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< Abstract >

The current status of eurozone crisis and its perspective

Since the last year, the eurozone area has experienced the
sovereign debt crisis. This crisis, as is generally agreed upon,
stems from the structural problems embedded inside the area;
both the absence of the common fiscal policy and eurozone
internal imbalances. Upon breaking out, the sovereign debt crisis
has triggered the banking crisis and economic downturn, which

eventually has formed multi-layered characteristics.

There may be three possible scenarios with respect to the
plausible unfolding of this complex crisis. First of all, eurozone
break-up has been discussed as the possible alternative. But, this
is very unlikely to occur because of political and legal barriers
as well as its massive economic costs. Secondly, the area would
muddle through the current crisis, responding to the local crisis
step by step without using full measure such as full ECB
intervention and issuance of eurobond. This process would be
ultimately directed at the long-term goal of the eurozone
reforms, which is the formation of fiscal union. For the
complete fiscal union, as the first stage, the coordination of
budgetary surveillance and enforceable sanction mechanism
would be established. Next step would be the issuance of

eurobond and the formation of political union in turn.

'Vi'




Given the future prospectus on the current crisis, the
Korean economy needs to be prepared for the coming foreseen
financial and economic difficulties. As is often pointed out,
foreign exposure of Korean financial sector is already above
50% in the total foreign exposure. Thus, Korean financial sector
is not immune to foreign crisis at all in this respect. Under
this circumstance, the effort to secure liquidity should be made
constantly for the time being. On the other hand, Korean
export also heavily depends on the EU area as a whole. As
this area slips into economic recession, the aggregate demand
would shrink and Korean exporting industry would be affected
adversely. In case, precautionary measure should be
constructed particularly for small and medium sized exporting
firms. In addition, in return of financial assistance, China is
very likely to demand “market economy status’ from EU. If
accepted, this enables Chinese firms to lower the price further
and, as a result, the Korean exporting firms would face
additional difficulties. For this problem, the precautionary

measures would be needed sooner or later.
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