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Comments Report Big word seldom accompany great deed
27 Oct 2011 An Update on Euro-Zone Debt Crisis Development
Key Data
USA
% 10 11 » We believe that the European leaders are in the right direction. First, they reached an
GDP 2.9 2.6 agreement about the bank recapitalization. Second, the haircut of Greek debt is going to be
CPI 16 2.5 50%. Although the EFSF expansion is still under discussion, we believe it is likely to have it
;Jgedrgployment 9.6 8.5 done as Germany has already passed the vote.

-3.2 -3.4
Ef;ligf i » The Greek debt haircut plan: an agreement has been finally achieved. The haircut of
balance/GDP 8.1 92 Greek is about 50%, which increases the market confidence. However, the haircut with
Policy rate 0.25 0.25 increasing tier one capital adequacy ratio is likely to lead to small banks failures and tighten
Dollar Index 79.0  80.0 credits. Bank recapitalization: in line with the “road map” provided by the Europe
Eurozone commission, but speeding up the leverage of private sector will lead to tightening credit,
% 10 11E negatively impacting on economic growth. EFSF expansion: the effectiveness of the
SEIP 115;2 ;2 expansion depends on the participation of the private sector, but as EFSF's AAA rating will
Unemployment 10 10 be Iin_ked to the_ sovereign ratir]g,. thereby re:ducing the effectiveness of its security role, and
Trade o5l 006 reducing the private sector’s willingness to involve.
balance/GDP ’ '
Fiscal 6.0 55 7 Overall, it’s just another round of bailout. A prerequisite for solving the problem is
balance/GDP economic growth, the summit did not hit the core issue, and it only has influence of
Policy rate T preventing the crisis contagion to a certain extent. And because this is not a solution, the
Dollar Index 1.34 1.40

debt crisis in Europe is far from over. We have always believed that the debt crisis reaches
this stage, the ultimate question is who is going to play a "lender of last resort" role. As
Source: Bloomberg, China Merchants  EFSF do not have the printing function, but also doomed to not play a "lender of last resort"
SEATES role. Therefore, we believe, the last European Central Bank will also take its "lender of last
resort™ role
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