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Market sentiment in Asia remained weak for a second straight day on a combination of weak
earnings results and industrial profits in Japan and China, respectively. Losses were led by the
Nikkei (-3.3%) which has now declined by a cumulative -7.6% since July 23, just after the ruling
coalition’s Upper House election victory which was supposed to have bode well for the
economic outlook and implementation of Prime Minister Abe’s growth strategy.

China gears up for urgent audit of local government debt

The National Audit Office (NAO) announced over the weekend that it will initiate a new audit of
local government debt, to be published in October-November. The last nation-wide audit was
two years ago, in which the NAO reported total local government debt of RMB 10.7 trillion (27%
of GDP). We believe that local government debt probably increased to RMB 165 trillion as of
end-2012, based on figures from the People’s Bank of China (PBoC) and the China Banking
Regulatory Commission (CBRC). The audit reflects the central government’'s continued concern
about the level of local government debt, which has recently been heightened by a parallel
build up of corporate sector debt, all of which pose risks to financial stability. The
announcement may have contributed today’s decline of the Shanghai Composite (-1.7%), even
though a comprehensive audit would be welcome in clarifying the magnitude of the local
government debt burden.

China’s industrial profit growth moderates in June

Profit growth declined to 6.3% y/y from 155% y/y in May, resulting in first half growth of 111% v/y.
The decline in June was partially due to a higher base effect last year, but was also dragged
down by weakness in the coal mining, petroleum & natural gas acquisition and non-ferrous
metals mining/smelting sectors. The modest industrial profit growth outturn and disappointing
July HSBC Flash PMI reading (47.7) reinforce worries over an economic slowdown. We await
the official manufacturing PMI outturn on Thursday (BBVA: 50.0; consensus: 49.8).

Mixed readings on the Japanese economy

Retail sales in June surprised to the downside, contracting by -0.2% m/m sa (consensus: 0.8%
m/m) after gains of 15% m/m in May, mainly due to a drop in fuel sales on rising oil prices. On a
year-over-year basis, retail sales growth still managed to record a positive 1.6% y/y in June after
0.8% in May. Separately, the June CPI data released last Friday registered positive inflation of
02% yly (consensus: 0.1%) for the first time since June 2012, on signs that the aggressive
monetary easing and yen weakness are working to end deflation, albeit still well short of the
BoJ's 2% target. All in all, the government's growth strategy appears to be working, although
uncertain prospects for the implementation and depth of structural reforms continue to weigh
on market sentiment.
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Calendar Indicators
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Calendar Events

India - Repurchase Rate, Jul 30
We expect the benchmark rate to remain unchanged

India - Cash Reserve Ratio, Jul 30
We expect the benchmark rate to remain unchanged
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Indicator of the Week
China: NBS PMI (July, Aug 1)

Forecast: 50.0 Consensus: 49.8 Prior: 50.1

China's manufacturing activities likely slow further in July, as suggested by the
weaker-than-expected flash HSBC PMI (47.7; consensus and prior: 482). That
said, bigger firms and SOEs, which the official NBS PMI surveys, may hold up
relatively well, especially in view that the government has introduced growth-
supportive measures late in the month. Therefore, the NBS manufacturing PMI
could manage to stay around the 50-expansion threshold, and we expect output
to pick up gradually on an improvement in external demand and supportive
government policies.



Markets Data

% change 9% change Yearto % change

INDEX Last priceover a day over a weekdate over1Y
E China - Shanghai Comp. 19763 17 14 129 72
£ Hong Kong - Hang Seng 218502 -05 20 36 134
S Taiwan - Weighted 80845 -08 -03 50 135
5 Japan - Nikkei 225 136611 -33 -68 314 595
g Korea - Kospi 18999 -06 10 49 39
India - Sensex 30 195933 -0.8 28 09 164
Australia - SPX/ASX 200 50463 01 09 85 199
Singapore - Strait Times 32370 0.0 01 22 80
Indonesia - Jakarta Comp 45805 17 21 61 122
Thailand - SET 14543 15 19 45 235
Malaysia - KLCI 17988 -05 0. 65 107
Philippines - Manila Comp. 6717.7 -07 14 156 287

Last update: today, 18:30 Hong Kong time

% change % change Forward Forward

CURRENCY Spot over aday over a week3-month 12-month
E China (CNY/USD) 613 0.0 015 621 629
= Hong Kong (HKD/USD) 776 0.00 0.02 775 775
< Taiwan (TWD/USD) 299 -0.08 004 2988 2973
§ Japan (JPY/USD) 97.76 046 195 9771 9740
=T Korea (KRW/USD) m 0.06 073 m7z 127
% India INR/USD) 593 -047 068 6062 6398
—  Australia (USD/AUD) 092 -019 -0.09 1.09 111
§ Singapore (SGD/USD) 127 017 -047 127 127
O Indonesia IDR/USD) 10275 016 107 10694 1374
Thailand (THB/USD) 312 -010 077 3133 3169
Malaysia (MYR/USD) 323 -057 141 324 329
Philippines (PHP/USD) 433 -0.07 014 4325 4345

Last update: today, 18:30 Hong Kong time.
net change net change net change

INDEX Rate overaday over aweek over a month
§ China (SHIBOR/7D) 499 064 097 116
& Hong Kong (HIBOR/IW) 012 000 0.00 0.00
<§E Taiwan (TAIBOR/IW) 053 000 0.00 001
o0 Japan (TIBOR/Y) 076 0.00 0.01 0.01
E Korea (KORIBOR/IM) 256 000 0.00 -003
— India (MIBOR/7D) 516 064 052 1.09
Singapore (SIBOR/TW) 025 0.00 0.00 0.00
Indonesia JIBOR/TW) 518 001 002 058
Thailand (BIBOR/IW) 7 0.00 0.00 0.00
Malaysia (KLIBOR/TW) 290 0.00 0.00 0.00
Philippines (PHIBOR/1W) 125 0.00 -0.31 031

Last update: today, 18:30 Hong Kong time
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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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