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Introduction

It’s a great pleasure to visit your fascinating country and the
beautiful city of Seoul.

It is a comforting notion that even though we are in different
corners of the world, there is I think a deep sense of understanding
between us. We have a common view of the world; we share a belief
in innovation. And we share the need to respond to change. Just like
Europe, Korea has reinvented itself. You opened up, you welcomed

impulses from abroad, you welcomed them with open arms, and this
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change has paid off. Korea has a strong and resilient economy. You
have undergone a transformation from an agricultural economy to
an international one based on innovation, technology and export. If
you walk into any European department store, you will see televisions
and many other products from Korea, for example Samsung, If you
call someone in Europe, chances are you will be connected to a phone
made by LG. If you drive on roads in Europe, you will see Hyundais
and Kias.

Korea is also one of the few economies that have weathered the
worldwide economic crisis relatively well. But as you know, change
is constant, and even though you are strong, you still have to adapt
to change. Ageing is a big issue in both our regions. We both have to
adjust to this. I am happy to see we are doing all we can to learn from
each other’s experiences. In Europe, we are facing a new reality which
is forcing us to re-evaluate our institutions: our social institutions, our
welfare systems and our expectations. In short, we must re-evaluate

our economies.

Where do we stand today?

Let me give you some background information about the Euro
area, also known as the Eurozone. It consists of those European
countries that have adopted the euro as their currency. And as of the
Ist of January, there are 19 countries, where on the 1st of January
Lithuania joined the Eurozone. Sharing a single currency means
that Buro area countries must coordinate their economic and fiscal

policies closely, much more so than other EU countries. Euro area



finance ministers therefore meet every month in the Eurogroup and
at these meetings we coordinate our policies and take necessary steps
to promote financial stability. We also discuss issues on a monthly
basis, all issues of common concern for the management of the single
currency area. Today, I would like to discuss with you where the Euro

area now stands and what is needed to go forward.

Crisis response: Euro area

First, let me briefly touch on our very recent experience during the
financial crisis. I am aware that your country has shown great resilience
after the financial crisis of 2008. You felt the impact, too, but have
managed to recover very soon. In the Euro area, the crisis revealed
a number of structural weaknesses in our economies and in the
governance of the currency union. Our crisis response has focused on
addressing these shortcomings.

First of all, the crisis revealed weaknesses in the European
supervision of banks. Now these have been vigorously addressed.
The creation of a banking union, within about a period of a year
and a half, has been a key achievement in restoring our banking
sector to health. To start with, a common European supervision
was established. The European Central Bank (5CB) exercises direct
or indirect supervision over all Euro area banks. This enables us to
apply the same standards to all banks and reflect the fact that many
banks operate across European borders. We have also created a
European resolution mechanism. In case a bank gets into trouble, this

provides clarity on what happens if a bank fails and prevents bank



problems from affecting sovereigns and vice versa, thus reducing the
risks for governments and taxpayers. Finally, only two months ago,
the Buropean Central Bank completed a comprehensive assessment
of the 130 systemically relevant banks under its direct supervision.
These banks have undergone an asset quality review and a stress
test. Over the coming months, banks will have to improve their
balance sheets further when necessary. This thorough exercise has
fostered transparency about the conditions our banks are in. And it
has generated confidence that the European banking sector is getting
stronger.

Second, Euro area countries have been under pressure to get
public finances back in order. The crisis also revealed shortcomings
in the European rules for governing fiscal policy. So from the
moment the crisis started, the sustainability of public finances in a
number of countries was tackled with great urgency. We’ve had to
pursue a strategy of strengthened fiscal discipline and budgetary
consolidation. We had to tighten our budgetary rules. We created a
mechanism for monitoring possible macroeconomic imbalances. And
we strengthened the European Commission’s role in the surveillance
process. For example, last December we discussed all the Euro
area draft budgetary plans in the Eurogroup which was not an easy
discussion. But our candid and robust debate reflects our common
interest and commitment to the rules of the Growth and Stability
Pact.

Finally, the Euro area confronted many Euro area states with

underlying structural weaknesses in our economies. First, support for
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countries under pressure from financial markets has been combined
with vigorous reform. And I want to underline the significant efforts
made by those countries which we generally know as ‘program
countries’ — Greece, Portugal, Ireland, Spain, and Cyprus. They have
pursued strong reform agendas and continued to do so. Their people
have made painful sacrifices and many countries have suffered a major
loss of income. But also, other countries like the Baltics (Estonia, Latvia,
and Lithuania) and, if I may say so, the Netherlands have worked hard in
terms of structural reforms to strengthen their economies. And now
you see all the countries that have implemented tough reforms have
all achieved positive growth rates once again in 2014. This year, all
these countries are expected to grow faster than the average Eurozone
countries. To sum up, we did not only tackle our short-term problems
but we realized that our architecture and our rules were incomplete
and needed improvement. We did not waste a good crisis. Thanks to
all the measures we have taken, the Eurozone is now stronger than it

was before the crisis.

Weak growth and low inflation

So where do we stand now? Growth is picking up, but it is still weak
and slower than we would like. The peak in unemployment is over,
but still, in many countries, too many people are left without a job.
Inflation remains subdued and in some Euro area economies, prices
have fallen. There is currently a lot of focus on low inflation, especially
in circles of economists. The question is: how alarming is low inflation

for the Eurozone? To answer this question, let me start with the
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causes of low inflation. A large part, a large role is played by low
food and energy prices. Of course, you all know this in Korea. This
explains a large part of the effect. Low prices can also be explained by
demand and supply side dynamics. And it is sometimes very difficult
to distinguish between the two.

But a number of Euro area countries have implemented setious
reform agendas and have increased their productivity and cut their
costs. And this had led to relative price adjustments and made prices
fall. But, at the same time, it made these economies stronger; a
clear example of this is Spain. In itself, the necessary and successful
effort made by these countries to gain lost ground in terms of
competitiveness is a positive development. In that sense, the low

inflation for them is a sign of this positive development.

What do we need to do in the years ahead?

At the same time, we are not done yet. The Euro area needs a
comprehensive growth strategy. We need strong and coherent policies
in all relevant policy areas. We need sound monetary and fiscal policy,
high-quality investments, and ambitious structural reforms. And we

need to connect the different policy strands.

Monetary policy

Let me start with the support provided by the ECB’s monetary
policy. Like many other central banks, the ECB is confronted with the
zero lower bound. In response, and in the context of a weak Euro

area economy, it has resorted to unconventional monetary measures.
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These days, monetary policy, the quantitative easing in particular, is a
topic of lively debate in many countries and certainly in the Eurozone.
One point to make is that monetary policy will only be effective in
combination with sound policies in other areas. In other words, it will
not take politicians off the hook. They still have to do their work.
We want the liquidity provided by the ECB to finance productive
investments in the real economy instead of creating bubbles. This
means that we have to take the right structural measures as well.
Restoring our banks to health, as I mentioned earlier, has been
key. Going forward, we need measures to boost attractive private

investment opportunities.

Fiscal policy

In addition to monetary policy, we need sound fiscal policies. With
an eye to the ageing of our continent and keeping our social security
system future-proof, healthy public finances remain top priority.
Korea faces the same challenge, but has healthier public finances. The
situation in the Eurozone is different. Therefore, from the moment
the crisis started, we tackled the sustainability of public finances with
great urgency. We have pursued a strategy of stronger fiscal discipline
and budgetary consolidation. In this context, ‘the Growth and Stability
Pact’ is key. It is a rule-based framework for the coordination of
national fiscal policies in the complete European Union. It imposes
fiscal discipline, with limits on budget deficits on debt. It functions
as an anchor of confidence, not just confidence among Eurozone

countries but also the confidence for the financial markets, putting



their money in the Euro area. All countries, large and small, should

abide by these rules.

Investment

The third element of our coherent policy mix is investment.
Investment levels across Europe are too low and must be raised. In
November, the new European Commission presented a 315 billion
euro private and public investment program, equivalent to about 404
trillion Korean won. This plan has three pillars. Firstly, it mobilizes
capital for investment through a European Fund for Strategic
Investments. Secondly, it brings together viable investments, projects,
and public and private financing, Thirdly, it contains measures to
strengthen our investment climate. This includes better regulation,
development of the Capital Markets Union, and the completion
of the internal market. In particular, the digital agenda and energy
grids offer opportunities for private investment. Therefore, we need
to increase investments in Europe, and most of the increase has to
come from private sources. To achieve this, we need to attract private
investors. Companies’ confidence in our growth potential will increase
if we vigorously implement ambitious structural reforms, at both the

European and the national level. Therefore, that would be my priority.

Structural reforms
This brings me to the final policy strand — structural reform. No
stimulus in my mind can replace the need to make our economies

more competitive and fit for the 21st century. Years of strong credit-
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fuelled growth have masked some of our structural weaknesses. A
number of serious challenges still lie ahead of us, such as ageing
and globalization. In Europe, we aim to address the weaknesses by
our structural reforms. We need to improve our labor markets by
lowering the tax wedge on labor and further improve the skills of
our labor force. We need to make our product markets more flexible,
modernize our welfare system, and improve the quality of research
and innovation. That is why we need to focus on what we have already
achieved and on the potential benefits that still lie ahead.

In its ‘Going for Growth’ report, the OECD presents the
achievements of reforms in Europe over the last two years. It
shows that Greece, Italy and Spain have reduced regulatory barriers
to competition. Ireland and Slovakia have strengthened research,
development (R&D), and innovation incentives. Countries like France,
Italy, the Netherlands, and Portugal have reduced their problems in
their labor markets.

Nevertheless, we are not there yet. Take, for instance, the problem
of protected sectors and professions. The European Commission
has identified no fewer than 4,700 regulated professions in our EU
countries. Some of these make sense, such as medical specialists. We
all like to be sure that the medical specialists we visit have actually
studied medicine. But others are much less so, like golf instructors
or second-hand car salesmen. There really is no need for all of these
professions to have a protected status in different countries. It needs
to be opened up. It is an issue we must continue to address.

Other long-term issues of importance are the age of retirement

—_
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and dealing with the costs of health care in an ageing society.
Implementing the right reforms can boost growth. The OECD has
calculated that adopting best practices in labor and product markets
could increase the Eurozone’s output by more than 6% over 10 years.
In the Eurogroup, I would like to say: “Let’s get this potential, let’s use
it!” In BEurope, concerns about the fragile state of the economy are
having a big impact on the discussion about structural reform. For
the Euro area, a number of reform measures will not only strengthen
our potential growth in the longer run, but may actually also increase
demand in the short run. It is a myth that the impact of the reform
will only be felt in the distant future. Take, for example, measures to
improve the tax system, reduce red tape, or lower regulatory barriers.
These can spur investment in the very short term. Reducing the tax
wedge could also bring benefits to many Euro area countries. Many
countries at this moment are working on this issue, which impacts
both supply and demand sides of the economy. Finally, increasing
the pension age and extending the workweek can also improve public

finances, even in the short term.

Connecting the policy strands

My previous points underline the links between policies in the
different areas. The growth strategy for the Eurozone requires us
to connect all of these policy strands, an approach endorsed by the
European Council, which will discuss ways of strengthening the
monetary union in the coming months. Together with President

Juncker, President Draghi, and President Tusk, we will work on
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improving the coordination of our economic policies. We should
put growth and jobs at the top of our priority list. We have to
seize the opportunities ahead of us. We have to act promptly and
vigorously. Our work focuses on the delivery of the key reforms. To
this end, we can do more to integrate reforms and budgetary efforts.
The European Commissioner only this week put forward some
proposals regarding flexibility in the budgetary rules to make room
for reforms and investments. And I welcome these proposals very
much. So I advocate a more integrated assessment of compliance
with our budgetary rules and the European Commission’s reform

recommendations.

Conclusion

In Europe, the oak is considered the strongest of all trees. Oaks
are usually the last trees still standing after the storm. But if the
storm becomes a hurricane, even the mighty oak might fall. Korea
and Europe have both withstood seemingly unstoppable storms
during the last decades. We did not fall; so perhaps we are not oaks. If
necessary, we change our form. If necessary, we move with the wind.
If necessary, we bend with it, landing in different directions; but we do
not fall. We are not the oak but resemble the bamboo instead. Making
changes in the face of new circumstances is difficult for anyone and
anywhere. It is not easy to switch to a new approach, especially when
you have known the taste of success in the past. I strongly believe the
best is yet to come for both parts of the world, for our companies,

our economies, and our people; but perhaps, most importantly, for the
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friendship between the countries of the Eurozone and Korea. May

that friendship sustain us in our quest for a renewed economic growth.
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You very rightly spoke and gave an interesting perspective on
Q the comprehensive growth strategies that you want to follow.
But in my view, you just made a passing reference to the biggest
challenge Europe has, which is the demographic challenge. By 2020,
the median age in Europe will be 49 years, whereas in China it will be
37 years and in India it will be 29 years. So if the median age in Europe
is going to be 49 years by 2020 and there happens to be immigration
fatigue or even a backlash, how do you intend to tackle that challenge?

What is the game plan?

A You made a point about demography. The approach has to

be along a couple of lines. First of all, we have to look at what
potential still lies in our labor force. For example, the participation
of women in a number of countries in Europe can be brought to a
higher level. This could be a strong complement in the labor force. In
the North and in Scandinavia and in my country, to some extent, the
participation levels are still and already quite high. But in a number of
other countries, there is a lot of potential there.

Secondly, I believe that raising the retirement age is part of this
approach. We cannot allow people to retire even before the age of 60,
which was quite common and is still quite common in a number of
countries. There are still early retirement schemes in some countries
which are very costly — costs that have to be borne by the working
people. People retire still too eatly. A lot of work has been done in
Europe, and in a number of countries the retirement age has risen. In

my country, we have brought it up to 67 from 65. We connected it to life
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expectancy, which will continue to go up over the future. Also, part of
the approach has to be productivity, technology, and the use of robots.
It is inevitable that we will replace some part of the present workforce
with robots and new technology. I think the potential there is quite large.

Migration is always an interesting issue in short-term shortages in
labor markets. But for the long-term demographic issues, I am not sure
that it is the right solution. Our economic planning bureau, ‘the CPB’
(Central Planning Bureau — the Netherlands Bureau for Economic Policy Analysis), has
once shown that many groups of new migrants within one or two
generations take on the same replacement rate and reduce the number
of children they have. So in a very short time, the effect of this has once
again faded away. I do think that there will be room for immigration in
Europe and that it will be a part of the European economy. But it is not
the answer to demographic problems. So it will have to be a multi-strand
approach, increasing the potential that we still have, while working on

technological replacements when it is necessary.

Adding to the divergence issue, another challenge in Europe
Q is the divergence of economies within the region. Now, the
single currency creates tremendous problems, particularly the one
without a sovereign power to unify the nations. How do you see this

long-term problem being solved?
g The second question was about divergence between countries

within a monetary union. It is interesting to see that the

World Bank once published a report on this which was called the
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‘Golden Growth’. In this report, it described the European Union as
a convergence machine. The European Union has been tremendously
successful in the process of convergence. For example, when Spain
and Portugal became members in the 1980s, their wealth increased
rapidly. They were supported by the EU for example in terms of
investment and infrastructure at a very fast pace. The difference
between the level of wealth on average in the EU and those new
member states disappeared and became a lot less. The same thing
happened in Eastern Europe after the fall of the Berlin Wall. At quite
a rapid pace, this convergence of the eastern and central European
countries towards the EU member average took place. Poland is a
strong example of this, which has shown a very successful economic
process. But this process of convergence has actually stopped due to
the crisis, and we need to get that restarted.

Now what are the options that we have to deal with differences in
economies and in phases of the economy, if you do not have, if you
permit me saying so, the easy option of devaluation of monetary policy
per country? There is a famous Dutch economist who always makes a
joke that “If devaluation was a sound economic policy, then Zimbabwe
would now be a very rich country.”” The point here is that by monetary
policy, fiscal policy, and interest rate policy, you can definitely have
an effect. But the question always is, “Will it be sustainable? Will the
economic effect of this kind of stimulus be sustainable?” Therefore, I
feel it is crucial, going forward, to adjust structural differences between
countries and take away structural shortcomings in our economies. The

ECB has been very supportive of our economic recovery process. I am
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sure that they will maintain to do so within their mandate. And given the
low inflation, they may consider taking extra measures later this month.
But the key issue is that they are going to restart the convergence process

and structural reforms different per country.

I ' would like to ask your view and opinion about the oil prices
Q being cheaper recently. Now the U.S. and the EU are also
trying to expand their energy trade. What is your take on this? Do you
think it is beneficial for the EU?

A The low energy prices, the situation in Russia, and maybe

the crisis in Ukraine have an effect. I think in general terms,
low energy prices will be beneficiary for the Eurozone. Actually, the
situation of the very low energy price, the low level of the Euro,
and low inflation has a number of positive effects on our economic
recovery. In terms of exports, the low position of Euro is positive.
For domestic demand, low energy prices and low inflation are
positive. So you will see domestic demand picking up in all European
countries, which is of course also important for Korean exports to the
Eurozone. In general terms, I think that there will be a positive effect.
Some economists have calculated that it would add potentially an extra
full percentage point growth for the Eurozone this year. Of course,
the year is young and we do not know what will happen with energy
price, etc. But there is potential extra growth there. That also makes

me rather optimistic about this year. The growth will continue picking

up.
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Perhaps even though you have not asked, I would say little more
about Greece. My answer about the Greek situation is pretty basic.
We are all democratic countries. We have elections every now and
then, and I do not consider elections as a factor of instability. We will
continue to work together in Europe. Someone said to me, “But this
year is the election year!” And I said, ’Well, actually if you look closely,
every year is an election year in Europe.” We have 28 countries, 19
Eurozone countries and we have European elections, national elections
and regional elections. There are always elections. And we must not be
distracted. Our cooperation is not a temporary thing, It will not be upset
by elections. We will continue to help and the same goes for Greece.
As you know;, the program for Spain, which includes the reform of the
Spanish banks was completed first. Then Ireland left its program and
is now fully financially independent again. Portugal left the program
successfully. Now we have only two countries left in the program -
Cyprus and Greece. Cyprus entered the program late due to a banking
crisis but they are doing relatively well, recovering faster than we
expected. And that brings me to Greece. The second Greek program
will expire on the 1st of March. We need to finalize it and then we need
to discuss with the Greek government the future because I think that
some form of support will be necessary. This is not a new statement.

The Greek government has also expressed the need for what we
call ‘Enhanced Conditioned Credit Line’, which is a kind of a follow-
up program. Whoever is the new Greek government, we will talk with
them as soon as they are in office, and we will negotiate the outlines

of this further support. But the support would be necessary. We stand

24



ready to give it. The only thing I can say to whomever is in charge of the
government of Greece, “Do not waste the efforts that have been put
in so far”” A lot of effort has been put in, in terms of political capital,
economic capital but also social capital. It has come at a price. There
have been difficult measures for Greece but the effects are starting to
show. The economic situation in Greece is much better than it was two
years ago. I think we should continue on that path. So, whoever wins the

election, we will work closely with them.

Greece is not really a big country in terms of economic size
Q and population. The population is about 11 million and its
GDP is less than 2% of that of the EU. Still, the global economy was
impacted by the financial policies of Cyprus, which has a population
of less than 1 million. We are living in an interdependent and
globalized world and that is why we are concerned about Greece. We
just hope that the new leader, whoever gets elected, will compromise
with you and the Eurozone leaders, so that they can have a sustainable
strategy. I think this will happen as well. The Grexit is possible but
the probability is not that high. People talk about Grexit, but for
the interests of the Greek people and the Eurozone, we are all for
the continuation of the Eurozone. I think that will happen and it is
comforting to hear from you.
Another question which I think the general public is interested in
is about Mario Draghi’s possible launch of Quantitative Easing (QF)
this year. I think that it will happen but the question is ‘how big’ and

‘in what form’. Could you share your views about these questions? In



Europe, there are northern views and southern views. Actually, I had an
opportunity to talk to Mario Monti and Giulio Tremonti, only a couple
of months ago in Rome. They shared their views and told me about
the prevailing southern views and northern views. In contrast to the
southern view, the northern one puts emphasis on structural reforms.
I fully agree with the northern view, but you also need to have a short-
term package as well. So, the question is how you manage this.

In that regard, I think Mario Draghi will put quantitative easing, So,
‘in what form” and ‘how big’ do you think this package will come? Then
you said that the Eurozone economy will grow this year, which is very
good not only for the Eurozone but also for the rest of the world.
However, some places still have around 1% economic growth. We have
to make more efforts regarding the Eurozone policy; as you said, it is full
of agendas. The political leadership and commitments are important
points here. Chancellor Merkel, for example, faced domestic political
reality and she has had to deal with domestic politics, so she can do more
for the Eurozone as a whole. You put all things in fairly optimistic terms
which I think, broadly speaking, is the right view. Do you think that all

these things are going to work out well in reality?

A When I became the president of the Eurogroup, the

Eurozone came out of a very deep crisis, which has left a
couple of traumas. One of the traumas is that the north and the
south were divided. I have put a lot of energy to break that tension
between the northern vision and the southern vision. I do not think

that the distinction is still quite clear. For example, let us take Spain
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and Portugal. These countries have not only put their budgets right,
which they had to do to regain the trust from the financial market, but
they also did some major reforms in their economies in regards to the
way governments and markets function. Opportunities for business
have also improved. Those countries are now one of the strongest
advocates for getting reforms done. If you talk to the government
in Madrid or Lisbon, they will tell you how committed they are, not
because they have to but because they do not have to anymore. The
program has expired. They are convinced of the benefits of pushing
through structural reforms and dealing with the underlying problems,
which were there before 2008. They are not new; they are long-term
issues in the Spanish economy, in the functioning of the labor market,
etc. Dealing with such issues will give them a better competitive
position.

There are different approaches, not along the lines of the north and
the south but right across Europe. Interestingly enough, those countries
that have been offensive in their structural reforms — a number of the
program countries like the Baltics and the Netherlands — have returned
to growth and are now leading the pack of European countries in terms
of growth. I think that is an important indication of what needs to be
done for those countries that are at the back of the pack. Italy is still
in recession and has had negative growth last year. Luckily, the present
government, the Renzi government in Italy, is very determined to get
some of those reforms done that have been postponed for a very long
time in Italy. We have to be fair about this, and the Renzi government is

fair about it. Now they are very aggressive pushing through labor market
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reforms and institutional reforms of the legal system, which are also
very important for companies who want to invest in Italy. So, I think
that is the crucial approach.

In regards to QE, I have to respect the independence of the ECB.
I cannot tell you what they will decide and I cannot even tell you what
I think they should decide. It is up to the ECB. All I can say is that the
ECB has been very supportive and accommodative in its monetary
policy to support our economic recovery. Given the present situation
of the low inflation, possibly it will do more. The long-term outlook of
inflation is gradually going down. That could be a reason for concern
for the ECB. But once again, if you look at the core inflation in the
Eurozone taking out the energy price effect, it is stable and has actually
gone up a little over the last period. It is up to the ECB to consider what
is necessary. Regarding the size of the QE, I think President Draghi has
given us some idea. He talked about extending the balance sheet of the
ECB once again with a thousand billion euros, going back to the level
which I think the ECB had in 2012. The explanation that he gave entails
what he believes to be the right approach. We shall have to wait and see

how it will be done and what type of instruments will be used.

You did talk about Greece but looking at their election
Q and election slogans, they do talk a lot about going back to
the previous welfare system. I wonder whether, even within these
slogans, the European Union is still ready to work with the new
Greek government in the midst of the current political climate. I

was wondering whether if going back to previous welfare systems

28



is a general trend within Europe because a lot of countries did take
conservative measures a few years ago. The second question is about
the issue of inequality. I was wondering whether politicians in the
Netherlands or in Europe as a collective group are doing something

particular to address this issue.

A You are right. In elections in Greece, some politicians tended

to promise that everything would return to the way it was
before. But now, U.S. politicians know that things never become
as they were before. You must move forward. The key here is that
Europe has a very strong social model. You asked about reforms
which could be valuable for Korea. For example, developing a pension
system which I think your government is taking on is an important
element for strengthening the economy. So Europe has this strong
social model. As I am a social democrat, I think it is very valuable and
I think we must maintain it. However, you must always adjust to new
challenges — changes in demography and changes in your economy —
and at all times you need to be able to finance it. You cannot maintain
an expanded social welfare system without having the structural ability
to pay for it. That was the situation in Greece. So Greece has adjusted
its welfare system to match the reality. Now the key issue is to lift the
economic reality and lift the welfare and wealth in Greece, then, the
welfare system can follow. I am afraid it is not possible the other way
around. I am saying this as an economist, so I cannot see how you
can have an expanded welfare system when your wealth has gone to a

lower level. Of course, I cannot decide politician’s slogans. But all of
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us have to deal within margins of reality. Therefore, some politicians
may have to compromise after the elections.

About inequality, it is a lively debate in Europe thanks to the book
by Piketty. Differences are quite large in different countries in Europe.
Some countries and some societies are much more egalitarian than
others. France, the Netherlands and Scandinavian countries have quite
egalitarian. But there are differences in income and wealth is sometimes
unevenly distributed. So it varies very much per country. It is a very
big issue. In my country, we are going to modernize the tax system.
Starting this year, a major tax reform will take place and I am sure that
this issue of equality and fairness will be an element of that. A number
of Buropean countries are overhauling their tax system. A key factor in
that tax reform is the functioning of the labor market and reducing the
tax wedge on labor. Of course, if you take away the tax pressure on your
labor force, you may have to increase tax pressure on other elements of
wealth in your society. That is where the inequality issue comes in. But it

varies per country.

One of the phrases you mentioned that caught my ear was
Q “Let us not waste a good crisis.”” You also began your speech
by complimenting Korea for dealing with the global financial crisis
relatively well. However, I cannot escape the feeling that maybe Korea
is wasting a good crisis. In comparison to what it has done in response
to the 1997-1998 crisis, after the global financial crisis of 2007-2008, 1
think Korea has not really done a very good job in terms of structural

reforms. You have mentioned a lot of things in your speech but since
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you are in Korea now, I would like to hear your comments on key
structural reforms or other things that you think Korea should do. I
would also like to hear your thoughts on how you feel the EU-Korea

FTA has performed since its implementation.

A You asked about structural reforms. I spoke to Minister Choi

yesterday and he told me what Korea is considering and
has started in terms of the pension system. This is very important.
Another issue that is important and is always a risk we have to take
into consideration is the real estate market and house prices. You have
to make sure that households, common people, and working people
can afford houses and are able to build up a pension or to have a
pension. These are elementary issues for any economy or household
and will also open up their purchasing power over the course of their
life. If you have to reserve a lot of money for your pension system,
that takes away spending power and consumption in the short term.
So I think that is an interesting issue.

You asked my opinion about the FTA. I am very much in favor of
these trade agreements. Korea has a number of trade agreements with
different countries. I think that is a part of your success. Europe is now
talking with Japan and with the US. We have already concluded a trade
agreement with Canada, which just has to go through patliament in
Europe. But I think this is a crucial element of finding more potential
growth. I strongly believe in international trade. I think it can improve
both of our economies. If there are issues in the FTA between Korea

and Europe, we are very open to discuss those issues to improve it.
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I have a quick question about the banking industry. Since the
Q last global financial crisis, the banking industry in Europe has
also gone through crisis back and forth, restructuring, stress tests, and
all these things. What is your view of the banking industry in Europe
right now? If Europe is going through another crisis, do you think this
crisis would have a similar effect on the economy, or will it be much

better this time?

A In my view, the European banking sector has improved

strongly. First of all, because a lot of national governments
had to intervene, some banks were closed and some banks were
restructured. New capital was put in forcedly by governments.
For example, in the Netherlands, we had to nationalize two of the
four largest banks and we will also privatize them again over the
coming years. And on top of that, the banks knew that they would
be taken through the assessment by the ECB. Proactively, the banks
immediately started going back to market, restructuring and taking
their losses, etc. All of that has been a great improvement.

But we are not there yet. A number of banks still have to do more.
The capital standards, the Basel 3 standards, which have been translated
into capital requirements directive 4 in Europe, will gradually go up over
the next couple of years. In other words, all of the banks will gradually
have to improve their capital standards. We are not there yet but we are
certainly in a much better situation than in 2008-2009. I think that a
healthy banking sector is crucial for economic recovery. Our companies

need financing, In the European situation, the corporates, particularly
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the small and medium-sized enterprises (SMFis), are very dependent on
bank financing, actually too much in my mind, which is why I think it
is important. That is why I mentioned in my speech the capital markets
union. We need to open up financing outside the banking channel. But
the banks are in a much better situation and I think you will see this year

credit flow increasing throughout Europe this year.
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