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Report | Macro Analysis

Comments Report

Cautious about crisis spreading to banking system

10 Aug 2011 Comments on European economic data in 2Q2011
Key Data

USA B Euro-zone Economy: Difficulties of cutting deficit rising as economy
% 10 11E slowing down, cautious about crisis spreading to banking system

GDP 2.9 2.6

CPI 1.6 25

Unemployment 9.6 8.5

Trade 32 34 » Core economy slowing down, pessimistic outlook of 3Q and 4Q : Euro-zone economic
balance/GDP ' " growth slowed sharply in 2Q with leading indicator PMI also declining to a record half year low.
Elaﬁgilce/GDP -8.1 -9.2 As governments continue to cut spending and raise taxes to meet budget targets, euro-zone
Policy rate 0.25 0.25 economic growth will _undoubtedly slqw down further. We maintain our 1.5% annu_al econom_ic
Dol 79.0 goo drowth rate, but we think the economic growth has already peaked in 1Q, economic growth in
Eurozone 3Q and 4Q will continue to decline gradually.

% 10 11E . . . . . . . .
GDP 18 15 » Monitory policy steps into observation period, but will be no more interest rate hike
CPI 1.58 2.4 this year: after Trichet’s talk on August meeting, the market generally agreed that the ECB's
Unemployment 10 10 will not raise interest rate in 3Q, but the tightening cycle is not paused. However, considering the
Trade 251 0.06 slowing economic growth in euro-zone and with fully anticipated the higher than targeted
balance/GDP inflation level, ECB must be more carefully to consider the tradeoff between economic growth
Esgﬁlce/GDP -6.0 -5.5 and price stability, gnd therefore, we expect that the ECB will keep the benchmark interest rate at
Policy rate 1 150 1.5% unchanged this year.

Dollar Index 1.34 1.40

Source: Bloomberg, China Merchants
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» Difficulties of cutting deficit rising as economy slowing down, cautious about crisis
spreading to banking system: if the sovereign debt crisis does NOT spread to the banking
system, the risk of debt crisis will be under-controlled in short term. September and October this
year will be a new important point. Over the long term, the expansion EFSF’ capacity or even
ESM will just delay the debt point, while slowing economic growth will make the debt snowball
getting bigger. However, if the sovereign debt crisis spreads to the banking system, it will further
worsen the debt crisis to an uncontrollable situation.

Dr. Wenwen ZHAN also contributed to this report
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