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Research: Asia

Room to ease

o Slower growth and lower inflationary pressure have created room for
monetary and fiscal easing across Asia. This is expected to support a gradual
recovery in 2012.

o China is expected to avoid a hard landing and recover in 2011 supported by
fiscal and monetary easing. However, China’s policy easing will be cautious
and the recovery in Q1 will only be modest.

o Inour view there is not a bubble on the property market for China as a whole
and a full scale collapse is unlikely.

o In Japan the recovery after the earthquake has temporarily lost steam but
should regain speed in H1 12 supported by reconstruction and stronger
exports.

e Japan’s rating might soon be cut and with the domestic saving surplus
declining fast Japan could be subject to a confidence crisis.

o In India growth has slowed substantially on the back of aggressive monetary
tightening. India looks increasingly vulnerable because it lacks the policy
flexibility of the rest of Asia.

China: Short-term headwinds, but recoveryin 2012

The Chinese economy currently faces two headwinds. The first headwind is the subdued
exports in the wake of the recent slowdown in the global economy. So far the slowdown
in China’s exports has been much less severe than the one in the wake of the global
financial meltdown in late 2008. China’s exports were broadly flat in H2 11 as weaker
exports to Europe were largely offset by stronger exports to other regions including the
US. To put it into perspective, China’s exports plunged more than 25% in late 2008.
Looking ahead there should be less headwind from exports, as the impact from Europe
should prove less negative in the coming quarters. That said, the European debt crisis and
the external development remain a major risk for China in 2012.

The second headwind is the lagged impact from monetary tightening over the past two
years. Particularly the property market has suffered and weaker construction activity has
started to weigh on growth. So far the slowdown in the property market does not appear
to be as severe as in 2008, when the housing market also suffered after monetary
tightening and regulatory tightening. In the short run the imbalance in the property market
will continue to weigh on growth and the slowdown in the property market could turn out
to be more severe than in 2008. However, we do not expect a collapse in the property
market as many appear to be fearing.

Important disclosures and certifications are contained from page 5 of this report.
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Growth in Asia is expected to recover
in2012
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Exports have been more resilient than
in 2008
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The slowdown in the property market
so far not as severe as in 2008
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Property market weak, but not expected to collapse

We regard the current weakness in the house market as largely cyclical, driven mainly by
a 20% increase supply of new homes in urban areas in 2011 while sales only increased
6%. However, we do not believe there has been excess housing construction for China as
a whole in recent years. The supply of new homes in China appears to be following a path
very similar to Japan and South Korea when they were at a similar stage of development.
Housing starts have been declining in recent months, suggesting that the supply of new
homes will start to decline in H1 12 which will create a better balance in the housing
market. So far sales of new homes have been relatively resilient, but should new homes
sales start to decline substantially it will prolong the supply adjustment.

In addition it should be remembered that China still has considerable policy flexibility to
support the housing market and construction: 1) PBoC could ease monetary policy more
aggressively, 2) the ambitious plans for construction of social housing could be speeded
up and 3) the regulatory tightening targeting the property market introduced in 2007
could be rolled back. This includes substantially higher down payment requirements in
connection with home purchases.

China’s key advantage relative to the rest of the world remains its policy flexibility. We
expect inflation to decline below 3.5% y/y by mid 2012 and hence China should again be
in a position where it can ease both monetary and fiscal policy if needed. With gross
central government debt only 17% of GDP, China also appears to be in a favourable
position to manage any issues regarding excessive debt in local government funding
vehicles (estimated to be 26% of GDP) and possible bad loans in the banking sector.

However, we expect the policy response in the coming months to be cautious as the
severity of the slowdown is still uncertain: 1) The regulatory tightening measures against
the property market will most likely stay in place. The government is actually targeting a
minor decline in house prices to improve new home affordability that has become an
important social issue, 2) We do expect the reserve requirement to be cut by at least
another 150bp in H1 2012, but we do not expect the leading interest rates to be cut at this
stage and 3) Fiscal policy will be eased slightly possibly by speeding up construction of
social housing and restarting the ambitious railway construction programme that was
temporarily put on hold after some accidents. The successful programme with consumer
subsidies for purchase of durable consumer goods from 2009 could also be reintroduced
as part of fiscal easing.

Policy easing to support recoveryin 2012

In our view China will avoid a hard landing in 2012 and the slowdown should prove less
severe than the one China experienced in 2008 in the wake of the global financial crisis.
This primarily reflects that the slowdown in exports should prove far less severe than in
2008 and that the slowdown in the housing market at this stage does not appear to be more
severe than in 2008.

In the last three quarters of 2011 growth is estimated to have been around 7% g/q AR,
which is below potential GDP growth (estimated at 9%). Our GDP forecast for 2012 has
been revised down to 8.5% from 8.9% reflecting that growth in Q4 11 and Q1 12 have
been revised lower due to a larger negative impact from the property market. We expect
GDP growth to improve in the coming quarters on the back of a less negative impact from
exports and a gradual impact from policy easing in China. GDP growth is expected to
improve to 8% g/g AR in Q1 12 to more than 9% g/q AR in the last three quarters of the
year.
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Affordability is a concern, but is
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12- Price of 100 sgm house/avg. household incom 12

0 10
8 8
6 6
a 4
a- 2
0 0

Source: Danske Market and China Economic
Quarterly

Inflation again within PBOC'’s comfort
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We estimate that China’s current account surplus declined to just 2.9% of GDP in 2011
from 5.1% of GDP in 2010. As China has also stopped accumulating FX reserves in Q4
11, it has stronger arguments for arguing that its currency is no longer substantially
undervalued. Hence, we think the pace of appreciation of CNY will slow to about 3% in
2012 from close to 6% last year.

Japan: Recovery has temporarily lost steam

In Q3 11 the economy largely recovered from the devastating earthquake and tsunami
that hit Japan in March 2011. However, the recovery has lost steam and we now estimate
that GDP expanded just 0.7% g/q AR in Q4 11 after surging close to 6% g/q AR in Q3
11. Part of the explanation is slower export growth in the wake of the global slowdown.
In addition, the supply chain of many Japanese manufacturers has again been disrupted,
this time by the flooding in Thailand in October and November. Reconstruction after the
earthquake has also temporarily lost pace. Finally, private consumption appears to have
contracted in Q4 11 after extraordinary strong private consumption in Q3 11, when
private consumption was boosted by pent-up demand and restocking of durable consumer
goods.

We do not expect Japan to slip back into recession. Firstly, while the global development
remains the single biggest risk for Japan in 2012, the impact on exports is expected to be
less negative in the coming quarters. Secondly, a resilient labour market suggests that
private consumption will resume expanding moderately. Finally, the approval of the
JPY12trn third supplementary budget by the Diet in November has also cleared the way
for accelerated spending on reconstruction in the coming quarters.

The impact from fiscal policy on growth will be also expansionary in 2012 because of
reconstruction and despite the recovery the public deficit in 2012 will remain largely
unchanged, close to 10% of GDP. Gross public debt is expected to exceed 235% of GDP.
Political negotiations about a long-term plan for consolidation of public finances have
started. The government’s proposal includes raising the consumption tax from 5% to 10%
in two steps starting from 2014. An agreement on fiscal consolidation will most likely not
include any major new fiscal tightening before the next election for the Diet, which is due
before September 2013. That said, the impact on growth from fiscal policy is poised to
be substantially negative in 2013 as reconstruction activity gradually declines.

We expect Japan’s sovereign debt rating to be downgraded in 2012 (current ratings are
AA- by Standard & Poor’s and Aa3 by Moody’s). So far there has been no spill over from
the European debt crisis because Japan’s debt is financed primarily by Japan’s large
domestic saving surplus, but it should be remembered that Japan - just like Italy - is
vulnerable to a possible confidence crisis and higher interest rates due to its huge gross
debt — not least because its saving surplus is now declining fast.

Japan in 2012 will face headwinds from the stronger JPY. In real terms the effective JPY
exchange rate has appreciated by about 25% since 2007 and we estimate that the
appreciation of JPY could subtract as much as 0.5%-points from GDP growth in 2012.
Japan’s current account surplus is expected to decline substantially from 3.5% of GDP to
just 1.5% of GDP in 2012. A surge in natural gas imports due to the permanent closure of
nuclear plants has contributed to the large decline in the current account surplus.

With the recovery losing considerable steam in late 2011, continued appreciation pressure
of JPY and consumer prices still declining, we expect Bank of Japan to expend its asset
purchases further in 2012. Should JPY continue to appreciate against USD, we also
expect Japan to continue to intervene in the FX market if needed.
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In Japan the recovery after the
earthquake has lost steam
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Growth is expected to improve again in
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BoJ’s QE has so far been modest
compared to major central banks
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Fiscal easing to support recovery across Asia

In the rest of Asia growth has slowed substantially on the back of slower export growth Inflationary pressure has eased

and monetary tightening. With the exception of Indonesia growth has been below across Asia
potential in H2 2011. However, inflationary pressure have also eased substantially driven 18. % 3Mann. Inflation e
not least by lower food price inflation. Hence leading interest rates have peaked across 14 R

China Rest of Asia

10

Asia and both monetary and fiscal policy are now moving in a more growth-supportive .

direction. Real interest rates remain very low and for that reason monetary policy is only

being eased cautiously. So far only Indonesia, Thailand and the Philippines have cut their

leading interest rates. In Thailand the cut in the leading interest rate was mainly the result 10
of the sharp contraction in the economy in the wake of the flooding in October and o6 07 08 09 10 11
November.

Source: Reuters EcoWin and Danske Markets
However, contrary to the developed countries, fiscal policy is again turning expansionary
across Asia. Indonesia, South Korea, Thailand, the Philippines and Malaysia will all ease

. . . . . . ) .. The worst may be over for Asia’s
fiscal policy. Together with lower inflation and a gradual improvement in exports this is

exports
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Macro forecasts for Asia

2010 2011 2012 2013] 2010 2011 2012 2013] 2010 2011 2012 2013
Asia 85 59 66 69 39 49 39 36 35 21 20 22
Japan a4 -08 25 16 -07 -03 -01 02 35 20 15 19
China 103 90 85 91 33 54 32 31 52 29 3.1 34
Asia excl.Japan & China 85 54 6.1 64 66 66 62 54 17 14 09 10
India 101 69 7.3 82 104 80 7.7 7.1 -28 -28 -30 23
NIC 84 a1 46 47 23 37 33 27 7.0 65 6.3 60
South Korea 62 38 45 45 30 43 38 30 28 15 14 13
Taiwan 109 41 50 49 10 18 18 20 93 110 110 103
Hong Kong 70 48 43 46 23 50 47 30 62 54 55 58
Singapore 145 48 43 55 28 43 31 24 222 198 185 17.3
ASEAN 69 49 6.1 54 44 63 58 46 33 26 18 15
Indonesia 6.1 62 68 55 51 57 65 54 08 02 -04 -08
Thailand 78 25 54 48 33 40 41 42 46 48 25 16
Philippines 7.6 49 57 47 38 50 45 40 42 17 13 12
Malaysia 7.2 45 5.1 55 17 35 32 24 115 113 108 103

Source: Danske Markets and and IMF
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Risk warning
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General disclaimer

This research has been prepared by Danske Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shall under no circumstances be
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The research report has been prepared independently and solely on the basis of publicly available information
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior
written consent.

Disclaimer related to distribution in the United States

This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.
Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to "U.S. institutional investors" as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this
research report in connection with distribution in the United States solely to “U.S. institutional investors”.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are
not registered or qualified as research analysts with the NYSE or FINRA, but satisfy the applicable requirements
of anon-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be
registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and
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