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Greek rescue plan renewed turmoil

An Update on Euro-Zone Debt Crisis Development
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» Euro-zone composite PMI in August is 51.1, flat with July’s PMI, but better than
expectation of 50.1. Better than expected PMI indicates that the economic slowdown is not
as worse as the market expects. However, it is undeniable that the euro zone economic
growth is indeed slowing, and economic slowdown has spread to the core economy such as
Germany and France.

» French’s new austerity measure is expected to worth 1bn euro and 11bn euro in 2011
and 2012, respectively. In particular, the voluntary requirement of extra income tax on high
income individuals provides strong support for the French government to achieve their
budgetary target. Through the new round of austerity measure, we believe that France will
most likely achieve its 2011 budget target, and therefore it is likely for it to maintain its
AAA rating this year. But the probability of future downgrade will depend on
implementation of the tightening measures and the evolution of the debt crisis in Europe.

» The second round of the Greek rescue plan renewed turmoil. As Finland and Greece
said it had reached a collateral agreement, Austria, Netherlands and other countries caused
by dissatisfaction with the EU and required of equal treatment. However, due to opposition
from Germany, Finland shows it would modify and adjust the agreement reached with
Greece. The leaders understand that the Greece must be saved at this stage, but the
countries will continue the game in order to show their attitude. According to the past
responds, we believe that the second round of the program will eventually be adopted and
implemented, but it is possible that implementation will be delayed.

»Most of the uncertainties are derived from the diversified European fiscal and
monetary policies, so that any feasible solution cannot reach straightly. However, if the
cross-border institutions can play a more effective role and be more transparent, it could
help to stabilize the market confidence. In short term, we believe that the following events
should be noted: 1, EFSF size and its flexibility reform could be approved rapidly; 2, if the
IMF could clarify under what circumstances and how to participate in the rescue program
to Greece, it will help stabilize market confidence; 3, if the ECB could specify whether and
how it will join the rescue with EFSF, it will boost market confidence.

Dr. Wenwen ZHAN also contributed to this report
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