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Upgrading Asia

As pessimism grows over Europe’s debt crisis and the long-term fiscal outlook in the US, Asia
remains a bright spot for the global economy. The latest reminder comes this week from
Indonesia, where Fitch upgraded its sovereign rating to investment grade (Chart 1) The move (to
BBB-) follows a series of ratings upgrades for Indonesia in recent years, and had been long-
awaited, ever since Indonesia lost its investment grade status during the 1997-98 Asian Financial
Crisis. Fitch emphasized Indonesia’s improved economic performance, strengthened external
liquidity, low and declining public debt ratios, and a prudent macro policy framework. S&P and
Moody’s are widely expected to follow suit in the coming year. More generally, a number of Asian
economies have received accolades from rating agencies over the past year, including China,
Korea, Hong Kong and Singapore, with the latter two holding AAA ratings. However, while the
ratings actions provide a boost to confidence, the region is hardly immune to spillovers from the
global economy. This has been seen in weakening exports, falling stock markets, and depreciating
currencies (see Markets). There are also notable weak spots, for example, India’s twin deficits (see
Markets and Highlights), Japan's high public debt burden, Vietnam's macro instability..

Policy easing expected

The backdrop of weaker external demand, slowing growth and declining inflation are setting the
stage for policy easing in a number of economies. Importantly, China this week signaled a shift
toward growth supportive policies at the conclusion of its annual Economic Work Conference (see
Highlights). And India’s central bank sent a less hawkish tone in its policy meeting today, following
easing, but still high inflation for November (Chart 2) and indicators of slowing growth. On the data
front, besides India, Singapore released better-than-expected November retail sales (85% v/y;
consensus: 1.3%) and exports (1.6% y/y; consensus: -1.2%), and in China the HSBC flash PMI for
December ticked up to 49.0% from 47.7%, still in the contraction zone.

Next week’s pre-Christmas data calendar will be relatively light. Taiwan's export orders will be
watched as a leading indicator for the region’s external demand (see Weekly Indicator). Japan will
hold its next monthly policy meeting, in which it will deliberate actions on the yen and measures
to reenergize the flagging recovery, although no significant policy announcement are expected.
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Inflation is beginning to ease in India

Indonesia receives investment grade from Fitch
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Highlights

China signals a policy shift toward support for growth
A subtle shift in the policy stance is taking place following the annual Economic Work Conference

Signs of easing inflation in India
Inflation is still high, but is declining, which could allow for more policy support for slowing growth

Source: Bloomberg and BBVA Research
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Markets

Indonesia’s ratings upgrade underscores region’s strong fundamentals

In contrast to developments in developed economies, Indonesia has just received a sovereign
upgrade, to investment grade by Fitch. Though such an upgrade has been priced into asset values
for some time, it should nevertheless result in a boost to the country’s bond and equity markets.
For the rest of Asia, market performance continues to be weak, primarily due to fears over
Europe’s debt crisis..

Run on the rupee accelerates, sparking measures to curb speculation

The Indian rupee led a downturn in Asian currencies this past week. The rupee fell to fresh lows,
hitting a new record of 54.3 against the US dollar on Thursday. Rupee weakness has been
exacerbated by domestic issues such as a soured investment climate, tight liquidity conditions, and
concern over India’s twin deficits on the current and fiscal accounts, estimated at -35% of GDP and
5.7% of GDP in 201, respectively. The run on the rupee has prompted the RBI to implement
measures to curb speculation, including curbs on forward trading and a lower limit on traders’
overnight open positions. The rupee rose significantly during the day on Friday. With forex
reserves at a still-comfortable USD 271 billion, and with 95% of the public debt being domestically
funded, balance of payments risks are minimal at this stage.

CNY: the end of the appreciation trend?

CNY appreciation has stalled after November's G20 Summit, with the fixing by the People’s Bank of
China (PBoC) staying flat near 63350 most of the time (as of this writing it is trading at 6.345). A
worsening global outlook and fears of a hard-landing in China have led to a sharp reduction in
appreciation expectations. The 12-month NDF is currently trading at 6.4150, implying a 0.8%
depreciation from the spot rate which, in turn, has been trading toward the bottom of the daily
fluctuation band (implying that without dollar sales by the PBOC, the rate would be even more
depreciated). Even in a risk-off scenario, with some major economies in recession, we believe China
policymakers would most likely respond by stopping appreciation rather than allowing
depreciation. First, there is room for fiscal and monetary policy stimulus, rather than currency
depreciation, to support growth, Second, any depreciation at this stage could be self-defeating by
generating a political backlash and setting off another round of “currency wars” with trading
partners, Finally, China has more than sufficient FX reserves to hold its exchange rate stable, and
capital controls should help shield the economy from global financial disturbances.

Chart4
Foreign exchange markets
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China signals a policy shift toward support for growth

China’'s annual Central Economic Work Conference (CEWC) wrapped up this week, with a
nuanced message of policy support for growth in 2012, away from the current focus on taming
inflation. The shift had been expected due to external headwinds and recent signs of slowing
growth and declining inflation (Chart 5). The CEWC typically sets the direction of macro policies for
the coming year. Highlights were announced on Wednesday in an official policy memo,
emphasizing a “pro-active fiscal policy” and “prudent monetary policy” for 2012. Fiscal policy
measures are likely to include tax cuts, subsidies to consumption, stepped up social expenditures,
and spending on transportation infrastructure. On the monetary side, “fine-tuning” policies to
maintain “reasonable growth of money and credit” are likely to entail further cuts in the required
reserve ratio (beyond the 50bp cut already announced at the end of November) and, possibly,
interest rate cuts depending on the evolution of inflation and external demand conditions.

Meanwhile, data released this week confirms a shift toward easing credit policies. In particular, new
loans for November exceeded market expectations, at RMB562.2 billion (consensus: RMB 550
billion), equivalent to overall credit growth of 15.6% y/y. The data were released as the latest HSBC
flash PMI estimate for December shows a further modest contraction of economic activity in line
with a soft landing (the flash estimate came out at 49.0%, up from the previous month's reading of
477% due to slight rebounds in the production and new orders subcomponents.

Chart6
Chart5 The HSBC flash PMI estimate recovers, but
Inflation has been falling in China remains in the contraction zone
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Signs of easing inflation in India may lead to growth supportive policies

Though inflation still remains high, there were signs this past week of a decline for the month of
November, enabling growth concerns to take centre stage. WPI inflation eased to 9.1% vy/y in
November from 9.7% the previous month due to a decline in food prices. Meanwhile,
disappointing activity outturns continue to mount, as seen in a relatively weak Q3 GDP growth
(69% vy/y), slowing PMI and infrastructure indices, a sharp contraction in October industrial
production (-51% y/y ), and softening credit growth. Investor sentiment has also been undermined
by persistent “twin” deficits on the fiscal and current accounts. Additionally, slow progress on
economic reforms has undermined sentiment, characterized by the recent reversal of the
government’s decision to open the domestic retail market to foreign investors. Fragile business
sentiment is echoed by a rapidly weakening rupee, which hit fresh record lows this week and is
down nearly 20% since July 2011. The rupee’s slide prompted the central bank late on Thursday to
implement curbs on forward trading and reduce the limit on traders’ overnight open positions in
order to reduce the scope for speculation.

A shift in policy stance towards reviving growth was evident in RBI's policy statement released
today. The RBI left interest rates unchanged, as expected, but delivered a less hawkish tone than
in the past by emphasizing downside risks to growth and a likely reversal of the tightening cycle if
inflation pressures continue to ease. However, The RBI noted that inflation risks remain high as a
result of both supply and demand forces. We believe that scope for policy easing could develop
during the first half of 2012, as we expect inflation to trend gradually lower amid a further
moderation in food prices and softening domestic demand. We expect the RBI to cut the CRR by
50 bps in its January 24th 2012 policy meeting and, depending on a continued easing of inflation,
commence a rate easing cycle in the second guarter of 2012 with a 25 bps cut in the repo rate.

Chart7

India’s banking system liquidity is below the Chart 8
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Calendar Indicators

China Date Period Prior Cons.
Property Prices 18-Dec NOV -- --
Hong Kong Date Period Prior Cons.
Unemployment Rate SA 19-Dec NOV 33% --
CPI Inflation - Composite Index (YoY) 20-Dec NOV 58% --
Japan Date Period Prior Cons.
Convenience Store Sales (YoY) 20-Dec NOV 14.1% --
Merchnds Trade Exports (YoY) 21-Dec NOV 37% -36%
Merchnds Trade Imports (YoY) 21-Dec NOV 179% 83%
Malaysia Date Period Prior Cons.
CPI Inflation (YoY) 21-Dec NOV 34% 33%
Singapore Date Period Prior Cons.
CPI Inflation (MOM) - NSA 23-Dec NOV 0.4% 02%
CPI Inflation (YoY) 23-Dec NOV 5.4% 53%
Industrial Production (MOM) SA 23-Dec NOV 14.2% -87%
Industrial Production (YoY) 23-Dec NOV 24.4% 125%
Taiwan Date Period Prior Cons.
Export Orders (YoY) 20-Dec NOV 44% 20%
Unemployment Rate SA 22-Dec NOV 43% 43%
Commercial Sales (YoY) 23-Dec NOV 18% 2.8%
Industrial Production (YoY) 23-Dec NOV 1.4% -3.0%
Thailand Date Period Prior Cons.
Customs Exports (YoY) 20-23DEC  NOV 03% --
Customs Imports (YoY) 20-23DEC  NOV 215%

Customs Trade Balance 20-23DEC  NOV  -$1009M - -
Vietnam Date Period Prior Cons.
Exports YTD (YoY) 22-29 DEC DEC 34.7%

Imports YTD (YoY) 22-29 DEC  DEC 26.4%

Retail Sales YTD (YoY) 22-29 DEC DEC 235%

Industrial Production Index (YoY) 22-29 DEC  DEC 81%

Indicator of the Week: Taiwan Export Orders for November (December 20)
Forecast: 1.8% y/y Consensus: 2.3% y/y Prior: 4.4% y/y

As a leading indicator of export demand in the coming 1-3 months, Taiwan's export orders
will be watched for further signs of a slowdown in Asia. Export orders rebounded in
October after hitting a two-year low the previous month, although they are sill off the
double-digit levels of 201TH1. We expect November export orders to moderate further,
reflecting the deterioration in external demand especially from European markets (actual
export growth in November was weaker than expected, at 13% y/y). More generally,
despite weakening demand from Europe, overall export performance across Asia has held
up surprisingly well on continued demand from China and other emerging markets.
However, risks to the outlook are to the downside.

Home
Calendar Events
Markets Japan - BoJ Monetary Policy Meeting, December 21 Current Consensus
We expect no change in the target rate 0.10% 010%
Calendar

Japan - Cabinet Office Monthly Economic Report, December 19

Markets Data Japan - Bank of Japan Monthly Economic Report, December 22

Australia - Reserve Bank's Board December Minutes, December 20
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% change Yearto % Change
INDEX Last price over a week date over1Y
China - Shanghai Comp. 21819 58 223 247
Hong Kong - Hang Seng 181123 26 214 20
Taiwan - Weighted O///9 1.7 245 228
Japan - Nikkei 225 84091 15 178 184
Korea - Kospi 18273 25 109 91
India - Sensex 30 158365 23 228 203
g Australia - SPX/ASX 200 41545 12 124 132
§ Singapore - Strait Times 26429 19 172 -16.0
9%:: Indonesia - Jakarta Comp 37369 -06 09 46
v Thailand - SET 10281 -06 -05 01
é) Malaysia - KLCI 14645 03 36 22
U Philippines - Manila Comp. 43003 02 24 65
Last update: Friday, 1145 Hong Kong time.
% change Forward  Forward
CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 634 038 639 643
Hong Kong (HKD/USD) 778 002 778 777
E Taiwan (TWD/USD) 303 042 3031 3002
X Japan UPY/USD) 779 -030 7770 7710
< Korea (KRW/USD) 1156 082 1163 1169
L India INR/USD) 527 126 5387 5557
% A.ustraha (USD/AUD) 100 237 101 na.
O Singapore (SGD/USD) 130 081 130 130
L0 Indonesia (IDR/USD) 9070 022 9219 9618
& Thailand (THB/USD) 314 147 3160 3197
% Malaysia (MYR/USD) 318 098 320 322
L= Philippines (PHP/USD) 439 072 4403 4418

Last update: Friday, 1145 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, 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 (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 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.
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