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A combination of tepid US payrolls data from Friday and stronger PMI readings from China (see
below) helped lift most Asian currencies stronger against US dollar, (the Japanese yen
appreciated by +0.6% to around 984 per USD). The markets focus is now turning to tormorrow’s
RBA meeting, where we and the consensus are expecting a 25 bps cut in the policy rate to
250%. The RBA has cut rates by a cumulative 200bps since November 2011 In anticipation of
tomorrow’s rate cut, the Australia dollar has depreciated to 0.89 against the USD, and has now
fallen by 14.5% so far this year, a decline on par with the yen, for the region’s worst performing
currencies.

China non-manufacturing PMI advances in July

Following last Thursday’s better-than-expected official PMI (50.3), the NBS non-manufacturing
PMI was reported on Saturday to have edged up to 54.1 in July from 539 in June. This is the first
pickup for the non-manufacturing PMI in four months. The positive official PMI outturns may
suggest that growth momentum is stabilizing, although caution is in order given mixed
readings from the private sector HSBC PMIs, which have not seen a similar increase for July
(the manufacturing PMI declined to 4.7.7 and the services PMI was flat at 513). We await
monthly activity indicators due out on August 89 for a better reading on the state of growth
momentum (see Weekly Indicator below).

India’s services PMI falls to a four year low in July

Growth woes for the Indian economy deepened in July with the HSBC services PMI slipping to
a four year low of 479 (51.7 in June) weighed by a contraction in new business and downbeat
business confidence. Looking ahead, downside risks to India's growth have aggravated amid a
contraction in services activity, which accounts for 64% share in GDP, tepid industrial growth
(July manufacturing PMI at 50.0), external vulnerability concerns and spillovers from RBI's
recent liquidity tightening measures to stabilize the weak rupee.

Indonesian Q2 GDP falls below 6%

Second quarter GDP came in at a lower-than-expected 5.8% (BBVA: 6.0%; consensus: 5.9%) on
weaker private consumption and investment. The outturn is the fourth consecutive quarter of
slowing growth, after peaking at 6.4%% in Q2 last year. The slowdown reflects the impact of
uncertainty about the timing of an administered fuel price that took effect in June and
subsequent inflation (86% y/y in July), hikes in interest rates by Bank Indonesia (75 bps in May
and June), and weaker commodity prices. The currency has also been under downward
pressure from capital inflows, and at 10,250 per USD is at its lowest level since September
2009. We still expect growth to reach around 6% in 2013 and 6.2% in 2014 on the strength of
domestic demand.

China officials are reported to consider a loosening of the "One Child Policy”

It has been widely reported by Chinese News Agencies that the “One Child Policy”, in place
since 1978, may be loosened by end-2013 to help counter the aging population problem. The
reports indicate that if one parent is an only child, the couple will be allowed to have two
children (currently, both parents must be only-children). China's working age population in 2012
fell for the first time, underscoring the disappearing "population dividend". The loosening of the
‘one child policy" is likely to have important demographic changes over time, and shifts in
consumption and savings patterns. Together with improvements in the social safety net, we
would anticipate a decline in the economy’s overall savings rate, which would lead to a
narrowing of China’s structural current surplus.



Briefly Noted:

Weak Australia retail sales clinch the case for a rate cut

Retail sales growth unexpectedly stalled in June (0.0% m/m sa; consensus: 0.4%; prior: 0.2%).
Weak domestic data and the slowdown in China are likely to tilt the RBA in favor of another rate
cut at tomorrow’s policy meeting.

Taiwan’'s headline inflation remains subdued, moderating to 0.1% y/y in July (consensus:
0.6%: June: 0.6%), recording the slowest pace since August 2010. On a sequential basis, the CPI
index fell by -0.1% m/m sa, dragged down by food prices. With growth momentum starting to
improve (Q2 GDP growth rose to 23% y/y), we expect the central bank to keep the benchmark
interest rate unchanged at 1.875% for the rest of the year, despite low inflation.

Malaysia's exports contracted for a fifth consecutive month in June by -69% vyly
(consensus: -7.4%) on fewer shipment of electronic products and palm oil. The decline in
exports was mainly due to weaker demand from China, Japan and the US.
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Calendar Indicators
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Indicator of the Week
China: Industrial Production (July, Aug 9t")

Forecast: 9.0% y/y Consensus: 9.0% y/y Prior: 8.9% yly

We expect China’'s growth deceleration to moderate, as suggested by the better-
than-expected official NBS PMI for July (503 vs consensus: 49.8; prior 50.1).
Domestic demand is gaining support from a series of new, albeit small, stimulus
measures, while external demand should benefit from a gradually improving
global economy. Hence, we expect industrial production to improve slightly in
July. Nonetheless, in view constraints to growth from rising financial risks,
manufacturing activity will remain soft and improve only slowly during the
course of H2 (note that the HSBC PMI for July was considerably lower, at 47.7). In
the coming week, we will also watch closely for additional July activity indicators,
including trade (due out Aug 8th), inflation, investment, and retail sales (due out
Aug 9th).



Markets Data
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INDEX Last priceover a day over a weekdate over1Y
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£ Hong Kong - Hang Seng 22020 0.1 17 19 13.0
<§E Taiwan - Weighted 81386 05 07 57 128
5 Japan - Nikkei 225 14258.0 14 44 372 66.7
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Last update: today, 18:00 Hong Kong time
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CURRENCY Spot over aday over a week3-month 12-month
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Last update: today, 18:00 Hong Kong time.
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Last update: today, 18:00 Hong Kong time
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