” measures after the G20 meeting. Ruling
party lawmaker, Bank of Korea and senior government officials all have indicated their
intention, and possible measures include further restrictions on banks’ fx positions, limits
on short-term borrowing and withholding taxes.

AUD fell below parity against the dollar in response to rising risk aversion and higher-than-
expected jobless rate. Although job creation was still strong, more workers came back to
the labor market pushed up the headline figure. We believe RBA's tightening bias remains,
but it will likely take a pause next month after the hike last week. Household survey also
showed inflation expectation fell, obviating the immediate needs for further rate hikes. In
the absence of positive catalysts and in light of the USD rebound, AUD will likely struggle
to consolidate at the parity level in the near term.

Stock markets were mostly down this week despite a strong start at the beginning of the
week on strong corporate gains, and by an improvement in the US job market. However,
China’s data showing that the economy is still growing too fast and that inflation is rising,
triggered tightening measures, and expectations of more such measures ahead. Moreover,
some markets are still affected by profit taking, as many stock markets are still in almost
historical levels. Renewed concerns about Europe’s sovereign debt problems also dragged
down Asian markets. The Philippines market dropped by 6.3% this week, with cumulative
losses of 7.3% since November 4". On the other hand, the Nikkei climbed by 1% due in
part to a weaker yen. Meanwhile, Korean authorities are investigating the cause of a
sudden plunge by 2.5% on the very last moment of trading on Tuesday.

Chart 3 Chart 4
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Highlights

China’s growth momentum and rising inflation prompt tightening

China’s latest batch of monthly indicators, released this past week, shows that inflation is
rising and that activity remains brisk. Inflation for the month of October accelerated faster
than expected, to 4.4% yl/y (consensus: 4.0%) on account of a further rise in food prices,
and well about the authorities’ 3% comfort range. Meanwhile, retail sales (18.6% y/y) and
urban fixed asset investment (23.7% y/y) remained strong. New loans amounted to RMB
587.7 hillion in October, sharply higher than consensus (RMB 450.0 billion), while property
price increases slowed to 8.6% y/y (consensus 8.9%) due to ongoing efforts to cool the
property market. The trade surplus for October widened, as imports came in slightly lower
than expected.

In response to the strong data, especially rising inflation, the People’s Bank of China (PBoC) has
implemented further tightening measures, including another 50bp hike in the required
reserve ratio (RRR) announced this past week. The authorities are taking an increasingly
aggressive approach to monetary tightening, which is appropriate in our view, as described
in our recent China Economic Outlook. Although inflation may turn out somewhat higher
than we previously projected (of 3.2% y/y by end-year), we continue to expect the
authorities to achieve an economic soft landing, with at least two more rate hikes in 2011
and further hikes in the RRR.

The G20’'s significance for Asia

The significance of the G20 Summit for Asia goes beyond talk of currency wars, capital
flows, and reform of the international monetary system, although these are of course all
important topics. The meeting, held in Korea, is the first time a G20 Summit has been held
in a non-G8 venue. It marks, in a sense, a coming of age for the region. Increasingly,
Asia’s economic issues—Iled by the growing emergence of China, which is now the world’s
second largest economy—are becoming crucial for trade and finance in the rest of the
world. Not surprisingly, agreement has been reached to reform the voting shares within the
IMF to reflect Asia’s growing importance in the world economy. The meeting is also a
showcase for the Korean economy, which has rebounded sharply from the downturn of
2008-09, underscoring the resilience of its economy (see our Asia Economic Watch on
Korea).

The outcome of the G20 should help to ease currency tensions in the region, at least for a
while. While lacking in details, the “Seoul Action Plan” emphasizes the shared
responsibility between advanced and emerging economies and among groups of emerging
market economies to resolve global imbalances and avoid protectionism. It calls for the use
of "indicative guidelines" to measure imbalances, and for a move towards market-
determined exchange rates. It also endorses the use of “carefully designed macro-
prudential measures” (read: capital controls) in countries with overvalued exchange rates.

Will Hong Kong maintain its peg to the US dollar?

The combination of rising RMB deposits in Hong Kong (see the last Weekly) and strong
capital inflows being fueled by the US Fed’'s low interest rates and quantitative easing
(QE2) have raised questions about how long Hong Kong will maintain its currency peg to
the US Dollar. The first issue, the rise in RMB deposits, fostered in part by China’s RMB
trade settlement program, has raised questions about whether the RMB will eventually
replace the Hong Kong dollar as legal tender. The second issue, about capital inflows,
underscores the monetary policy dilemma facing Hong Kong given that its economy (which
is booming) is out of cycle with the US—under the linked exchange rate system, Hong
Kong must keep interest rates at US level, and therefore effectively “imports” its (lax)
monetary policy from the US.

We believe that any changes to Hong Kong's currency arrangement are highly unlikely in
the near term. The authorities have recently reiterated their commitment to the
arrangement, which has been in place since 1983 and which is enshrined in Hong Kong’s
Basic Law. The rise in RMB deposits in Hong Kong is likely to continue, but need not
undermine the Hong Kong dollar’s status as legal tender. In addition, a shift to an RMB peg
is premature given that the prerequisites for use of China’s currency as a peg are not yet in
place. In particular, the RMB is not fully convertible. Moreover, the degree of
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synchronization in economic cycles between the Mainland and Hong Kong is not yet
sufficiently high to make the RMB a natural choice as a peg. For these reasons, although
the difference in economic cycles between Hong Kong and the US pose challenges under
the current currency arrangement, there are at present no better alternatives. We believe,
therefore, that any changes are still several years away.

Chart 5
China’s trade balance widened further in
October

Chart 6
China’s housing prices are moderating
on recent tightening measures

% yoy USD Bn
90 +

+ 45
75+
60 1 135
45 1 + 25

30 + 115

15 +

0

.15 4

30 1 115

45 | 1.5
«© @ @ f=2} @D [} =] =] o o o o o
e 2 2 ¢ 2 < <9 <9 4 4 =G 4
5 ¢ o 5§ £ o 5§ ¢ £ 5 £ 5 5
c 8 ¢ <« 3 2 6 &8 ¢ < 38 2 ©
Trade balance (rhs) ——Export (lhs) —— Import (lhs)

%yoy RMB bn
25 1800
20 + 1600
15 + 1400

10 + 1200
5 | \ T} 1000
0 800

5 1 600
10 + | 400
15 4 200
20 | 0

g9 539 83539259885 9
Qe F Q@ QQ HF e e d 9 9 9 g
[ T TR - S S - S SN~ S )
[=3 (=3 (=] j=] j=] (=3 j=] j=] (=3 (=3 (=} (=} =4 =4 =4 =l
(=1 (=] (=] j=] [=] (=] j=] [=] (=] (=] j=] [=] o o
N 3 3 39 3 N 3 3 N 3 39 3 N N 3 N
mmmm Trading Volume (RHS) Overall (LHS)

Beijing (LHS)
Shenzhen (LHS)

Shanghai (LHS)

Source: BBVA Research and Bloomberg

Source: BBVA Research and Bloomberg

Page 4



BBVA Research

Economics Analysis
Asia

Stephen Schwartz
stephen.schwartz@bbva.com.hk

Ricard Torne
ricard.torne@bbva.com.hk

Fielding Chen
fielding.chen@bbva.com.hk

Bingjie Hu
bingjie.hu@bbva.com.hk

Le Xia
xia.le@bbva.com.hk

Jenny Zheng
jenny.zheng@bbva.com.hk

Serena Zhou
serena.zhou@bbva.com.hk

Serena Wang
serena.wang@bbva.com.hk

Home
Markets

Highlights

vV ¥ vV

Markets Data

Asia Weekly Watch
Hong Kong, 12 November, 2010

What to watch

Japan: 3Q GDP growth (November 115)

Forecast: 2.6% g/g annualized Consensus: 2.5% Previous: 1.5%

Exports, the main driver of Japan’'s economic recovery, are weakening, and business
investment and private consumption are expected to sustain growth instead. Business
investment is expected to grow steadily, thanks to a recovery of corporate profits. Japan's
recovery has slowed since the second quarter (1.5% q/q, annualized) as exports are
losing momentum and domestic demand remains weak. We forecast GDP growth of 3.0%
and 1.6% respectively in 2010 and 2011. Meanwhile, the economy also continues to
struggle with deflation. Weaker-than-expected growth will further dampen expectations for
the outlook, already dragged down by the strong Yen.

Calendar

China Date  Period  Prior Cons.

Actual FDI (YoY) 12-16 Nov OCT  6.10%  10.40%

Hong Kong Date  Period Prior Cons.
Unemployment Rate SA 16-Nov  OCT 4.20% - -

India Date  Period Prior Cons.
Monthly Wholesale Prices YoY% 15-Nov  OCT 8.62% 8.50%

Japan Date  Period Prior Cons.

GDP Annualized 15-Nov  3QP 1.50% 2.50%

GDP Deflator YoY 15-Nov 3QP -1.70%  -1.50%
Industrial Production (MoM) 15-Nov  SEPF -1.90% --

Tertiary Industry Index (MoM) 16-Nov  SEP  -0.20%  -0.60%
Machine Tool Orders (YoY) 16-Nov OCTF 70.90% --

All Industry Activity Index (MoM) 19-Nov  SEP  -0.40% -0.60%

Korea Date  Period Prior Cons.
Department store sales yoy 18-Nov  OCT 6.40% --

Discount store sales yoy 1418Nov OCT  18.00% --
Philippines Date  Period Prior Cons.
Overseas Remittances (YoY) 15-Nov  SEP 9.80% --

Balance of Payments 17-Nov  OCT  $3062M --
Singapore Date  Period Prior Cons.

Retail Sales Ex Auto 15-Nov  SEP 6.20% 6.90%

Retail Sales (MoM) sa 15-Nov  SEP 2.20% -3.00%
Electronic Exports (YoY) 16-Nov  OCT 21.20% 27.10%
Non-oil Domestic Exp SA (MoM) 16-Nov  OCT -450% -5.70%

GDP (QoQ) 18-Nov 3QF -19.80% --

Taiwan Date  Period Prior Cons.

GDP - Constant Prices (YoY) 18-Nov 3Q 12.53% 8.00%

Export Orders (YoY) 19-Nov  OCT 16.68% 15.00%
Current Account Balance (USD) 19-Nov 3Q 10559M --

Korea — 7-day Repo Rate, November 18 Current  Expected
We expect interest rates will rise by 25bps 2.25 2.50
Philippines — Overnight Borrowing Rate, November 18 Current  Expected
We expect interest rates will remain unchanged 4.00 4.00
Hong Kong — Composite interest Rate, November 18 Current  Expected
We expect interest rates will remain unchanged 0.18 0.18

Page 5



BBVA Research

Markets Data

Home

Markets

Highlights

Calendar

L B AR N

Asia Weekly Watch
Hong Kong, 12 November, 2010

Asia Market
% change Yearto % Change
INDEX Last price over a week date overlyY
China — Shanghai Comp. 2985.4 -4.6 -8.9 -5.9
Hong Kong — Hang Seng 24222.6 -2.6 10.7 8.1
Taiwan — Weighted 8316.1 -1.6 1.6 8.4
Japan — Nikkei 225 9724.8 1.0 -7.8 -0.8
Korea — Kospi 1913.1 -1.3 13.7 21.6
" India — Sensex 30 20194.8 -3.9 15.6 21.0
E Australia — SPX/ASX 200 4692.7 -2.2 -3.7 -1.2
é Singapore — Strait Times 3253.4 0.4 12.3 19.3
g Indonesia — Jakarta Comp 3665.8 0.3 44.6 51.5
5 Thailand — SET 1015.6 -2.4 38.3 45.8
E Malaysia — KLCI 1499.8 -0.8 17.8 17.9
O Philippines — Manila Comp. 4076.7 -6.3 33.5 32.6
Last update: Friday, 16.45 Hong Kong time.
% change Forward Forward
CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.64 0.20 -0.03 -0.18
(»n Hong Kong (HKD/USD) 7.75 -0.02 -52.5 271
' Taiwan (TWD/USD) 30.2 -0.34 -0.16 -0.68
% Japan (JPY/USD) 81.9 -0.78 75 -49.4
= Korea (KRW/USD) 1128 11.82 3.76 8.11
©  India (INR/USD) 44.8 -1.21 72.3 218
< Australia (USD/AUD) 0.98 -3.05 118 n.a.
$  Singapore (SGD/USD) 1.30 -0.88 -1.15 1.5
L; Indonesia (IDR/USD) 8928 -0.39 43 288
O Thailand (THB/USD) 29.8 -0.60 5.00 17.5
o Malaysia (MYR/USD) 3.12 -1.05 82.5 327
i Philippines (PHP/USD) 43.8 -2.40 -0.03 0.16

Last update: Friday, 16.45 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 (i) 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”.



