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Weekly Watch

Regional prospects remain strong

Markets in the region are continuing to shrug off worries of Europe’s deepening debt
problems. Indicators continue to show strong growth momentum into the fourth quarter, fed
by strong demand in China and India, with growing optimism of improved prospects for
external demand from the US. However, inflationary pressures are increasing which,
together with prospects of renewed capital inflows, are likely to dominate policy settings
into the New Year.

Inflation picks up and external demand remains robust

As part of its efforts to reduce external vulnerability and to limit capital inflows, Korea
announced plans to impose a levy on banks’ foreign currency debt (see Highlights). And in
the latest signs of rising inflation around the region, Singapore posted a 22-month high for
CPI inflation of 3.8% yly in November (Chart 1), while Hong Kong'’s inflation inched up to
2.9%, both in line with expectations; Vietham’s December inflation rate surged to 11.8%
yly. Growth momentum remains strong, with exports continuing to surprise to the upside,
as November exports orders in Taiwan exceeded expectations (14.3% yly vs. BBVA:
13.8%), and exports from Thailand and Japan (Chart 2) for November were also robust.
Clouding the outlook were further ratings downgrades for Vietham, on worries about near-
term macro stability (see Highlights).

In the coming week...

A raft of data from Korea, including CPI inflation for December and November industrial
production. Markets will also watch for Vietham’s 4Q GDP and industrial production in
Japan. The Philippines and Taiwan will hold scheduled monetary policy meetings, and we
expect the former to leave rates unchanged, and the latter to hike rates by 12.5bps, for a
second time this year.

Chartl
Singapore’s inflation inches up in line
with expectations

Chart2
Japan’s exports revive on strong
demand from China
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Highlights

Korea announces bank levy on foreign borrowing

The move is mainly aimed at reducing external vulnerability

China and India seek to strengthen economic ties

A visit by China’s Prime Minister results in promises to boost trade
Vietnam’s strong medium-term outlook marred by near-term jitters
Ratings downgrades underscore possibility of near-term macro instability
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Markets

Holiday trading doldrums

Predictably, trading volumes fell in the run up to Christmas, with few major data releases
this week. Financial markets stayed within tight ranges. The market is still worried about
spillovers from Europe, especially after Moody’'s and Fitch warnings of possible
downgrades. But the concerns have been mitigated by China’s vow to support Europe to
stem the debt crisis. Contagion to Asia has been limited given the region’s strong
fundamentals, including sound public finance, solid banking systems and high potential
growth. With rising inflation, Asian central banks will still maintain a tightening bias stance.

The KRW traded between 1149 and 1156 during the past week. North Korea's agreement
to allow UN inspectors to visit its uranium enrichment facilities has paved the way for
dialogue with the international community. But the absence of a concrete six-nation
meeting date and South Korea’s insistence to continue military drills kept tensions high.
Datawise, South Korea's unemployment rate dropped unexpectedly to 3.2% in November,
with consumer confidence holding up steadily. The data shows that the labor market
remains tight, which should prompt the BOK to continue normalizing rates in the next
quarter.

The AUD climbed above parity against the USD on the back of higher commodity prices
and thin trading. RBA’s minutes said that the economic outlook of the economy had been
“little changed from that at earlier meeting.” Monetary policy conditions were judged by the
board to be “mildly restrictive” and “appropriate”, especially taking into account of the
strong exchange rate and the outsized bank lending rate rises that followed the RBA’s
policy rate rise in November. Along with financial instability in Europe, RBA will likely to
leave rates on hold at least through 1Q2011.

USDCNY continued to track the direction of the US dollar index. It appreciated by 0.29%
this week (cumulatively by 2.9% since June 2010) amidst modest dollar depreciation this
week. The CNY also moved slightly stronger in the NDF market, with 12 month NDF
trading at 6.49 against the USD, slightly stronger than 6.54 last week.

Stock markets mostly closed in positive territory this past week. Early week concerns about
tensions in Korea and spillovers from Europe eased. Moreover, positive indicators also
helped to boost confidence. On the other hand, China was the worst performer, on rising
concerns about new tightening measures to contain credit growth and reduce inflation.

Chart 3 Chart 4
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Korea announces bank levy on foreigh borrowing

Korea announced this past week plans to impose a levy on banks’ non-deposit foreign-
currency liabilities. According to the authorities, the measure is part of their longer term
plans to reduce external vulnerability by encouraging banks to lower their overseas
borrowing — such vulnerabilities were revealed during the 2008-09 global economic crises,
when Korean banks had difficulties in rolling over their foreign loans, requiring the
government and Bank of Korea to step in to supply dollar liquidity. That said, the measure
has also been widely interpreted as part of a broader trend across the region to stem
capital inflows, especially as it comes on the heals of Korea’s introduction of a withholding
tax on foreigners’ stock and bond dividends last month, following various steps by
Thailand, Indonesia, and Taiwan in recent months to stem inflows. The measure still needs
to be submitted to Parliament, expected in February, for implementation in the second half
of the year. The rate levy has yet to be decided, but markets are considering a three
stages levy with 20bps on short-term debt, 10bps on midterm debt, and 5bps on long-term
debt.

China and India seek to strengthen economic ties

Leaders of the region’s two economic giants, China and India, met in New Delhi on
December 16. The meeting was significant, as it represented the first visit of a Chinese
Prime Minister to India in 5 years. China and India have had a tense relationship for
decades over territorial disputes that culminated in a war in 1962. Today, China is India’s
largest trading partner (accounting for about 9% of India’s total trade), with the value
between the two expected to reach USD 60 billion in 2010. China currently runs a sizeable
surplus with India (Chart 5), of around USD16 billion in 2009, and in 2010 China’s
cumulative trade surplus with India through November has already exceeded USD18.5
billion. India’s exports to China tend to be raw materials, while China exports higher value
added machinery and equipment. Agreement was reached to promote Indian exports to
China, and the Chinese side announced USD16 billion in new deals between Chinese and
Indian companies—exceeding the USD10 billion announced by the US during President
Obama’s visit in November—mainly in power, commodities and telecoms, with Chinese
banks to provide financing to Indian firms. Moreover, the two sides set a goal of reaching
bilateral trade of USD100 billion by 2015.

Vietnam’s strong medium-term outlook marred by near-term jitters

As noted in the past, we view Vietham’s medium- and long-term prospects as excellent
(see Vietham Economic Watch), with GDP growth expected to average at least 7% per
year, approaching the stellar growth of China and India. In the near term, however,
maintaining macroeconomic stability remains a challenge. Economic institutions and policy
making capacity have lagged the progress in opening the economy, leaving the country
vulnerable to episodes of overheating and macroeconomic instability. Indeed, macro
instability has been the focus of investor concern of late, with all major rating agencies
recently downgrading Vietham (in contrast to upgrades for much of the rest of the region)
—by Fitch last July and, more recently, by Moody’'s on December 15 and S&P on
December 23. Moody’s cited concerns about rising inflation—now up to 11.8% y/y as of
December (Chart 6) due to rising food and housing costs, well ahead of the government’s
previous target of 6.5% by end-year—that is putting downward pressure on the currency
(devalued 3 times over the past year), and a widening trade deficit that, together with low
foreign exchange reserves, it views as increasing risks of a balance crisis. The coming
week will feature an additional batch of important indicators, including trade data for
December and Q4 GDP growth.
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Chart 5 Chart 6
China’s trade surplus with India Vietnam inflation accelerates
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What to watch

Korea: CPI Inflation for December (December 31)

Forecast: 3.3% yly Consensus: 3.2% Previous: 3.3%

Korea's inflation has recently moderated, back to within the Bank of Korea's (BoK)
inflation target range of 2-4% following a spike to 4.1% yly in October on rising food
prices. Nevertheless, upward pressures are expected to remain into 2011 from rising
commodity prices and strong domestic demand, and consequently the BoK has signaled
further rate hikes. A higher-than-expected outturn would intensify expectations of further
rate hikes in the coming months.

Calendar

Hong Kong Date Period  Prior Cons.
Exports YoY% 28-Dec NOV  13.90% 12.00%
Imports YoY% 28-Dec NOV  14.00% 13.50%
Trade Balance 28-Dec  NOV  -22.3B -19.7B
Retail Sales - Value (YoY) 30-Dec  NOV 21.60% 18.00%
India Date Period  Prior Cons.
Current Account Balance 31-Dec 3Q -$13.70B - -
Japan Date Period  Prior Cons.
Unemployment rate 28-Dec NOV 5.10% 5.10%
CPI YoY 28-Dec  NOV  0.20% 0.10%
Industrial Production (MoM) 28-Dec NOV P -2.00% 1.00%
Industrial Production YOY% 28-Dec NOV P 4.30% 5.70%
Retail Trade MoM SA 28-Dec  NOV  -1.90% 1.50%
Retail Trade YoY 28-Dec  NOV  -0.20% 0.90%
Korea Date Period  Prior Cons.
Current Account in US$ Million 30-Dec NOV $5372.7M --
Goods Balance in US$ Million 30-Dec  NOV  $6543M --
Service Industry Output YoY 30-Dec NOV 3.00% --
Industrial Production Mfg(YoY) 30-Dec  NOV  13.60% --
Industrial Production (MoM) 30-Dec  NOV  -4.20% 1.50%
Industrial Production (YoY) 30-Dec  NOV 13.50% 10.00%
Consumer Price Index (MoM) 31-Dec DEC -0.60% 0.30%
Consumer Price Index (YoY) 31-Dec DEC 3.30% 3.20%
Thailand Date Period  Prior Cons.
Mfg. Production Index ISIC (YoY) 28-Dec  NOV 6.2 6.3
Total Exports YOY% 30-Dec NOV  16.60% --
Overall Balance in US$ Million 30-Dec NOV  $5822M --
Total Imports YOY% 30-Dec NOV  13.00% --
Total Trade Balance 30-Dec NOV  $2442M --
Current Account Balance (USD) 30-Dec  NOV  $2910M --
Vietnam Date Period  Prior Cons.
Exports YTD (YoY) 26-30 Dec DEC  24.50% --
GDP Constant Prices YTD (YoY) 28-30 Dec  4Q 6.50% --
Imports YTD (YoY) 26-30 Dec DEC  19.80% --
Industrial Output YTD (YoY) 28-30 Dec DEC  13.80% --
Retail Sales YTD (YoY) 28-30 Dec DEC  25.00% --
Philippines — Overnight Borrowing Rate, December 29 Current  Expected
We expect interest rates will be unchanged 4.0 4.0
Taiwan — Benchmark Interest Rate, December 30 Current  Expected
We expect interest rates will be unchanged 15 1.625
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Asia Market

% change Yearto % Change

INDEX Last price over a week date overlyY
China — Shanghai Comp. 2830.2 2.2 -13.6 -10.2
Hong Kong — Hang Seng 22821.7 0.5 4.3 6.1
Taiwan — Weighted 8886.5 0.8 8.5 11.6
Japan — Nikkei 225 10275.2 -0.3 -2.6 -1.0
Korea — Kospi 2031.8 0.3 20.7 20.8
" India — Sensex 30 19982.9 0.6 14.4 15.1
F, Australia — SPX/ASX 200 A7773 0.3 -1.9 -0.3
é Singapore — Strait Times 3145.1 -0.3 8.5 10.8
g Indonesia — Jakarta Comp 3611.5 0.8 425 45.9
X Thailand — SET 1023.6 0.1 39.4 40.8
,9 Malaysia — KLCI 1511.7 0.8 18.8 19.6
U Philippines — Manila Comp. 4166.0 2.7 36.5 37.8

Last update: Friday, 11.35 Hong Kong time.

% change Forward Forward

CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.63 0.46 6.61 6.49
(»n Hong Kong (HKD/USD) 7.78 -0.03 7.8 8
' Taiwan (TWD/USD) 29.8 0.07 29.53 29.00
% Japan (JPY/USD) 83.0 1.16 82.9 82.5
= Korea (KRW/USD) 1152 009 115628  1160.35
g India (INR/USD) 45.2 0.35 45.8 48
% Australia (USD/AUD) 1.00 1.49 1 n.a.
$  Singapore (SGD/USD) 1.30 0.86 1.30 1.3
- Indonesia (IDR/USD) 9038 0.03 9111 9431
O Thailand (THB/USD) 30.2 -0.17 30.20 30.3
%J Malaysia (MYR/USD) 310 126 31 3
L Philippines (PHP/USD) 44.1 0.09 44,02 44.03

Last update: Friday, 11.35 Hong Kong time.
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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”.



