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Tensions ease over North Korea

Markets in Korea have more than regained their losses from earlier in the week on news of the
death of Kim Jong Il in the North (Chart 1). After sliding by 3.4% on Monday, the KOSPI ended up
by 15% for the week as immediate fears of instability receded and as positive news flow from
Europe and the US boosted regional markets in general. While it is anyone’s guess of how
developments will play out with the succession process in North Korea (at the time of this writing,
prospects for a transition without military incidents appeared good), we continue to hold a positive
view of South Korea’'s economic resilience, as explained in our Korea Economic Watch. Strong
fundamentals should help to weather market nerves over the North, while improving external
debt and banking indicators reduce, though do not eliminate, vulnerability to the crisis in Europe.

Inflation is easing as growth slows

Inflation continues to ease across much of the region, with Hong Kong (5.7% y/y vs. 5.8% prior),
Malaysia, (3.3% y/y vs. 3.4% prior), and Vietnam (181% vs. 19.8% prior) all reporting lower inflation for
the month of November, although it ticked up in Singapore (5.7%y/y vs. 5.4% prior) (Chart 2). (For
more on Hong Kong, see our £conomic Watch). This should set the stage for some monetary
easing in the months ahead if external demand continues to weaken. Meanwhile, Taiwan export
orders moderated in line with expectations (2.55 y/y; consensus: 2.8%), underscoring the strength
of global headwinds that are expected to slow overall growth momentum in 2012 (see Highlights
for more on Taiwan). Export outturns for November were released in Thailand (-12.4% y/y) and
Japan (-45% y/y) (see Highlights), with each showing disappointing results due to weakening
external demand and disruptions to electronics and auto part supply chains from the floods in
Thailand. Singapore’s industrial production also fell unexpectedly (-:9.6%y/y; consensus: 12.2%).

As markets take a break in the coming weeks, the data flow will be relatively light. A key focus will
be on China’s official PMI outturn on January 1(see Weekly Indicator). December inflation will be
published in Korea, Thailand, and Taiwan, while Singapore will issue its advance GDP estimate for
the fourth quarter. In Taiwan, the central bank will hold its quarterly policy meeting on December
29, and we expect the discount rate (1875%) to remain unchanged.

Chart1 Chart2
Korean markets rebound as nerves ease Inflation has begun to decline

KRW/USD

1130 + T 102
1135 1 Kim Jung Il announcement

1140 + \

1145 +
1150 +
1155 +
1160 +

1165 |
1170 L ——— KRW/USD

1175 + —— KOSPI Index

KOSPI index yly %

+ 100

T 98

+ 96

toa

T 92

——Hong Kong — — Malaysia

Singapore
1180 + + + + + + + u + + + + 920

ok N ®w A& 0 © N ® ©

1112/11
12/12/11
12/11
14/12/11
15/12/11
16/12/11
17/12/11
18/12/11
19/12/11
20/12/11
21/12/11
22/12/11
23/12/11
Jan-11
Feb-11
Mar-11
Apr-11
May-11
Jun-11
Jul-11
Aug-11
Sep-11
Oct-11
Nov-11

13/

Source: Bloomberg and BBVA Research

Highlights

Bank of Japan downgrades its outlook due to global headwinds
After a soft patch in Q4, the recovery should resume in 2012 on post-guake reconstruction

Cross-strait ties are the focus in Taiwan'’s Presidential elections
Taiwan’s January elections will be watched for continued warming relations with China

Source: Bloomberg and BBVA Research
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Taiwan’s Presidential election centers on cross-strait ties with the Mainland

Taiwan will hold its next Presidential election on January 14. The winner will begin a 4-year term on
May 20. The election pits the incumbent President Ma Ying-jeou and his ruling Kuomintang Party
(KMT) against Ms. Tsai Ying-wen of the Democratic Progress Party. According to the latest surveys,
which vary greatly and may not be very reliable, President Ma appears to be leading by a slim
margin of around 4 percentage points. Some 16% of voters are reported to still be undecided.

Among the factors for the significance of the election are differences with respect to cross-strait
ties with Mainland China. The KMT took office in 2008 on a platform of warming ties with the
Mainland. Delivering on these promises, President Ma has forged a closer relationship with the
Mainland. During Ma’s term, direct commercial flights between Taiwan and the Mainland have
been launched, tourism has been opened to Mainland visitors, and most significant of all, an
Economic Cooperation Framework Agreement (ECFA) has been signed to boost bilateral trades
and economic integration. The DPP, on the other hand, holds a more “pro-independence” position
and a more cautious approach to cross-strait relations. The DPP held the Presidency during 2000-
2008, a period marked by rising political tensions between the Mainland and Taiwan. The election
also comes at a crucial time for the Taiwanese economy, which is slowing from weakening
external demand (Charts 5 & 6). But whichever side wins, there are unlikely to be differences in the
approach to domestic economic policies. Both parties, for example, plan to increase government
spending on social welfare and strengthen support for the export sector.

A DPP victory would probably not result in a sudden change in cross-strait policies, as the process
has advanced and cannot be turned back quickly, if at all. Indeed, sensing public support for such
ties, the DPP has recently warmed up to the idea of continuing closer cross-strait economic ties. In
addition, the likelihood of the KMT maintaining a majority of Legislative seats would also make
any significant policy changes unlikely in such a scenario. Nevertheless, a DPP victory could slow
down the pace and tone of steps toward further integration.

Chart5 Chart 6
Taiwan’s export growth is weakening Inflation remains very low
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Bank of Japan downgrades its outlook due to global headwinds

For the second straight month, the Bank of Japan (BoJ) has downgraded its assessment of the
domestic economic outlook, saying in its monthly policy statement this week that the recovery
has “paused” due to global headwinds and the strong yen. As expected, the BoJ left the policy rate
unchanged at 0-0.1%, and also left the size of its asset purchasing program unchanged at
¥55trillion—with interest rates at zero, the asset purchase program is the main policy instrument
available to affect credit conditions. In addition to declining external demand, the BoJ also noted
that the recent floods in Thailand have put downward pressure on the auto and electronic sectors.
Japanese exports, the main growth driver, fell for a second consecutive month, by -45% y/y in
November. Meanwhile, the BoJ's quarterly Tankan survey of business sentiment showed
disappointing results when it was released earlier this week. Also, on Wednesday the Tokyo-based
Rating and Investment Information agency lowered its AAA rating for the first time, a reminder
that Japan's high public debt burden (over 200% of GDP), while currently overshadowed by the
crisis in Europe, could become a problem in the future.

For its part, the Japanese government, has just approved a fourth extra budget ¥25 trillion 05%
of GDP) to support post quake reconstruction, on top of three extra budgets of ¥18 trillion in total
for the fiscal year ending March 31. The fourth extra budget aims to help finance relief programs
for those suffering from the March 11 disasters, and to support auto manufacturers and farmers.

In view of the above, we expect Japan's growth to have stalled in the fourth guarter, following a
sharp rebound of 5.6% (annualized, seasonally adjusted) in the third quarter, which would put
annual growth at an estimated -4% for the year. Looking ahead, we still expect the recovery to
resume in 2012 as the ongoing post-quake reconstruction helps to bolster consumer spending
and business investment.

Chart 7
Japanese yen has been stable under the threat of Chart 8
more fx intervention to stem appreciation Japan’s recovery has stalled in Q4
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Calendar Indicators

China Date Period Prior Cons.
Industrial Profits YTD YoY 27-Dec NOV  2530% --
HSBC Manufacturing PMI 30-Dec DEC 477 --
PMI Manufacturing 1-Jan DEC 49 491
China Non-manufacturing PMI 3-Jan DEC 497 --
China HSBC Services PMI 5-Jan DEC 525 --
Hong Kong Date Period Prior Cons.
Exports (YoY) 29-Dec NOV  1150% --
Imports (YoY) 29-Dec NOV  1090%

Retail Sales - Value (YoY) 3-Jan NOV  2310% --
Japan Date Period Prior Cons.
Vehicle Production (YoY) 27-Dec NOV  2030% --
Housing Starts (YoY) 27-Dec NOV  580%  -490%
Overall Hhold Spending (YoY) 28-Dec NOV  -040%  -120%
CPI Inflation (YoY) 28-Dec NOV  -020% -040%
Retail Trade YoY 28-Dec NOV 190% 0.00%
Industrial Production YOY% 28-Dec  NOVP 010% -200%
Singapore Date Period Prior Cons.
GDP (QoQ) 0313 JAN 4QA 190% --
GDP (YoY) 0313 JAN  4QA 6.10%

Korea Date Period Prior Cons.
Industrial Production (YoY) 29-Dec NOV  620% 6.10%
CPI Inflation (YoY) 30-Dec DEC 420% 400%
Exports (YoY) 1-Jan DEC 1380%  670%
Imports (YoY) 1-Jan DEC 11.30% 1n50%
Taiwan Date Period Prior Cons.
CPI Inflation (YoY) 5-Jan DEC 1.01% --
WPI YoY% 5-Jan DEC 529% --
Thailand Date Period Prior Cons.
Exports (YoY) 30-Dec NOV  -010% --
Imports (YoY) 30-Dec NOV  2060%

CPI Inflation (YoY) 4-Jan DEC 419% --
Vietham Date Period Prior Cons.
CPI Inflation (YoY) 24-Dec DEC  1980% --
GDP Constant Prices YTD (YoY) 2430 DEC  4Q 580%

Industrial Production YoY 24-29 DEC  DEC 810%

Indicator of the Week: China’s PMI for December (January 1)
Forecast: 50.2 Consensus: 49.1 Prior: 49.0

A rapidly declining monthly Purchaser Manufactures’ Index (PMI) in China has been one of
the clearest signs of a slowdown in growth momentum. The official index slipped below
the critical 50-threshold last month, indicating a contraction in economic activity,
particularly in the export sector due to weakening external demand. The authorities have

Home recently signaled a subtle shift in their policy stance toward greater support to growth,
away from taming inflation, which has been declining in any event (to 4.2% y/y in

Markets November). At the end of November, the PBoC cut the RRR, the first sign of monetary
easing. We expect the December PMI to rebound back into the expansion zone, based on

Calendar an improved HSBC flash estimate and seasonality.

Markets Data
Calendar Events

Taiwan - Central Bank’s Quarterly Policy Meeting, December 29 Current Consensus
The benchmark rate is expected to be unchanged, with risks to the downside. 1.875% 1875%
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% change Yearto % Change

INDEX Last price over a week date over1Y

China - Shanghai Comp. 20 -08 214 -22.7

Hong Kong - Hang Seng 18569.2 16 194 189

Taiwan - Weighted 71011 47 -209 -20.2

Japan - Nikkei 225 83957 -0 179 189

Korea - Kospi 18673 15 90 -84

India - Sensex 30 158134 21 229 209
g Australia - SPX/ASX 200 41404 -05 2.7 -13.7
x Singapore - Strait Times 26731 05 162 148
o
<§( Indonesia - Jakarta Comp 380423 1.0 27 53
5 Thailand - SET 10425 08 09 21
|(_D Malaysia - KLCI 1937 19 1.7 -14
U Philippines - Manila Comp. 43847 19 44 52

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

CURRENCY Spot over aweek 3-month 12-month

China (CNY/USD) 634 018 636 639

Hong Kong (HKD/USD) 778 0.06 778 777
E Taiwan (TWD/USD) 303 023 3019 29.89
X Japan UPY/USD) 781 040 7792 7731
< K KRW/USD
S Korea (KRW/USD) 1148 089 1155 1162
L India INR/USD) 527 174 5394 56.09
<ZE Australia (USD/AUD) 102 195 099 na.
é Singapore (SGD/USD) 129 115 129 129
Ll Indonesia IDR/USD) 9044 010 9266 9664
S Thailand (THB/USD) 313 0.00 3150 31.88
% Malaysia (MYR/USD) 316 072 317 320
L Philippines (PHP/USD) . 094 4362 4374

Last update: Friday, 1145 Hong Kong time.
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Stock Markets

Chart10

Source: BBVA Research and Bloomberg
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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 (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”), (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 muiltiple 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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