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Analysis and Outlook for Global Economy and Financial Markets
in the first half of 2011: European sovereign debt crisis drags
on global economic growth, Risk aversion aggravates the

fluctuation of international financial markets

Executive Summary

Key words: the global economy, international financial market, sovereign debt crisis

In the first half of 2011, the global economic recovery slowed down mildly. US
economic growth was slower than expected, and downside risks have been increasing.
The Fed will not launch QE3 in a short term.According to our forecasts,neither the
"technical default” nor the sovereign debt crisis will happen in the US. During 1H 2011,
European Union maintained a growth trend. However, with the sovereign debt crisis
deepening, the economic recovery of Euro zone members were further differentiated and
the pressure increased constantly. Japanese economy was hit hard by the earthquake and
nuclear leakage seriously, but the reconstruction after the disaster will stimulate
Japanese economy obviously. Affected by tightening policy, economic growth of
emerging economies slowed down and inflationary pressure remains high.

Since the beginning of May, the volatility of international financial market has been
increasing, with the global equity markets rising first and then falling down, prices of
commaodities falling and stablizing after surging for several months, European debt risk
expanding and US. dollar rebounding after heavy depreciation.

Looking ahead, as worries about huge public debt in the US and Europe may lead the
investors to evade risks, funds will keep out from high risk markets such as stock
markets and European government debts. However, gold, US. dollar and other stabilized
assets would continue to be sought after, and the international oil prices will remain
fluctuating on high level because of the oil’s supply and demand gap.

Given stable energy prices and major economies’ loose monetary policy, the global
economy is still expected to maitain a moderate recovery trend in the second half of
2011.
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