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Moderating trends

As noted in our just-released Asia Economic Outlook, Asia’s growth momentum remains strong,
but headwinds have emerged from high oil prices and supply disruptions in Japan (Highlights).
Hence, we are likely soon to see moderating trends in the data. In this regard, China’s monthly
batch of data was the focus this past week, showing welcome signs of moderation given concerns
of overheating (Highlights). China's central bank nevertheless hiked the RRR for a fifth straight
month to absorb liquidity and tame inflation (Charts 1and 2). Meanwhile, Indonesia (no surprise)
and Korea (surprise) both left interest rates unchanged at their monthly policy meetings, following
an easing of inflation for April, strong currency appreciation in recent months, and a renewed
awareness of headwinds to growth.

Inflation stays high, despite some easing

China’s inflation eased in April to 5.3% y/y from 5.4% the previous month, but was above
consensus (5.2% y/y). Other activity indicators showed signs of moderation, including industrial
production (13.4% from 14.8% the previous month) and credit growth. In India, industrial
production increased in March (7.3% y/y, from 3.6% y/y in February), but for quarter ending in
March as a whole, industrial production eased. In contrast, Hong Kong posted a much stronger
than expected first quarter GDP outturn of 7.2% y/y (consensus: 55% y/y), adding to the growing
list of Asian economies with higher than expected Q1 GDP outturns.
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Highlights

China implements another RRR hike as inflation stays high
Despite an easing of activity indicators, China’s tightening continues in order to tame inflation

Source: BBVA Research and Bloomberg

Asia Economic Outlook: Robust growth and rising inflation, with headwinds
Our latest quarterly update paints a robust outlook, with some challenges ahead

New IIF survey underscores Asia’s booming credit demand
Rapid credit growth is supporting domestic demand


http://www.bbvaresearch.com/KETD/fbin/mult/110512_Asia_Outlook_Q2_EN_tcm348-256739.pdf?ts=1352011
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Markets

Regional markets were mixed this week, with Southeast Asia slightly outperforming in equities as
well as FX. Asian stock markets were mostly lower on Friday as China's latest tightening move on
Thursday curbed demand, while shares in Seoul trimmed their losses after the Bank of Korea
surprised markets by holding rates steady. Concerns about Greek debt problems, oil price volatility
and central bank tightening dominated asset price trends.

China tightens policy further to curb inflation

The PBoC hiked required reserve ratio by 50 bps to 21% for bigger banks and 19% for smaller
banks (see Highlights). The hikes are estimated to drain about CNY370 billion excess liquidity from
the banking system, which will help restraining future loan growth, with an eye to keep inflation at
bay. With inflation likely creeping higher in the next few months, we see further tightening ahead
and expect the PBoC will complement required reserve ratio hikes (100 bps this year) with two 25
bps interest rates increases, possibly delivered in 2Q and 3Q. Nevertheless, “over-tightening” is still
not a concern, and we believe China should have adequate toolkits to achieve a soft-landing and
keep growth at around 9.4% this year.

Bank of Korea unexpected takes a pause

In Korea, the Bank of Korea (BoK) unexpectedly left interest rates unchanged at its monthly policy
meeting today. Markets had anticipated a 25 bps hike. We think the decision reflects the Bank’s
general caution of raising rates too fast, especially given high burden of household debt at a time
when consumers had to pay a bigger energy bills. With inflation still above targets and growth
momentum maintaining in 2Q, we think the tightening bias of the central bank remained intact, but
with the risk of rate hike profile gentler than our baseline forecasts (@another 100 bps hikes).

AUD sold off after weaker Australia job reports

Australia shed 22,100 jobs in April, which came as a surprise to the market. While the jobless rate
stayed unchanged at 4.9%, the surprising declines in employment raised concerns that Australian
job engine may have faltered. Market quickly lowered the pricing of RBA rate hikes in one year by
9 bps to 33 bps, with AUD sinking to around 1.0600 from 1.0800 last week. We caution the
volatility of monthly job reports, and see continued growth in Australian labour markets given the
latest rise in job advertisements, sustained mining booms and reconstruction works later this year.
Nevertheless, the sharp price action this week showed the vulnerability of AUD to any signs of
economic weakness given the currency has been seriously overbought recently.
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China implements another RRR hike as inflation stays high

The People’s Bank of China (PBoc) announced on Thursday another 50bp hike in the required
reserve ratio (RRR), the latest in a series of tightening measures. The move comes on the heels of
the release of the monthly indicators for April, showing signs of moderation, but with still-high
inflation, as the authorities continue with their efforts to restrain growth and achieve a soft-landing.
With respect to the details, April retail sales declined to 17.1% y/y from 17.4% in March, and industrial
production eased to 134% y/y from 14.8% in previous month, mainly due to the weak auto sales
and production. Credit growth continues to moderate in line with government targets, while
urban fixed asset investment in April rose to 254% y/y from 25.0% in March. On the external front,
weaker imports caused the trade balance to shift back to surplus in April, following a small deficit
in Q1. Taken together, the indicators should help alleviate concerns of overheating following the
first quarter’s rapid GDP growth (9.7% y/y). However, inflation remains a concern, at 5.3% y/y in
April, slightly down from 5.4% in March, but still above expectations (BBVA and consensus: 5.2%
y/y) and much above the authorities’ 4% comfort range. The main drivers continue to be food and
housing costs (rising by 11.5% y/y and 6.1% y/y respectively) but with non-food components
trending up from demand pressures. The latest hike in the RRR is aimed at withdrawing liquidity,
which is running high due to capital inflows, and taming inflation. The move brings the RRR of
large banks up to a record high 21% and is expected to withdraw liquidity of around RMB 380
billion. We expect the authorities to sustain their gradual monetary tightening to tame inflation,
with another two 25bp interest rate hikes in Q2/Q3 and an additional 100bp of hikes in the
required reserve ratio (RRR).

Asia Economic Outlook: robust growth and rising inflation, despite headwinds

We have just released our updated quarterly Asia Economic Outlook (look out for our China
Economic Outlook next week). While Asia’s strong growth momentum has continued into 2011 on
the back of robust domestic and external demand, our report highlights two challenges: ()
headwinds from surging oil prices and the impact of Japan's earthquake, and (ii) rising inflationary
pressures. We do not expect headwinds to growth to derail Asia’s positive outlook. While we do
expect to see a weaker second quarter, we expect activity to rebound again during the remainder
of the year. In particular, Asia’s growth momentum is strong, we anticipate an easing of commodity
prices, and supply disruptions from Japan’s earthquake should be temporary. Inflation pressures,
however, are a larger source of concern. Though food and energy prices have shown some
moderation in recent weeks, their second round effects are evident, and demand-side pressures
are becoming an important contributor. In light of this, monetary tightening is continuing, and in
some cases being stepped up. Currency appreciation is also continuing as capital inflows resume
on widening interest differentials and the region’s strong growth prospects, which policymakers
tolerating it as a way to help contain inflation. Overall, risks remain tilted to overheating, while new
headwinds to growth may act as a balancing factor.

New IIF survey underscores Asia’s booming credit demand

Loan appetite remains strong across most of Asia. Hong Kong leads the pack in credit growth,
with loans rising by 30% (y/y) in the first quarter. Other countries like Indonesia (22%), India (17%)
and China (16%) are also witnessing double-digit credit growth. The strength of Asian banking
systems has been a key element underlining Asia’s strong fundamentals. According to a recent

Economic Analysis

Home new survey by the Institute of International Finance (IIF), more than 63% of Asian banks in the
survey have reported stronger demand for loans. On the other hand, the IIF survey also shows

Markets that Asian banks are facing tighter local funding conditions as central banks restrain liquidity to
tame inflation and prevent overheating. According to the survey, the banks themselves are

Calendar tightening lending standards as well, especially to real estate sectors. We expect strong credit

growth to continuing supporting robust growth momentum in the region, although the pace of

Markets Data lending may soon moderate as central banks tighten monetary policy.
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Chart
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Australia Date Period Prior Cons.
Home Loans 16-May MAR -5.60% 2.00%
China Date Period Prior Cons.
Actual FDI (YoY) 16-18 MAY APR  32.90% 36.10%
HSBC Flash China Manufacturing PMI 19-24 MAY MAY 51.8 --
Hong Kong Date Period Prior Cons.
Unemployment Rate SA 19-May APR 3.40% 3.30%
India Date Period Prior Cons.
Monthly Wholesale Prices YoY% 16-May APR 8.98% 8.40%
Japan Date Period Prior Cons.
Machine Orders YOY% 16-May MAR 7.60% -7.80%
Domestic CGPI (YoY) 16-May APR 2.00% 2.10%
GDP Deflator YoY 19-May 1QP -1.60%  -1.90%
Nominal GDP (QoQ) 19-May 1QP -0.70%  -0.80%
GDP Annualized 19-May 1QP -1.30% -2.00%
All Industry Activity Index (MoM) 20-May MAR 0.70% -6.10%
Convenience Store Sales YoY 20-May APR 7.70% --
Malaysia Date Period Prior Cons.
CPI YoY 18-May APR 3.00% 3.10%
GDP YoY% 18-May 1Q 4.80% 4.90%
Philippines Date Period Prior Cons.
Balance of Payments 19-May APR  $2020M --
Singapore Date Period Prior Cons.
Electronic Exports (YoY) 16-May APR  -13.80% -6.10%
Non-oil Domestic Exports (YoY) 16-May APR 10.00% 8.30%
GDP (YoY) 19-May 1QF 8.50% 8.30%
Korea Date Period Prior Cons.
Export Price Index (YoY) 16-May APR 9.10% - -
Import Price Index (YoY) 16-May APR 19.60% - -
Taiwan Date Period Prior Cons.
GDP - Constant Prices (YoY) 19-May 1QF 6.19% 6.20%
Export Orders (YoY) 20-May APR 13.37%  15.35%
Current Account Balance (USD) 20-May 1Q 10100M --

Indicator of the Week: India WPI inflation for April (May 16)
Forecast: 8.2% y/y Consensus: 8.4% y/y Prior: 9.0% y/y

Comment: Inflation has become the major policy concern across emerging Asia, with India
struggling more than most of its peers. In this regard, next week’s inflation release for April
will be under the spotlight, especially after the RBI surprised markets early this month with
an aggressive 50bp rate hike. We expect April inflation to decline from last month due to
base effects and moderating food prices, but nevertheless remain elevated. Market impact:
A higher than expected outturn could raise expectations of an even stronger policy
response, while a lower outturn would improve sentiment.

Home ->
Markets ->
Highlights > Calendar Events
Australia — Reserve Bank's Board May Minutes, May 17
Markets Data  =»
Japan — BOJ Target Rate, May 20 Current Expected
Charts -> We expect no change in the target rate 0.10% 0.10%
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Markets Data
% change Yearto % Change

INDEX Last price over a week date over1yY

China - Shanghai Comp. 28457 -06 13 50

Hong Kong - Hang Seng i 1.0 -04 123

Taiwan - Weighted 90218 05 05 161

Japan - Nikkei 225 96006 26 6.1 96

Korea - Kospi 21062 19 27 243

India - Sensex 30 183293 1.0 ‘106 6.2
»  Australia - SPX/ASX 200 46886 -1 12 08
Y Singapore - Strait Times 31341 11 18 93
T Indonesia - Jakarta Comp 36190 06 31 347
E Thailand - SET 1087.8 35 53 419
§ Malaysia - KLCI 15387 15 13 14.2
V) Philippines - Manila Comp. 4309./ 21 26 295

Last update: Friday, 16.15 Hong Kong time.
% change Forward Forward

CURRENCY Spot over aweek 3-month  12-month

China (CNY/USD) 650 -012 647 637

Hong Kong (HKD/USD) 7 -0.02 78 8
& Taiwan (TWD/USD) 287 0.03 2849 2781
'g Japan (JPY/USD) 809 031 808 806
<§( Korea (KRW/USD) 1091 -0.72 109773 1112.25
IC|DJ India (INR/USD) 450 -040 457 48
<Z( Australia (USD/AUD) 106 -0.70 1 na.
LI) Singapore (SGD/USD) 124 -031 124 12
2S5 Indonesia IDR/USD) 8563 029 8659 8972
% Thailand (THB/USD) 302 -0.07 3034 306
E Malaysia (MYR/USD) 301 -017 30 3
E Philippines (PHP/USD) g -0.23 4328 4343

Last update: Friday, 16.15 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, SA.
(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 (i) 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”), (i) are persons falling
within article 49(2) @) to (d) (‘high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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.



	Moderating trends
	As noted in our just-released Asia Economic Outlook, Asia’s growth momentum remains strong, but headwinds have emerged from high oil prices and supply disruptions in Japan (Highlights). Hence, we are likely soon to see moderating trends in the data. In this regard, China’s monthly batch of data was the focus this past week, showing welcome signs of moderation given concerns of overheating (Highlights). China’s central bank nevertheless hiked the RRR for a fifth straight month to absorb liquidity and tame inflation (Charts 1 and 2). Meanwhile, Indonesia (no surprise) and Korea (surprise) both left interest rates unchanged at their monthly policy meetings, following an easing of inflation for April, strong currency appreciation in recent months, and a renewed awareness of headwinds to growth.  
	Inflation stays high, despite some easing
	Markets
	 Highlights
	 Calendar Indicators
	Indicator of the Week: India WPI inflation for April (May 16)

	Calendar Events
	Markets Data
	 Charts

