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India’s 1Q GDP growth slows sharply; is there room for policy maneuver?

India’s economy slowed sharply in the first quarter as real GDP growth fell to 53% y/y from
6.1% y/y in the fourth quarter, marking the slowest growth in over a decade. The latest outturn
was well short of the consensus (6.1%) as well as our expectation (6.3%), and was driven by a
slowdown in the services sector, along with a contraction in manufacturing activity. Private
consumption, traditionally India’s major growth engine, has weakened considerably due to a
challenging investment climate, widening twin deficits, rising inflation and a global risk-off
environment. The weak GDP outturn supports our expectation of 50bps in interest rate cuts
over the course of 2012, but also suggests our 6.8% y/y growth expectation for this year will
likely need to be revised downwards. An increase in government initiatives may help revive
growth momentum, and policymakers have begun introducing new measures (as seen in
yesterday’s decision to allow foreign retail investors to purchase domestic corporate bonds).
Recent weakness in the rupee presents a challenge, however, as inflation remains high, thus
limiting the government’s options.

Hong Kong retail sales fall sharply in April as volumes decline

Hong Kong's retail sales growth surprised to the downside, slowing to 11.4% y/y in April
(consensus: 16.4% y/y) from 17.3% the previous month. While tourism inflows increased
month-on-month, overall volumes declined, as heightened uncertainty over the economic
outlook made shoppers more reluctant to spend. Looking ahead, the moderation in retail
sales is expected to continue as the uncertain economic outlook weighs on consumer
spending.

Japan's industrial production slows in April

Japan’'s industrial production rose by 0.2% m/m in April, slightly below expectations
(consensus: 05% m/m). Japan's economy has been boosted this year by post-quake
reconstruction efforts (GDP growth rebounded sharply at a seasonally adjusted annualized
rate of 4.1% in the first quarter, after growth of barely above zero (0.1%) in the fourth quarter of
last year), but the weak outturn underscores the impact of the current uncertainties
surrounding Europe.

Briefly noted:

e Boosted by government spending, the Philippines posted better-than-expected
first quarter GDP growth of 6.4% y/y (consensus: 43% y/y). Positive momentum in
the economy is supporting the country’s case as it seeks an investment grade rating
(Fitch rates the Philippines one notch below investment grade, while Moody’s and
S&P both have the Philippines two notches below - though Moody’s upgraded the
country’s sovereign outlook to positive from stable on Tuesday).
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Indicator of the Week

China: PMI for May June 1)
Forecast: 515 Consensus: 52.0 Prior:53.3

Weaker-than-expected activity outturns in April are causing the market to
reassess expectations regarding the pace of China’'s growth. The official
manufacturing PMI in May is thus expected to provide important signs
regarding China’s growth momentum. Thursday’s flash estimate for private
sector PMI (Markit) registered a slight downturn in May, to 48.7% from 491%
the previous month, showing weak sentiment persists in the economy.
Considering this flash outturn, as well as seasonal effects, we expect a decrease
in the official PMI for May, however we expect it will remain above the +50
expansion/contraction threshold. That said, the government's recent
comments emphasizing that it will help stabilize China’s growth through
further policy support, along with a stronger PMI outturn for May, could signal
a rebound in growth momentum over the course of rest of this year.

Calendar Events

There are no events scheduled for this week.



Markets Data

STOCK MARKETS

FOREIGN EXCHANGE MARKETS

INTERBANK RATES

% change % change Yearto % change

INDEX Last price over a day over a week date over1Y
China - Shanghai Comp. 220 -05 09 79 135
Hong Kong - Hang Seng 186295 -03 -02 11 213
Taiwan - Weighted 73015 05 25 32 -188
Japan - Nikkei 225 85427 10 -02 10 N9
Korea - Kospi 18435 -0l 19 10 -14.0
India - Sensex 30 162185 -06 00 49 123
Australia - SPX/ASX 200 40763 04 05 05 134
Singapore - Strait Times 27725 04 -03 48 123
Indonesia - Jakarta Comp 38328 22 38 03 -0l
Thailand - SET 1415 03 14 113 63
Malaysia - KLCI 1580.7 03 21 33 14
Philippines - Manila Comp. 50912 15 38 165 199
Last update: today, 1745 Hong Kong time

% change % change Forward Forward

CURRENCY Spot over a day over a week 3-month 12-month
China (CNY/USD) 637 -016 -037 6.38 643
Hong Kong (HKD/USD) 776 0.04 -0.01 776 776
Taiwan (TWD/USD) 298 -043 -0.76 29.77 2949
Japan (JPY/USD) 7882 032 099 7874 7824
Korea (KRW/USD) 1180 -035 -0.02 1186 1195
India (INR/USD) 561 022 -0.81 5732 5942
Australia (USD/AUD) 097 033 -0.28 1.04 1.05
Singapore (SGD/USD) 129 021 -067 129 128
Indonesia (IDR/USD) 9400 056 140 9645 10097
Thailand (THB/USD) e 003 072 3202 3245
Malaysia (MYR/USD) 318 -041 -068 319 323
Philippines (PHP/USD) 434 024 075 4382 4424
Last update: today, 17.45 Hong Kong time.

net change netchange netchange
INDEX Rate over aday over a week over a month
China (SHIBOR/7D) 213 -019 -037 167
Hong Kong (HIBOR/1W) 013 0.00 0.00 0.02
Taiwan (TAIBOR/TW) 067 0.00 0.00 0.01
Japan (TIBORNY) 076 0.00 0.01 0.01
Korea (KORIBOR/IM) 337 0.00 0.00 0.00
India (MIBOR/7D) 224 -016 0.01 -1.64
Singapore (SIBOR/TW) 025 0.00 0.00 0.00
Indonesia UIBOR/TW) 397 0.07 014 016
Thailand (BIBOR/TW) 302 0.00 0.00 0.00
Malaysia (KLIBOR/TW) 290 0.00 0.00 0.00
Philippines (PHIBOR/TW) 331 0.00 -013 -013

Last update: today, 17.45 Hong Kong time
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Before you print this message please consider if it is really necessary

This email and its attachments are subject to the confidentiality terms established in the corresponding regulations and are intended for the sole use of the person or
persons indicated in the header. They are for internal use only and cannot be distributed, copied, conveyed or furnished to third parties without prior written consent from
BBVA. If this message has been received erroneously, it is forbidden to read, use or copy any of the contents and you are asked to inform BBVA immediately by
forwarding the email to the sender and eliminating it thereafter.

BBVA will continue to provide our readers up-to-date reports by emails, but you can also register directly on our website where you can find a full list of our latest reports
& presentations http://serviciodeestudios.bbva.com/KETD/ketd/ing/index.jsp

If you wish to be excluded from this mailing list, please write to us on research.emergingmarkets@bbva.com.hk and we shall immediately take you off the list.
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