BBVA Research

Hong Kong, March 18, 2011

Economic Analysis

Asia
Stephen Schwartz
stephen.schwartz@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
Fielding Chen
fielding.chen@bbva.com.hk

Mario Nevares
mario.nevares@bbva.com.hk

Markets
Highlights

Calendar

v v VY

Markets Data

Asia

Weekly Watch

Limited economic impact of Japan quake

Japan's earth quake has resulted in a devastating loss of life and property. Financial
markets have been volatile from uncertainty about the outlook, particularly with respect to
spreading nuclear risks. That said, with the direct damage contained to a relatively small
region of the northeast of the country, it appears that the longer term economic impact on
Japan and the region should be limited (see Highlights). Financial markets were down
sharply this week, as the yen appreciated on repatriation of funds. To stem the yen’s sharp
appreciation—which at one point broke through to a record high of 76.3 against the USD—
the G7’s central banks pledged earlier today to intervene in the foreign exchange market.

India hikes interest rates to tame inflation

India hiked interest rates yesterday for the eighth time since last March, after data showed
a higher-than-expected February outturn of 8.3% y/y (see Highlights). In China, new loan
and M2 growth slowed, helping to reassure investors that the government’s tightening
measures may be working to avert overheating. Meanwhile, a UN Security Council
resolution to impose a no-fly zone over Libya has created new pressures in international oil
markets.

In the coming week...

Singapore’s February inflation will be released (see What to Watch), Hong Kong, Japan,
Malaysia and Vietnam. Trade data will be released in Hong Kong, Japan, Taiwan and the
Philippines. The Philippines will hold its monthly monetary policy meeting, and we expect
no change in interest rates (see Calendar).
Chartl

Asian countries’ trade exposure to Japan
is limited, although supply disruptions
could impact some Asian exporters

Chart2
In India, the RBI has hiked policy rates
for an eighth time to tame inflation
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Highlights

Assessing the economic impact of the Japan Earthquake

Though devastating in loss of life and damage, the economic fallout should be limited
India hikes rates again in its battle against inflation

India’s central bank is responding to high inflation

A welcome slowing of China’s credit and money supply growth in February
Loan and money supply growth slowed, a sign that tightening measures are working

Source: BBVA Research and Bloomberg
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Japan’s earthquake and nuclear fears rattle Asian markets

Asian financial markets have been volatile over the past week following the natural disaster
in Japan and ensuing fears of a nuclear emergency. While the economic impact is
expected to be contained (see Highlights), uncertainties about the impact of a further
intensification of nuclear leaks and disruptions to power supplies continue to loom over the
markets. Calm has largely prevailed in currency markets, except for the AUD (depreciation)
and JPY (appreciation), while stock markets are down after a volatile week (Charts 3 & 4).
The sell-offs may reflect an over-reaction, and we would not be surprised to see a
correction to the upside in coming days.

Attention on Japan has temporarily distracted markets from their focus on Middle East
tensions. Oil prices fell below $100 per barrel early this week on an expected temporary
decline in demand from Japan; however, prices reversed course today to $103 per barrel
as the situation in the Middle East continues to worsen. In Libya, the UN Security Council
has approved military intervention to create a no-fly zone.

The earthquake has led to strong appreciation pressures on the JPY, due in part to
repatriation flows. The JPY was volatile over the past week, briefly surging past the
physiologically important level of 80 yen per USD and hitting a record high. In addition to
liquidity injections by the Bank of Japan, this prompted coordinated G7 action, with central
banks vowing to intervene to prevent excessive yen volatility. The yen retreated back
above 80 per USD on the news. In contrast, a few other Asian currencies lost ground
during the week on risk aversion and uncertainty from Japan radiation risks. The AUD and
MYR posted losses of 1-2% against the USD. The PHP also touched its weakest level in
the past few weeks. In contrast, the THB, TWD, and INR strengthened slightly against the
US dollar.

The CNY remained relatively stable for the week, gaining 0.05% against the USD. Japan's
crisis is expected to have only a moderate impact on China.

Global stock markets for the week slid on nuclear risks. Asian stocks tumbled, as the MSCI
Asia index was down by 4.78%. Japan’s Nikkei index fell by more than 10% (and was
down by over 18% at one point early in the week). However, late in the week the markets
pared losses. Korea’'s Kospi index was up by 1%, the only gainer in the region, as Korean
companies could gain a competitive advantage from an appreciating Yen.
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Assessing the economic impact of the Japan earthquake

Japan is coping with the aftermath of the magnitude 9.0 earthquake on March 11 in the
northeast, which was followed by a destructive tsunami. The destruction to life and
property has been massive, with death toll now surpassing five thousand, and the direct
loss of infrastructure accounting for 3% of GDP. The hardest-hit region accounts for around
7% of Japan's national GDP, and is an agricultural base and auto making center. Though
estimates are still highly uncertain, we expect the overall economic impact, however, to be
modest. GDP growth in 2011 is likely to be 0.2 ppt lower than our baseline of 1.5%.
However, reconstruction spending is likely to lift GDP growth by 0.3 ppt in 2012 (Chart 5).
In the meantime, inflation will be pushed up temporarily as supply is reduced. On the fiscal
front, the extra budget spending for relief work will worsen Japan's fiscal position. The
government will have to postpone fiscal consolidation plans, which had previously been
given a priority due to Japan’s high public debt ratio (around 200% of GDP on a gross
basis). A key source of uncertainty is the risk of a nuclear disaster, which has increased
fears and generated volatility in financial markets (the Japanese stock market is down by
11% so far). The yen briefly surged to almost 76 yen per USD on Thursday as the
repatriation of capital after quake adds appreciation pressure; however, the appreciation
should be temporary as the government, reluctant to see a stronger yen, is taking
coordinated action with other G7 central banks to stabilize it. The economic impact on
other Asian economies (Chart 1) at this stage is expected to be limited. Some countries
may see an increase in exports to Japan as the reconstruction gets underway, to meet
Japan's energy needs in the event of a prolonged closure of nuclear facilities, or to fill a
temporary void in international markets. On the other hand, a negative impact could
emerge through disruptions to supply chains and/or investment flows from Japan. The
sharp selloff in regional stock markets is a reminder of the uncertainties, and the economic
impact will need to be monitored.

India hikes rates again in its ongoing battle with inflation

India was among the first Asian economies to experience inflationary pressures last year.
During the course of 2010, inflation peaked at 11% and remained stubbornly high due to
rising food prices and demand pressures from rapid economic growth. More recently,
inflation had been easing as the central bank took aggressive measures, including rate
hikes and steps to rein in liquidity (Chart 2). Nevertheless, inflation rose to 8.3% yl/y in
February from 8.2% in January, in line with our forecast, but above the market consensus
(BBVA: 8.3%; consensus: 7.8%). Price increases of manufactured goods, bolstered by
strong domestic demand, have offset an easing in food prices after the winter harvest
season. The RBI hiked its policy rates for an eighth time on March 17, by 25 bps (Repo: to
6.75% from 6.50%; Reverse Repo: 5.75% from 5.50%). We expect India's inflation to stay
above the government’s 5-6% comfort zone in the coming months, and to decline gradually
to 6% at the end of this year. We expect the RBI to raise policy rates by at least another 25
bps during the year.

A welcome slowing of China’s credit and money supply growth in February

Data released earlier this week show that new loans for February were lower than
expected, at RMB 536 billion (consensus: RMB 600 billion), equivalent to a 17.7% yl/y pace
of credit growth. M2 growth also slowed, to 15.7% y/y (consensus: 17.0%) from 17.2% yly
in January (Chart 6). These indicators are welcome given the authorities’ efforts to restrain
credit growth and avert overheating. Although the data are difficult to interpret given
seasonality from the Chinese New Year, they are nevertheless encouraging: combining
January and February together, new loans amounted to RMB 1.6 trillion, well below the
equivalent outturn of RMB 2.1 trillion in 2010. The outturn is also in line with our forecast of
new loans for 2011 of RMB 7.0-7.5 trillion (in contrast to previous years, the authorities
have not set an official loan target for 2011). That said, inflationary pressures and growth
momentum remain strong, and we expect the authorities to sustain their monetary
tightening campaign. Indeed, the authorities have recently reiterated their intention to
ensure positive real rates, which are currently negative given high inflation. We expect two
more 25bp interest rate hikes by Q3, and at least another 50bp hikes in reserve
requirements.
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Though the loss of life and property was
tragic, the economic impact of Japan’s
earthquake should be limited...
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Chart 6
In China, credit and money supply
growth slowed in February
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Singapore: CPl inflation for February (March 23)

Forecast: 5.7% yly

its next 6-monthly policy meeting in April.

Calendar
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We expect no change in policy rates

Prior: 5.5% yly
Comment: After surprising sharply to the upside last month, inflation is expected to remain
high in Singapore due to rising international oil prices, transportation costs and housing
rents. Demand pressures are increasingly evident.
Market impact: A higher-than-expected inflation reading could increase expectations that
the Monetary Authority of Singapore will accelerate the pace of currency appreciation at
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Asia Market

% change Yearto % Change

INDEX Last price over a week date overlyY
China — Shanghai Comp. 2913.6 -0.7 3.8 -4.3
Hong Kong — Hang Seng 22451.3 -3.4 -2.5 5.3
Taiwan — Weighted 8386.2 2.1 -6.5 6.3
Japan — Nikkei 225 9231.3 -10.0 -9.8 -14.1
Korea — Kospi 1981.1 1.3 -3.4 18.3
” India — Sensex 30 17997.8 -1.0 -12.2 2.7
I, Australia — SPX/ASX 200 4614.5 -0.7 -2.8 5.1
é Singapore — Strait Times 2950.1 -3.1 -7.5 1.2
g Indonesia — Jakarta Comp 3499.9 -1.2 -55 27.9
5 Thailand — SET 1010.2 0.3 -2.2 33.1
9 Malaysia — KLCI 1496.7 0.1 -1.5 15.0
¥ Philippines — Manila Comp. 3839.9 -2.2 -8.6 23.8

Last update: Friday, 11.15 Hong Kong time.

% change Forward Forward

CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.57 0.05 6.54 6.45
(»n Hong Kong (HKD/USD) 7.80 -0.16 7.8 8
' Taiwan (TWD/USD) 29.6 0.09 29.30 28.71
% Japan (JPY/USD) 8L.7 0.16 81.7 81.3
= Korea (KRW/USD) 1127 027 113360  1148.10
g India (INR/USD) 45.1 0.35 45.9 48
% Australia (USD/AUD) 0.99 202 1 n.a.
$  Singapore (SGD/USD) 1.27 -0.42 1.27 1.3
- Indonesia (IDR/USD) 8768 0.16 8843 9241
O Thailand (THB/USD) 30.3 0.20 30.39 30.7
%J Malaysia (MYR/USD) 3.04 017 31 3
L Philippines (PHP/USD) 43.7 -0.14 43.81 44.10

Last update: Friday, 11.15 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 is 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.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within
article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the "financial promotion order"), (ii) are persons
falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to
whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000) may
otherwise lawfully be communicated (all such persons together being referred to as "relevant persons"). This document is directed only at relevant persons
and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
available only to relevant persons and will be engaged in only with relevant persons.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 is not a member of the FINRA and is 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”.

BBVA, S.A. is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182.



