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Asian growth holds up, but for how long?

Regional markets continue to be buffeted by swings in global sentiment towards the US growth
outlook and prospects of a resolution of the European debt crisis. Asian markets finished up for
the week on hopes of passage of a broadened European Financial Stability Facility (EFSF), but
then ended on a whimper due to growth concerns (see Markets). In Hong Kong markets closed
sharply lower, possibly due to reverberations from reports of US Justice Department
investigations of the accounting practices of Chinese companies listed overseas, as well as
lingering concerns about the regional growth outlook. With respect to the latter, signs of resilience
could be found in today’s release of China's HSBC PMI which was not as bad as had been feared
(it comes just ahead of the release of the official PMI index; see our last Weekly Indicator).
Nevertheless, regional growth is moderating, with industrial production weakening in Japan and
Korea, along with lower exports in Hong Kong and Thailand (see below).

Production and exports show signs of weakening

Industrial production released today disappointed in Japan (0.8% m/m for August; consensus: 15%)
(Chart 2 and Highlights) and in Korea (-19% m/m; consensus: -0.3%), despite a better-than-
expected outturn for Singapore released earlier in the week (3.9% m/m; consensus: -45%).
Meanwhile, export growth is easing in Hong Kong, where the August outturn came in below
expectations (6.8% y/y; consensus: 75%), as well as in Thailand.

In the coming week, Australia and Japan will hold monetary policy meetings, with no changes
expected. Korea will release the region’s first trade figures for September (see Weekly indicator).
Also, September inflation will be released in Korea, Indonesia, Taiwan, Thailand and the Philippines
(see Calendar).

Chart 1 Chart 2
Industrial production is weakening in the region Japan's recovery is at risk.
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Highlights
Unusual volatility in RMB offshore FX market
Despite a steep depreciation in the offshore rate, gradual currency appreciation should continue

Japan sets reconstruction budget amidst external risks to recovery
Reconstruction spending should sustain the recovery, despite signs of weakening demand

Inflation eases in Vietham, but remains high amidst conflicting policy signals
Inflation finally eases as the authorities struggle to maintain macro stability

Source: Bloomberg and BBVA Research
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Markets

Waiting on a resolution from Europe

Asian equity markets have responded with a gentle move upwards this week as Europe appears
to be inching towards a bailout fund, but this could simply be a breather after a terrible prior week.
Asian sovereign CDS spreads are continuing to widen on external demand concerns, regardless
of strong regional fundamentals. While Asian central banks have signaled they are well aware of
global risks and stand ready to provide support if necessary, presently the markets are more
concerned with finding out what additional measures will be implemented by the EU in order to
stabilize the ongoing situation regarding Greece. These further measures may include leveraging
the EFSF, increasing the haircut on Greek debt and/or creating a safety net for European banks.

Asian currencies stabilize, but cautious central banks limit scope for rebound

Asian currencies have stabilized in the absence of negative headlines from Europe, but sentiment
remains fragile. Markets are clearly worried that the global economy is heading into recession,
which would dim the outlook for the region’s exports and could eventually prompt Asian central
banks to cut rates. Most central banks in Asia are continuing to express concerns about global
uncertainties, with attention clearly placed on growth over inflation. Korea’s finance minister said
inflation in September seemed to have moderated, while industrial output for August slid 1.9%
m/m and surprised to the downside. The Bank of Thailand raised rates in August, but recently its
governor shifted to a neutral stance, as did the governor of the BSP in the Philippines, who stated
that the Bank may leave interest rates unchanged for the rest of the year. Bank Indonesia was
among the most dovish in the region, as its director of monetary policy and research in a remark
said “there is room to lower the benchmark rate” and the Bank stands ready to cut rates to boost
growth. Finally, the Taiwan central bank was the latest EM country this week to adopt a neutral
policy stance, leaving rates steady at 1.875%. Rising risks of an abrupt growth slowdown should
continue to limit the upside of Asian FX in the near term.

Holding pattern in Asian markets

The MSCI Asia Index rose over 25% from last week. This week’s activity is a continuation of a
broader pattern in which markets appear to be gyrating weekly given worries about the situation
in Europe and the global economy. The general sentiment remains tilted towards an avoidance
of sustained risk-taking by investors. A clear sign of this is in new issuance, which has dried up in
both the IPO and bond markets as investors are showing decreased demand for new issues given
global uncertainties. Bond markets have been under stress, Indonesia’s and China’s in particular.
Chinese property companies such as Evergrande and Country Garden are weaker on fears that
Chinese bank regulators will restrict their access to funding. We continue to expect regional
markets to be concerned with risks to the downside.
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Unusual volatility in RMB offshore FX market

The Chinese currency fell sharply this past week against the USD in offshore markets (known as
the CNH). The offshore exchange rate reached a five-month peak (depreciation) of 6512 on
September 23, causing an unusually wide gap with the official onshore rate (CNY), and marking
the first time since the creation of the offshore market in August 2010 that the offshore rate has
traded at a discount (more depreciated) vis-a-vis the onshore rate for a sustained basis. At the
same time, the offshore non-deliverable market (NDF) started pricing in a mild depreciation in the
one to twelve-month tenors. Meanwhile, in a sign that the authorities plan to continue their
gradual appreciation of the currency, in the onshore market they continued setting the daily fixing
rates at appreciated levels, although intraday trading caused the rate to move to the more
depreciated end of the band (the rate is allowed to trade in a daily band of +/- 05% around the
daily fixing).

The sudden weakness in offshore CNH trading reflects a sell off among portfolio managers who
are closing emerging market positions to meet possible redemption needs. As a result, RMB-
denominated bonds in the offshore market (‘Dim Sum bonds”) followed broader emerging market
trends with a significant sell off and widening of credit spreads. Adding to the selling pressure,
some investors may have started questioning whether the PBoC will maintain its currency
appreciation policy in light of weakening global activity and deepening worries over European
debt issues, which have resulted in sharp rises in the USD against other Asian currencies. (On an
important technical note, the Bank of China, the sole designated CNY clearing bank in Hong Kong,
exhausted its quarterly guota with the PBoC and suspended CNH purchases, further exacerbating
the weakness of the currency in offshore markets).

We believe the currency volatility is temporary. The authorities are delivering a strong message of
their intention to maintain a gradual appreciation policy. Indeed, just a week ago, the PBoC's
Governor, Mr. Zhou Xiaochuan, reiterated that China would not change its “overall policy tone.”
Accordingly, as noted above, the PBOC has been aggressively setting CNY fixing rates at
appreciated levels since last Friday. We are maintaining our baseline end-2011 and end-2012
targets for USDCNY at 6.300 and 6.00 respectively. We also believe the differentials between
offshore USDCNH and onshore USDCNY will likely narrow in October when the BOC's new quota
is reinstated. Markets are continuing to speculate, however, that the authorities may eventually
widen the daily trading band, which could result in a higher degree of daily two-way volatility than

Economic Analysis

in the past.

Chart5 Chart 6

An unusual spike in offshore RMB (CNH) rates... ...causes the offshore CNH to trade at a discount
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Japan sets reconstruction budget amidst external risks to recovery

As Japan's economy continues to recover from the March 11 quake and tsunami, activity
indicators over the past week underscored risks to the outlook. In particular, industrial production
for August rose by a slower-than-expected 0.8% m/m sa. (consensus: 15%). Meanwhile, retail sales
registered a surprising fall for the month of -1.7% m/m s.a. Data released earlier this month also
showed that August exports rose by less than expected (2.8% y/y vs. consensus: 80% y/y). The
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weak export data added to evidence that the global slowdown, European debt crisis, and the
strong yen (which has appreciated due to its safe haven characteristics) have weighed on
recovery prospects. Despite these downside risks, we remain optimistic that the economy will
continue to recover during the remainder of the year, boosted by the post-quake rebuilding. For
201 as a whole, we project GDP to contract by -0.3% in 2011, and to expand by 2.9% in 2012.

Meanwhile, the past week was busy for the Japanese government and the ruling-Democratic
Party (DPJ), who have agreed to a third supplementary budget of 12 trillion yen ($156 billion) for
the post-quake reconstruction. (The first supplementary budget of 4 trillion yen was passed on
May 2, and the second one of 2 trillion yen on July 25) Adding up all three budgets, the
government's post-quake reconstruction in the next 5 years will total 18 trillion yen, about 3.8% of
GDP. The third budget is expected to be sent to the parliament for approval in October. To help
finance this spending, given the limited scope for further debt issuance in view of Japan’s already
high debt-to-GDP ratio, a temporary tax hike plan was unveiled. Under the plan, the government
will collect non-tax revenue of 7 trillion yen by selling shares of Japan Tobacco and energy-related
accounts; the individual income tax is to be raised for 10 years starting in January 2013 and
corporate tax for three years starting next April; they also call for increases in tobacco and local
taxes. The government is planning to issue special bonds of 10+ years maturity to fund the third
extra budget. Plans are also underway for a fourth supplementary budget of 1-2 trillion yen,
recourse to new bond issuance.

Chart7 Chart8
Japan's public debt exceeds 200% of GDP... Inflation finally eases in Vietnam but stays high
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Inflation eases in Vietham, but remains high amidst conflicting policy signals

For over a year now, Vietnam has been struggling to maintain macro stability in the face of an
overheating economy. Even as prospects for the global economy are becoming less certain, for
the first time in quite a while, there are signs that pressures in Vietnam may be easing. For
example, inflation is finally showing signs of easing and, although still very high - at 22.4% in
September (from 23.0% in August) - by far the highest in Asia - markets have reacted positively,
with a fall in bond vields to a three-month low. Nevertheless, the authorities have been confusing

Home markets with some of their policy actions. For example, in the past week the State Bank of
Vietnam (the central bank) increased the repo term to aid liquidity, the latest monetary policy

Markets move in support of economic growth since late August, while on the other hand Vietnam’s
government said it will further restrain lending growth and cut money supply expansion as it

Calendar seeks to curb inflation. These moves add to the ones made a few months ago, when the Central

Bank unexpectedly cut interest rates while inflation was soaring. Under this framework, we project
inflation to remain high, at around 17-20% y/y through the end of the year. We project GDP growth
will continue its upside trend and reach 6.2% for 2011.
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Calendar Indicators

Australia Date Period Prior Cons.
Building Approvals (MoM) 4-Oct AUG 100% 0.60%
Retail Sales s.a. (MoM) 5-Oct AUG 050% 0.20%
China Date Period Prior Cons.
PMI Manufacturing 1-Oct SEP 509 511
China Non-manufacturing PMI 3-Oct SEP 576 --
Indonesia Date Period Prior Cons.
CPI Inflation (YoY) 3-Oct SEP 479% 488%
Core Inflation (YoY) 3-Oct SEP 515% 498%
Exports (YoY) 3-Oct AUG  3950%  2890%
Imports (YoY) 3-Oct AUG  2720%  2840%
India Date Period Prior Cons.
Exports (YoY) 3-Oct AUG  8180%

Imports (YoY) 3-Oct AUG  5150% --
Malaysia Date Period Prior Cons.
Exports (YoY) 6-Oct AUG 710% 7.70%
Imports (YoY) 6-Oct AUG 290% 6.20%
Philippines Date Period Prior Cons.
CPI Inflation (YoY) 5-Oct SEP 470% 490%
Core CPI (YoY) 5-Oct SEP 340% --
Korea Date Period Prior Cons.
Exports (YoY) 1-Oct SEP 2710%  1660%
Imports (YoY) 1-Oct SEP  2920%  2850%
CPI Inflation (YoY) 4-Oct SEP 530% 450%
Core CPI (YoY) 4-Oct SEP 400% --
South Korea FDI (YoY) 4-6 OCT 3Q 203

Thailand Date Period Prior Cons.
CPI Inflation (YoY) 5-Oct SEP 134% 140%
WPI (YoY) 5-Oct SEP 385% 362%
Exports (YoY) 7-Oct SEP 720%  1030%
Imports (YoY) 7-Oct SEP 6.40% 890%
Thailand Date Period Prior Cons.
CPI Inflation (YoY) 3-Oct SEP 429% 390%
Core CPI (YoY) 3-Oct SEP 2.85% 290%

Indicator of the Week: Korean exports for September (October 1)
Forecast: 27.6% y/y Consensus: 16.6% y/y Prior: 25.9% y/y

Comment: Korean exports are the first monthly release for the region and closely watched
as a bellwether given Korea's important place in global supply chains. Exports from Korea
have so far have been relatively resilient, with demand from emerging markets offsetting
weaker demand in developed economies. Going forward, we expect export trends to
soften due to the global slowdown, although in year-on-year terms for September exports
should hold up well due to base effects. Also, the won’s recent weakening should help
exporters to maintain their competitive edge. Market Impact: A lower than expected
outturn could weaken sentiment about Asia’s growth outlook and in the short turn could
lead to further currency weakness in Korea and the region.

Calendar Events

Australia - RBA Cash Target, October 4 Current Consensus
We expect no change in the target rate. 4.75% 475%
Japan - BOJ Target Rate, October 7 Current Consensus
We expect no change in the target rate. 0.10% 0.10%

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT Page 5
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% change Yearto % Change

INDEX Last price over a week date over1Y

China - Shanghai Comp. 23565 3.2 161 113
Hong Kong - Hang Seng 176365 02 -234 -21.2
Taiwan - Weighted 227 26 195 123
Japan - Nikkei 225 86916 15 150 /2
Korea - Kospi 17544 34 145 6.3
India - Sensex 30 1670011 33 186 16.8
Australia - SPX/ASX 200 40048 26 156 126
Singapore - Strait Times 26717 -1.0 163 138
Indonesia - Jakarta Comp 35459 35 -43 13
Thailand - SET 9251 35 104 52
Malaysia - KLCI 1387.7 1.6 -86 52
Philippines - Manila Comp. 39997 29 48 24

Last update: Friday, 1145 Hong Kong time.
% change Forward Forward

CURRENCY Spot over aweek 3-month  12-month

China (CNY/USD) 636 044 641 6.44
Hong Kong (HKD/USD) 7.79 014 778 776
Taiwan (TWD/USD) 306 052 3049 3012
Japan UPY/USD) 766 008 7645 7603
Korea (KRW/USD) 1176 076 1182 1181
India (INR/USD) 490 123 4976 50.82
Australia (USD/AUD) 098 -00] 103 na.
Singapore (SGD/USD) 130 015 130 129
Indonesia (IDR/USD) 3808 151 9360 9650
Thailand (THB/USD) 312 077 3137 3186
Malaysia (MYR/USD) 319 071 321 323
Philippines (PHP/USD) 438 -O51 4396 4410

LLast update: Friday, 11.45 Hong Kong time.

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT

Page 6



Asia Weekly Watch
30 September 2011

BBVA

Charts

Chart10

Chart9

Stock Markets

Stock Markets

Indonesia

Malay

ysia

r 11/82/60
r 11/€2/60
r T1/81/60
r TT/€T/60
r T1/80/60
r 11/€0/60
r 11/62/80
r 11/¥2/80
r 11/61/80
+ TT/¥1/80
r 11/60/80
+ TT/¥0/80
+ TT/0€/L0
+ 11/92/.0
+ 11/0¢/L0
+ TT/9T/L0
r 1T/0T/L0
r 11/S0/L0
r TT/0€/90
r T1/5¢/90
r T1/02/90
r TT/ST/90
r TT/0T/90
r T1/50/90

112 4

Japan

Taiwan

.

.

i

|

Hong Kong

TT/T€/S0

r 11/82/60
r 11/€2/60
r T1/81/60
r TT/ET/60
r 11/80/60
+ T1/€0/60
+ 11/62/80
r TT/¥2/80
r TT/61/80
r TT/¥1/80
r T1/60/80
r TT/¥70/80
r TT/0€/L0
r T1/5¢/L0
r TT/02/L0
+ TT/ST/L0
+ TT/0T/L0
+ T1/50/L0
+ TT/0E€/90
r TT/52/90
r TT/02/90
r TT/ST/90
r TT/0T/90
r T1/50/90

78

TT/TE/SO

Source: BBVA Research and Bloomberg

Source: BBVA Research and Bloomberg

Chart12

Chartn

Foreign Exchange Markets

Foreign Exchange Markets

India"'\r

NG
I

Thailand

/

Indonesia

Malaysia

Philippines Singapore

r 11/8¢/6
r T1/€2/6
r T1/81/6
r TT/ET/6
- T1/8/6

+ TT/E/6

r 11/62/8
r TT/ve/8
r TT/61/8
r T8
r T1/6/8

+ TTv/8

+ TT/0E/L
+ TT/5¢/L
r TT/02/L
r TT/ST/L
r TT/0T/L
r TT/S/L

+ TT/0E/9
+ TT/52/9
+ TT/02/9
r TT/ST/9
r TT/0T/9
r TT/S/9

111

110
109 -
108

107 A
106
105

Korea|

Australia

Hong Kon

104

103
102

alwan

China

T

T1/1e/S

r T1/82/6
r 11/€C/6
r T1/81/6
r TT/ET/6
r TT/8/6

- TT/€/6

+ TT/62/8
+ 1T/ve/8
+ TT/6T/8
r TTvL/8
- 11/6/8

r 118

r TT/0E/L
r 11/5¢/L
r TT/02/L
+ TT/ST/L
+ TT/0T/L
F TT/S/L

+ TT/0E/9
- 11/5¢/9
r TT/02/9
r TT/ST/9
r TT/0T/9
r TT/S/9

T1/1€/5

111 -
110

109 +
108
107

106
105
104

103 -

102

101 4
100

97 A
96
95 4

94

fael
(=2}

Source: BBVA Research and Bloomberg

Source: BBVA Research and Bloomberg

Chart14

Chart13

Credit Default Swaps

Credit Default Swaps

Indonesia ﬁ
-
ippine !
\'j

Phi

Malaysia

r 11/8¢/6
r 11/€e/6
r T1/81/6
r TT/ET/6
r 11/8/6

r T1/€/6

r 11/62/8
r 1T/ve/8
r TT/61/8
r TTvL/8
r 11/6/8

r TTvi8

r TT/0E/L
r TT/S2/L
r TT/0C/L
r TT/ST/L
r TT/0T/L
r TT/S/L

r TT/0E/9
r 11/5¢/9
r T1/0¢/9
r TT/ST/9
r TT/0T/9
r TT/5/9

290

270 -
250
230

Korea

210 A
190
170

/\J China

150 -

130 o
110

an

J

90 A

Australia

Sy

—=~_——Hong Kong

TT/1E/S

o
=

r T1/82/6
r TT/EC/6
r TT/81/6
r TT/ET/6
r 11/8/6

r TT/E/6

r T1/62/8
r TT/ve/8
r TT/61/8
r TTVL/8
r TT/6/8

FTT/vI8

r TT/0E/L
r TT/SC/L
r TT/0Z/L
r TT/STIL
r TT/0T/L
r TT/S/IL

r TT/0E/9
r TT/S2/9
r TT/02/9
r TT/ST/9
r TT/0T/9
- TT/S/9

TT/18/S

255

235

215

195
175
155

135
115

Source: BBVA Research and Bloomberg

Source: BBVA Research and Bloomberg

Page 7

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT



BBVA Asia Weekly Watch

30 September 2011

DISCLAIMER

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.
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	Asian growth holds up, but for how long?
	Production and exports show signs of weakening
	Industrial production released today disappointed in Japan (0.8% m/m for August; consensus: 1.5%) (Chart 2 and Highlights) and in Korea (-1.9% m/m; consensus: -0.3%), despite a better-than-expected outturn for Singapore released earlier in the week (3.9% m/m; consensus: -4.5%). Meanwhile, export growth is easing in Hong Kong, where the August outturn came in below expectations (6.8% y/y; consensus: 7.5%), as well as in Thailand.  
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