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Weekly Watch

Sentiment rises on strong regional economic data

A strong set of May economic indicators from China has helped to alleviate concerns of an
abrupt slowdown. And while market concerns about spillovers from the European debt crisis
persist, sentiment has rebounded for the time being. In particular, strong exports, industrial
production, and fixed asset figures helped allay concerns of a hard landing for the Chinese
economy. In addition, a rise in China’s trade surplus for May has helped to increase
expectations once again of a resumption of currency appreciation later this year, in line with our
expectations.

Elsewhere in the region data continues to be strong. In both Australia and Korea,
unemployment levels fell significantly in May (to 5.2% in the former, and 3.2% in the latter).
Nevertheless, the Bank of Korea again left its policy rate unchanged at its monthly monetary
meeting, given low inflation and uncertainties about the global environment; markets, however,
anticipate a rate hike may be forthcoming in the next few months. Outside of India and
Vietnam, inflation remains subdued (May inflation figures for India will be released in the
coming week). In China, CPI inflation for May increased to just above the government’s 3%
comfort level, but this was widely expected given base effects and the evolution of food prices.

Chart 2
Inflation is rising on higher food prices, but

remains under control
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Volatility remains

Asian financial markets remained volatile over the past week, reflecting swings in market
sentiment. On Monday (June 7), concerns over Hungary’s sovereign risk and signs of slowing
growth in China weighed on market sentiment. Asian currencies and equities tumbled. Since
then, sentiment has improved, especially after China’s May data was released, showing
strong export and growth figures. Asian currencies rebounded by Friday, erasing losses of
earlier in the week. The Australian Dollar surged the most, due to new gains in commodity
prices and lower risk aversion. While market sentiment still remains fragile, our positive view
on Asian economies and currencies remains intact.

The Korean won was one of the worst performing currencies against the dollar in the past
week. In addition to ongoing concerns about relations with the North and uncertainties about
the global economic outlook, the won was weighed down by concerns over a plan to limit
onshore forward trades by domestic and foreign banks. USD-KRW closed at 1246, down
3.6% from last week. In our view, the impact of the upcoming rules is unlikely to be dramatic
as outlines of the plan were floated in advance, and as the authorities are providing time for
banks to comply. USD-KRW should continue to strengthen based on fundamentals, i.e., the
stronger recovery and the mature conditions for raising rates.

Stock markets remained volatile over the last week. Fears of a spreading European debt
crisis and weak US jobs figures added to concerns of an abrupt slowdown in China, dragging
down markets across the region on Monday. However, most markets recorded gains the rest
of the week on reassurances by the US Fed Chairman that the US economy is on a solid
track to recovery. Moreover, China’s monthly data release suggesting that economic growth
remains strong and moderating to a more sustainable pace (see the Highlights, below)
boosted stock markets late in the week. Despite the late gains, some of the stock markets
closed the week in the red.
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Highlights
China’'s strong growth continues, with signs of moderation

China’s monthly release of economic data for May suggests the economy’s strong growth is
moderating toward a more sustainable pace, in line with our expectations. The data
nevertheless remain strong (in particular exports which were much higher than expected) and
should help alleviate concerns of an abrupt slowdown. New loan growth was also somewhat
higher than expected (RMB639 billion down from RMB774 billion last month). The former is
leading to renewed calls by trading partners for currency appreciation, while the latter
highlights the challenges the authorities still face in reining in rapid credit growth to prevent
overheating. Slowing M2 and credit growth are in line with the authorities’ efforts to tighten
policies to prevent overheating.

Inflation rose by 3.1% y/y in May (in line with expectations) due to base effects and food
prices. We expect inflation to peak in June and to recede thereafter as monetary and credit
growth are reined in (we project end-year inflation of around 3%). We expect further
tightening measures during the second half of the year, including currency appreciation,
although the timing has been delayed relative to our previous expectations because of
uncertainties to the global outlook. Meanwhile, property prices rose by 12.4% y/y in May,
down from a record 12.8% vy/y Aprii (NDRC data, covering 70 large cities) as the
government’s recent measures to cool the property sector take effect.

Growth of urban fixed asset investment (25.4% y/y, consensus: 25.7%) and industrial
production (16.5%, consensus: 17.0%) remained strong, but moderated from the growth
rates of the previous month. Overall, these indicators suggest a gradual slowdown, consistent
with our full-year GDP growth projection of 9.8%. The surge in exports (48.5% yly,
consensus: 32.0%) resulted in a wider trade surplus, and renewed calls from the U.S.
administration for RMB appreciation.
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Korean government remains cautious on withdrawing stimulus, despite
strong GDP growth and improving labor data

Korea’s economic bounce-back from the global financial crisis has been one of the fastest in
the region. After a faster-than-expected Q1 GDP outturn (2.1% QoQ sa) in Q1, the
unemployment rate fell sharply in May, to a seasonally adjusted 3.2%. In addition to the
contribution of government jobs programs, hiring by the private sector played a role,
suggesting that, despite uncertainties to the global outlook, Korea’s rebound has become
increasingly self-sustaining.

However, European debt woes and volatile financial markets have caused the government
and Bank of Korea to stay cautious in withdrawing policy stimulus. In this regard, the BoK
again left its benchmark rate unchanged at 2% for a 16th month in a row at its policy meeting
last week. Nevertheless, market participants are expecting the BOK to hike rates soon,
perhaps within the next few months.

The Korean won came under pressure, meanwhile, on the government’s reported plans to
introduce restrictions on onshore currency swaps and forwards, designed to reduce currency
volatility. Specifics of the plans were announced today, limiting foreign and domestic banks’
currency derivatives to 250% of equity capital and to 50% the latter, respectively. In addition,
the limit on derivatives to cover corporate settlements will be cut to 100% of the total, from
the current 125%.

Japan expansion continues, triggered by overseas demand

Machinery orders, a leading indicator of business investment three to six months ahead,
climbed on a seasonally adjusted basis by 4.0% mom (consensus: 1.7%) in April as Japan’s
export-driven rebound is leading companies to increase investment spending . Meanwhile,
the current account surplus rose to USD13.2 billion in April, albeit lower than market
expectations of USD14.2 billion, on strong demand from China’s and increasing demand from
the US. We expect Japan’s economic recovery to advance during the rest of the year, with
GDP projected to expand by 1.6% yoy in 2010 mainly led by exports, with private
consumption remaining weak.
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AUSTRALIA

Dwelling Starts
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What to watch
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Date
14-Jun
17-Jun
Date
14-Jun
Date
14-Jun
14-Jun
14-Jun
16-Jun
16-Jun
Date
18 Jun
18 Jun
Date
18-Jun
Date
15-Jun
16-Jun
17-Jun
Date
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Period
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Period
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Period
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MAY
Period
MAY
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APR
MAY
Period
APR
APR
MAY
MAY
MAY

Prior
15.10%
Prior
-4.90%
4.40%
Prior
9.59%
Prior
1.30%
31.80%
0.60%
-3.00%
191.80%
Prior
8.80%
0.30%
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1.50%
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7.30%
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India: Wholesale Price Index for May (June 14th)

Forecast: 9.58

Consensus: 9.60
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Cons.

Cons.

Cons.
9.60%
Cons.

2.60%

Cons.

Cons.
1.60%
Cons.

Cons.
1.00%
0.70%
20.60%
25.10%
-1.00%

Previous: 9.59

India is one of Asia’s few economies struggling to combat high inflation (Vietnam is another).
While probably having peaked, we expect WPI inflation to remain high in May on account of
rising food and electricity prices. The authorities have so far responded through two 25bp
interest rate hikes last March and April and increases in the required reserve ratios. We
expect inflation to moderate to 8.5% by the end of the calendar year as the harvest season
leads to lower food prices. A higher than expected WPI outturn, together with recent robust
GDP growth (8.6% y/y in January-March) could raise expectations of further interest rate
increases at or before the RBI's next policy meeting on July 27.

Japan - BOJ Target Rate (17" June)

We expect interest rate will remain unchanged

Hong Kong — Composite Interest Rate (21°' June)
We expect interest rate will remain unchanged

Actual Survey
0.10% 0.10%

Actual Survey
0.11% 0.11%
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Tabie 1
Market data
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% change over % Change
INDEX Last price a week Year to date over1Y
China — Shanghai Comp. 2569.9 0.6 -21.6 -8.1
Hong Kong — Hang Seng 19872.4 0.5 -9.1 5.8
Taiwan — Weighted 7299.5 -0.6 -10.9 11.1
Japan — Nikkei 225 9705.3 -2.0 -8.0 -2.8
Korea — Kospi 1675.3 0.7 -0.4 18.0
India — Sensex 30 17042.3 -0.4 -2.4 10.6
Australia — SPX/ASX 200 4505.5 1.3 -7.5 11.3
Singapore — Strait Times 2796.3 -0.4 -3.5 17.4
Indonesia — Jakarta Comp 2801.9 -0.8 10.6 34.1
Thailand — SET 769.6 -0.3 4.8 22.7
Malaysia — KLCI 1294.7 0.0 1.7 18.9
Philippines — Manila Comp. 3265.4 -2.7 7.0 25.7
Source: BBVA Research and Bloomberg
Table 3
% change over  Forward Forward

CURRENCY Spot aweek 3-month 12-month
China (CNY/USD) 6.83 -0.06 -0.02 -0.08
Hong Kong (HKD/USD) 7.79 0.02 -85.7 3125
Taiwan (TWD/USD) 324 -0.56 -0.27 -0.88
Japan (JPY/USD) 91.79 0.23 -13.5 -73.1
Korea (KRW/USD) 1246 -3.6 3.4 2.85
India (INR/USD) 46.85 -0.01 41.7 116.6
Australia (USD/AUD) 0.84 2.9 128.5 n.a.
Singapore (SGD/USD) 1.40 0.69 -4.9 215
Indonesia (IDR/USD) 9200 -0.10 137.5 499.2
Thailand (THB/USD) 32.47 0.62 4.5 15
Malaysia (MYR/USD) 3.28 -0.29 135 470
Philippines (PHP/USD) 46.64 -0.73 0.34 1.46

Source: BBVA Research and Bloomberg
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to
changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained from
sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or
implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the
use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments
do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed
the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus,
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be
limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred
to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those
securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their
shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or
after the publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may
be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of
this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its
distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and,
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless,
they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities
Dealers, Inc., are not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.



