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Interest rate hike paused as economic growth
declining

13 Sep 2011 Comments on European central bank council meeting in September
Key Data
USA
% 10 11E » The European Central Bank’s decision is in line with our expectations. The economic
GDP 2.9 2.6 growth of euro zone has declined since 2Q, and the leading indicator shows that the growth
CPI 16 2.5 will continue to slow down in 3Q. European Central Bank (ECB) also lowered economic
?”edmp'oymem 9.6 8.5  growth forecast for the euro area. Although the ECB has remained hawkish style, it also
rade -3.2 -3.4 needs to take into account of the slwo down of economic grwoth in euro area and global
balance/GDP . - . . . . . :
Eeel economic grwoth, even if the inflation rate will remain more than 2% for a period. With the
balance/GDP 8.1 92 |imited upside risks of inflation, we believe that ECB’s monetary policy has entered into an
Policy rate 0.25 0.25 observation period, the ECB will maintain the 1.5% base rate unchanged for the year, while
Dollar Index 79.0  80.0 the trend of the future monetary policy will depend on development of debt crisis in Europe
Eurozone and economic recovery.
% 10 11E
EliF = 15 % The ECB's decision and Trichet's statement did not surprise the market, combined with
CPI 1.58 2.4 - . .
Unemployment 10 10 the uncgrtalntles_of the second bailout of Greek,_the euro exchange.rate has declined
Trade substantially. Swiss central bank adopted a strong intervention, the Swiss franc exchange
balance/cDP 221 006 rate against the euro has been limited at the maximum level of 1.20. However, due to the
Fiscal 6.0 55 sovereign debt crisis is far from over in Europe, we expect that the euro exchange rate will
balance/GDP ' — continue downward.
Policy rate 1 1.50
Dollar Index 1.34 1.40

Source: Bloomberg, China Merchants
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> In the statement after the meeting, ECB President Trichet didn’t draw into discussion
on ECB'’s securities market program (SMP), but again he urged European governments to
strictly implement the fiscal consolidation reforms. This indicates that there still internal
conflicts about whether the ECB needs to maintain its SMP. German Chancellor Angela
Merkel is facing pressure from domestic, there are increasing political pressures on whether
the Germany need to bailout Italy and Greece at the expense of their taxpayers. As the debt
crisis develops, we do not rule out the risks of default have been increasing in Greece, but
from the statements made by political parties, we believe that international organizations
and major countries will continue to bailout Greece as long as it could commit to an
effective program to achieve its deficit reduction targets.

» Overall, the heated up of debt crisis is rooted from the deterioration of the economic
outlook, and continued tightening policy will further negatively impact on economic
outlook. If economic growth continues to worsen, a simple bailout would be unsustainable,
debt restructuring of peripheral economies cannot be avoided, which will further
deteriorates the balance sheet of the core economies. We maintain our previous view that
any bailout can only be a temporary relief but not a cure. The only measures can help
maintain the competitiveness of the euro is to isolate the core economy from the economies
which will be unable to rescue in a timely manner, to develop a set of effective mechanisms
to allow orderly exit and re-join euro zone and to have the appropriate debt restructuring
and economic recovery plans..

Dr. Wenwen ZHAN also contributed to this report
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R AT O A AR BEFAIEE L5% T, Bl LFHEAAFFNE 0.75%FE. L
LB FHEZMN AT 83477 MiE: 1. RAURLFk KT rard, Fa®
1649 FAT R An B, #F 2tk T, BRAUP _FELFE KL%, it 2011 F GDP 3%
¥ 1.4%-1.8%, ATTAHAE K 1.5%-2.3%; 2012 4 GDP 3% 0.4%-2.2%, taTFid
¥K 0.6%-2.8%; 2. BREIRARZL, mARNUNABKERND ST 2%, 124K
B R R B FIGKAFEVANBALZ G F R A, BN RATFT 2012 FBIKFERZEE 2%
AT . #RATRRA T, 2011 FBAKEEH 25% % 2.7%, 2012 54 1.2% % 2.2%;
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AR AEAT IRARZE F) . 424 45208 T & B BUFHAT I BUER B ICE ) 221,

R AT PR RS AT — . BRAR § ZF A A RZFIKAE, MK T.
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E o & KA AL SRR FENELE, AT RF S R AR, BEAG R 0Tk s
A5, BTARBTEKIRL, RPN AT—ARFFERERN, (2EKRTR S E
ARBFHRKAEZ NIRRT, PPAREIRER A — AT 8] 543 A 2%d b, BOM
RATO A % &R, W BARE L EASRE R A, LA Ak, BRUR A B ARB IR
ABAZ B R AR 6 A#F-F, @ARE% S ETRORE R K., ERATTRE 2t itiE
Y, A AR SRS Fi kBT @k R, RmARETRUR &%
ZFTATORE, maf F@Ky @, 4L 0E Y B AT IKe Re 2 34849
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Fo, BHENERFRANE, AHE HERAANEL, B RITFEARDME, 25
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Y3 F XA B EIE T RO A 5 ARG LA B ER G F09 BRI,
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( The risks to this economic
outlook for the euro area remain
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0 KRB H TR AR m . B
B, 44 T 4 55 IR GDP H A
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E E AT ( Risks to the
medium-term outlook for price
developments remain on the
upside )
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-6y AT R, (Our monetary
policy stance remains
accommodative. We will
continue to monitor very closely
all developments with respect to
upside risks to price stability )
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(Risks to the economic outlook for
the euro area are on the
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particularly high uncertainty)

BERFIUAN ABIRF T e e+
2%vA b, {2 Fatd Ik E £ 2012 F
RFTHE 2%AT, TZ2RBT £
%%ﬁ%k%ﬁ%T%%ﬁ&$%

o F B R AT w | e a9 K
k # ¥ # . (Risks to the
medium-term outlook for price
developments as being broadly
balanced)

BN AT IR T,

N

B T F AR

¢ T
R

%

Ak Ak 6 AR I3 Kk s b
Ft, A6 Airty 1.5% %A LA ZE 7
Aed 1.6 % , d 7 T3 69 5138
KIFeAee £ 3% A4

BT EORAR AR TLAY, {24 Rk sLik
%, BT BIRTRAAA 18 2R L 4%
8 IR TR 64 58 2 RIRE B P BURAY
AR, SHA LIFZFHKFstlk
mkﬁmmﬁ Frok 4 dF 7w B Yy

XERE @K, (Our
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