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Against market expectations, the Bank of Korea cut interest rates today, becorming the latest central bank
in the region to ease policy amidst lagging growth and weak external demand (see below). Earlier this
week the Reserve Bank of Australia cut rates, as did India on May 3. Rates are nearing, or in some cases
surpassing (e.g. Australia) the lows reached in 2008-09. Other than India, we do not expect further rate
cuts this year (as expected. Malaysia stayed on hold today for a 13" consecutive meeting), although
subdued inflation across the region provides room if needed. On that score, China's April inflation, albeit
above expectations, remains subdued according to data released today (see below).

Bank of Korea surprises with its first rate cut since October

The Bank of Korea (BOK) cut its benchmark interest rate by 25 bps to 2.50%. The move was a surprise to
most analysts who had expected the BOK to stay on hold after a better than expected Q1 GDP outturn
and concerns about further stoking household borrowing, which remains high. In its accompanying
policy statement, the BOK cited weak domestic growth, a sluggish global economy, influence of the yen
weakening, and geopolitical risks. It also noted subdued inflation (1.2% vy/y in April), which is well below
the official target range of 25%-35%. Despite headwinds, we expect growth to pick up during the course
of the year, to 2.7% in 2013. On this basis, we expect the BOK to stay on hold, but we would not rule out
further cuts if growth remains weak.

China’s April inflation remains subdued

April inflation came in at 24% y/y (BBVA: 2.2%: consensus: 2.3%) from 2.1% the previous month, on a
pickup in vegetable prices (see China Flash). Inflation nevertheless remains subdued and is well below
the government's target of 35%. Looking ahead, we expect inflation to trend up gradually over 2013,
reaching 3.0% average for the year and 3.8% by end-year on rising demand for further discussion.

Fitch flags asset quality and funding imbalances as risks for Indian banks

Fitch Ratings yesterday cautioned that Indian banks' asset quality pressures are unlikely to ease in the
near term amid limited scope for further monetary easing and bottlenecks in executing infrastructure
projects. Fitch expects gross non-performing loans (NPL) ratio of Indian banks to rise from 4.2% in FY13
(year ending March 2013) to 4.4% in FY14. The ratings agency flagged the infrastructure sector, which
accounts for 23% of corporate debt restructuring, to be the biggest risk for Indian banks going forward
unless key structural impediments - such as the availability of fuel, rising input costs and government
Clearances - are effectively addressed. We broadly share Fitch's assessment. While we believe these
challenges will persist for some time, over the medium term, we expect renewed investment reform
momentum and a pickup in growth to alleviate balance sheet stress of the banks.

Briefly noted:

Australia dollar rises on upbeat jobs data

Employment increased by a better-than-expected 50,1k (consensus: 11.0k) in April from a month earlier.
The participation rate rose to 65.3% from previous 65.2%, resulting in a lower unemployment rate of 55%
from previous 5.6%. The Australia dollar, which had fallen after the RBA’s surprise rate cut on May 7, rose
by 0.6% to 102 against the USD.

Malaysia's exports and industrial production for March disappointed to the downside (-2.9% y/y in
March and -0.2%, respectively). The central bank nevertheless kept rates on hold today for a 13"
straight meeting. Despite the weak March readings, on the basis of expectations of policy continuity after
this week’s re-election of the ruling government, and tight labor markets, we maintain our full-year GDP
projection of 4.8% in 2013.
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http://www.bbvaresearch.com/KETD/fbin/mult/130509_Flash_China_May_CPI_EN_tcm348-385898.pdf?ts=952013

Calendar Indicators

Australia Date
Retail Sales s.a. (MoM) 06 May
Unemployment Rate 09 May
China Date
Exports YoY% 08 May
Imports YoY% 08 May
Consumer Price Index (YoY) 09 May
Aggregate Financing 1015 MAY
New Yuan Loans 1015 MAY
Money Supply - M2 (YoY) 10-15 MAY
Hong Kong Date
GDP (YoY) 10 May
Indonesia Date
GDP Constant Price (YoY) 06 May
India Date
Industrial Production YoY 10 May
Exports YoY% 10-15 MAY
Japan Date
Current Account Total 10 May
Malaysia Date
Exports YoY% 08 May
Industrial Production YoY 09 May
Philippines Date
Consumer Price Index (YoY) 07 May
Total Exports (YoY) 10 May
Taiwan Date
CPI YoY% 06 May
Total Exports (YoY) 07 May

Calendar Events

Australia - RBA Cash Target, May 07
We expect the benchmark rate to remain unchanged

Malaysia - Overnight Rate, May 09
We expect the benchmark rate to remain unchanged

Korea - 7-Day Repo Rate, May 09
We expect the benchmark rate to remain unchanged
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Markets Data

% change % change Yearto % change

INDEX Last priceover a day over a weekdate over1Y
E China - Shanghai Comp. 22330 -06 27 16 73
£ Hong Kong - Hang Seng 232115 -0 24 24 14.2
<§E Taiwan - Weighted 82859 02 19 76 108
5 Japan - Nikkei 225 141915 -07 24 365 569
g Korea - Kospi 19795 12 1. -09 15
India - Sensex 30 199619 0] 1. 28 211
Australia - SPX/ASX 200 51984 00 13 ns 216
Singapore - Strait Times 34316 05 09 84 183
Indonesia - Jakarta Comp 50893 09 06 179 233
Thailand - SET 1624.7 07 17 167 346
Malaysia - KLCI 1766 -04 31 46 n4
Philippines - Manila Comp. 71944 02 14 238 380

Last update: today, 17:00 Hong Kong time
% change % change Forward Forward

CURRENCY Spot over aday over aweek3-month 12-month
E China (CNY/USD) 613 017 040 6.8 620
= Hong Kong (HKD/USD) 776 001 001 776 775
<§E Taiwan (TWD/USD) 294 008 045 2937 2913
§ Japan (JPY/USD) 98.75 026 082 9870 9844
< Korea (KRW/USD) 1091 044 093 1095 104
< India (INR/USD) 543 -024 088 5498 5745
§ Australia (USD/AUD) 102 052 -024 098 1.00
é Singapore (SGD/USD) 123 012 051 123 1.23
O Indonesia IDR/USD) 9718 0.09 0.21 9776 10145
Thailand (THB/USD) 294 041 003 2959 2994
Malaysia (MYR/USD) 297 -038 258 299 303
Philippines (PHP/USD) 408 -010 027 4082 4078

LLast update: today, 17:00 Hong Kong time.
net change net change net change

INDEX Rate overaday over a week over a month
Q China (SHIBOR/7D) 314 014 0l 016
5 Hong Kong (HIBOR/IW) 009 0.00 0.00 000
<§E Taiwan (TAIBOR/IW) 054 0.00 0.00 001
@ Japan (TIBOR/Y) 076 0.00 0.01 0.01
MEJ Korea (KORIBOR/IM) 076 000 0.00 0.03
= India (MIBOR/7D) 361 061 oM 033
Singapore (SIBOR/1W) 025 0.00 0.00 0.00
Indonesia JIBOR/TW) 0.00 427 -4.28 -4.28
Thailand (BIBOR/IW) o 0.00 0.00 0.00
Malaysia (KLIBOR/IW) 290 0.00 0.00 0.00
Philippines (PHIBOR/1W) 125 0.00 031 0231

Last update: today, 17:00 Hong Kong time
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Chart 3
Foreign Exchange Markets
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