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Monetary tightening takes hold

Strong economic indicators and rising inflation have led to more monetary tightening in the
region. China has set the tone with its aggressive tightening campaign, marked this week
by another interest rate hike (the third since October) and talk of higher reserve
requirements (see Highlights). At the same time, prospects for a faster recovery in the US
and rising yield there are leading to a selloff from some of the region’s equity markets,
which are weighing on otherwise appreciating Asian currencies. We launched our latest
quarterly Asia and China Economic Outlooks, highlighting these themes (see Highlights).

Strong data points and rising inflation are the key

GDP growth for the fourth quarter in Indonesia (6.9% yly, consensus: 6.3%) and the
Philippines (7.1% yly, consensus: 6.0%) were above expectations. Many inflation readings
have also come in higher than expected, especially in Indonesia (7.1%) and Korea (4.1%).
China and Indonesia both hiked interest rates in recent days, while Korea opted to stay on
hold following its rate hike last month. We expect rates around the region to continue rising
(see Highlights). In a separate move, Vietnam devaluated its currency by a surprisingly
large 7% in view of external pressures (see Markets).

In the coming week...

The focus will be on China, including January inflation (see What to Watch), FDI and trade.
India will release January inflation, and fourth quarter GDP will be released in Japan,
Malaysia, Singapore and Taiwan. Japan will hold its regular monetary policy, with policy
expected to remain unchanged.

) Chart2
Indonesia’s fourth quarter GDP beats
expectations

Chartl
China hikes interest rates again
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Highlights

Asia continues to be the engine of global growth

See our latest Asia Outlook for details on the region’s strong growth
Struggling to achieve a soft-landing for China’'s economy
See our latest China Outlook for details on overheating risks
Rising inflation spurs more monetary tightening

Central banks are seeking to tame inflationary expectations

Source: BBVA Research and Bloomberg


mailto:richard.li@bbva.com.hk

BBVA Research

Markets Analysis
Ricard Torne
ricard.torne@bbva.com.hk

Mario Nevares
Mario.nevares@bbva.com.hk

Home
Highlights
Calendar

Markets Data

L B AR N

Asia Weekly Watch
Hong Kong, February 11, 2011

Markets

Monetary tightening fears weigh on markets

After being closed for much of the past week due to the Chinese New Year, markets
opened to the downside on concerns of further monetary tightening across the region.
Such fears were triggered by another rate hike in China, announced this past Tuesday,
following Bank Indonesia’s first interest rate hike in the current cycle last Friday. US Fed
Chairman Bernanke’s comments in testimony before the US Congress also unnerved
markets by predicting that the US unemployment rate will remain high in the coming years,
even after the rate in January declined to a lower-than-expected 9.0% (the lowest since
April 2009). Nevertheless, improving economic indicators and strong corporate earnings
helped boost US markets. Ongoing political uncertainty in Egypt was also a key factor
dragging down sentiment in emerging markets. Taken together, these events led to some
weakness for Asian currencies on equity outflows.

The KRW was the worst performer this past week, falling by 2.2% as the USD. The
USD/AUD weakened by 1.7% for week, after RBA Governor Glenn Stevens indicated that
there will be no further rate hikes in the near term, and also on monetary tightening in
China. Meanwhile, Vietnam devalued the Dong by around 7%, a relatively large move
compared to recent Dong devaluations, on external pressures from a widening trade
deficit. The IDR was an outlier this week following Bl's rate hike, stronger-than-expected
fourth quarter GDP, and expectations the authorities will be willing to allow faster
appreciation to counter inflation (which came out higher than expected at 7.0% yl/y in
January).

Equity markets were also dragged down by capital outflows on concerns about monetary
tightening, and prospects for a faster recovery in the US. Most markets recorded strong
losses, with the MSCI Asia Pacific falling by 2.1%. Hong Kong's index recorded its
steepest weekly loss since May on the fallout from China’s rate hike. Taiwan also moved
sharply lower, by 5.9% this past week. On the other side, stocks in Japan posted some
modest gains, due to solid corporate earnings and weaker Japanese yen.

Chart 3 Chart 4
Stock markets Foreign exchange markets
-15% -10% -5% 0% 5% 10% 15% 20% 25% 30%
CHINA (SHANGHAI SE COMPOSITE) jfliL 02011 YTD (LHS)
3.0% T
HONG KONG (HANG SENG) 3 ° T W% last week (RHS)
TAIWAN (SE WEIGHTED ) ':4‘—‘—‘-\
JAPAN (NIKKEI 225) .:‘_’_Jw 2.0%
KOREA (SE COMPOSITE KOSPI) = ‘
INDIA (SENSEX 30) |" p—
L 1.0% 1
AUSTRALIA (ALL ORDINARIES)
— |
SINGAPORE STRAITS TIMES _%
INDONESIA (JAKARTA COMPOSITE) "—L ‘ ‘ ‘ ‘ 0.0% -+
THAILAND (BANGKOK S E.T.) ]
MALAYSIA (KLCI COMPOSITE) = T l APPRECIATION
-1.0% -
PHILIPPINES (SE | PSEi) ! s ®» £ £ & © ® 9o © T & &
= £ 5§ § 2 ¢ 2 3z g 8 & 3z ¢
MSCI ASIA PAC e S 4 2 g § E 3§ 8
5 < £ B F = Z
02011 YTD 0% after May 20, 2010 B % this week I 2 = o
Source: BBVA Research and Bloomberg Source: BBVA Research and Bloomberg

Page 2



BBVA Research

Economics Analysis

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

Ricard Torne
ricard.torne@bbva.com.hk

Mario Nevares
Mario.nevares@bbva.com.hk

Fielding Chen
fielding.chen@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

Home >
Markets >
Calendar >
Markets Data =

Asia Weekly Watch
Hong Kong, February 11, 2011

Highlights

Asia continues to be the engine of global growth

We released our latest quarterly Asia Economic Outlook this past week. The report
highlights the better-than-expected 2010 GDP outturns across the region, underpinned by
strong demand from China and India. Our baseline projections continue to anticipate
strong growth in 2011, but at a moderating pace, in line with potential (Chart 5). Rising
inflation has become the main concern across the region, and we have raised our inflation
projections for a number of economies. In particular, food and commodity price increases
have generated inflation from the supply side, while closure of output gaps and strong
growth momentum are creating pressures from the demand side. Authorities are
responding by tightening monetary policy, as well as using supply-side measures to limit
the impact of rising food prices. However, with higher interest rates likely to draw in capital
inflows, policymakers are using macro-prudential measures to limit such inflows, a trend
we expect to continue during the year. Relative to our update of a few months ago, risks in
the region are tilted toward overheating.

Struggling to achieve a soft-landing for China’'s economy

We also released our latest quarterly China Economic Outlook. The main theme of the
report is the risks of overheating and the authorities’ policy response, which is based on an
increasingly aggressive monetary tightening stance. In view of the government’s
determination to achieve a soft landing, we are maintaining our growth projection of 9.2%
for 2011, while raising our inflation projection somewhat, to 4.5%. One of the more
pressing issues in China is a significant rise in inflation, driven initially by weather-related
rises in food prices, but more recently by non-food components as well. (Markets are
anxiously awaiting the January inflation outturn due out next week — see What to Watch.)
Policy tightening has taken the form of interest rate hikes and increases in required reserve
ratios. We expect more of the same in the first half of 2011, accompanied by further
gradual currency appreciation. With GDP and credit growth exceeding expectations, and
with inflation on the rise, achieving a soft landing will be a challenge.

Rising inflation spurs more monetary tightening

Following on the themes of our Asia and China Outlooks, recent data and policy
developments highlight the trend of rising inflation and monetary tightening. Despite a
moderating growth trend in the region, inflationary pressures are still building due to rising
food costs, as well as increases in core inflation from strong domestic demand, amidst
closing output gaps and rising wages (Chart 6). This past week China raised interest rates
once again by 25bps, for a third time since October, to 6.06% and 3.0% for the benchmark
lending and deposits rates, respectively. Meanwhile, Korean inflation in January broke
above the central bank’s target of 4%, ahead of expectations, to 4.1% y/y (consensus
3.8%), due in large part to food prices, but other broader components as well.
Nonetheless, the Bank of Korea left rates unchanged this week, as it seeks to raise rates
gradually following last month’s hike (the third since July). We expect three more rate hikes
from Korea during the remainder of the year, with the next move likely in March. In
Indonesia, inflation surprised once again to the upside, at 7.0% y/y (consensus 6.8%),
surpassing an already last month’s high inflation reading of 7.0%, although core inflation
remains at a mild 4.2% yly. Under pressure from falling bond markets, Bank Indonesia
raised its policy rate this week by 25bps to 6.75% (the first move in the present cycle). We
expect two more rate hikes from Bl this year.
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Chart 5

Strong growth set to continue in 2011, at

a moderating pace

Asia Weekly Watch
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Chart 6
Inflationary pressures are growing in
Korea and Indonesia
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What to watch

China: CPI for January (February 15)

Forecast: 4.9% yly Consensus: 5.4% yly Previous: 4.6% yly

Headline inflation is expected to pick up again after a temporary easing in December.
Adverse weather conditions (including cold weather and drought conditions in China’s
North) are expected to have led to further increases in food prices, although recent
weekly indicators show overall increases to be relatively modest. That said, pressure on
non-food components is also on the rise. An outturn higher than the market consensus
(already high at 5.4%) could undermine sentiment by generating expectations of even
more aggressive monetary tightening, and raising questions about the authorities’ ability
to achieve an economic soft landing.

Calendar

China Date  Period Prior Cons.
Trade Balance (USD) 14-Feb  JAN $13.10B $11.30B
Exports YoY% 14-Feb JAN  17.90% 22.50%
Imports YoY% 14-Feb JAN  25.60% 27.00%
Producer Price Index (YoY) 15-Feb JAN 5.90% 6.20%
Consumer Price Index (YoY) 15-Feb JAN 4.60% 5.40%
Actual FDI (YoY) 15-Feb JAN  15.60% 17.20%
China Property Prices 10-15 Feb JAN 6.4 5.5
New Yuan Loans 11-15Feb JAN 480.7B  1200.0B
Money Supply - M2 (YoY) 11-15Feb JAN  19.70% 19.00%
India Date Period  Prior Cons.
Monthly Wholesale Prices YoY% 14-Feb JAN 8.43% 8.08%
Japan Date Period  Prior Cons.
GDP Deflator YoY 14-Feb 4QP -240% -1.50%
GDP Annualized 14-Feb 4QP  4.50% -2.00%
Gross Domestic Product (QoQ) 14-Feb 4QP 1.10% -0.50%
Industrial Production YOY% 15-Feb DECF 4.60% --
Tertiary Industry Index (MoM) 16-Feb DEC 0.60% -0.60%
Korea Date Period  Prior Cons.
Unemployment Rate (SA) 16-Feb JAN 3.60% 3.70%
Department Store Sales YoY 17-19 Feb JAN  11.60% --
Discount Store Sales YoY 17-19 Feb JAN 2.90% --
Malaysia Date Period  Prior Cons.
GDP YoY% 18-Feb 4Q 5.30% --
Annual GDP 18-Feb 31-Dec -1.70% --
Philippines Date Period  Prior Cons.
Balance of Payments 18-Feb JAN  $1225M --
Singapore Date Period  Prior Cons.
Retail Sales Ex Auto 15-Feb DEC 5.40% --
Retail Sales (YoY) 15-Feb DEC  -2.40% 1.00%
GDP (QoQ) 17-Feb 4Q 6.90% 5.40%
GDP (YoY) 17-Feb 4Q 12.50% 12.20%
Electronic Exports (YoY) 17-Feb JAN -1.10% --
Non-oil Domestic Exports (YoY) 17-Feb JAN 9.40% 15.00%
Taiwan Date Period  Prior Cons.
GDP - Constant Prices (YoY) 17-Feb 4QF 9.80% --
Japan — BoJ Target Rate, February 15 Current  Expected
We expect interest rates will be unchanged 0.10 0.10
Hong Kong — Composite Interest Rate, February 17 Current  Expected
We expect interest rates will be unchanged 0.21 0.21

Singapore — 2011 Budget Plan announced by Finance Minister, February 18
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Asia Market

% change Yearto % Change

INDEX Last price over a week date overlyY
China — Shanghai Comp. 2827.3 1.0 0.7 -5.3
Hong Kong — Hang Seng 22828.9 -4.5 -0.9 12.5
Taiwan — Weighted 8609.9 -5.9 -4.0 15.7
Japan — Nikkei 225 10605.7 0.6 3.7 6.4
Korea — Kospi 1977.2 -4.6 -3.6 23.7
0 India — Sensex 30 17643.0 -2.0 -14.0 9.2
E Australia — SPX/ASX 200 4880.9 0.4 2.9 7.2
é Singapore — Strait Times 3081.0 4.1 -3.4 11.9
g Indonesia — Jakarta Comp 3391.8 -3.0 -8.4 35.3
5 Thailand — SET 947.7 -3.8 -8.2 36.3
E Malaysia — KLCI 1494.5 -2.4 -1.6 19.6
O Philippines — Manila Comp. 3749.2 -3.2 -10.8 28.9

Last update: Friday, 17.15 Hong Kong time.

% change Forward Forward

CURRENCY Spot over aweek 3-month 12-month
China (CNY/USD) 6.59 -0.14 6.56 6.45
(»n Hong Kong (HKD/USD) 7.79 -0.10 7.8 8
' Taiwan (TWD/USD) 29.2 -0.67 28.96 28.42
% Japan (JPY/USD) 83.4 -1.49 83.4 82.9
= Korea (KRW/USD) 1128 223  1133.80  1148.25
g India (INR/USD) 45.7 -0.14 46.4 48
% Australia (USD/AUD) 1.00 -1.50 1 n.a.
$  Singapore (SGD/USD) 1.28 -0.62 1.28 1.3
- Indonesia (IDR/USD) 8935 0.65 9056 9504
O Thailand (THB/USD) 30.8 -0.10 30.91 31.1
C Valaysia (MYRIUSD) 3.05 0.78 3.1 3
L Philippines (PHP/USD) 43.8 -0.11 43.90 44.28

Last update: Friday, 17.15 Hong Kong time.

Page 6



Asia Weekly Watch

Hong Kong, February 11, 2011

STOCK MARKETS

Asia Chart

STOCK MARKETS

BBVA Research

Markets Data

8 - o 8
—> | TI/0TZ = 2 v 5 FTT0TZ | < - b TT0T/Z
& L TT/9%Z X g | \V e AN s L TU9
L S LTI 8 X . = FTIRIZ " FTT/2re
2 lrtweenr |2 = L= 2 |rueen |2 < L TT6eiT
b TT/SeT A 2 & IS s b TT/SeT
T n ] S | TUTE r. . FITIeT
] =
2 FTT/LLT — = - FTTLT FITLTT
¢ L TTETT Ll FTTETT © FTTET/T
d Hm X Rl %
2 L b TT/S/T < FTT/S/T
- LTI 2 M rtan | n g © T
toteret |8 s Lot/seret | 8 o £ @ I 0T/82/2T
L OTweet | € » \.\ L OTeret | € < z + OT/ve/2T
L ot/ozet | 8§ w mad L ot/ozet | § = © I 0T/0zZ/2T
L OTRTRT | m o B L OT/9T2T | m 7 = I OT/9T/2T
FOIRIRT | o > £ FOTRIRT | o " + OT/2T/ZT
L 0T/8/2T S < £ LoT/8reT | § — @ - OT/8/2T
L OT/v/eT c FOTWRT | = - = L OT/v/eT
tot/oent |S T L OT/OE/TT | © ) -3 =3 o L OT/0E/TT
" Longenr | O L oT/9et | § < f £ S + 0T/92/TT
¢ FOT/ReIT | @ < L OT/ee/t | @ L i L 0T/22/TT
5 FOT/BTAT | & w Lottt | & w £ L OT/8T/TT
= FOIWTIT | o = FOTTT | o a L OTAT/TT
Z FOTOTIT | > & L OT/OT/IT | > L OT/OT/TT
o L OT/9/TT D o = -ot9TT | @ = L 0T/9/TT
L OT/2/TT > wl| = Fotremt |9 Ia) L OT//TT
; — | 0T/62/0T 3 | - | : . . 0t1/62/0T | & w . T T 01/6¢2/0T
@ S N 9O ©@ © ¥ N 9O ©® © s ol & o] o =} o [ o} ~ 5 x ™ [v) ™ [} ) ™
o o o o O o O o [S2 ¢ @ I} o o o o o (o] (o)) o I} © < N o [ce) ©
] ]
r TT/0T/C o FITOT. | N F TT/0T/C
3 o + TT/9/2 X L TT/9/2 < i + TT/9/2
- F T2 3 Fiteie |9 e 2 LR
. O rTu/ee/t = FIT6eT | £ . S fiteenn
g |- pInSen e b TT/SeT v o/ o I
- | TuTen %) < b TT/T2T s L' S5 Lt
FIT/LTT - 4 FTTLTT 3 < Sl (T FrLIn
r TT/ET/T w o b TTETT EE 9 F TTETT
FTT/6/T I~z 5 L TT/6/T . < L TT/6/T
b TT/SIT I T b TT/ST o A b TT/ST
© r TIT 2 < : It |2 0 g FTILT
= r 01/82/C1 3 +ot/ge/et | 3 o N ! + 01/82/2T
= r 0T/ve/et S = toT/vert | € < L F OT/ve/et
g + OT/0¢/eT S w . L oT/0e/ZT | 8 = F. I 0T/02/2T
& < FOTOTET | g ol - FOT/9TRT | @ ! + OT/9T/ZT
< FOTCTRT | o > - FOTRIRT | 5 2 L OT/eT/eT
- L 0T/8/2T < - L OT/82T | § (- Lo I 0T/8/2T
7 L OT/vIeT S < LoTmieT | o L ! + OT/vIeT
| OT/OE/TT S I .= | OT/OE/T | ) - ‘o + OT/OE/TT
L 0T/92/TT ] ol - OT/92/T | & < lJ/r . + 0T/92/TT
L 0T/2etT & X| < L OT/22t | & L . L OT/ee/iT
LorsuIr | & wl g - OT/BT/IT | & w o b OT/8T/TT
LOTWTIT | ¢ >| s FOTWINT | ¢ a) =3\ L OT/PT/IT
L OTIOTIT | S L OT/OT/IT | S (SR L OT/OT/TT
L oT/9/TT @ o LotionT | @ = D . L oT/9/TT
L 0T/2/TT o w Lot/ent | @ a w\ ' L 0T/2/TT
0T/62/0T @ o 0T/62/0T | & w : 0T/62/0T
3 883 3 Ol 8 3 3 o & S S [N 3 &
- A wl - ) @) - -

Home
Markets

Page 7

Source: BBVA Research and Bloomberg

> Source: BBVA Research and Bloomberg

Highlights
Calendar



BBVA Research Asla Weekly Watch

Hong Kong, February 11, 2011

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”.



