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Looking forward to the "negative": the possibility of
significant increase of the EFSF rating downgrades

July 26, 2012
By Ye Hui Jue

European time, early morning of July 25, the rating agencies Moody's (Moody's), the European
Financial Stability Fund (EFSF) rating outlook lowered to "negative".

This means that within the next 12 to 18 months, the possibility of the EFSF rating from Aaa to
be lowered significantly increased, once lowered, the EFSF the cost of borrowing in the capital
markets will greatly enhance.

Moody's rating outlook for the latest adjustment EFSF the reasons given is very simple: to
adjust the rating outlook of the sovereign state occupies more than one third of the fund secured
share, adjusted EFSF the rating outlook is very well deserved.

This refers to the previous day, Moody's has just the euro areas only remaining sovereign rating
for the AAA outlook to "stable" in four countries to a new round of "shuffle", the result is
Germany, the Netherlands and Luxembourg, the rating outlook has been changed as negative.

Finland within the euro zone, only the highest sovereign rating outlook is stable

countries. Moody's believes that there is no net debt on the balance sheets of Finland, the
banking system is relatively healthy for the euro zone's economic dependency and the debt
ratio of not, so the relative impact by the euro area as a whole smaller.

The spate of rating outlook cut to stimulate the fragile market. Coupled with last week, a number
of global macroeconomic data and corporate earnings are revealed pessimistic signal, the
capital markets continue to fight against.

NYSE floor trader Stephen J.Guilfoyle, told this reporter, said: "today (Eastern time on the 24th),
bleak and even bad macroeconomic data and accompanied the announcement of the
performance of people panic, and the European Monetary Union the bad news to stimulate the
nerves of investors, these factors continued to affect the stock price. "

Sovereign rating bundled EFSF credit

The EFSF joint decision by the 17 member countries of the euro area. EFSF guarantee
countries, Germany accounted for 29.1% of its share, the Netherlands accounted for 6.1%,
accounted for 0.3% in Luxembourg, the three add up to more than one-third of the fund's
holdings weights.

Moody's said in its statement: "If the fund is the credibility of the participating countries further
destruction ... What is more, weakening the euro-zone countries for EFSF support
commitments, then Moody's would consider truly lowered the rating of the Fund."”

This means that the euro zone, including Germany, the economic fundamentals and market
reputation of the core countries, through the EFSF, directly or indirectly affect the overall
confidence in the euro area to the market, and thus determine the rescue possibilities and
rescue extent of the crisis countries .



In turn, the deterioration of the crisis situation in the country does not help market confidence in
the core countries.

In the opinion of the rating agencies, the possibility of default and exit from the euro in Greece is
still trying to keep the efforts of Greece in the euro area is bound to spend to go to a lot of
money, these funds from the core countries from

"Even very healthy, Germany, the Netherlands and Luxembourg, their own economic future
policy actions will compromise the stability of Europe." Moody's said in a statement.

Germany be affected
It is regrettable that the core countries in the euro zone economic situation is not satisfactory.

On the 24th, the German purchasing managers' index (PMI) disappointing, the data continue to
drop to 47.3 in July from 48.1 in June. At the same time, the euro zone PMI, not surprisingly,
continue to wear down the market looking forward to: 46.4. The PMI index below 50 means the
economy is shrinking.

Of PMI rapid strike with the Moody's lowered the rating of the three countries the Looking come.
Although we see the French PMI index was slightly higher among the 50, but integrated into the
euro area as a whole PMI, a combination of these numbers still looks terrible. Stephen
J.Guilfoyle said.

After the German Finance Ministry in the first position, and stressed that the eurozone has taken
a series of sustainable stability measures for the euro area, and Germany's economic and
financial situation is quite stable. Germany believes that the Moody's move, but considering the
short-term risk, without taking into account the longer-term prospects for stability in Germany.

At press time, the rating outlook downward effect on the German ten-year bond yields rose to
1.24 percent the previous day's low of around 1.127%. Previously that the German bond is a
haven for investors start to panic.

However, the risk of the domestic financial system in Germany, as Moody's pointed out that as
more and more investors are worried about.

Moody's believes that the increasingly apparent vulnerability of the deterioration caused by the
euro-zone debt crisis of the banking system in Germany, German banks in crisis countries -
particularly Italy and Spain - claims, and they limited the ability to accept the loss and the
continuing weakness of gains, making them more vulnerable in the crisis situation continued to
deteriorate.

Moody's also cut several German sovereign holding companies and funds. In this case, the
investors' trust in the core banking system daily lower, leading to its stocks and bonds lost trust,
which further increased the difficulty of bank financing. A vicious cycle.

“Market behavior is usually difficult to predict, but it is nothing more than two kinds of emotional
control - fear and greed." Pace University, USA Lubin Business School Professor Bruce
Bachenheimer pointed out to reporters.
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