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Australia’s central bank cuts policy rate, but shifts to neutral stance

As widely expected, the Reserve Bank of Australia today cut its cash rate to a new historic low
of 250%. The RBA delivered the cut given modest inflation and weak domestic demand as the
mining boom wears off. The central bank has now cut rates by a cumulative 225 bps since
November 2011. The accompanying policy statement has widely been interpreted as shifting
now to a neutral stance, saying, “The Board will continue to assess the outlook and adjust policy
as needed to foster sustainable growth in demand and inflation outcomes consistent with the
inflation target over time.” The RBA did, however, continue to assess the value of the Australia
dollar, which “has depreciated by around 15% since early April” as “high” and that, ‘It is possible
the exchange rate will depreciate further over time.” Looking ahead, we do not expect any
further rate cuts through the rest of the year as the RBA evaluates the impact of its previous
rate cuts and as China’s growth rate stabilizes and the external environment improves.

Indian currency hits new record lows with new measures expected

The Indian rupee touched fresh record lows today of 618 against the US dollar. The sharp
pullback comes despite recent measures to tighten domestic rupee liguidity. The continued
decline in the currency has raised expectations of possible new measures. Much of the rupee'’s
weakness lies in India's weakening macro fundamentals, including a high current account
deficit, sluggish growth, and delays in the reform agenda which have undermined business
sentiment.

A change of guard at the Reserve Bank of India - Raghuram Rajan

Dr. Raghuram Rajan, currently India's Chief Economic Advisor, has been appointed as the next
RBI governor to replace the incumbent Dr. Subbarao from September 4. Dr Rajan has
previously served as professor of finance at Booth School of Business - University of Chicago,
IMF and Federal Reserve Board. He will assume office at a time of pressing macro economic
challenges, with growth slowing and the rupee hitting new lows. We believe that Dr. Rajan’s rich
global experience puts him in good stead, particularly at a time when attracting foreign capital
inflows is of top priority for India.

Briefly Noted:

Inflation in the Philippines reached the lowest level since Sept 2009 at 25% y/y in July
(consensus: 2.9%), and below the central bank's target of 3-5%. Despite the weakening currency
(the peso has depreciated by 6.2% against the US dollar this year), price pressures remain
contained and growth momentum is still robust (1IQ GDP: 7.8% vy/y, the fastest in Asia). The
central bank has maintained the policy rate at record-low of 35% for the past four meetings
and on July 29th the governor of the central bank commented that the current situation gives
them the scope to keep policy rate on hold through 2014.
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Calendar Indicators

Australia

Retail Sales MoM

Trade Balance
Unemployment Rate
China
Non-manufacturing PMI
Trade Balance

Exports YoY

Imports YoY

Industrial Production YoY
Fixed Assets Ex Rural YTD YoY
Retail Sales YoY

CPI'YoY

Hong Kong

HSBC/Markit PMI

India

HSBC/Markit Services PMI
Japan

BOJ 2014 Monetary Base Target
Tertiary Industry Index MoM
Malaysia

Exports YoY

Industrial Production YoY
Philippines

CPI'YoY

Singapore

GDP SAAR QoQ

GDP YoY

Taiwan

CPI'YoY

Wholesale Price Index YoY
Exports YoY

Calendar Events

Date
05 Aug
06 Aug
08 Aug

Date
03 Aug
08 Aug
08 Aug
08 Aug
09 Aug
09 Aug
09 Aug
09 Aug

Date
05 Aug

Date
05 Aug

Date
08 Aug
09 Aug

Date
05 Aug
07 Aug

Date
06 Aug

Date

09-16 AUG
0916 AUG

Date
05 Aug
05 Aug
08 Aug

Australia - RBA Cash Rate Target, Aug 06
We expect the benchmark rate to be cut by 25 bps

Japan - BoJ Target Rate, Aug 08

We expect the benchmark rate to remain unchanged

Korea - BoK 7-Day Repo Rate, Aug 08

We expect the benchmark rate to remain unchanged
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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

% change 9% change Yearto % change

INDEX Last priceover a day over a weekdate over1Y
E China — Shanghai Comp. 20605 05 35 92 44
£ Hong Kong —Hang Seng 219237 13 -0 32 96
S Taiwan - Weighted 80389 12 15 44 103
¢S5 Japan - Nikkei 225 14401 10 38 385 650
g Korea — Kospi 19066 -05 -05 45 17
India - Sensex 30 187330 23 32 36 76
Australia — SPX/ASX 200 51056 01 12 98 195
Singapore — Strait Times 32249 -05 06 18 50
Indonesia — Jakarta Comp 46408 04 -04 75 132
Thailand - SET 14294 04 -04 27 183
Malaysia - KLCI 17846 0.0 -06 57 89
Philippines — Manila Comp. 64208 14 46 105 215

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) 612 0.05 016 620 6.28
= Hong Kong (HKD/USD) 776 0.01 -0.01 775 775
< Taiwan (TWD/USD) 300 013 001 2993 2978
§ Japan (JPY/USD) 9813 017 010 9809 97.79
< Korea (KRW/USD) 6 -015 015 120 129
% India INR/USD) 614 084 147 6300 6660
—  Australia (USD/AUD) 090 058 089 112 114
§ Singapore (SGD/USD) 1 007 022 1.27 127
O Indonesia (IDR/USD) 10286 -036 012 10634 1314
Thailand (THB/USD) 314 -010 -048 3158 3196
Malaysia (MYR/USD) 325 -049 067 326 331
Philippines (PHP/USD) 435 016 034 4351 4374

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) 405 028 046 025
& Hong Kong (HIBOR/IW) 012 000 0.00 0.00
<§E Taiwan (TAIBOR/IW) 052 000 0.00 001
o0 Japan (TIBOR/Y) 076 0.00 0.01 0.01
E Korea (KORIBOR/1IM) 256 0.00 0.00 0.00
~ India (MIBOR/7D) 417 -018 083 025
Singapore (SIBOR/TW) 025 0.00 0.00 0.00
Indonesia JIBOR/TW) 532 0.08 013 0.77
Thailand (BIBOR/IW) 27 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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