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Analysis and Outlook for Global Economy and Financial Markets in the First
Half of 2012: The Global Economic Recovery Has Been Dragged Down by the
Deteriorative European Debt Crisis and the Fluctuations of Financial Market Have

Been Aggravated by Disorderly Capital Flows

In the first half of 2012, the global economic recovery was facing a critical moment as
the superposition of the political cycle, the geopolitical uncertainty and the economic
cycle. The United States and Japan maintained a moderate growth, Europe was on the
brink of recession, and growth rates of emerging economies were slowing sharply.
Investors' appetite for risk had been changing frequently for the deterioration of
European debt crisis and geopolitical tensions, resulting in disorderly flows of capital
between risk assets and safe-haven assets and sharp volatility of the international
financial markets. Safe-haven assets such as US dollars were sought after by investors,
while exchange rates of the euro and emerging market currencies fell sharply. The
global stock markets were gyrating and the prices of gold and oil bottomed out.

Looking ahead to the 2nd half of 2012, advanced economies would be faced with
serious risk of sovereign debts, severe financial squeeze pressure as well as the
deleveraging of banks, while emerging economies would have to confront downside
risk induced by the decline in external demand and unstable financial system struck
by capital outflows and excessive depreciation of the currencies. Overall, global
economic recovery is expected to continue weak growth with undoubtedly a few more
twists and turns to come in the short to medium term. With respect to the international
financial markets, the exchange rate of euro would probably remain weak pattern but
US dollars might appreciate. The global stock market would fall in large extent
judging from the current situation. The gold price is expected to rebound more

quickly but the oil price would appear vulnerable.
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