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China's PMI disappoints, raising expectations of more policy easing

China’s official PMI, released on September 1, declined to a weaker-than-expected 49.2%
(BBVA: 49.6%; Consensus: 50.0%), from 50.1% in July (click here for details). The index fell to
below 50 for the first time since November 2011, reflecting weaker production, as well as both
domestic and external demand components. Meanwhile, the private-sector (Markit) PMI,
released today, also weakened sharply, to 47.6 (compared to a flash estimate on August 23 of
478) from 493 in July. Taken together, the data releases reveal that China's growth
momentum has yet to rebound, raising the likelihood of further policy in the form of further
cuts in the RRR and interest rates—-with inflation well contained at around 2%, we anticipate
100-150bps cuts in the former and up to 50bp cuts in the latter by year-end. Most regional
markets, including Shanghai (0.6%), were up on expectations of more policy easing.

Exports on a weakening trend: Korea, India and Indonesia...

Korea's exports for August (the first monthly outturn in the region) posted a -6.2% y/y decline
(consensus: -6.8%) after a -8.8% y/y decline in July. Meanwhile, July exports in Indonesia also
fell (-7.3% vy/y), although the outturn was better than expected (consensus: -9.7% y/y) and is an
improvement from the previous month (June: -16.4% y/y). India also released revised exports
data for July showing a sharp decline (-14.8% y/y). The outturns are in line with the recent
weakening in exports across the region due to global headwinds in Europe.

..while inflation remains subdued: Korea, Indonesia and Thailand

Korea's August inflation fell to 1.2% y/y (consensus: 1.4%), the slowest pace in 12 years. Taken
together with the weak the export outturn and other indicators of slowing growth, the BOK
should have room to cut interest rates for a second time at the next policy meeting on
September 13th. Bank Indonesia will meet on the same day, although inflationary pressures
remain and will limit the room for a rate cut. Data released today showed that Indonesia's
inflation was broadly flat in August at 458% y/y compared to 456% y/y one month earlier.
Meanwhile, Thailand's inflation remained flat at 2.7% y/y in August. Easing inflation, along with
dovish comments by the BOT are raising expectations of an interest rate cut, although we
expect rates to stay on hold at the BOT’s policy meeting this Wednesday.

Surprising drop in Australia's retail sales, but no rate cut expected tomorrow

Australia's retail sales unexpectedly fell -0.8% m/m (consensus: +0.2%), down from +1.0% m/m
in June. This outturn reaffirms domestic weakness but is expected to add only limited
pressure on the RBA, more focused on the external sector (mining investment, exports). The
Reserve Bank of Australia stressed in its August minutes that “the stance of monetary policy
remained appropriate” and is expected to keep its policy rate unchanged at 350% in its
monthly meeting tomorrow, with 2Q GDP data due to be released on Wednesday.

India takes steps to address tax-related uncertainty over foreign investments

An expert panel set up by the Indian Prime Minister has suggested deferring implementation
of the controversial anti-avoidance tax rules (GAAR) by another three years. Uncertainty over
tax issues related on foreign investment and retrospective tax laws had hit investor
confidence in India in recent months.
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Calendar Indicators
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Calendar Events

Australia - RBA Cash Target, September 4
We expect the benchmark rate to remain unchanged

Thailand - Benchmark Interest Rate, September 5
We expect the benchmark rate to remain unchanged

Malaysia - Overnight Rate, September 6
We expect the benchmark rate to remain unchanged
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Markets Data

STOCK MARKETS

FOREIGN EXCHANGE MARKETS

INTERBANK RATES

% change % change Yearto % change

INDEX Last price over a day over a week date over1Y
China - Shanghai Comp. 20591 06 02 64 186
Hong Kong - Hang Seng 195592 04 12 6.l 32
Taiwan - Weighted 74505 07 -02 54 -4.0
Japan - Nikkei 225 87839 -06 33 39 19
Korea - Kospi 1912/ 04 -03 48 24
India - Sensex 30 173844 -03 1.7 125 33
Australia - SPX/ASX 200 43297 03 -03 6.7 20
Singapore - Strait Times 30172 03 -09 14.0 6.1
Indonesia - Jakarta Comp 41179 14 -0.7 77 7.2
Thailand - SET 12355 07 0] 205 16.0
Malaysia - KLCI 16589 05 03 80 143
Philippines - Manila Comp. 52101 04 15 194 18.8
Last update: today, 1745 Hong Kong time

% change % change Forward Forward

CURRENCY Spot over a day over a week 3-month 12-month
China (CNY/USD) 634 013 0.26 6.37 645
Hong Kong (HKD/USD) 776 -0.01 -0.01 775 775
Taiwan (TWD/USD) 9¢ 018 0.2] 2984 2958
Japan (JPY/USD) 7833 0.08 052 7827 7794
Korea (KRW/USD) 1131 032 038 1138 1148
India INR/USD) oHH 0.08 037 56.38 5884
Australia (USD/AUD) 103 -067 112 098 1.00
Singapore (SGD/USD) 125 -002 037 125 125
Indonesia (IDR/USD) 9535 039 -0.01 9678 10106
Thailand (THB/USD) 32 019 0.10 3139 3181
Malaysia (MYR/USD) 311 022 -008 314 316
Philippines (PHP/USD) 420 017 063 4202 4224
Last update: today, 17.45 Hong Kong time.

net change netchange netchange
INDEX Rate over aday over a week over a month
China (SHIBOR/7D) 345 0.00 -0.08 005
Hong Kong (HIBOR/1W) 013 0.00 0.00 0.00
Taiwan (TAIBOR/TW) 063 0.00 0.00 -0.01
Japan (TIBORNY) 076 0.00 0.01 0.01
Korea (KORIBOR/IM) 303 -0.01 -0.01 -0.01
India (MIBOR/7D) 340 155 -015 -010
Singapore (SIBOR/TW) 025 0.00 0.00 -0.06
Indonesia UIBOR/TW) 428 -0.02 -0.05 0.09
Thailand (BIBOR/TW) 302 0.00 0.00 0.00
Malaysia (KLIBOR/TW) 290 0.00 0.00 0.00
Philippines (PHIBOR/TW) 219 013 069 038

Last update: today, 17.45 Hong Kong time
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Before you print this message please consider if it is really necessary.

This email and its attachments are subject to the confidentiality terms established in the corresponding regulations and are intended for the sole use of the person or
persons indicated in the header. They are for internal use only and cannot be distributed, copied, conveyed or furnished to third parties without prior written consent from
BBVA. If this message has been received erroneously, it is forbidden to read, use or copy any of the contents and you are asked to inform BBVA immediately by
forwarding the email to the sender and eliminating it thereafter.

BBVA will continue to provide our readers up-to-date reports by emails, but you can also register directly on our website where you can find a full list of our latest reports
& presentations http://serviciodeestudios.bbva.com/KETD/ketd/ing/index.jsp

If you wish to be excluded from this mailing list, please write to us on research.emergingmarkets@bbva.com.hk and we shall immediately take you off the list.
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