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Sovereign debt crisis in Europe and Korea-EU FTA
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No one expected that Korea would become the first
Asian country to conclude the free trade agreement
with Europe. But it became a reality when the
Korea-EU FTA finally came into force in July 2011.

As China enthusiastically started talks with Korea
on FTA in the mid-2000s, the United States followed
suit and it sped up EU’s negotiations with Korea.
With Korea-US and Korea-EU FTAs in force, Korea
will be the centre of international trade if Korea
concludes the FTA negotiation with China. It will
become a hub country.

As 8 months have passed since the Korea-EU FTA
came into force, a number of reports analysing the
effects of the agreement have been released. In
overall, the results are not positive. If we just focus
on trade data, the outcome is disappointing. Exports
have increased but the rate of expansion is lower
than previously recorded and the trade surplus has
been reduced. The effects of the sovereign debt
crisis that is still ongoing in Europe explain a major
part of this, but some analysts argue that the FTA
has deteriorated Korea's trade environment.

FTAs provide opportunities of expanding trade
and investment to both parties by removing barriers.
On the supply side, we should take advantage of this
opportunity as the barriers come down. However,
we cannot control the demand side as Europe is in
the midst of a fiscal crisis with some countries
recording a negative growth. Some criticise that
economists’ forecast on the effects of the FTA was

exaggerated. This is because those economists

applied EU’s economic growth rate recorded in 2005
and 2006 to forecast the expected growth of exports.
As the global financial crisis was followed by a
sovereign debt crisis, Europe entered into a
recession and its demand shrank drastically.

Not all is negative if we dig in further and
analyse other economic effects of the FTA. In the
first quarter of 2012, Europe’s FDI to Korea
increased to an extent that is enough to overcome
the poor performance on the trade front. Also, as
Korea opened up its market to the US and the EU
almost simultaneously, Korean consumers
benefited from a drop in the price especially in
areas where our trade partners compete
aggressively.

It is too early to argue about the effects of the
Korea-EU FTA and it still depends on how Korean
companies and consumers utilize this opportunity.
The effects are likely to be dynamic and therefore
appear as the economic integration process
proceeds. With this process, companies and
consumers of both parties are likely to benefit from
a rise in investment and an improvement in
efficiency.

On top of this, the FTA with an advanced economy
will help the Korean economy to develop future
industries, to create high value added employment
and to raise the productivity in the services sector.

We should make use of this opportunity wisely.
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ECB’s Long Term Refinancing Operations and eurozone outlook

Long-term refinancing operations (LTRO) are conducted by the European Central Bank(ECB) and they are important
liquidity windows for European banks. The ECB lends money at a very low interest rate to eurozone banks which
inturn is used to buy higher yielding assets, such as sovereign bonds, or to lend to consumers and companies.
Previously, the LTROs had a maturity of 3 months or 6 months but the ECB extended the maturity to 3 years in
December 2011 as the crisis worsened. The LTRO which is an unconventional monetary policy measure to provide
liquidity to the market has been hailed as a success along with Greek debt negotiations and member states’ decision to
join a fiscal treaty. The ECB has conducted two LTROs with a maturity of 3 years and the size of lending has surpassed
1 trillion euros. However, the policy makers should remember the fact that the banks which received the liquidity are
likely to be exposed to risky sovereign debt and the possibility of a liquidity dry-up when 3-year LTROs mature.
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Political leadership and possibility of Spanish sovereign debt crisis

Analysts have been talking about for a while about the possibility of Spain falling into a sovereign debt crisis. Whether
Spain, which is the fourth largest eurozone economy, will follow the footsteps of Greece will depend on eurozone’s
political leadership. There are currently both positive and negative views on Spain. Negative views are based on
Spain’s weak economy and instability in its banking sector. On the other hand,Spain’s fiscal position is relatively
healthy compared to other economies in trouble and it will be able to avoid the crisis if the international community
and the EU provide a firewall. However, this would not be possible if the Spanish government lacks political leadership
to continue its drive for fiscal consolidation and reform efforts. Political leadership at both home and abroad is the key
in overcoming the crisis.
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Opportunities in Europe’s M&A market and entry strategy

Emerging economies are becoming important players in the global M&A market while advanced economies are
struggling to recover. Many companies from the US and Europe, which were traditionally buyers in the global M&A
market, have now become sellers. The sovereign debt crisis is likely to continue for some time and Europe’s M&A
market is likely to become more important as struggling firms will try to restructure. Europe’s M&A activities have
been growing in all major sectors since 2005. Especially, telecommunications companies have become the targets
of private equity funds as their growth potentialis high and their ability to pay back their debt is strong. In terms of
countries, economic downturn in Spain has led to a drop in investors’ confidence and its M&A market is likely to be
depressed for some time. In Greece, the government plans to raise 50 billion euros until 2015 through a privatisation
program and this may provide opportunities for firms trying to enter the European market.
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7h8 MRAS Sok & mh 7IRReHE ofsieh: A M&AZH & Hieto] B 4 ik FH7 AR Fof

o] FashH 53], fH 22 e M&A= 715749 o9l M&A B3} didls nlRlste 5 A524¢ & Sweden and Finland have one of the best innovation systems in the world with a high level R&D expenditure to GDP
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in their respective systems. Sweden’s R&D activities are mostly “curiosity-driven” rather than “needs-driven”and
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largest company. Finland’s innovation system is highly concentrated in a small number of companies and hence it is
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EU’s merger regulation

Mergers are examined at the European level in order to prevent some mergers which may reduce competition in
a market and harm consumers through higher prices and reduced choice. The 1989 Merger Regulation gave the
commission sole control over all major cross-border mergers. It has been amended in 1997 and 2004 and it is
applicable to all concentrations with an EU dimension. A concentration acquires an “EU dimension” where the
combined aggregate worldwide turnover of all the undertakings concerned is more than 5 billion euros and the
aggregate turnover in the EU of each of at least two of the undertakings concerned is more than 250 million euros,
unless each of the undertakings concerned generates more than two thirds of its aggregate EU-wide turnover within a
single EU country. The Commission has powers to initiate proceedings, to carry out investigations and to impose fines.
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1 Council Regulation (EEC) No. 4064/89 on the control of concentrations
between undertakings, OJ L 395/1 (1989, 12. 30.) amended by Council
Regulation (EC) No. 1310/97 of June 30, 1997 and Council Regulation (EC)
No. 139/2004 of January 20, 2004
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Royal intermarriage in Europe
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Historically, royal intermarriages were commonly practisedas part of strategic diplomacy. Europe’s royal intermarriages
led to a strengthened homogeneity between ruling elites involved. However, royal intermarriages didn’t always
guarantee peace between countries as Europe was drawn into many wars even after the crusades. One interesting fact
is that many of European royals are descendents of German and French Royals but these two countries currently do
not have a royal family of their own. On the other hand, the British royal family has successfully integrated with the
modern society as it found a way to coexist by accepting their new responsibilities.
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Local governments’ fiscalproblems in Spain and Italy

Europe’s sovereign debt crisis continues to worsen as the yieldson Spanish and Italian bonds are rising again after
a rapid drop in February and March. Analysts say that even with a strong fiscal consolidation plan by the central
government, these countries are still vulnerable since the fiscal position of local governments are at a dangerous level.
A recent working paper from the IMF “Narrowing Vertical Fiscal Imbalanes in Four European Countries” analyses
Spain and Italy’s local government fiscal problems from a historical perspective. It also describes the institutional
changes that have induced a decline in the vertical fiscal imbalances, defined as the share of sub-national own spending
not financed through own revenues in Italy, Spain, Belgium and Norway. The paper concludes that as the very long
decentralization histories in Italy and Spain show, “decentralization tends to be slow, incremental, and can experience
setbacks” and “one of the possible solutions for addressing unequal regional preparedness for revenue devolution, both
developmental and administrative, is the so-called multispeed federalism.”
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The Third EU Business Symposium

The Yonsei-SERI EU Centre held its third EU
Business Symposium on the 28th of February,
2012. 8 months had passed since the Korea-EU
FTA came into force and industrial cooperation
between two economies is becoming an
important issue. The Centre thought it was
important to provide information on Europe’s
M&A market to Korean companies as it would
give an opportunity to upgrade their
competitiveness through creating synergy with
European companies. We invited speakers to give
talks on the current situation in Europe’s M&A
market and opportunities and risks involved.

In the first session, Dr Deuk-Kap Kim of
Samsung Economic Research Institute gave a
lecture on the current economic situation in the
EU and how the sovereign debt crisis is affecting
the region. He highlighted that privatisation plans
included in EU members’ austerity packages and
European companies’ deleveraging process may

provide opportunities to Korean companies which

are seeking to enter the European market. In the
second session, Mr. Wan Rim, the president of
Roland Berger Strategy Consultants in Korea,
gave a talk on the strategic importance of taking
over European firms. Mr Wan Im analysed
Korean companies’ previous M&A activities in
Europe and emphasised that even the acquisitors
with healthy financial positions will fail if they are
not prepared to create synergies after completing
the deal. Also, he showed how Japanese and
Chinese firms are approaching current
opportunities in Europe’s M&A market. Lastly, Mr
Jin-Yong Lee, who is in charge of M&A consulting
at KOTRA, provided valuable and detailed
information on Europe’s M&A market. He
introduced detailed plans of European countries’
privatisation process and Korean government'’s
programmes to aid small and medium

enterprises when entering international M&A

markets.
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The Third EU Business Symposium The Brussels Forum

HMI-SERI EU MIE{= 201211 22 280 AZS|o|A0|  HSIQICEL 1= 1bA ot=27(¢ol 87 MRAS FEIEO The Yonsei-SERI EU Centre co-hosted a forum 28 1020 ®M-SERI EU ME= Al Zaf|AMIE0|AM

M H33| HIZLA MZX|HS JHEGIFCE (RE MRA 2 HIiSHD, &=H| BEEOZ 0l R Al 78|12 = under the title ‘Creating green jobs: current  OfX[cHot=3! X = Zalc OfC|Le AT SH=EAL

7131 Fofzhats FAZ 2l O MEX|H0M= XX NS F2oIUCE £ & RE AIF MRA 7| situation and urgent tasks’ with the Alternative =~ AL ZZOZ2 (SAHIX|Z| A=0| SAln} Tix) =

FHEO MRA A Sigknt Af713], MRA FEI ARl & 3|1E AJletn B=ut =0 FEVIY MRA ARIE Energy Forum and the Konrad Adenauer 2 JHZ[iCE

O™ 50| Al QA =2|=|AC, SO 2 SMSINCE O[22 KOTRAL| 22H Foundation on the 10th of February. Ol ZHofl= XHAMIISHHXIZ Al 08 Stchol|

HIMANOAME AMZARITAC ZIEZE HAMBQ) MRA HELEQ2I 0|21F IE2 FE MRA At 713 Speakers shared their views on the current 3ot =l A2 S= 3Rot, st=el sAAtdnt

20| S xHXQ7| sigk EU ZX| FHtol CHaHAl & QF =ZI HiolS Ax|Mo 2 AJSIYC} S8 =0 situation in Korea’s green industry and renewable ~ AXHAMOfLAX|of CHSH ST} FISHRACE 20| 2 MM

H5IYCH E5| 201Ex 5HE7|9] 93 RHAQ(7| Alst 0Ig3 T2 J2in 20| MRA SHES AJHSHHA] energy market and participants discussed on oAM= S0 00| &2t £24 2222t Z& J2T

oF o JHedRl J2|1 CRHEIR mE fE 7(n R AE UES ISt FH|dEE dddiFE o, Germany's success in creating jobs in the AR, TSt ZAxSot 247 w4 sI2nE8XE

HHEo| pjziot £ EUS| ANAISt0| L2|0A AMEL ZATIR0| 0 XES =7| Y5 63 == 20| Ot renewable energy industry. Dr. Kang-Sung Jin of o TS HiAfe| HE 7t QIICt T2 S=2cisty W

7|27t E 4 Achs HS XIXGIRCE M2AlMoMs (o] Tk ATHSINCE EMXIES RE Al TIE Koryo University, Dr. Moo-hun Joo of KEIS and L& SIEI5] w4et MBSt 7|SHSIEMolst

Elo| tEXQ| ZAME! ROl SUEH | SHZNE  off CHEH od2f ARzt ZH| A0 Cis E25H= Alzt Florian von Gropper of Solar Solution gave & EiHl w+0| XFYEE0| O0EC

Ol Qlet tHE7} S8 MRAQS| M2FM ZQMoj| CHaf &t = 717k lectures on these issues. Finally, Dr. Jin-Hee

Park of Dongkuk University and Dr. Nyun-Bae

Park of Sejong University led the discussions.
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. 32 EU SME Forum

EU SME Forum

The Yonsei-SERI EU Centre held its EU SME Forum
on the 15th of March. Our speekers and
participants discussed on how SMEs could use the
Korea-EU FTA effectively. Mr. Young-Hwa Sung of
KITA gave a lecture on how SMEs could prepare
and use this opportunity to enter Europe. He also
introduced government’'s programmes designed to
help SMEs’ globalization strategy. He emphasised
that it is vital for firms to understand the contents
of the Korea-EU FTA before entering the European
market, otherwise the damage could be significant.
He also suggested a number of market entry
strategies to maximise the opportunity provided by
the tariff reduction and to strengthen investment

cooperation.
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