I BBVA

5 August 2011
Economic Analysis

Asia
Stephen Schwartz
stephen.schwartz@bbva.comhk

Mario Nevares
mario.nevares@bbva.com.hk

Fielding Chen
fielding.chen@bbva.com.hk

Le Xia
xiale@bbva.com.hk

Jenny Zheng
jenny.zheng@bbva.com.hk

Zhigang Li
zhigangli@bbva.com.hk

Sumedh Deorukhkar
sumedh.deorukhkar@grupobbva.com

Claire Chen
claire.chen@bbva.com.hk

Markets
Richard Li
richardli@bbva.comhk

Markets
Highlights
Calendar

Markets Data

2R 2K AN 2R 7

Charts

Weekly Watch

Asia

Asian markets slump with global trends

A promising start to the week in the markets ended with a thud. After reacting positively to US
congressional approval of the long-awaited debt ceiling agreement and a stronger-than-expected
July PMI reading from China (Highlights), Asian markets turned sharply lower on renewed
concerns about the global outlook (see Markets and Chart 7). Meanwhile, Japan intervened in the
FX market, for only the second time this year, to prevent further appreciation of the yen, which
has surged on safe-haven effects. The Bank of Japan also expanded its asset purchase facility,
reflecting a further easing of monetary policy. While downside risks to regional growth have
increased due to external uncertainties, we continue to have a positive outlook, as described in
our latest guarterly Asia Outlook , thanks to continued strong demand from China and India,
scope for policy stimulus if needed, and strong underlying fundamentals.

Mixed inflation outturns, with slowing upward tendency

While global issues have overshadowed more mundane concerns about inflation in the region, an
important set of data was nevertheless released this past week. Inflation in Korea surprised to the
upside at 4.7%y/y, while July outturns for Thailand and the Philippines were flat, and in Indonesia
inflation fell (4.6% y/y) below expectations. The rise in global uncertainties and recently benign
inflation outturns are likely to slow the pace of interest rate increases in the near term, although in
our baseline, we continue to expect further rate hikes in a number of economies during the
remainder of the year. Meanwhile, GDP growth is holding up well in Indonesia (Q2 GDP growth of
65% yly, in line with expectations), but the official outlooks for growth have just been reduced in
Australia and India Next week, eyes will be on China's July CPI, trade, and industrial production
among others, and on Korea's monetary policy meeting, where we expect no change.
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Q3 Asia Outlook: From overheating to worries of a growth slowdown
Despite an increase in downside risks, we hold a positive outlook for the region

China’s PMI outturn bodes well for a soft-landing, with eyes on data next week
A strong PMI reading has allayed fears of a hard landing, but will July inflation stay high?

Australia puts rate hikes on hold due to global uncertainties
Despite rising inflation, slowing growth and global uncertainties have put the RBA on hold

Source: BBVA Research and Bloomberg
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Financial markets were showing signs of panic as the end week drew to a close, on global growth
worries and spillovers from the intensifying European debt crisis. The S&P 500 dropped 4.8% on
Thursday, making for a cumulative decline of 7.2% so far this week, wiping out a temporary
bounce early in the week on a relief rally from the congressional approval of the US debt ceiling.
Asian stock markets tracked the slump in global indices and finished the week sharply lower. WTI
crude oil futures plunged nearly USD10 to USD86.25/ bbl, while gold prices traded at record-high
levels, Interestingly, Asian FX still held up relatively well vs. the USD, even under a extreme risk-
averse environment, with high-beta FX in the region such as KRW, IDR and SGD down by less than
2.0% compared to last week’s close, probably because of the region’s relatively strong underlying
fundamentals and lack of appeal for the USD in the current environment.
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Markets question the capacity of policymakers

Sharp price declines in risky assets are seemingly a culmination of prevailing uncertainties in
Europe and the US. In Europe, there have been growing worries whether the measures
announced by EU Summit on July 21 would be approved by individual parliaments in a timely
manner, and if not, whether the ECB would step in the debt markets to head off contagion to Spain
and Italy. To this end, investors were disappointed thus far as the ECB still showed reluctance to
buy Spanish and Italian bonds aggressively in its policy meeting this week. In the US, GDP data
suggested the growth slowdown in Q2 was much worse-than-anticipated, and a softer ISM print
does not bode well for a rebound in Q3. Worse still, high budget deficits and the medium-term
consolidation plan approved Monday imply limited scope for fiscal policy to mitigate a possible
downturn. On the monetary front, QE2 has just come to an end, and a fresh round of monetary
stimulus is still not yet firmly in sight. As such, there are growing doubts whether global growth will
pick up and risk premium will subside in H2, throwing markets into jitters.

Japan intervenes in FX markets with mixed results

The Ministry of Finance intervened in FX markets Thursday to curb the unwelcome rise in the JPY,
stemming from the currency’s safe-haven characteristics. This is the third move since the
intervention in March 2011 and September 2010. On the same day, the Bank of Japan (BoJ)
announced additional monetary stimulus of JPY10 tn after the policy meeting to accompany the
move. The authorities said their action was communicated with other major central banks, and did
not indicate the exact amount of USD purchases. The amounts were probably significant, likely
higher than the JPY 6925bn used in March given USDJPY quickly bounced from 77.1to 80.2 on
Thursday. To the chagrin of Japanese officials, USDJPY subsequently traded back below 78.80 on
Friday. We would expect Japanese officials to keep up more aggressive verbal intervention. But in
reality in this risk-off market, the BoJ / MoF are going to have a difficult time stemming the tide of
JPY inflows. We believe the risk of additional intervention remains high.
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Q3 Asia Outlook: From overheating to worries of a growth slowdown

In our latest quarterly Asia Outlook, just issued this past week, we highlight the shift in market
focus from risks of overheating to concerns about a growth slowdown. This shift has been
especially notable over the past week, as seen by the selloff in regional and global stock markets.
Our report reviews recent developments, in which we detail the region’s growth moderation in
the second guarter, which was in line with our previous expectations, due to headwinds from
higher commodity prices and disruptions to supply chains from the March 11 earthquake in Japan.
We continue to hold a positive outlook for the region, with our baseline projecting a mild rebound
in growth during the remainder of the year, on the back of stabilizing commodity prices and a
recovery in Japan. While downside risks to the global outlook have come to the fore, robust
demand from China and India should help offset sluggish growth in the US and Europe. Also, the
region has room for policy maneuver to offset weaker growth, including a slower pace of interest
rate hikes and further fiscal stimulus if needed. Inflationary risks remain, although these have
eased somewhat with the moderation in growth and stable commadity prices.

China’s PMI outturn bodes well for a soft-landing, with eyes on data next week
The latest monthly reading of the Purchasing Managers Index (PMI) was released early this past
week, as scheduled (Chart 5) The PMI has become an important and closely watched leading
indicator of economic activity, given recent concerns about the pace of China’s slowdown and
risks of a hard landing. The July outturn helped to allay concerns of a hard landing, as the reading
eased slightly for a fifth consecutive month, to 50.7% (from 50.9% in June), but was above
expectations (consensus: 50.2%). Within the overall index, the most notable trend was a pick up in
new orders, signaling robust demand. And importantly, the PMI remains well above the +50
expansion zone, which bodes well for a gradual and healthy slowdown. A new batch of monthly
activity indicators for July will be released next week, including inflation, industrial production,
urban fixed asset investment, retail sales, credit and money growth, and trade data. We expect
inflation to remain elevated, at 6.3% vy/y, but slightly below June’s level (see Indicator of the Week).
Retail sales growth should remain steady at 17.7%y/y and fixed asset investment to grow at a
robust pace of 26.3%y/y. These would be in line with our soft landing scenario, and our full-year
GDP projection of 94% for 2011. We continue to expect modest further monetary tightening to
tame inflation in the months ahead, with an additional 25bp hike in interest rates and a 50bp hike
in required reserve ratio (RRR), along with further gradual currency appreciation.

Australia puts rate hikes on hold due to global uncertainties

As expected by most observers (including ourselves), the Reserve Bank of Australia (RBA) kept its
policy rate unchanged at 4.75% at its latest policy meeting on August 2. The decision to stay on
hold came despite a higher-than-expected inflation outturn for the second quarter of 3.6% vy/y
(Chart 6), with the RBA expressing concern about global uncertainties and weak growth in
Australia’'s non-mining sector. Australia was one of the first countries in the region to recover from
the 2008-09 global financial crisis, prompting a series of aggressive rate hikes from October 2009
to November 2010. However, the recovery was set back early this year by the Queensland floods,
and the RBA has been on hold ever since. Heightened global uncertainty is now adding to the
factors for the RBA to remain on hold for the time being, reinforced by the central bank’s just-
released quarterly monetary report in which it lowered the growth outlook to just 20% (from

Home 3.25% previously), broadly in line with our 2.3% projection for 2011. Nevertheless, in its report the
RBA signaled that inflationary pressures will remain over the medium term, and it projected a
Markets strong recovery in 2012. With our own projections of a pick-up in growth during the remainder of
the year, we continue to expect one more rate hike later this year, although downside risks to the
Calendar growth outlook make our call less certain.
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Charts Chart 6
China ‘s PMI moderates in line with a soft landing Australia keeps interest rates on hold
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Calendar Indicators
Australia Date Period Prior Cons.
Unemployment Rate 1-Aug JUL 490% --
China Date Period Prior Cons.
Consumer Price Index (YoY) 9S-Aug JUL 6.40% 630%
Producer Price Index (YoY) 9S-Aug JUL 710% 750%
Industrial Production (YoY) 9S-Aug JUL 1510%  1470%
Retail Sales (YoY) 9-Aug JuL  1770%  17.70%
Exports YoY% 10-Aug JUL 1790%  17.00%
Imports YoY% 10-Aug JUL 1930%  2290%
Actual FDI (YoY) 10-15 AUG  JUL 280% --
New Yuan Loans 1115 AUG JUL 6339B 550.0B
Money Supply - M2 (YoY) 1115 AUG JUL 1590%  15.80%
Hong Kong Date Period Prior Cons.
GDP (YoY) 12-Aug 20 7.20% --
India Date Period Prior Cons.
Industrial Production (YoY) 12-Aug JUN 560% - -
Japan Date Period Prior Cons.
Current Account Balance YOY% 8-Aug JUN  5170%  -3410%
Machine Tool Orders (YoY) 9-Aug JULP 5350% --
Domestic CGPI (YoY) 10-Aug JUL 250% 2.70%
Machine Orders YOY% 1-Aug JUN  1050% 1050%
Malaysia Date Period Prior Cons.
Industrial Production (YoY) 10-Aug JUN 510% --
Philippines Date Period Prior Cons.
Exports YoY% 10-Aug JUN -320% --
Singapore Date Period Prior Cons.
GDP (YoY) 10-Aug 20F  050% 0.40%
Korea Date Period Prior Cons.
Producer Price Index (YoY) 9-Aug JUL 6.20% --
Export Price Index (YoY) 12-Aug JUL -040%
Import Price Index (YoY) 12-Aug JUL  1050% --
Taiwan Date Period Prior Cons.
Exports YoY% 8-Aug JUL 1080%  790%
Imports YoY% 8-Aug JUL 1250%  1050%
Indicator of the Week: China’s CPI for July (August 9)

Forecast: 6.3% y/y Consensus: 6.3% y/y Prior: 6.4% y/y

Comment: With growth moderating in line with a soft landing, controlling inflation has
become one of the most pressing near-term economic challenges in China. In recent
guarters, the inflation rate has exceeded the authorities’ 4% comfort range by a wide
margin due mainly to rising food prices. We believe that inflation has now probably
peaked, and should start declining in July on the impact of recent tightening measures,
softening food prices (especially for pork), and base effects. Market impact: A higher-than-
expected reading could raise expectations of more monetary tightening.

Calendar Events
Japan - Bank of Japan Monthly Economic Report, August 8

Indonesia - Bank Indonesia Reference Rate, August 9 Current Consensus
We expect no change in the benchmark rate. 6.75% 6.75%
Korea - Bank of Korea Monetary Policy Meeting, August 11 Current Consensus
We expect no change in the 7-day Repo rate. 3.25% 350%
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% change Yearto % Change

INDEX Last price over a week date over1Y

China - Shanghai Comp. 26335 25 6.2 05

Hong Kong - Hang Seng 208556 71 95 32

Taiwan - Weighted 7910.7 -85 1.8 -03

Japan - Nikkei 225 9299.7 54 9] 37

Korea - Kospi 9480 -86 -49 9.3

India - Sensex 30 1205 51 -158 -49
g Australia - SPX/ASX 200 41013 73 136 102
¢ Singapore - Strait Times 30024 59 59 0]
o
<§( Indonesia - Jakarta Comp 39214 5] 59 288
5 Thailand - SET 1092.8 -3.6 58 249
9 Malaysia - KLCI 15249 -15 04 120
U Philippines - Manila Comp. 44187 19 52 255

Last update: Friday, 11.15 Hong Kong time.
% change Forward Forward

CURRENCY Spot over aweek 3-month  12-month

China (CNY/USD) 6.44 011 643 638

Hong Kong (HKD/USD) 780 010 78 e}
E Taiwan (TWD/USD) 290 061 29.00 2863
x  Japan UPY/USD) 786 235 785 782
< Korea (KRW/USD) 1070 148 107670 108853
Ly India ANR/USD) 448 133 453 47
% Australia (USD/AUD) 105 480 1 na.
g Singapore (SGD/USD) 1 145 122 12
i Indonesia (IDR/USD) 8554 058 3612 8860
zZ ,
G) Thailand (THB/USD) 300 067 3016 307
&2 Malaysia (MYR/USD) 301 140 30 3
o . | .
L. Philippines (PHP/USD) 26 118 4272 4292

[Last update: Friday, 1115 Hong Kong time.
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This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, SA.
(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 (i) 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”), (i) are persons falling
within article 49(2) @) to (d) (‘high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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”.
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