" BBVA Research

Hong Kong, February 18, 2011

Economic Analysis

Asia
Stephen Schwartz

stephen.schwartz@bbva.com.hk

Ricard Torne
ricard.torne@bbva.com.hk

Mario Nevares
mario.nevares@bbva.com.hk

Fielding Chen
fielding.chen@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

Markets
Richard Li
richard.li@bbva.com.hk

Ricard Torne
ricard.torne@bbva.com.hk

Mario Nevares
mario.nevares@bbva.com.hk

Markets
Highlights
Calendar

Markets Data

v v VY

Weekly Watch

Modest China inflation lifts sentiment

A modest January inflation outturn in China helped to boost sentiment this past week by
allaying fears of a more abrupt tightening stance (see Highlights; Chart 1), although the
authorities announced another 50bp hike in the required reserve ratio late on Friday, after
markets had closed. Strong regional growth indicators, including better-than-expected
fourth quarter GDP outturns in Taiwan and Japan provided additional support for markets
during the week.

All-in-all, a good set of indicators for the week

Trade data in China came in much higher than expected, with exports (37.7% yly) and
imports (51.0%) beating market consensus by a wide margin, and leading to a much
smaller trade surplus, due in part to seasonal effects from the Chinese New Year. Fourth
quarter GDP in Japan (-1.1% saar; BBVA -1.1%; consensus: -2.0%) and Taiwan (6.9%
yly, consensus: 6.4%) beat market expectations. In addition to China, inflation also eased
somewhat in India (8.2% vyly, from 8.4% vyly the previous month, and against
consensus: 8.1%), although underlying pressures remain high. Separately, Vietnam raised
interest rates by 200bps to contain inflation last week’s devaluation (see Highlights).

In the coming week...

Hong Kong’s 2011-12 fiscal budget will be unveiled next week (Wednesday), along with the
release of a number of indicators, including fourth quarter GDP, trade, unemployment and
inflation (see Highlights). Inflation data for January will also be released in Malaysia and
Singapore (see What to Watch), and Vietnam (for February), along with GDP in Thailand.
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China’s inflation outturn helps to ease market concerns

Inflation was below market expectations, but underlying pressures remain

Strong growth in Hong Kong amidst the forthcoming 2011-12 budget
Rising inflation is a concern, with a tight budget stance expected to contain the impact
Vietnam struggles to maintain macro stability

Another devaluation as Vietnam seeks to contain BOP pressures
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Markets

Asian Markets Show Gains, but Tone Remains Cautious

China’s CPI came in below market expectations (although in line with BBVA forecasts),
while new loans also grew more moderately than expected (see Highlights). The outturns
helped allay concerns of tightening measures beyond those that had already been priced
in, with Asian equities and FX responding positively. However, as pointed out by our
economists, underlying inflation remains high, and the January outturn was higher than the
previous month and above the PBOC’s comfort zone. We still anticipate 50 bp interest rate
hikes in Q2/Q3 and at least 100 bps increases in reserve requirements. That said, we
remain confident in our “soft-landing” scenario. Seasonal factors may also result in a lower
CPI outcome for February (due out in mid-March), which may further allay near-term
inflation concerns.

Meanwhile, activity indicators showed that Asian economic growth remains on a healthy
path. Stronger-than-expected Taiwan 4Q GDP growth helped stabilize the TWD, which had
recently been depreciating, despite market talk of further equities outflows. Singapore also
registered better-than-expected exports in January, offsetting a negative surprise from the
downward revision to 4Q GDP (3.9% saar). Faster growth amid rising inflation presage
further monetary tightening on the horizon. The likelihood of further tightening,
uncertainties on the European debt front, and a fluid situation in the Middle East will keep
risk aversion elevated, which should weigh on Asian markets.

As always, attention is growing on the CNY ahead of the next G20 Finance Ministers’
Meeting this weekend in Paris. Senior officials of G20 member countries and international
organizations have pressed on the need for further appreciation, while the PBoC Deputy
Governor said earlier this week that the pace of CNY appreciation has been the
“appropriate” against the USD. The debate will continue. The CNY fixing appreciated
slightly ahead of the meeting, but it may have been due to the moderate depreciation of the
USD rather than mounting international pressure. The 12-month NDF movement is in line
with our assessment, with little movement thus far this week.

Stock markets in Asia surged this past week sending most regional indices to their largest
weekly gains in several weeks. In addition to the factors noted above, market sentiment
was lifted by strong economic indicators and solid corporate earnings. China, Taiwan and
Hong Kong stocks were among the best performers, together with India which had been
recording strong losses since beginning of this year.
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China’s inflation outturn helps to ease market concerns

A number of indicators released this past week in China helped to ease market concerns of
a hard landing. In particular, January CPI inflation came in at 4.9% yl/y, consistent with our
expectations, but well below the market consensus (BBVA: 4.9% yly; consensus:
5.4% yly). Skeptics noted that the inflation reading is based on new official weights in the
calculation of the CPI, in which food and other components are given a lower weight, while
housing costs are given a higher weight. However, the new weights appear to have had a
negligible impact on the outturn. That said, inflationary pressures remain high, with food
prices and housing costs rising in January by 10.3% y/y and 6.7% yly, respectively, and
producer prices up by 6.6% y/y (consensus: 5.9%). Another piece of good news was a
relatively benign outturn for new loans in January, of RMB 1.04 trillion (consensus:
RMB 1.20 trillion), 25% below the level in the same period last year. Together with a soft
reading for M2 growth, the outturn suggests the authorities’ tightening measures may be
more effective so far than expected by the market. Nevertheless, further efforts to prevent
overheating will still be needed, as the inflation and M2 growth outturns remain well above
the authorities’ comfort levels. Indeed, the authorities announced another 50bp hike in the
required reserve ratio late on Friday. Separately, property prices continued to rise in
January, at 6.4% yly. Consequently, we do not anticipate a change in the authorities’
monetary tightening campaign, with our expectations remaining for two additional rate
hikes of 25bp in Q2/Q3, along with at least 50bps of additional hikes in reserve
requirements.

Strong growth in Hong Kong amidst the forthcoming 2011-12 budget

Hong Kong will release fourth quarter GDP this coming Wednesday. After the economy
expanded by 7.1% vyly in the first three quarters, we expect momentum in Q4 to have
moderated to 5.0% y/y on weaker external demand. This would bring full-year growth for
2010 to a strong 6.5%, a significant rebound from a contraction of -2.8% in 2009. We
expect growth to be sustained at around 5% in 2011, underpinned by robust domestic
demand as well as from strong output growth in China. However, inflationary pressures are
on the rise. January inflation will be released next week (Tuesday), and we expect
acceleration to 3.3% y/y from 3.1% yl/y the previous month. As elsewhere in much of the
region, inflation has become a major concern. We project average inflation to surge to
5.2% in 2011 from 2.4% in 2010, driven by rising imported inflation, especially spillovers
from Mainland China. Demand pressures are also a factor, especially rising rents and
wages (a new minimum wage law will take effect this May). In addition, lax liquidity is
adding to risks of asset bubbles, particularly in the property sector. Another focus of
attention in the coming week will be the 2011-12 budget, to be announced on Wednesday.
Several measures are expected in order to soften the impact of rising inflation, such as tax
rebates and subsidies to public housing and transportation. Overall, the fiscal stance is
expected to remain tight (in substantial surplus) to help reduce overheating risks.

Vietnam struggles to maintain macro stability

Vietnam has been struggling in recent months to maintain macro stability in the face of
overheating pressures. Moody's and S&P downgraded Vietnam last December (following
an earlier downgrade by Fitch) due to a widening trade deficit and low foreign reserves.
Facing balance of payments pressures, the State Bank of Vietham (SBV) devalued the
currency (Vietnamese Dong) last week and narrowed the trading band from +3% to +1%.
This was the fourth devaluation since early 2010 and, and at 7%, was the largest since
1992. Foreign reserves currently stand at about $13.6 billion, equivalent to less than three
months of imports. Moreover, despite Vietnam’s strong medium-term growth prospects,
foreign direct investment (FDI) inflows have failed to recover since the global economic
crisis. Inflation has also been a problem, rising to 12.2% y/y in January on higher food and
housing costs. The monetary authorities have come under criticism by international
agencies and analysts for focusing on growth at the expense of macro stability, and in
particular for failing to address overheating pressures through tighter monetary policy. In
this regard, the SBV yesterday increased its refinance rate by 200 basis points to 11%, the
first in what may be a series of interest rate hikes to restore stability. We continue to hold a
positive view of Vietham’s growth prospects, projected at 6.9% in 2011, and even higher
over the medium-term. However, in However, Vietham’s openness and weak institutions
will continue to pose challenges in the near term for policy makers in maintaining stability.

Page 3



BBVA Research

Chart 5

China’s trade surplus narrowed in
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Chart 6

Inflation in Hong Kong is picking up on
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Singapore: CPl inflation for January (February 23)

Forecast: 3.9% yly
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Previous: 4.6% yly

Inflation continues to rise in Singapore, driven by higher transport costs and housing
prices. While underlying pressures remain strong, we expect monthly inflation to decline
following an exceptionally large increase in December. Our end-year inflation projection is
3.6%, and the Singapore trade ministry has just raised its inflation forecast for 2011 from
2%-3% previously to 3%-4%, warning that inflation may rise to 5%-6% in the coming
months and underscoring the authorities’ challenge to tame inflation. A higher-than-
expected inflation reading would raise expectations of further monetary tightening through
faster currency appreciation. The Monetary Authority’s next policy meeting is in April.
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Hong Kong — 2011-12 Fiscal Budget Speech, February 23

Japan — Cabinet Office Monthly Economic Report, February 20
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Asia Market

% change Yearto % Change

INDEX Last price over a week date overlyY
China — Shanghai Comp. 2899.8 2.6 3.3 -3.9
Hong Kong — Hang Seng 23595.2 3.4 2.4 15.5
Taiwan — Weighted 8843.8 2.7 -1.4 18.8
Japan — Nikkei 225 10842.8 2.2 6.0 4.9
Korea — Kospi 2013.1 1.8 -1.8 24.2
" India — Sensex 30 18318.4 3.3 -10.7 12.2
F}  Australia — SPX/ASX 200 4936.7 1.1 4.0 6.1
é Singapore — Strait Times 3086.8 0.3 -3.2 115
g Indonesia — Jakarta Comp 3501.5 3.2 55 36.8
5 Thailand — SET 995.6 4.8 -3.6 43.1
O  Malaysia — KLCI 1517.6 1.5 -0.1 20.5
¥ Philippines — Manila Comp. 3851.2 2.7 -8.3 28.4

Last update: Friday, 17.15 Hong Kong time.

% change Forward Forward

CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.57 0.27 6.54 6.42
(»n Hong Kong (HKD/USD) 7.79 0.13 7.8 8
' Taiwan (TWD/USD) 29.4 -0.66 29.05 28.47
% Japan (JPY/USD) 83.5 -0.04 83.4 83.0
= Korea (KRW/USD) 1112 147 1118.86 1133.47
g India (INR/USD) 45.2 0.97 46.0 48
% Australia (USD/AUD) 1.01 0.97 1 n.a.
$  Singapore (SGD/USD) 1.28 0.52 1.28 1.3
- Indonesia (IDR/USD) 8870 0.73 8945 9351
O Thailand (THB/USD) 30.6 0.52 30.69 30.9
%J Malaysia (MYR/USD) 3.03 0.62 3.0 3
L Philippines (PHP/USD) 43.3 1.14 43.35 43.67

Last update: Friday, 17.15 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”.



