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China's May PMI surprises to the downside, still showing expansion

China's official Purchasing Managers Index (PMI) for May, released today, surprised to the
downside at 50.4% (BBVA: 515%; Consensus: 52.0%), down from 53.3% in April, but remained
above the +50 expansion/contraction threshold. Similarly, private-sector (Markit) PMI also
weakened from the previous month, confirming a moderating trend of the underlying growth
momentum. These outturns suggest that, despite a recent reserve requirement ratio cut (of
50bps) and an increase in growth-supportive fiscal policies since mid-May, domestic demand
remains weak, while at the same time external demand also remains sluggish. That said, the
benefits from the previously mentioned policy support should start to have a gradual effect
on growth in the coming months, and we would not rule out further policy easing; in
particular, we expect another 100-150bp in cuts in the RRR in the coming quarters, and up to
two interest rate cuts.

Throughout the region, weak exports outturns adding to growth concerns...

Exports in Korea fell for a third consecutive month, by -0.4% y/y in May (consensus: -11%), as
exports to China (-10.3%), the US (-165% y/y), and Europe (-16.4% y/y) all contracted on an
over-year basis. The trade surplus grew to US$2.4bn in May from US$2.1bn in April, however,
due to imports contracting by -1.2% y/y. In Indonesia, exports surprised by contracting -35%
y/y in April (consensus: +2.6% y/y), the first drop since September 2009, as oil and coal
exports slowed due to weakening global demand. Imports grew by 11.7% y/y, resulting in a
trade deficit of US$641.1mn, the first such deficit since July 2010. The slowdown in exports
adds to mounting worries about growth and the external outlook, and in Korea’s case,
increase the probability of a rate cut in the coming months.

..as inflation pressures recede

Inflationary pressures appear subdued in many parts of the region, particularly in the three
countries that reported May outturns today - South Korea, Indonesia and Thailand. Korea’s
inflation outturn remained flat from April, rising by 25% y/y in May (well within policymakers’
2-4% target range). Indonesia’s May inflation outturn was slightly lower (4.45% y/y in May,
consensus: 4.62%), compared with April (45% y/y), while Thailand's inflation was broadly in
line with expectations (253% y/y vs. consensus: 250% y/y), little changed from the previous
month (247% y/y). Easing inflationary pressures will allow policymakers in these countries to
focus on growth, particularly as falling oil prices should help further with regards to inflation -
Brent oil finished today at US$100.11 a barrel, down 19.8% since reaching its high for 2012
(US$124.75) on March 16™.

Briefly noted:

e Several important economic indicators will be released in China next week,
including industrial production (see Weekly Indicator below), inflation, investment,
retail sales and external trade - though most will not be released until next weekend
(June 9-10). Australia (Tuesday) and South Korea (Friday) hold policy meetings, and
Australia will also announce first quarter GDP on Wednesday.
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Calendar Indicators
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Indicator of the Week

China: Industrial output for May (June 9)
Forecast: 10.5% y/y Consensus: 9.8% y/y Prior: 9.3% y/y

China’s growth momentum moderated further in April, prompting the
government to increase policy support recently. New measures have been
geared towards increasing consumption and investment in infrastructure,
while the central bank also decided to cut the reserve requirement ratio by
50bps on May 12th. Taking these supportive policies into account, we expect
the industrial production index, a key gauge of China’s growth momentum, to
improve slightly in May to 105% in year-on-year terms, up from 9.3% in April. In
addition to IP, several other important indicators will also be released next
week, including inflation, retail sales, investment, and credit aggregates.
Headline inflation is expected to remain low at 3.3%y/y in May (from 3.4%y/y in
April) due to easing food and fuel prices, providing room for further policy
easing in the coming months, if necessary.

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. 23734 0] 17 79 135
Hong Kong - Hang Seng 185583 -04 -08 07 215
Taiwan - Weighted 71061 2.7 05 05 216
Japan - Nikkei 225 84403 12 16 -02 132
Korea - Kospi 18345 -05 11 05 -14.3
India - Sensex 30 15948.0 1.7 1.7 32 143
Australia - SPX/ASX 200 40639 -03 09 0.2 137
Singapore - Strait Times 27457 10 1.0 38 135
Indonesia - Jakarta Comp 37998 -09 26 -06 1.0
Thailand - SET 11183 20 13 91 49
Malaysia - KLCI 15736 -04 14 28 11
Philippines - Manila Comp. 50624 -06 28 158 181
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 -0.02 -040 6.38 644
Hong Kong (HKD/USD) 776 002 0.03 776 775
Taiwan (TWD/USD) 299 -0.26 -098 29.86 2960
Japan (JPY/USD) 7814 0.23 197 78.05 7752
Korea (KRW/USD) 1178 0.21 065 1189 1198
India (INR/USD) 56.0 0.21 110 5721 5939
Australia (USD/AUD) 096 -0.89 114 1.04 1.06
Singapore (SGD/USD) 129 -040 -094 129 129
Indonesia (IDR/USD) 9390 01 068 9564 10001
Thailand (THB/USD) e 022 072 3207 3250
Malaysia (MYR/USD) 319 -059 -1.26 321 325
Philippines (PHP/USD) 435 -013 0./ 4381 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) 234 0.21 -016 146
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) 285 061 038 -1.03
Singapore (SIBOR/TW) 025 0.00 0.00 0.00
Indonesia UIBOR/TW) 399 002 016 019
Thailand (BIBOR/TW) 302 0.00 0.00 0.00
Malaysia (KLIBOR/TW) 290 0.00 0.00 0.00
Philippines (PHIBOR/TW) 325 -0.06 -013 -019

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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