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Comments Report hat is up until the EU summit?
21 Oct 2011 An Update on Euro-Zone Debt Crisis Development
Key Data
USA
% 10 11E > We believe that in this EU summit, European officials at least have five aspects of the
GDP 2.9 2.6 issues need to focus on: 1)a solution to Greece’s insolvency, in particular, the private sector
CPI 16 2.5 participation; 2) the solution to prevent the crisis continues to spread to other economy, that
Unemployment 9.6 8.5 s, how to effectively utilize the European financial Stability Fund (EFSF) function; 3) the
g;?:nece/GDP -3.2 -3.4 solution to recapitalize the banking system; 4) the issues of the reform of the Euro zone
Sl political governance; 5) the issue of stimulating Euro zone’s economic growth
-8.1 -9.2
balance/GDP
Policy rate 0.25 0.25 > The Greek debt write-down: we believe that the private sector has not been ready for a
Dollar Index 79.0  80.0 larger write-down, so the private sector may involve to a less extent as previous expectation,
Eurozone and this implies that Greek debt crisis will be heating up again in near future. EFSF
% 10 11E expansion: expansion has been put on the agenda, but how to expand the EFSF is still
gglp 115;3 ;2 controversial. If the EFSF can be expanded to about 1 trillion euros, the debt crisis may be
Unemployment 10 10 temporarily calm down. But with the worsening crisis, EFSF expansion cannot be a
Trade resolution. Bank recapitalization: it will be in line with the “road map” provided by the
balance/cDP 221 006 Eyrope commission, but speeding up the leverage of private sector will lead to tightening
Fiscal 6.0 55 credit, negatively impacting on economic growth. European governance: it may need to
balance/GDP ' —create fiscal and regulatory union. Economic growth: it is hard to reach a short-term growth
Policy rate 1 150 momentum, a significant slowdown in economic recovery or even a recession will continue
Dollar Index 1.34 1.40 -
to affect market confidence.
Source: Bloomberg, China Merchants » While Germany and France has not reached an agreement on the way of expanding the
SEATES EFSF, we expect that eventually the two sides will reach a compromise. Solution will be
there, but a comprehensive and effective solutions will be difficult comes on 23 October and
26 October of the EU summit as well as 3-4 November, the G20 summit. Currently, the
ultimate question is who is going to play a role of "the lender of last resort". As EFSF
cannot print money, it doomed to not play a "lender of last resort" role. Therefore, we
believe, it is European Central Bank who will ultimately to take its role of “lender of last
resort" .
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Insurance Policy

Under a plan being discussed by euro-zone governments, countries N . European
could turn to the bailout fund for a form of insurance to attract W ;]lmbld.llclal
interest for their bond issues. Here's one possible scenario: ':.: Fa:il'rlv
X
A country that needs to borrow €100 turns €20 =

to private creditors for the maney. %

AL the same time, it

borrows a smaller
sum from the EFSF.
How big the sum needs
to be depends on exactly
what is insured.

-
A\

3 That sum, likely
issued in the form of

€20 bonds to the governments,
The money in the bank is promised to .@ is kept in escrow, where it
4 the creditors if the country defaults. " accrues Interest over the

I3 bond's full term,
cu Bank
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