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Future of Greece and European Integration

Syriza, a coalition of the radical left, has finally swept into
power in Greece. By December 2012, Syriza had already
become the second largest party in the Greek parliament
with 26.9% of the vote, and it came in first in the 2014
European Parliament election. In 2015, in the snap poll held
on January 25th, Syriza triumphed over the incumbent New
Democracy party with a high margin of victory.

It certainly is a historic victory for a fledgling three-
year-old party to come to power. Such a victory reflects
political and economic confusion in Greece. Since 2010,
Greece has been branded as the epicentere of the euro
crisis and many Greeks have suffered years of austerity
that the Troika required through reconstructing, pension
reduction, and tax hikes. Syriza’s promise to leave behind
austerity by renegotiating the terms that EU imposed on
Greece as a condition of its bailout was a beacon of hope
for exhausted Greeks.

Syriza never explicitly insisted on leaving the Eurozone
during the campaign. Yet, the party is seen as a mild
supporter of Euroscepticism and when the new Greek
government fails to renegotiate the terms of the bailout,
a financial shock in Greece will be inevitable as the
prospect of Greece breaching its debt agreements will
be raised. Therefore, the possibility of Greek withdrawal
from the Eurozone (known as Grexit] due to this shock
and the consequent credit crunch has been a major
concern in the EU since Syriza's campaign began.

Syriza’s suggestion that a bond swap takes place
seems to be a reasonable way out. Such a bond swap
would involve the selling of Greek bonds at a loss and
using the proceeds of the sale to buy different bonds
with better performance, such as GDP-linked bonds or
perpetual bonds. Swapping Greek government bonds
for GDP-linked bonds would reduce the burden that debt
redemption places on the Greek economy. With Greece’s
economy unlikely to recover for years, such a deal in
effect writes off some Greek debt. In addition, swapping
the ECB's Greek government bonds for perpetual bonds
that will never mature would allow Greece to pay only the

interest on its debt until its economy recovers sufficiently
for it to repay the principal. This plan allows creditors
to continue to hold bonds, but also allows debt burden
to fluctuate with the economic situation and provides
the effect of debt relief. It certainly could be a win-win
strategy for both Greece and its creditors.

The UK and many other European partners at the
lender’s side of the table are seemingly optimistic
concerning the political proposal made by the new Greek
administration. However, the success of Syriza's negotiation
deal raises a fundamental dilemmma to the supporters of
European integration. The rapid growth of far-left and far-
right radicals seen at the European Parliament election
last spring casts shadow across the EU's future. The
argument that independent governance is better than
European integration which has been unable to resolve the
economic crisis is beginning to prevail. If Greece succeeds at
negotiation with the Troika and then experiences economic
recovery, the prospects of the growing anti-euro movement
in other countries would be enhanced. Countries that are
also suffering from economic crisis and growing power of
radicals are very cautious about the Greek proposal. They
are not willing to help Greece out of trouble. The success
of Greece is the success of Syriza, and they fear it will
encourage the growing anti-euro movement in their own
countries.

Connecting Syriza’s recent victory to the possible
destruction of the EU is perhaps groundless. But the
crisis that would follow Greek withdrawal from the euro
would be very politically momentous. If Syriza were to
fail, then the radical left would back off, but this would
not provide any long-term solution to the euro crisis. A
more probable resolution would be to buy some time
through reasonable proposals and expect Syriza to turn
into a realistic center-left party that combines domestic
restructuring and fiscal easing to bolster Greek economy.
Will the EU’s future really “have to dance to the tune” of
Greece’s far-left government? #

Heungchong Kim, a Vice President at KIEP
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Risk Factors of Eurozone’s Economic Recovery

The Eurozone economy only grew by 0.2% in the third quarter of 2014 (year-on-year 0.8%). The recent plunge of oil prices and
quantitative easing (QE) policy affected the domestic economy positively, but the high unemployment rate and the deleveraging
of the government and private sectors are restricting its recovery. Deflation is another risk factor in this slow-growing economy.
The inflation rate of the Eurozone was -0.2% in December of 2014 and only 0.4% for 2014 as a whole, which is the second
lowest rate after 2009 when inflation was only at 0.3%. Also, other risk factors that may stymie economic recovery in 2015

include the Greek crisis (default and exit from the Eurozone), market instability from bank restructuring, and Russian economic

recession due to the Ukrainian crisis.
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2 BEIR. Five—year Break—Even Inflation Rate
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4 Targeted Long—term Repurchasing Operations
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Major General Elections in the EU in 2015

Worry has spread among European leaders concerning the rise of populist parties and the political polarisation that they

represent. If these parties make significant gains in the elections that are to be held in eight EU member countries in 2015,

then the continued existence of the EU will be threatened. Therefore, this report analyses the result and effect of the Greek

general election that took place in January and the general elections in the UK and Spain which will become major issues in

the near future.
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Effects of Russian Financial Crisis on European Companies

Including Europe, the world is concerned about the possibility of Russian default and its ripple effect due the oil price plunge
that took place in the second half of 2014. The plunge of energy prices is very damaging to Russia - the Russian energy industry
accounts for 70% of exports and 50% of the national budget - even as the Russian economy has already been damaged by
sanctions by western countries. The Russian economic crisis in turn is affecting European companies’ performance.
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‘Google Tax’ and International Tax War

Global companies such as Google, Amazon, Apple, Facebook, Starbucks are taking criticism because they are accused of

avoiding taxes by moving profits from high to low-tax countries. This report explains how Google has been avoiding taxes and

what kind of actions international society will take in response to tax avoidance.
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European Perspective on Islam

|A|7I-

The terrorist attack on Charlie Hebdo, a satirical French magazine, shocked the world earlier this year. Still, the freedom of expression

and religious opinion continues to cause conflicts and disputes. Most people agree that this act of terrorism was a barbaric attack. After

the incident, most of the press denounced the attack and compared it to the September 11 attacks. However, as time passes, people have
begun to rebuke Charlie Hebdo and some European leaders who have ridiculed the leaders of other religions. Restriction on the freedom
of speech that does not respect religious and cultural diversity is a growing argument in Europe that requires self-examination.
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The new European Commission, launched in November 2014, proposed an investment plan to utilise more than €315 billion. 7|t vt 77|15 aubrt glok= ZAloloh, Z1efu EU 2ol thigh + Zﬂ% A2tafiof gtk E3F {1 TAA|
Marco Buti, Director-General for Economic and Financial Affairs of the new European Commission, explains the investment ol EFSIE E4)] A7)0k a1} 7-d 2 0 2 Ue} 2} Bz} A] R ASS Ao =T, 0|2 2laljA]

plan as follows. The focus of the plan is predicated on two main considerations. First, there are investment needs in some sectors =
that are not easily met by the private sectors due to their risk profile. Second, although there is no real shortage of liquidity g Ao s Bk gt
at present, this is not translating into real investment. To achieve this, the plan proposes action on three fronts: (1) catalyse
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investment finance by expanding the pool of risk bearing capacity, (2) take actions to create a transparent pipeline of investable

projects to bring certainty to private investors and provide technical assistance to public investors to better construct their FIEQI EXIE of | == P%EP Zel7r? O}: ?“F_H:} E‘]%Oi XP%*]% %‘%4 (Capi‘ral Markets Union)
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