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India’s June WPI inflation softens, but RBI may remain cautious on rate cuts

India’s wholesale price inflation softened in June to 7.25% y/y from 755% in May as a let up in
fuel and non food articles offset elevated food inflation (see today's India Flash for details). The
outturn was below expectations (consensus: 7.6% y/y) and, reassuringly, easing demand
pressures kept core inflation contained at 49% y/y. Looking ahead, inflation risks remain as
high food prices, upside pressures from a sub-par monsoon, and imminent hikes in regulated
fuel prices offset easing demand pressures. We thus expect the RBI to keep rates unchanged
at its meeting on July 31%, all the more so as the monetary authorities await further actions by
the government to rein in the fiscal deficit. We continue to expect further rate cuts of 50 bps
in 2012, pushed towards 4Q12.

More policy easing expected in China, with mid-year economic meeting

According to media reports, China's State Council will hold a regular mid-year economic
meeting on July 18 to assess the country's macroeconomic situation. The meeting is likely to
focus on fiscal measures to stimulate growth. Repeated statements by China’s Premier Wen
Jiabao, as recently as the past weekend suggest that further stimulus measures may be
forthcoming.

China clarifies cuts in withholding taxes on foreign investor profits

The Financial Times and Wall Street Journal reported today that, according to executives of
the accounting firm KPMG, China has clarified its rules on the withholding of foreign
investment profits. According to the reports, this could result in a halving of the tax rate for
qualified foreign investors, from 10% to 5%. The change in policy is aimed at attracting FDI.

China's central bank says the time is right for more interest rate liberalization

In its annual financial stability report released last Friday, the People’s Bank of China (PBoC)
said that the timing is ripe’ for establishing a deposit insurance system. A deposit insurance
system is widely considered to be necessary before the full liberalization of interest rates, and
the PBoC's statement hinted that the authorities are poised to accelerate this step. Separately,
a number of Chinese news outlets reported that the PBoC will urge banks to establish a prime
lending rate, to serve as the benchmark interest rate in pricing various financial products.

Briefly noted:

e Moody’s affirmed Indonesia’s stable sovereign rating outlook, citing its strong
growth prospects and low government debt level. Today’s affirmation was part of
Moody’s regular annual credit analysis of Indonesia. Previously, Moody’s had
upgraded Indonesia’s sovereign to investment grade (Baa3) on January 18th of this

year.
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Indicator of the Week

Taiwan: Export Orders (June, July 20th)
Forecast: -2.9% y/y Consensus: -2.20% y/y Prior:-3.0% y/y

As an important leading indicator for the Asia region’s export demand,
Taiwan's export orders for June will be watched for further signs of a
slowdown. Taiwan’'s semi-conductor and electronics-intensive production place
the economy at the forefront of the global supply chain. Due to weakening
external demand, Taiwan's exports dropped through the first two quarters of
2012, down -4.0% yoy in Q1 and -54% yoy in Q2, resulting in slowing
production. PMI fell back to within the contraction zone (below 50) in June, at
492 We expect export orders to remain sluggish in June, mainly due to
weakening orders from the EU and, increasingly, weaker imports in China.

Calendar Events

There are no calendar 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. 21480 1.7 -1 23 238
Hong Kong - Hang Seng 191213 02 1.6 37 126
Taiwan - Weighted 7090.0 -02 30 03 173
Japan - Nikkei 225 87241 00 33 32 125
Korea - Kospi 18178 03 1.0 -04 153
India - Sensex 30 171033 06 1.7 10.7 -/9
Australia - SPX/ASX 200 41051 06 03 12 -8.2
Singapore - Strait Times 20088 01 24 133 -2.8
Indonesia - Jakarta Comp 40475 07 16 59 06
Thailand - SET 12143 03 23 184 124
Malaysia - KLCI 1636.0 06 10 69 37
Philippines - Manila Comp. 52980 16 07 212 188
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) 6.38 0.01 -012 6.36 642
Hong Kong (HKD/USD) 776 0.01 -0.02 775 775
Taiwan (TWD/USD) 300 -0.01 -0.20 2995 2965
Japan (JPY/USD) oy 0.23 0./ 7891 7852
Korea (KRW/USD) 1147 028 -049 1155 1166
India (INR/USD) ba 3 -019 124 5612 5846
Australia (USD/AUD) 102 -0.07 omn 099 1.01
Singapore (SGD/USD) 127 -013 021 127 126
Indonesia (IDR/USD) 9489 -043 -042 9605 10014
Thailand (THB/USD) 316 013 035 3178 3216
Malaysia (MYR/USD) 318 031 037 319 322
Philippines (PHP/USD) 419 025 040 4199 4229
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) 334 0.01 0.07 061
Hong Kong (HIBOR/1W) 015 0.00 0.00 0.02
Taiwan (TAIBOR/TW) 066 -0.01 -0.01 -0.01
Japan (TIBORNY) 076 0.00 0.01 0.01
Korea (KORIBOR/IM) 310 -0.03 -0.24 -026
India (MIBOR/7D) o5 0.01 -001 060
Singapore (SIBOR/TW) 025 0.00 0.00 -0.06
Indonesia UIBOR/TW) 417 0.00 0.02 0.07
Thailand (BIBOR/TW) 302 0.00 0.00 0.00
Malaysia (KLIBOR/TW) 290 0.00 0.00 0.00
Philippines (PHIBOR/TW) 169 -119 -150 -1.75

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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