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Inflation worries prompt policy responses

Rising inflationary pressures, especially from food and commodity prices, has
rippled through markets and generated new policy responses. Both Thailand
(expected) and Korea (unexpected) hiked interest rates this past week citing
inflationary pressures (Chart 1). Korea and Indonesia also announced
administrative and supply-side measures to curb inflation (see Highlights).
Meanwhile, Singapore announced further measures to contain rising housing
prices, including new stamp duties and higher down payment requirements.

Data show strong momentum

The week was dominated by China, which released strong import and credit data,
along with rising reserves, despite a softening in export growth for December
(Chart 2) (see Highlights). In Australia, growth estimates are being marked down
on account of the severe floods in Queensland (see Highlights). Indian WPI
inflation was in line with expectations, but remains high at 8.4%y/y for December

In the coming week...

China will be in focus again, with a set of monthly indicators due out on inflation,
fourth quarter GDP, retail sales, and FDI, along with property prices (see What to
Watch). Moreover, markets will also await headline inflation figures for Hong Kong
and Malaysia, as well as trade figures for Singapore and Thailand.

Chartl
Korea and Thailand hike rates again to
combat inflation pressures

Chart2
China’'s trade surplus narrows in
December on weaker exports

5.5 4 % yoy USD bn
5.0 - 90 T T 50
4.5 75 T - 40
4.0 4 60 + + 30
3.5 4 45 + \ -+ 20
3.0 30 r/\_ (8 J\/ \/\f— 10
251 15 JONPAUNTTH VN o
2.0 - v v
1.5 4 0T 4 -10
ll0 1 5 A 1 20
0.5 4 -30 + $ 1 30
0.0 T T T T T T T T T T -45 A Ao — -40
© N~ M NN~ © Q o g o @ O © o o
FELESLESST ST iiiiiiiiiciiiici
SRR TS 2200250025002 %50
Korea s— Thailand Trade balance (rhs) — Export (lhs) Import (lhs)

Source: BBVA Research and Bloomberg
Highlights

Inflation prompts new measures
Rising inflationary pressures prompt more rate hikes and administrative measures

Source: BBVA Research and Bloomberg

China’s foreign exchange reserves surge
Despite weaker exports, pressure is mounting for faster currency appreciation

Australian floods inflict humanitarian and economic costs
Estimates of GDP growth are being marked down
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Positive bond auctions in Europe lift sentiment

ECB pledges to expand the size and flexibility of the European Financial Stability Facility
(EFSF), and also the announcement that Japan will buy more than 20% of the EFSF bonds
eased tensions in global markets due to spillovers from the European debt crisis. Portugal,
Spain, and Italy were all successful in their bond auctions this week, despite a rise in
yields. Risk premia decreased in Europe’s periphery. Positive sentiment helped to reverse,
partially, massive losses recorded on Monday in Asian stock markets due to inflation fears,
and also strengthened regional currencies against the USD as global risk aversion
diminished somewhat and as the EUR strengthened, due in part to talk of higher interest
rates in Europe to combat inflation.

Korea and Thailand hiked rates amidst rising inflationary pressures. Moreover, to varying
degrees Korea, India, and Indonesia all announced measures to tame food prices, while
Singapore raised down payment requirements and imposed new stamp duties to tame
property prices Regional economic data over the past week shows a healthy moderation in
momentum. For example, China exports came in a lower than expected figure for
December, while imports surged, and India’s industrial production disappointed.

The TWD rallied for a seventh consecutive week, reaching 13 year highs against the USD
on Thursday. TWD appreciation has been fueled by rapid economic growth and capital
inflows. Meanwhile, the KRW also surged, as higher interest rates are expected to attract
inflows, and also due to some easing in global risk aversion. The Chinese authorities
allowed the yuan to strengthen this past week ahead of next week’s visit of President Hu
Jintao to the US. In the other hand, the IDR depreciated for a second straight week on
concerns about inflation.

Stock markets were mixed this past week. Some of last yea'rs best performing markets
have showed large losses in the first two weeks of this year — in particular Indonesia, India,
and the Philippines. Indonesia’s stock market fell by 4.21% on Monday alone, its biggest
drop in two years on market worries about inflation. The same factors also drove down
Indian markets, ahead of inflation figures. Meanwhile, Laos launched its first stock market
with two companies listed.

Chart 4
Foreign exchange markets

Chart 3
Stock markets
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Inflation prompts new measures

Recent indicators continue pointing to inflation as a risk for the region in 2011. While
headline CPIs remain moderate for the most part, there is a clear rising trend (Chart 5) —
as reported previously, China’s inflation hit a two-year high of 5.1%y/y in November, while
December inflation in Indonesia, Korea, and Thailand (core) all picked up. As elsewhere in
the world, food prices have the main driver as global demand has pushed up prices of key
staples and commodities; weather-related disturbances and natural disasters have also
been a factor. Many Asian countries have been implementing measures to cope with rising
food prices. This past week, for example, Korea unveiled new measures to curb inflation,
including tariff cuts, monitoring of tuition fees and utilities charges, strengthened control on
“pricing irregularities”, and boosting food supply. Similarly, Indonesia announced that they
will eliminate tariffs on imports of certain products (such as wheat, soybeans, and livestock
feed). Meanwhile, India is considering bans on some food exports. These measures follow
steps already taken elsewhere in the region, with countries such as Singapore and China
having expressed concern about the impact of rising food prices on lower income
segments of their population. The past week featured two rate hikes of 25bps each, in
Thailand (as expected) and in Korea (a surprise), in reaction to rising inflationary trends.

China’s foreign exchange reserves surge

A batch of economic indicators for China was released this past week showing that 2010
ended on a strong note, albeit with some mixed signals. On the external front, lower-than-
expected exports for December (17.9% yly; BBVA: 22.5%; consensus: 23.3%) and
buoyant imports (25.6% y/y; BBVA: 22.0%; consensus: 24.9%) resulted in a narrowing of
the trade surplus (USD13.1 billion from USD22.3 billion the previous month). The full-year
trade surplus narrowed to USD 183.1 billion, compared to USD 195.7 billion in 2009; as a
percent of GDP, the decline is even larger (current account data are not yet available),
indicating that, with strong domestic demand, the gradual rebalancing of growth toward
domestic sources is continuing. At the same time, foreign exchange reserves for the last
quarter of 2010 surged by USD 199 billion in the fourth quarter of 2010, boosting reserves
to a record USD 2.85 trillion (Chart 6), which is likely to keep the heat on for China to
accelerate the pace of currency appreciation. Given the narrowing of the trade surplus, the
reserves accumulation points to an increase in capital inflows, some of which may consist
of hot money flows in anticipation of further RMB appreciation. After accounting for
valuation changes (due to currency fluctuations) and projected FDI inflows, we estimate
hot money inflows of around USD 95 billion for the quarter. On the monetary front,
December’'s new loans (RMB480.7 billion) and M2 growth (19.7% yly) exceeded their
annual targets, reinforcing expectations of further tightening measures this year. Next week
will feature other important data, including fourth quarter GDP growth, December inflation
and property prices, and key activity indicators.

Australian floods inflict humanitarian and economic costs

Floods that began in late November in Queensland, Australia’s third most populous state
containing the city of Brisbane, and with an area the size of California and Texas
combined, have had a devastating humanitarian impact and have hit Australia's economy
hard. Damage from the floods could end up shaving as much as one percent of Australia's
GDP in 2011. Growth in the first quarter of 2011 may end up being only half of our previous
3.5%yly forecast. The floods have also disrupted supply chains, causing a rise in food
prices which are expected to bring up overall inflation as well. Meanwhile, the closure of
coal mines impacted by the floods has driven up thermal coal prices to their highest levels
since September 2008. And cattle prices in Australia have jumped to their highest levels in
over 5 years. Inflation in the first quarter of 2011 is now expected to exceed the RBA's
target range of 2-3%; however, given the negative shock to growth, the RBA may keep its
cash rate on hold in the coming months at 4.75%, rather than hiking as previously
expected. On the currency front, the Aussie dollar has lost some ground, falling once again
to below parity with the US dollar.
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Chart 5
Food prices are driving up the overall
inflation across Asia*

Asia Weekly Watch
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Chart 6

China’s foreign reserves surge in Q4
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China: CPl inflation for December (January 20)

Forecast: 4.9% yly

Consensus: 4.6%

Previous: 5.1%

China’s CPI inflation accelerated to 5.1% in November, prompting the authorities to
intensify monetary tightening measures, including both a 25bps interest rate hike and a
50 bps hike in the required reserve ratio (RRR) in December. Inflation will be closely
watched, along with a number of indicators including Q4 GDP growth and other activity
indicators. A higher-than-expected inflation outturn or faster activity indicators for
December could unnerve markets by increasing expectations of additional tightening

measures.
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Asia Market

% change Yearto % Change

INDEX Last price over a week date overlyY
China — Shanghai Comp. 2791.3 -1.7 -0.6 -13.2
Hong Kong — Hang Seng 24303.9 2.6 5.5 11.9
Taiwan — Weighted 8972.5 2.2 0.0 8.2
Japan — Nikkei 225 10499.0 -0.4 2.6 -3.7
Korea — Kospi 2108.2 1.1 2.8 25.1
" India — Sensex 30 19330.5 -1.8 -5.7 9.9
F, Australia — SPX/ASX 200 4801.5 2.1 1.2 2.0
é Singapore — Strait Times 3233.3 -0.9 1.4 11.1
g Indonesia — Jakarta Comp 3528.6 -2.8 -4.7 33.4
5 Thailand — SET 1032.6 -0.4 0.0 37.8
O  Malaysia — KLCI 1568.5 -0.2 3.3 21.1
U Philippines — Manila Comp. 4132.0 1.7 -1.6 32.4

Last update: Friday, 15.30 Hong Kong time.

% change Forward Forward

CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.60 0.51 6.55 6.44
(»n Hong Kong (HKD/USD) 7.78 -0.02 7.8 8
' Taiwan (TWD/USD) 29.0 1.23 28.66 28.13
% Japan (JPY/USD) 82.6 0.71 82.5 82.1
= Korea (KRW/USD) 1114 072 1119.48  1130.50
g India (INR/USD) 45.3 0.28 46.0 48
% Australia (USD/AUD) 1.00 0.14 1 n.a.
$  Singapore (SGD/USD) 1.29 0.50 1.29 1.3
- Indonesia (IDR/USD) 9063 0.4 9204 9583
O Thailand (THB/USD) 30.5 -0.33 30.50 30.6
C Valaysia (MYRIUSD) 3.06 0.49 31 3
L Philippines (PHP/USD) 44.2 0.00 44.25 44.43

Last update: Friday, 15.30 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”.



