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Sovereign debt crisis entered into new stage

26 Sep 2011 An Update on Euro-Zone Debt Crisis Development

Key Data

USA

% 10 11E  » The September euro zone composite PMI fell to 49.2, the lowest since July
GDP 2.9 2.6 2009. The output growth stagnated, new orders dropped sharply for the second
CPI 1.6 2.5 consecutive month, and this was the fastest decline since May 2009. The

?”edmp'oymem 96 85 jndustrial export orders also fell to the slowest since June 2009, indicating
bra c -3.2 -3.4 aggregate demand slowed down further. The growth of new orders in German and
alance/GDP . . S

B France fell sharply and hit the 2-year lowest level. The leading indicators of the
balance/GDP 8.1 92 euro area again shows the gradual loss of economic momentum, the 3Q economic
Policy rate 0.25 0.25 growth will stagnate, and as the sovereign debt crisis continues to worsen in the
Dollar Index 79.0  80.0 coming months, the euro zone's economic growth faces increasing downside

Eurozone risks.

% 10 11E

o = L5 5 After the announcement of the more stringent austerity plan, Greece is more
CPI 1.58 24 . . L . . : ) :
Unemployment 10 10 likely to obtain the 80 plll_lon bailouts. But even if Greece obtains this set of bailout

Trade payment successfully, it just means to help Greece's debt problem to rollover for a
balance/gDp 221 0.06 period of time. With further deterioration in the economic environment, Greece is
Fiscal 6.0 55 unable to repay its debt and default may be unavoidable.

balance/GDP ’ ‘

Policy rate 1 1.50 ; ; ;

Dollar Index 5% T » The downgrade of ratings of Italy and European banks signalizes that debt

Source: Bloomberg, China Merchants
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crisis has entered into a new stage, i.e. the crisis has spread into core economy
and banking system. The increasing default risks of Greece increases the
contagion risks to core economy and to the banking system. S & P downgraded
Italy’s credit rating as well as seven ltalian banks. With pessimistic economic
outlook coupled with the continuing impact of the debt crisis, Italy's credit rating
may be downgraded again by rating agencies. The downgrade of credit rating also
directly impact on Italy’s political situation.

> In response to the increasing risks of the debt crisis, IMF restarted a total of
5,710 billion funds to ensure that there are sufficient funds to helping Europe deal
with the worsening debt crisis. European Central Bank also announced that will
increase the pool of assets it accepts as collateral against loans next year. G20
pledged to take strong action to stabilize the global financial system together. This
series of actions form international organizations shows that the European
sovereign debt crisis worsening again and it also shows that the international
organizations are trying to face the problem directly, rather than to evade the
issue. But there is still no specific proposal that can be pursued directly.

> At this stage of the debt crisis, we believe it is more important that the major
countries and international organizations need to come up with practical solutions
to solve the problem. In the case of lack of market confidence, a simple statement
and even the bailout scheme cannot restore market confidence. In addition, the
countries need to establish a “firewall* mechanism, and make a variety of
emergency preparedness, to allow the market to see that it is still possible to
handle of the debt crisis, even with huge costs, but the losses and risks are
controllable.

Dr. Wenwen ZHAN also contributed to this report
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