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Against the backdrop of robust activity indicators and rising inflation, the region’s central banks are 
stepping up their tightening measures in the battle against inflation. The most aggressive move this 
week came from India’s Reserve Bank (RBI) with a hefty 50bp hike, followed by smaller hikes in 
Malaysia and the Philippines (see Chart 1 and Highlights). Markets in the region reacted negatively, 
and were further down today following the global sell-off. China’s April PMI reading, released earlier 
in the week, showed some welcome moderation, helping to allay concerns of a more abrupt tightening 
(see Highlights).  

Despite mixed inflation outturns, upward trend persists 
There were a number of monthly inflation releases during the week: Taiwan’s (1.3% y/y; consensus: 
1.4%), Thailand (4.0% y/y; consensus: 3.2%), the Philippines’ (4.5% y/y; consensus: 4.4%), Korea 
(4.2% y/y; consensus: 4.6%), and Indonesia (6.2% y/y; consensus: 6.4%). While most of the outturns 
were in line or below expectations (except for Thailand), we believe that underlying inflationary 
pressures persist with key measures of core inflation continuing to rise. Activity indicators in the 
region generally remain robust, despite headwinds from Japan and higher oil prices, as underscored 
this week by Indonesia’s Q1 GDP outturn and strong export outturns in Indonesia, India, and Korea.  
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Charts 1 
Asia’s central banks step up their rate hikes to 
counter inflation   

Chart 2 
Indonesia’s first quarter GDP growth continues 
apace Markets 
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Highlights  
Asia’s battle against inflation intensifies Markets  

Highlights  
India surprised markets with a bigger-than-expected rate hike 
China’s PMI for April shows a welcome moderation 
An easing is welcome given overheating risks, with the focus now on next week’s data Calendar  
Japan approves post-quake relief spending as the economic impact mounts Markets Data  

Charts  
The authorities are seeking to meet relief spending needs without issuing new debt 
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The lack of a signal from the ECB of a June rate hike and weak German factory orders triggered a 
USD corrective bounce, sending risk-sensitive assets sharply lower. Asian stocks declined, and fell for 
the week, dragging the region’s benchmark index to its steepest drop in more than three weeks (Chart 
3), following the biggest slump in commodities since 2009. Commodity-related stocks were battered 
after oil and metals prices dropped sharply Thursday. India extended the biggest losses for the week, 
following the RBI’s aggressive monetary tightening earlier in the week, but rallied today, in contrast to 
the rest of the region. 

China continues to put price stability a top priority 
The People’s Bank of China (PBoC) issued its quarterly monetary policy report, stating its priority in 
keeping inflation at bay. While information in the report is largely in line with previous remarks  by 
the PBoC, markets could take it as a sign that China may step up policy tightening.. We do not share 
this view, and maintain our expectation of a modest and gradual tightening. A gradually strengthening 
CNY should help to mitigate imported inflation. The debate over Chinese exchange rate policy could 
heat up again ahead of the US-China Economic and Strategic Dialogue next week and G20 finance 
minister’s meeting later this month. 

Diverging monetary policy  
As the Fed sent out signals that it is in no rush to hike rates, three Asian central banks tightened their 
policies this week to keep inflation risks at bay (see Highlights). Two out of three came as a surprise - 
Bank Negara Malaysia resumed rate hikes earlier than expected and Reserve Bank of India hiked rates 
by more than what market was positioning for. The move marks the dichotomy between Asia’s and the 
Fed’s policy, reflecting differences in economic cycles. However, their impacts on Asia’s FX were 
overwhelmed by USD correction this week. But in circumstances when the USD is neutral, we think 
the rate hikes should have boosted the MYR as they are not completely in the price. On the other hand, 
INR should have been under depreciation pressure as higher interest rates in the near term could reduce 
the appeal of Indian equities, the major category of India’s portfolio inflows. 

Korea considers to diversify FX reserves by holding CNY Assets 

Amidst talks of Asian central bank diversification of reserves out of the USD, the Bank of Korea 
(BoK) was reported to be considering to place some of its record-high USD307 billion foreign reserves 
in CNY-denominated assets. Any such move would be limited in scale given the small pool of 
available CNY assets and difficulties of entering the Chinese market (Beijing has so far granted quotas 
totaling about $21bn to just over 100 qualified foreign investors, including three central banks – in 
Norway, Hong Kong and Malaysia.). Over the much longer run, CNY assets should gain importance in 
Asian central bank portfolios given the appeal of CNY appreciation and policy support by China’s 
authorities to internationalize the currency. 

Chart 3  
Stock markets  

Chart 4 
Foreign exchange markets 

 

 -10% -5% 0% 5%

CHINA (SHANGHAI SE COMPOSITE) 

HONG KONG (HANG SENG)

TAIWAN (SE WEIGHTED )

JAPAN (NIKKEI 225)

KOREA (SE COMPOSITE KOSPI)

INDIA (SENSEX 30)

AUSTRALIA (ALL ORDINARIES)

SINGAPORE STRAITS TIMES

INDONESIA (JAKARTA COMPOSITE)

THAILAND (BANGKOK S.E.T.)

MALAYSIA (KLCI COMPOSITE)

PHILIPPINES (SE I PSEi )

MSCI ASIA PAC

-5.0%

-4.0%

-3.0%

-2.0%

-1.0%

0.0%

1.0%

2.0%

C
hi

na

H
on

g 
K

on
g

Ta
iw

an

Ja
pa

n

K
or

ea

In
di

a

A
us

tra
lia

S
in

ga
po

re

In
do

ne
si

a

Th
ai

la
nd

M
al

ay
si

a

P
hi

lip
pi

ne
s

2011 YTD % this week

2011 YTD (LHS)
% last week (RHS)

DEPRECIATION

APPRECIATION

 
Source: BBVA Research and Bloomberg  Source: BBVA Research and Bloomberg 

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT Page 2 

mailto:mario.nevares@bbva.com.hk


 

Asia Weekly Watch 
6 May 2011 
 

 

Highlights 
Economic Analysis 
 
 
 
 
 
 
 

Asia’s battle against inflation intensifies 
This past week saw policy rate hikes in India, Malaysia, and the Philippines in their ongoing responses 
to inflation pressures (see Chart 1). India’s move was the most noteworthy, with a larger-than-expected 
50bp rate hike to tame stubbornly high inflation (9.0% y/y in March), that has increasingly been fed by 
demand-side, rather than just supply-side factors. The move was India’s ninth interest rate hike since 
the tightening cycle began in March 2010 (cumulative hikes of 275bps), and a departure from the 
central bank’s “baby-step” approach of moving in 25bp increments (it was only the second 50bp 
increase in the current tightening cycle, with the last such move in July 2010). The RBI signaled that it 
is sacrificing near-term growth to maintain price stability over the longer term. The benchmark repo 
rate now stands at 7.25%. Similarly, rising inflation pressures prompted the Philippines this past week 
to raise rates for a second time, by 25bps to 4.50% (in line with expectations), and in Malaysia the 
central bank unexpectedly hiked by another 25bp hike to 3.00% (the first hike since July 2010)  and 
raised reserve requirements by 100bps to 3% (the second consecutive monthly increase). We expect 
further monetary tightening during the remainder of the year, with 50bps in additional hikes each in 
India, the Philippines and Malaysia. We believe that rate hikes would be even larger were it not for 
expected growth headwinds from high commodity prices. 
China’s PMI for April shows a welcome moderation 
Following an increase in March (the first in four months), and a stronger-than-expected Q1 GDP 
outturn, data released this past week for China’s April Purchasing Manager’s Index (PMI) showed a 
moderation in growth momentum. The PMI declined to 52.9%, lower than expected (BBVA: 54.2%; 
consensus: 54.0%) and down from the March reading of 53.4% (Chart 5). Importantly, the PMI 
reading remains firmly in the expansion zone (+50). The moderation should, in principle, help allay 
concerns of overheating. The decline was due in large part to a slip in new orders to 53.8% from 55.2% 
in March, and a decline in export orders to 51.3% from 52.5% in March. Production also moderated to 
55.7% from 55.3% in March. Market-watchers will be looking to a batch of monthly data due next 
week (see Weekly Indicator) on April inflation, investment, retail sales and credit growth for further 
signs of moderation. With inflation in March having accelerated further, to 5.4%y/y (well above the 
authorities’ comfort level of 4%), and Q1 GDP of 9.7% y/y, risks are skewed toward overheating, 
which has prompted further monetary tightening by the authorities in recent weeks. Market sentiment 
has been swinging between concerns of overheating on the one hand, and of a hard landing on the 
other. Our baseline of a soft landing remains in tact. 
Japan approves post-quake relief spending as the economic impact mounts 
Japan's parliament early this past week approved a ¥ 4 trillion (US$ 49.3 billion) disaster relief budget, 
as expected, to finance the construction of temporary housing, repair infrastructure, and provide 
support to businesses affected by the disaster. The measures are likely to be the first in a series of new 
spending initiatives for post-disaster reconstruction. Importantly, the current relief package is to be 
financed by funds previously earmarked for other purposes, and will not involve additional debt 
issuance. Japan’s fiscal challenges were underscored last week by S&P’s downgrade of the sovereign 
credit outlook from stable to negative. The fiscal position is expected to remain under pressure given 
the scale of spending needs in the aftermath of the earthquake. Meanwhile, the Bank of Japan last 
week revised down the growth outlook for the coming year given the disaster’s larger-than-expected 
impact on supply chains, and on consumer and business confidence. The limited set of indicators so far 
all point to a large contraction in Q1 and Q2, with plunges in March/April industrial production, retail 
and vehicle sales, and exports (Chart 6). At its policy meeting last week the BoJ kept its monetary 
policy unchanged, including its low policy rate (0%-0.1%) and an asset-purchase program (10 trillion 
yen) and loan facility (30 trillion yen). However, the BoJ has signaled it may ease policy further, 
possibly at its next monthly meeting later this month. We expect the economy to rebound strongly in 
the second half, with overall GDP growth for 2011 of 0.5%, down from our pre-quake estimate 
projection of 1.5%.  

Home  

Markets  

Calendar  

Markets Data  

Chart  
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Chart 5 
China’s PMI in April shows a welcome 
moderation  

Chart 6 
Post-quake activity indicators in Japan plunge 
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Calendar Indicators 
Australia Date Period Prior Cons. 
Trade Balance 10-May MAR -205M - - 
Unemployment Rate 12-May APR 4.90% - - 
China Date Period Prior Cons. 
Trade Balance (USD) 10-May APR $0.14B $4.35B 
Exports YoY% 10-May APR 35.80% 29.50% 
Imports YoY% 10-May APR 27.30% 28.90% 
Consumer Price Index (YoY) 11-May APR 5.40% 5.20% 
Industrial Production (YoY) 11-May APR 14.80% 14.60% 
Retail Sales (YoY) 11-May APR 17.40% 17.50% 
New Yuan Loans 11-15 MAY APR 679.4B 700.0B 
Hong Kong Date Period Prior Cons. 
GDP (YoY) 13-May 1Q 6.20% 5.40% 
India Date Period Prior Cons. 
Industrial Production YoY 12-May MAR 3.60% - - 
Japan Date Period Prior Cons. 
Adjusted Current Account Total 12-May MAR ¥1209.8B ¥972.2B 
Current Account Balance YOY% 12-May MAR 3.00% -32.70% 
Trade Balance - BOP Basis 12-May MAR ¥723.3B ¥303.4B 
Machine Tool Orders (YoY) 12-May APR P 49.60% - - 
Malaysia Date Period Prior Cons. 
Industrial Production YoY 11-May MAR 5.00% 3.40% 
GDP YoY% 13-18 MAY 1Q 4.80% - - 
Philippines Date Period Prior Cons. 
Total Exports (YoY) 10-May MAR 8.20% 7.50% 
Singapore Date Period Prior Cons. 
Retail Sales (YoY) 13-May MAR -12.10% -2.40% 
Korea Date Period Prior Cons. 
Unemployment Rate (SA) 11-May APR 4.00% 3.80% 
Taiwan Date Period Prior Cons. 
Total Trade Bal in US$ Billion 9-May APR $1.77B $1.70B 
Total Exports (YoY) 9-May APR 16.70% 17.50% 
Total Imports (YoY) 9-May APR 16.70% 23.10% 

 
Indicator of the Week: China CPI for April (May 11) 
Forecast: 5.2% y/y Consensus: 5.2% y/y Prior: 5.4% y/y 

Comment: Given risks of overheating, headline inflation will be closely watched, along with a 
batch of other monthly indicators for April including retail sales, fixed investment, industrial 
production, and credit growth. We expected inflation to ease in April due to a sharp decline in 
food prices from their high levels in March. Following a softer PMI reading for April, we also 
anticipate a moderation in accompanying activity indicators. Market impact: Sentiment will be 
easily swayed between concerns of overheating and more policy tightening on the one hand if 
inflation turns out higher-than-expected, and by risks of a hard-landing on the other hand if the 
data are lower than expected.   

 
Calendar Events 
Indonesia – Bank of Indonesia Reference Rate, May 12 Current Expected
We expect no change in the interest rates 6.75% 6.75% 
Korea – Bank of Korea 7-Day Repo Rate, May 13 Current Expected
We expect a 25 bp hike in the 7-Day Repo Rate 3.00% 3.25% 
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  INDEX Last price
% change 

over a week Year to date
% Change 
over 1 Y 

 China – Shanghai Comp. 2863.9 -1.6 2.0 4.5
 Hong Kong – Hang Seng 23146.5 -2.4 0.5 15.0
 Taiwan – Weighted 8977.2 -0.3 0.1 18.4
 Japan – Nikkei 225 9859.2 0.1 -3.6 -10.8
 Korea – Kospi 2147.5 -2.0 4.7 24.9
 India – Sensex 30 18418.6 -3.7 -10.2 8.4
 Australia – SPX/ASX 200 4743.0 -1.7 0.0 3.7
 Singapore – Strait Times 3092.1 -2.8 -3.1 8.9
 Indonesia – Jakarta Comp 3794.5 -0.7 2.5 35.0
 Thailand – SET 1057.7 -3.3 2.4 32.7
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              Last update: Friday, 16.15 Hong Kong time. 

 
  CURRENCY  Spot 

% change 
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 China (CNY/USD) 6.50 -0.05 6.46 6.35

 Hong Kong (HKD/USD) 7.77 -0.07 7.8 8
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Charts 
Chart 6  
Stock Markets  

Chart 7 
Stock Markets 
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Chart 8  
Foreign Exchange Markets  

Chart 9 
Foreign Exchange Markets 
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Chart 10  
Credit Default Swaps  

Chart 11 
Credit Default Swaps 
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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. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article 19(5) 
of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons falling within article 
49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation or 
inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be 
communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted on or 
relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant persons and will 
be engaged in only with relevant persons. 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 is not a member of the FINRA and is 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”. 

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with 
number 0182. 
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	Against the backdrop of robust activity indicators and rising inflation, the region’s central banks are stepping up their tightening measures in the battle against inflation. The most aggressive move this week came from India’s Reserve Bank (RBI) with a hefty 50bp hike, followed by smaller hikes in Malaysia and the Philippines (see Chart 1 and Highlights). Markets in the region reacted negatively, and were further down today following the global sell-off. China’s April PMI reading, released earlier in the week, showed some welcome moderation, helping to allay concerns of a more abrupt tightening (see Highlights). 
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