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Comments Report Have the crises been eased?

17 Oct 2011 An Update on Euro-Zone Debt Crisis Development
Key Data

USA

% 10 11E » The euro-zone industrial output unexpectedly rose in August, industrial output rose
GDP 2.9 2.6 1.2% QoQ, which is the largest increase since November 2010. However, the Sentix
CPI 16 2.5 Investor Confidence Index is still far from satisfactory. It shows that Europe's industrial
_LI_Jrnaedrgployment 9.6 8.5 sector will grow greater in 3Q shall than the 2Q, and the economic recovery will not be as
balance/GDP -3.2 -3.4 bad as the market expectations. However, due to the deterioration of debt crisis, coupled
Sl with national austerity plan by paying off, we believe that the trend of slow economic
balance/GDP 8.1 9.2 recovery in the euro area is difficult to change. We maintain annual economic growth of
Policy rate 0.25  0.25 1.5% in euro-zone for this year. However, with further deterioration of the debt crisis , the
Dollar Index 79.0  80.0 economic growth may trend to recession in 2012.

Eurozone

% 10 11E  » The euro area September CPI rose 3% YoY, in line with expecation, but it has been
EliF = 1.5 for 10 months beyond the ECB's 2% target, showing the European Central Bank (ECB)still
CPI 1.58 2.4 . . : - . - .
Unemployment 10 10 _faces high |nflat|on_ pressure, whlch makes the E_CB temporarily difficult to start cutting
Trade interest rate. The rise in German inflation also increases the pressure on the ECB. We
balance/cDP 221 006 pelieve that the new president will keep maintain the current monetary policy status when
Fiscal 6.0 55 he just starts his new position. However, if the G20 summit in early November leads no
balance/GDP further effective measures to alleviate the debt crisis, the ECB will need to participate more
Policy rate 1 150 geeply into the debt crisis solutions, and interest rate cuts will be inevitable choice.

Dollar Index 1.34 1.40

» As for the development of European debt, there has been more good news last week.
Source: Bloomberg, China Merchants  European countries and international organizations are moving in the right direction to
SEATES discuss the resolution of debt crises in Europe, and it seems that the European debt crisis
tends to be relieved. However, after careful analysis, we can still see that the existing
program is only temporary relief from the market fears, leading the market to wish an
achievement of resolution. Actually, the existing measures are still insufficient to resolve the

debt crisis. We expect that the probably of having a big ban solution is really low.

> All in all, the uncertainty of Greek debt problems remains high, the private sector
participation and how much haircuts of Greek debt are the main factor determines when the
default of Greece. The banking system recapitalization is much more complex than the
“road map” described by Barroso. The double effect of the surge of capital adequacy ratio in
European banks and the haircuts of Greek debt leads to potential further deterioration of
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debt crisis. The continuous downgrading of sovereign rating and the ratings of financial
_ institutions by the rating agencies will be another catalyst. Therefore, we expect a
Dr. David XIE comprehensive solution will be difficult to come on 23 October and 3-4 November.
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£ 11 AV KRR AN, T TFRFF TGRS 0.8%, 4FF 7 Aic L4
1.1%6944%. 8 A Tl A R 3g K 5.3%, LA A 4.4%638 K, - FRMg T4 >
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LR 10 A Sentix & FH12 154 4-185AF 4% =/MA T, 4] 2009 F 7 A vi
RORAKKF, 9 AR AH-15.4. B, SREELF, KUK 10 A Sentix &4
FHISL48%H £ A 69-3.25 3k £-5.75, ™ 10 A HARTRA48 #M-26.75 2k £-30.5. Sentix
F£ BB AR, BRATEAUERT 4 T 538 KB R IGIN 2 F BB S TIRAH I ER
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10 A 14 8,k B %t A AR BUR 9 A @ AkEdE . TR 9 A % & 145 44(CPI)
Flrbd 8 A 89 2.5% EF % 3.0%, 4 2008 4 10 A vikik, & TR =ATTIHEF
L5+ 2.6%. 9 A CPI 3Rtk LF+ 0.8%, 46T M. HIR 5 TR R eAaRAE,
BLATE 9 A4 CPIERik L5+ 0.9%, Rk B 1.6%, 8 AFEF1 4 1.2%.

MR EE, ZABAMELERA LG TEKREER, RFEEMN EAEST AL
@Kk, 9 A LR gL BRI F FL LK 12.4%, R 5o Lk 2.8%, REM % LK 2.0%,
BB LK 5.9%. NE K KA, Z£E 9 A@BIKFFEI 8 A4 2.5%mix £ 2.9%;
FEIBKE 7 AFFT 2.4%; FRAGBIKNK 2.3%FK I £ 3.6%; HILTEIKM 2.7%
7 £ 3%.

KR 9 ABKSFR %L 10 MARBRRATEZ 2%8 A7 LR, 2 hEH Kk
ATRARBER ZHEIRE ), ZARFEM RATH R REATF BHEZ]. @ EL&EBR
K b LA 3G AN AT ARG W E S . BATVRS , BRI RATHAT R LAEZ A0, B
T BFARRA TR A2 11 A1 G20 42 LBA B —F A B HEEZ RN 5
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LA HEH S, B BB AR E 4 4R E A& E A &) R B A 5 AL
Bk, BNAR S RASIAE B S. 22T @0, RIMRATREE], &
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KA.
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Falf i FAT(ECBYR AL ARG F A 0L 10 A 11 B 8H, —EZBTERF IMF
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EA%, HPRARKRR ERME 5812, IMF % 2210, miX “ZB L 57 #iPERER
KE¥L2EI0A 24 888, R, E2EF R EFLKE, 10 A 13 8, RE—,
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F AP EHRAZLGE A A, K 2485 E ) 69 R R R -F R BUTHEABR T EA
REE 0 B &, TR BRI R AT TR, AR T RS EEEN
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FE 7 A 21 BEARTE, vA 9% IEILE A o, HARANE R 21%49 547 K.
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