BBVA Research

Hong Kong, September 27, 2010

Economic Analysis

Asia
Stephen Schwartz
stephen.schwartz@bbva.com.hk

Ricard Torne
ricard.torne@bbva.com.hk

Fielding Chen
fielding.chen@bbva.com.hk

Bingjie Hu
bingjie.hu@bbva.com.hk

Le Xia
xia.le@bbva.com.hk

Jenny Zheng
jenny.zheng@bbva.com.hk

Serena Zhou
serena.zhou@bbva.com.hk

Serena Wang
serena.wang@bbva.com.hk

Markets
Richard Li
richard.li@bbva.com.hk

Ricard Torne
ricard.torne@bbva.com.hk

Markets
Highlights
Calendar

Markets Data

v vV ¥V

Weekly Watch

Markets on watch for fx appreciation and
Sino-Japan diplomatic tensions

Asia’s mid-autumn festival (Korea, Japan, Hong Kong, Taiwan, and Singapore) was marked by
more focus on currencies and escalating diplomatic tensions between China and Japan over a
disputed chain of islands in the East China Sea. On the currency front, the Aussie dollar
fluctuated after hitting a 25-month high as the RBA signaled more hikes in interest rates.
Meanwhile, the Bank of Japan intervened in FX markets again to stem the yen’s rise, and
China’'s RMB continued to appreciate as President Obama and Premier Wen met in New York.
On the diplomatic front, an escalating row between China and Japan over the capture of a
fishing boat in disputed waters has threatened trade relations between the world’s 2nd and 3rd
largest economies.

Economic indicators improving

It was a quiet week on the data front, with the few meaningful indicators that were released
pointing to further economic strength. Taiwan’s export orders beat market expectation with
23.3%yly growth (consensus 21.3%). Inflation in August for Hong Kong, Malaysia, and
Singapore rose slightly, within expectations. Various indicators in Japan also showed modest
strength.

In the coming week...
In contrast to last week, the coming days will feature a busy data calendar. A number of
countries will release trade data (watch for Korea, which posts the region’s first set of monthly
trade data for September), industrial production, and inflation. China will release PMI for
September.
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Source: BBVA Research and Bloomberg Source: BBVA Research and CEIC

Highlights
Australia likely to hike policy rate in October

The Reserve Bank of Australia hints at more interest rate hikes

Is Hong Kong’'s economy at risk of overheating?
Strong growth and high liquidity are leading to a rapid rise in property prices
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Markets

Asian currencies strengthen on rising chance of Fed easing

The US Dollar tumbled to new lows as the FOMC statement showed that Board members
became more concerned on deflationary risks and would consider policy options including
a second round of quantitative easing (“QEZ2"). Meanwhile, risk premiums associated with
European debt problems fell after the successful sovereign debt auction by Ireland and
Greece. This combination set the stage for further gains in Asian currencies for the third
consecutive week, with AUD and KRW leading.

AUDUSD hit a 25-month high of 0.96 on the back of US dollar weakness and the hawkish
tone of RBA. The minutes of the September policy meeting showed rising concerns about
accelerating consumption growth fuelled by the mining boom and its inflationary impacts.
RBA governor also put the focus of monetary policy on “managing a fairly robust upswing,”
pointing towards the likelihood of rates going up in the future. In the near term, the
expectation of widening interest rate differentials should continue to buoy AUD.

The CNY continued to strengthen this week and reached 6.69 on Friday. The currency has
appreciated by more than 2.1% since the announcement of greater exchange rate flexibility
in June. Given the need for rebalancing and the threat of protectionism ahead of US
midterm elections and the G20 meeting in November, we see further appreciation of CNY
and in line with our 6.54 projection by end-2010.

Other Asian currencies also strengthened, counteracted by intervention fears. Besides
AUD, KRW saw the largest increase in the region as the chance of an imminent rate hike is
also the highest in Korea. We expect the BOK to take another step to normalize interest
rate in its October meeting. THB and PHP also witnessed strong gains on the back of
robust economic recoveries and prospects of further rate hikes. USDMYR continued to test
new lows after breaking the key resistance level of 3.132, the lowest level since the
currency was floated in 2005. We expect the divergence in monetary policy between the
US and the region to continue to buoy Asian currencies.

On the stock market front, Asia’s markets advanced last week, with the MSCI Asia Pacific
Index gained 1.01%, after the confidence in Asia’s growth won the upper hand over
concerns on Europe’s recovery as well as weak US employment data. Thailand (3.07%)
led gains in Asia, followed by and Philippines (2.50%) and India (2.30%). On the other
hand, Japan, Malaysia, and Australia’s markets retreated by -1.60%, -1.08%, -0.8%
respectively. China’'s market had 0.27% loss last week. (It closed in the Mid-Autumn
Festival of Sept 22-24.) This week the Asia’s markets will welcome a bulk of data revealing
the strength or weakness of the growth in the region. Additionally, the unexpectedly rise in
the US durable good orders, released last week after the markets closed, is likely to add
confidence in the global recovery.
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Australia likely to hike policy rate in October

After holding its policy rate unchanged for the past four months, minutes from the Reserve
Bank of Australia’s September Monetary Policy Meeting reveal that that it is likely to raise
interest rates to contain inflation if the economy continues to surpass its trend growth.

Australia achieved growth at a trend pace with a stable unemployment rate in the first half
year, thanks to robust exports to China and other Asian countries. While exports continue
lead growth, there are signs that domestic demand is picking up. Private consumption and
retail spending have risen in recent months, suggesting that households are more willing to
spend. Moreover, July's Westpac leading economic index rose again to 269.5 by 0.4%
(M/M), adding evidence that the economic expansion is likely to continue in coming
quarters.

Therefore, chances of a 25 bps rate hike by the RBA to 4.75% at its next meeting on
October 5 are increasing, in our view. The market had speculated on this by pushing up
the value of the AUD, as well as the yield on 10 year government bonds. There have been
six rate hikes by the RBA from last October to this May, by 25 bps each.

Is Hong Kong’s economy at risk of overheating?

The Hong Kong Monetary Authority (HKMA) has just issued its latest Half-Yearly Monetary
and Financial Stability Report for September 2010
(http://mww.info.gov.hk/hkma/eng/public/gb201009/E_halfyear.pdf). The publication
documents the strong rebound of Hong Kong’s economy, driven by a revival of exports and
buoyancy in private domestic demand (GDP increased y 8.0% y/y and 6.5% yl/y in the first
and second quarter, respectively). According to HKMA estimates, the economy is now
operating just above potential, causing inflationary pressures, which have been very
modest to date, to rise (inflation in August was 3.0%yl/y, but only 1.9% yly if one-off factors
are excluded). Going forward, however, the HKMA expects that a moderation in growth
momentum will keep output in line with potential, and alleviate price pressures (we project
overall GDP growth in 2010 to register 5.7%). Inflation may increase in coming months,
however, due to a rapid rise in housing costs (see below).

At the same time, the report highlights looming risks, especially stemming from the buoyant
property sector. Rising property prices have been fed by rapid credit growth and low
interest rates. Housing prices increased cumulatively by 11.7% in the year through July,
following a 28.5% surge in 2009. The market is nhow approaching 1997 peak levels (the
luxury segment has already surpassed the peak), with strains on housing affordability. The
authorities have responded with measures to increase housing supply and have tightened
prudential regulations to curb speculation.

The booming property market highlights the dilemma for Hong Kong given its fixed
exchange rate system to the USD and corresponding lax liquidity at a time when domestic
conditions are strong compared with those in the U.S. The report therefore highlights that,
“The main risks to monetary and financial stability in the local economy continue to be
incentives for excessive leverage in an environment of prolonged low interest rate and
rising inflation.” In this regard, Hong Kong may very well serve as a microcosm of a
broader phenomenon across the Asia region, which is growing rapidly and is beginning to
see rising price pressures in an environment of lax global liquidity conditions.
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Leading index signals economic In Hong Kong, ratios of housing costs-to-
expansion in Australia to continue... income are undermining affordability
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China: PMI (September, October 1)

Forecast: 53.5

Consensus: 52.5

Previous: 51.7

Domestic demand has gained some strength as indicated by recent macro data on
industrial production and retail sales, as well as profitability data from the logistics sector.
In line with the stronger-than-expected indicators, we expect robust growth in the
manufacturing sector. We project manufacturing activities to expand slightly further in
September following the gain in last month. However, a weaker than expected reading
could cause worries about the sustainability of economic growth.

Calendar

Australia
Private Sector Credit YoY%
Building Approvals (YoY)

RBA Commodity Index SDR YoY%
China

HSBC Manufacturing PMI
Manufacturing PMI
Non-manufacturing PMI

Hong Kong

Exports YoY%

Imports YoY%

Trade Balance

Money Supply M2 - in HK$ (YoY)
India

Current Account Balance
Exports YoY%

Imports YoY%

Indonesia

Inflation (YoY)

Exports (YoY)

Total Imports (YoY)

Total Trade Balance

Japan

Merchnds Trade Balance Total
Merchnds Trade Exports YoY
Merchnds Trade Imports YoY
Nomura/JMMA Manufacturing PMI
Retail Trade YoY

Annualized Housing Starts
Overall Hhold Spending (YoY)
Natl CPI YoY

Natl CPI Ex-Fresh Food YoY
Korea

Current Account in US$ Million
Industrial Production (YoY)
Consumer Price Index (YoY)
HSBC Manufacturing PMI

Ext Trade - Export (YoY)

Ext Trade - Imports (YoY)

Ext Trade - Balance in US$ Min
Malaysia

M3 Money Supply (YoY)

Date Period
30-Sep AUG
30-Sep AUG

1-Oct SEP

Date Period
29-Sep SEP

1-Oct SEP

3-Oct SEP

Date Period
27-Sep AUG
27-Sep AUG
27-Sep AUG
30-Sep AUG

Date Period
30-Sep 2Q

1-Oct AUG

1-Oct AUG

Date Period

1-Oct SEP

1-Oct AUG
1-Oct AUG
1-Oct AUG

Date Period
27-Sep AUG
27-Sep AUG
27-Sep AUG
30-Sep SEP
30-Sep AUG
30-Sep AUG

1-Oct AUG

1-Oct AUG
1-Oct AUG

Date Period
29-Sep AUG
30-Sep AUG

1-Oct SEP

1-Oct SEP

01-03 Oct SEP
01-03 Oct SEP

01-03 Oct SEP
Date Period

30-Sep AUG

Prior Cons.
2.80% - -
11.00% --
52.70% - -

Prior Cons.

51.9 - -

51.7 52.5

60.1 - -

Prior Cons.
23.30% 24.90%
24.90% 25.00%
-30.5B -27.7B
4.40% --

Prior Cons.

-$13.00B --
13.20% --
34.30% - -

Prior Cons.
6.44% - -
29.00% --
45.30% --
-$129M - -

Prior Cons.

¥804.2B ¥200.0B

235 19

15.7 17.5

50.1 - -
3.90% 4.70%
0.772M 0.759M
1.10% 1.40%
-0.90% -0.90%
-1.10% -1.00%

Prior Cons.

$5875.8M --
15.50% - -
2.60% - -

50.9 --
29.60% --
29.30% - -

2077 - -

Prior Cons.
8.10% --

REFER TO IMPORTANT DISCLOSURES ON LAST PAGE OF THIS REPORT

PAGE 5



BBVA Research

Asia Weekly Watch
Hong Kong, 27 September 2010

Philippines

Total Imports (YoY)

Total Monthly Imports

Trade Balance

Singapore

Bank Loans & Advances (YoY)

M2 Money Supply (YoY)
Taiwan

HSBC Taiwan Manufacturing PMI
Thailand

Total Exports YOY%

Total Imports YOY%

Total Trade Balance
Manufacturing Production (YoY)
Current Account Balance (USD)
Overall Balance in US$ Million
Consumer Price Index (YoY)
Vietnam

GDP Constant Prices YTD (YoY)
CPI (YoY)

Exports YTD (YoY)

Imports YTD (YoY)

Industrial Output YTD (YoY)

Date
28-Sep
28-Sep
28-Sep

Date
30-Sep
30-Sep

Date

1-Oct

Date
30-Sep
30-Sep
30-Sep
30-Sep
30-Sep
30-Sep

1-Oct

Date

25-28 Sep
22-28 Sep
26-29 Sep
26-29 Sep
27-29 Sep

Period Prior Cons.
JUL 1.40% --
JUL $4165.8M - -
JUL $389M --

Period Prior Cons.
AUG 9.90% --
AUG 7.50% - -

Period Prior Cons.
SEP  49.20 - -

Period Prior Cons.
AUG 21.20% --
AUG 36.50% - -
AUG -$791M - -
AUG 16.30% 21.00%
AUG -$1130M $600M
AUG $1412M - -
SEP 3.30% 3.30%

Period Prior Cons.
3Q 6.20% --
SEP 8.20% --
SEP - - - -
SEP - - - -
SEP 13.70% --

Current

Taiwan — Benchmark interest rate, September 30
We expect interest rates to remain unchanged

1.4
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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 (i) 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”.



