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Difficult to have effective measures in EU summit

29 Nov 2011 An Update on Euro-Zone Debt Crisis Development

Key Data

USA

% 10 11 » The euro zone composite PMI increased slightly from 46.5 in October 47.2 in

GDP 2.9 2.6 November, but still has been falling below 50 for the third consecutive month. Although the

CPI 16 2.5  euro-zone purchasing managers' index showed improvement in November, but the worst

Unemployment 9.6 85  caqe js not over. The higher PMI reading reflected a slower fall in services activity, but that

grade -3.2 -3.4  sector also saw confidence about the year ahead slide to its weakest since March 2009. It
alance/GDP L . . -

B shows that the debt crisis has seriously affected the confidence of the private sector, and has

balance/cDP 81 92 asubstantial impact on the real economy.

Policy rate 0.25 0.25

Dollar Index 79.0  80.0 » The European debt crisis has been deteriorating further and spreading into France,

Eurozone Austria, the Netherlands and Finland, countries with AAA rating. The result of the auction

% 10 11E  of German government bond indicates that investors are losing confidence in the euro area

o 18 15 453 whole. The European banking system also continues deteriorating; a lot of pressure

CPI 1.58 24 . . :

Unemployment 10 10 indicators have risen to the level of the collapses of Lehman Brothers in 2008.

Trade 251 0.06 : : - - N

balance/GDP » Germany's tough stance is a political game. Unless in last resort, small countries will

Fiscal 6.0 55 hot transfer some of fiscal sovereignty. Currently, Germany suggests amending the treaty,

balance/GDP ' —aimed to force small countries to do so: either hand over sovereignty, or out of the euro.

gg'l'lg |r r?é‘zx 1 31 1'28 Therefore, before other countries agrees on transfer some fiscal sovereignty, Germany will

Source: Bloomberg, China Merchants
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not be willing to allow European Central Bank to participate further aid in the European
debt crisis.

> It takes time for the change of treaty and also takes time to reach political agreement,
but the reaction of financial market is about 10-20 times faster, therefore it is possible that
the financial market has already reach a dangerous moment of avalanche, but the agreement
has not been reached. By this time, development in the European debt crisis cannot be
controlled, and the benefits of ECB further involvement exceeds its costs, Germany will be
willing to allow more active participation of the ECB to go to the rescue. From the
distribution of debt maturity, February to April will be another peak of Europe's worsening
debt crisis

Dr. Wenwen ZHAN also contributed to this report
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