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Subdued December inflation in China widens room for monetary policy

December inflation came in lower than expected at 2.5% y/y (consensus and BBVA: 2.7%), on
lower food price inflation (4.0% y/y from 5.9% in November) which more than offset a small
uptick in non-food inflation (to 1.8% y/y from 1.6% in November). Producer price inflation was
unchanged at -1.4% y/y, as lower commodity prices and excess capacity cause PPI deflation to
continue. The outturn brings full-year inflation for 2013 to 2.6%, well below the official 3.5%
tolerance level. Looking ahead, we expect inflation to trend up on stronger demand pressures,
but to remain broadly within the 3.5% tolerance level through 2014. We do however, expect a
temporary uptick in January year-over-year inflation to around 3.0% y/y due to base effects from
the shift in Chinese New Year timing (which will begin in January this year, compared to February
last year). Overall, we expect average inflation of 3.3% in 2014. This should provide some room
for monetary policy to ease if needed, although we do not expect changes in benchmark interest
rates or reserve requirement ratios during the year. The authorities are seeking to contain a
further rise in financial fragilities and shadow banking credit growth, which could keep monetary
policy on an even keel for 2014.

Indonesia and Korea keep interest rates on hold as expected

At its monthly policy meeting today, Bank Indonesia kept its benchmark interest rate unchanged
at 7.50% for a second straight month. Evidence of easing inflation and currency stability are
enabling the central bank to focus on the growth outlook, which has taken a hit since the middle
of last year — growth is expected to have slowed to 5.6% in 2013 from 6.2% in 2012. Meanwhile,
the Bank of Korea (BOK) today also kept its policy rate unchanged, at 2.50% for an eighth straight
month (the BOK last cut rates in May 2013). In its policy statement, the BOK continued to express
optimism about the growth outlook. In a separately released updated economic outlook, the BOK
projected today GDP growth to rise from 2.8% in 2013 to 3.8% and 4.0% in 2014 and 2015 driven
by an expected upturn in investment. That said, Korea will continue to face growth headwinds
from high household debt and increasing competition from Japan as the yen continues to
weaken. Very low inflation (1.2% y/y in December) could provide room for further rate cuts if
needed, although they are not currently in our baseline.

Briefly noted:

Australia retail sales reduce likelihood of rate cuts

Retail sales increased at a quicker-than-expected pace (0.7% m/m sa vs consensus: 0.4%) in
November, marking the seventh consecutive monthly rise. Private consumption has been
supported by low interest rates, higher asset prices, and improving sentiment. The Reserve Bank
of Australia has kept policy rates at record low 2.50% since last August to support growth amidst
sluggish mining investment.
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Markets Data

% change %change Yearto % change

INDEX Last price over aday overaweek date overi1Y
E China — Shanghai Comp. 2027.6 -0.8 -3.9 4.2 -10.9
é Hong Kong — Hang Seng 22787.3 -0.9 -2.4 -2.2 -1.9
<§( Taiwan — TAIEX 8514.7 -0.5 -1.1 -1.1 10.0
& Japan —Nikkei 225 15880.3 -1.5 -1.8 -2.5 50.1
g Korea — Kospi 1946.1 -0.7 -1.1 -3.2 -2.3
India — Sensex 30 * 20713.4 -0.1 -0.8 -2.2 5.3
Australia — SPX/ASX 200 5324.4 0.2 -0.8 -0.5 13.1
Singapore — Strait Times 3145.4 -0.2 -0.9 -0.7 -2.3
Indonesia — Jakarta Comp £4201.2 0.0 -2.9 -1.7 -3.7
Thailand - SET 1258.3 0.0 2.2 -3.1 -11.6
Malaysia — KLCI 1828.2 -0.2 -1.3 -2.1 8.2
Philippines — Manila Comp. 5937.5 -0.8 -0.8 0.8 -2.5

Last update: today, 18:30 Hong Kong time

% change % change Forward Forward

CURRENCY Spot overaday overaweek 3-month 12-month
E China (CNY/USD) 6.06 -0.07 -0.08 6.11 6.12
é Hong Kong (HKD/USD) 7.75 -0.01 -0.01 7.75 7.75
S Taiwan (TWD/USD) 30.2 0.01 -0.71 30.10 29.92
gu_'; Japan (JPY/USD) 105.02 -0.15 -0.20  104.98 104.71
% Korea (KRW/USD) 1063 0.17 -1.17 1069 1079
Ej) India (INR/USD) 62.0 0.08 0.39 63.21 66.92
= Australia (USD/AUD) 0.89 -0.28 -0.39 1.13 1.15
% Singapore (SGD/USD) 1.27 0.18 -0.33 1.27 1.27
§ Indonesia (IDR/USD) 12193 0.34 -0.27 12499 13224
Thailand (THB/USD) 33.0 0.06 -0.23 33.38 33.92
Malaysia (MYR/USD) 3.28 0.02 0.30 3.29 3.34
Philippines (PHP/USD) 44.7 0.04 -0.51 44.71 44.77

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

net change over netchange netchange

INDEX Rate a day over a week overamonth
LLE China (SHIBOR/7D) 4.02 -0.11 -0.69 -0.46
é Hong Kong (HIBOR/1W) 0.13 0.00 -0.01 0.00
= Taiwan (TAIBOR/1W) 0.50 0.00 0.00 -0.01
é Japan (TIBOR/1Y) 0.76 0.00 0.01 0.01
i Korea (KORIBOR/1M) 2.55 0.00 -0.02 -0.01
£ India (MIBOR/7D) 4.71 -0.35 -0.27 1.10
Singapore (SIBOR/1W) 0.25 0.00 0.00 0.00
Indonesia (JIBOR/2W) 6.40 0.00 -0.07 -0.06
Thailand (BIBOR/1W) 2.77 0.00 0.00 0.00
Malaysia (KLIBOR/1W) 2.90 0.00 0.00 0.00
Philippines (PHIBOR/1W) 1.25 0.00 -0.31 0.31

Last update: today, 18:30 Hong Kong time
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