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European Sovereign Debt Crisis:

Reasons, Evolutionary Path and Effects on Chinese Economy

Abstract: This study addresses the ongoing European sovereign debt crisis,
which casts a gloom over the fragile recovery of the world economy. We first argue
that the flaws in the current framework of the European economic integration, along
with the global financial tsunami, are the principal responsible for the debt crisis. The
next section of the paper turns to the evolutionary path of the crisis, especially its
transmission toward the banking sector, non-financial private sector, and the US
economy as a whole. Eventually, we discuss the potential effects of European debt
crisis on Chinese economy, and consider that despites the limited direct effects, the
crisis brings a great deal of uncertainty about China’s economic perspectives.
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CDS market reaction to policy actions
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Assets Equity less Goodw ill Leverage

Q4 2009, USD billions | Q4 2009, USD billions [[Q4 2009, USD billions
BANK OF AMERICA 2,223 145 15
JPMORGAN CHASE 2,032 117 17
CITIGRCUP 1,857 130 14
WEHELLS FARGO 1,240 90 14
GOLDMAN SACHS 841 58 12
MORGAMN STANLEY 77 48 17
European Banks

Assets Equity less Goodw ill Leverage

Q24 2009, USD billions [Q4 2009, USD billions | Q4 2009, USD billions
BNP PARIBAS 2,950 100 30
ROY AL BANK OF SCOTLANL 2,740 130 21
DEUTSCHE BANK 2,152 44 A9
BANCO SANTANDER 1,577 73 21
SOCIETE GENERAL 1,468 58 25
UBS AG 1,293 37 35
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Exposures to Greece, Ireland, Portugal and Spain, by nationality of banks
End-Q4 2009; in billions of US dollars
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DE = Germany: ES = Spain: FR = France: IT = Italy: OEA = other euro area: GB = United Kingdom: JP = Japan: US = United States:
ROW = rest of the world.

! Derivative contracts, guarantees and credit commitments. “ International claims obtained from the BIS consolldated banking
statistics (immediate borrower basis). Other exposures are not available for banks headquartered in Germany * Claims of other
euro area banks on the residents of each vis-a-vis country do not include the claims of banks headquartered in the respective country,
as these are not foreign claims. Similarly, the claims of Spanish banks on residents of Spain are not reported, since they are not
foreign claims.

Source: BIS consolidated banking statistics (ultimate risk basis). Graph 3
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