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Water Faucet Design

@

ZHME A0 WS System 2 LICH

* Many outputs / many inputs

« Constraints

 How can we select the inputs to
satisfy the system requirements
and constraints?
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« Axiomatic design

* Independence Axiom
* Information Axiom

Axiomatic design:

Mapping, hierarchies, and zigzagging

Customer Functional Physical

Process
Domain

Environment

Domain Domain

Customer
Needs

Functional

Design
Reguirements

Process
Parameters Variables
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Design of KAIST policies

» Survey -- department heads

Established the highest goal

Established the second level goals

Chose methods and directions

@
The Goal of KAIST

* To become one of the best research-
oriented universities in the world

e How?

* By solving most important problems
the humanity is facing in the 21st
century
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Specific Changes made since 2006

1. Governance

» Department centric ~ All decisions related to personnel,
finance, space, promotion, and tenure made by the
department head

* Asymmetric decision making

* Merit-based system

* Tenure & promotion policy

* Importance of the role of staff

* Unlimited hiring based on quality of the prospective faculty

* Increased the size of the faculty by 50% in five years from
400 to 600 (about 150 without government support)

®
Specific Changes

2. Research

» Selection of important problems -- EEWS, HED,
HRHR

» Interdisciplinary research -- Kl
« Major technology innovation: OLEV, MH
» Support of young professors: start-up funds

» Globalization -- many collaborative research with
universities in Europe, U.S., Middle East, Asia,
Australia

* Two-ends of the research spectrum, i.e., basic
research and technology innovation




Research Spectrum vs Impact

Level of
Research
Activity
Basic or Research
Technol
Fundamental Spectrum Ine:o:;:iggy
Research

Research Spectrum vs Impact
Level of
Research Impact
Activity
Basic or R h
Fundamental S::i?:m ;I;e:::;(:ggy @
Research
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The Second-Level Specific Changes

3. Education
* New admissions process
* Instruction in English
» Student-centric |-4 education
(International, ICT based, independent, integrated)
» Tuition policy
« FDC

4. Infrastructure
* 7 New buildings

» 3 more major buildings
* 3 more smaller buildings @

The Second-Level Specific Changes

5. Finance

+ Stronger than ever
* Assetover 1 trillion
* Budget increased more than 2 times




Changes at KAIST (2006~2011)
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Changes at KAIST (2006~2011)
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Changes at KAIST (2006~2011)
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Changes at KAIST

2006~2011)
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KAIST’s 2006 Issues: EEWS

Energy
Environment
Water
Sustainability

@

KAIST’s 2011 Issues: HED

+ Healthcare System + Education
— Labor intensive — Labor intensive
— High cost labor — High cost labor
— Systems design solution — Systems design solution
— Scientific advances — Scientific advances
« Defense
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In the 21st Century university
education will change.

 Current lecture format is not efficient.

* Emphasis must be on learning, not teaching.

* More generalized principles should and will be developed
to make teaching and learning more efficient, e.g., medical
profession.

* Modern ICT-based instruction will replace many professors
who only teach -- professors will be needed to do creative
thinking and work.

* Teaching, not education, will become more like a business.

* “Teaching simulators”? @

The |-4 Educational Program

International
| T-based

Independent

Integrated




Healthcare

Systems Problems

» Delivery * Infrastructure
» Diagnosis * Teaching

» Testing * Research

» Medical care * Training

* Emergency room « EI6.

* Health insurance

9)

Healthcare

Scientific and Technological Solutions Through

» Design of better healthcare systems

« Homecare for chronic diseases

- Basic research (e.g., regeneration of organs, cancer)
» Chip augmentation for Alzheimer’s patients

* Preventive medicine

* Nano Science and Technology for medicine

* Novel approach to fabricate porous sponges of poly
(d,l-lactic-co-glycolic acid) without the use of organic
solvents (Biomaterials, 1996)

> Efc:

62
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Example: Technology Innovation

+« EEWS: energy, environment, water, sustainability
* How do we reduce CO2 level by 50% by 2050?

» On-Line Electric Vehicle (OLEV)

FRs of the On-Line Electric Vehicle (OLEV)

‘ ®

-FR1 = Propel the vehicle with electric power

* FR2 = Transfer electricity from underground electric
cable to the vehicle

- FR3 = Steer the vehicle

* FR4 = Brake the vehicle

* FR5 = Reverse the direction of motion
« FR6 = Change the vehicle speed

* FR7 = Provide the electric power when there is no
external electric power supply

« FR8 = Supply electric power to the underground cable

&




Constraints (Cs)

* C1 = Safety regulations governing
electric systems

» C2 = Price of OLEV (should be competitive
with cars with IC engines)

» C3 = No emission of greenhouse gases

» C4 = Long-term durability and reliability
of the system

» C5 = Vehicle regulations for space clearance
between the road and the bottom
of the vehicle

P
DPs of OLEV

* DP1 = Electric motor

» DP2 = Wireless power transfer system
* DP3 = Conventional steering system

* DP4 = Conventional braking system

* DP5 = Electric polarity

* DP6 = Motor drive

* DP7 = Re-chargeable battery

* DP8 = Electric power supply system

69




Design Matrix

{FRs} = [DM] {DPs}
[DM] must be either

Diagonal -- > Uncoupled Design

Or

Triangular --> Decoupled Design

6

Decomposition of FR2 and DP2

FR2 = Transfer electricity from underground
electric cable to the vehicle

DP2 = Power transfer system
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PREPARING KAIST FOR THE 21T CENTURY

» KAIST has become much stronger financially even though it is a
tuition-free institution.

* While the faculty size increased by 50 percent from 2006 to
2012, the budget and research volume increased by a factor of
2.4.

» KAIST’s assets doubled and it received significant gifts.

|
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Example of Technology Innovation: OLEV

Battery capacity reduc
by 115

Highly-efficient
power collection system

200kW

aaov | Power| 5095
60Hz  [Supply | 20KHz
Inverter

and power collection system attached to bus.

% KAIST is demonstrating the core technology by using both power supply system under ground @

Examples of
Large Complex Systems Research
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The 50 Best Inventions of 2010: OLEV

50 hest inventions of the vear. (movembe

* OLEV (On-Line Electric Vehicle)
* SMFIR (Shaped Magnetic Field in Resonance)

57



Core Technology: SMFIR

At KAIST, we invented SMFIR, which enables the transmission
of a large amount of power (~ 100Kw) over a large distance
(>20 cm).

Pick-up system

Power supply system I 4 /;
(Y- i

/
Shaped Magnetic Field in Resonance @

[24mx5+2.5m]

122.5m

3
272 oamxb+2.5m]

122.5m

sra [24mx5+2.5m]

5m
[2.5m+2.5m]

:‘L“tHEi A% @:UE2 RAX m: HOIE EHAO— AL — :ZISPU tHE
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Another Example of Complex Engineering Systems:

Mobile Harbor (MH)

Chosen as the second most
promising innovations of 2011
by an Australian venture firm.

Rate Limiting Process in
Ocean Transportation Systems

“Why should ships come into harbor?”
“Why couldn’t a harbor go out to the ship?”

The Concept of a Mobile Harbor
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Creativity of KAIST - MH
(July 31, 2008 file)

@)
Mobile Harbor (MH)

« Execute high speed loading and unloading in the wavy open sea
» Deploy original, advanced technologies
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Examples of Large Complex Systems

*Mobile Harbor (MH) . “Why should large container ships
come into harbor?” “Why shouldn’t harbor go out to the ship?”

%5 W
7 - < )

Lessons Learned

* It took only two years to design and deploy OLEV
and MH.

« Why does it take so long to develop new products?
(Boeing 787, Airbus 380)

» We use “systems”or “system of systems”. Yet we are
not teaching the fundamental basis for designing
systems. Still, many companies are creating systems
by trial and error processes. Universities should do a
better job in generating people who can create
systems.
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* What we have to do at universities is simple:

educate students well -- knowledge, vision,
ethics

|

generate new knowledge and technologies
— Uphold the highest ethics
serve the public.

e Yet, it 1s a major challenge to achieve these
goals because most universities are tradition-
bound and it is not easy to introduce changes.

&9

62



- I —

= 1=

* We must collectively accept the necessity
for change and implement better ways of
educating our students and conducting
research.

* Education will improve if we transform
educational emphasis from teaching to
learning, customize education for each
individual student.

7 I —

= 1=

What we do at universities will support the progress
of human society in many ways:

 enhancing the economic activities of all nations,
 providing healthcare to everyone on the earth,
 dealing with environmental and energy issues,

* making water available to all living beings, and
 providing opportunities to acquire education.
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Hans Martens

Hans Martens has been Chief Executive of the European Policy Centre since 2002. Born in
Denmark, Hans studied political science at Aarhus University and went on to become associate
professor in international political and economic relations.

In 1979, he joined the Danish Savings Bank Association as editor-in-chief and head of
information. From 1982 to 1985, he was head of the international department of the Salaried
Employees Federation, a Danish trade union, where he took charge of the organisation’s
international relations, including with the OECD and the ILO. In 1985 he joined the
Copenhagen Handelsbank, initially in charge of the Economic Department and later as Head of
the International Private Banking Department. There he was responsible for economic analysis and
forecasting, and for developing the bank’s investment and capital market products. In 1989 he set
up Martens International Consulting.

Hans is a regular lecturer at universities and business schools in Europe and in the US. He is an
expert on European competitiveness issues, monetary and macroeconomic issues, demographics
and the digital economy, including eGovernment.

Areas of expertise: Economic developments, competitiveness, structural reforms, European

economic and social models



Prospects of the
Eurozone Cirisis and
its Implications for

the Global Economy’

Hans Martens

Chief Executive, The European Policy Centre

I am very honored to be in Korea again to speak about the European
economy. I am Danish by birth, but I work in Belgium and live in Spain. So,
I am living the single market in Europe. Dr. SaKong just asked me where in
Europe my family is and I told him that I don’t really know. I think they are
scattered around a few different places at the moment. When I go home, I’ll
check it out.

There is also the issue of the relationship between Europe and Korea. They
are getting much closer. Whether that is good news or bad news, we can
discuss this morning. I think the free trade agreement was an enormous
breakthrough for Europe because it was the first free trade agreement of its
kind that the EU signed. That is one of the things that I would recommend
as part of the solution to the problems in Europe. We should trade more with
each other. This is something that has brought Korea even more into the daily
lives of Europeans. If I look at my home, my refrigerator, television, mobile

* Transcript of a speech given at the “IGE/Prudential Global Finance Forum” on Tuesday, July 17, 2012
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phone, and tablet are all from Korea.

I am here to talk about the euro crisis today, but I prefer to call it a growth
crisis. Any solution to the crisis will be based in creating economic growth.
Though everybody, including the IME ceaselessly talks about the debt crisis,
I believe the real problem lies elsewhere. If the IMF thinks that is the main
problem, then I am in the position to disagree officially with the IME What
we should be concerned about is not the debt crisis but the low growth rate
in Europe.

I just want to quickly go over where the euro came from. It is an old dream
that started just after the Second World War. What really made it move
forward was that in 1992, we established the European single market. This
allowed for the free movement of people as well as goods, services and capital.
On the basis of that, the idea for establishing a common currency became
stronger. As we all know, it was launched in 1999 and the common currency
came out in 2002. So, it has now been ten years since the euro came out.

Even at that time, the focus was on public debt. The Stability and Growth
Pact was a set of rules that allowed access to the currency, but it was also
meant to control permanently the developments within the currency union.
The Pact was mostly concerned with public debt and deficit levels. It basically
said that public debt should not exceed 60 percent of GDP which it seems to
be doing everywhere. It also said that the annual deficit should not be more
than 3 percent of GDP per year.

Before we get into today’s issues, I want to remind everybody who is in the
eurozone (Figure 1). The eurozone started out with 12 countries but now
consists of 17 countries. Beyond the eurozone, there are countries that are
tied to the euro, including Denmark and the two Baltic States, as well as areas
in Africa where 150 million people use the euro or a currency pegged to the

euro.
Coming back to the issue of the Stability and Growth Pact, take a look at

this graph which is trying to describe what happened in the period after the
introduction of the euro (Figure 2). Plus or minus 3 percent is the limit for
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[Figure 1] Who is in the Eurozone?

where public deficit could go. If you look at the curves in Figure 2, you see
that Germany, France, and the Netherlands exceeded the 3 percent limit
shortly after the euro was introduced. The green curve is Spain. So, who were
the good boys? Spain was the only one that stayed within the 3 percent range.
Granted, one of the reasons why Germany failed to abide by the 3 percent
rule at the time was because of the German reunification. Regardless of what
the reason was, the rest of Europe seems to have been of the mindset that if
Germany could exceed the limit set by the Stability and Growth Pact, they
could as well. So, it was psychologically important that some respect for the
rules was lost at that particular time.
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[Figure 2] What Happened to the Stability and Growth Pact?
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There is another issue related to this. When countries joined the euro,
everybody was preaching and said: “If you want to get into the euro, there
is something you have to remember. There is no more devaluation.” And
countries like the ones in Southern Europe always used to devalue. When
they lost competitiveness to Germany, they had to devalue. Now that
they have joined the euro, they cannot devalue anymore to improve their
competitiveness. They had to create a foundation for growth via structural
reforms. It never really happened. But how did they get away with it? The
answer is very simple. It is because of the euro.

The euro gave an enormous boost to the economies by its mere existence.
Countries that had very high interest rates before because they were devaluing
and, therefore, ridden by inflation suddenly converged on the interest rates
of Germany and Northern Europe (Figure 3). What happens when the interest
rates drop a lot? House prices go up, a bubble begins to form, which we saw
in Ireland and Spain, and people feel rich because they can borrow at a very
low rate. That gave a boost to the economy that basically meant that those
countries could free ride for that ten year period. But such a boon will be
hard to come by again.
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[Figure 3] Converging Interest Rates
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If anybody wants to talk about the housing bubble, we know it happened
in the US in 2007. The US had a triple deficit, and its government deficit
was moving in irresponsible ways. The foreign deficit went crazy, and
unsurprisingly, the private debt rose as well. We also know that with the
liberalization of the financial market all these factors and examples of
financial engineering basically conquered the global economy, hitting Europe
very hard, as it hit everybody else.

One of my points is that not only Europe but the entire Western world is
struggling with the similar problems. We talked about the public deficit and
debt, but there is also high unemployment and very low economic growth.
We talk about Europe being the problem. But is it really? Take a look at the
public budgets, for example (Figure 4). The graph shows the joint position of
the European countries. It is ironic that the US and the UK are telling the
euro area to get its house in order when their public deficits are actually larger.
Of course, we know it’s the same in Japan. I will not make more comparisons
with Korea, but look at where Korea is. As a European I just can’t take it. It is

just too good to believe.
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[Figure 4] Public Budgets
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We see the same trends in public debt (Figure 5). If you want to see a public
debt crisis, just look at Japan. When it comes to the US, the eurozone, and
the UK, public debr levels are basically converging. As you can see, the total
eurozone debt and deficits are actually lower than those of the US and the
UK.

[Figure 5] Public Debt
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The main difference that I want everybody to note is the Figure 6. This shows
the current accounts of the US and the EU and their relationship with the
rest of the world. As I mentioned, this is part of the triple deficit of the US.
On the contrary, Europe does not really have a deficit to the rest of the world.
We could actually isolate Europe if we wanted to and it could deal with its
own problems. The eurozone does not actually have to import capital from
anywhere else. I am not saying that it is not welcome, but we don’t need it.
Whereas, with a constant current account deficit like that of the US, you
know how deep you have to bow if you are Mr. Obama coming to Asia.
The euro is not part of the global imbalances. We do have a lot of internal
imbalances but that is another story.

[Figure 6] US and EU Current Accounts: 1995-2012 (percent of GDP)
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I would like to briefly talk about the US rather than Europe. I have an
amazing graph here (Figure 7). It shows the current account of the US from
1889 when the current account was first measured. I show this because some
people argue that the US has had deficits before but actually they have not
had deficits like we have seen since the 90s driven by consumerism. This
is one of the reasons for the global imbalance. The two times the US had
surpluses correspond with the First World War and the Second World War.
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one point in 2002, Alan Greenspan actually predicted an increase in

foreign deficit. He said: “Countries that have gone down this path invariably

run into trouble, and so would we.” The American economy was booming at

that time and the economic conditions in Europe were stable, thus not many

pe

ople reacted to Greenspan’s statement. However, the currency markets

reacted to this. This is when a reversal of the relationship between the euro

and the US dollar began. I do not know if it is because of Greenspan’s speech

but ever since his speech the dollar has become substantially devalued.

[Figure 8] Federal Reserve Chairman Alan Greenspan 13.03.2002
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Greenspan noted that over the past six years, about 40 percent of growth in U.S.
capital stock has been financed by foreign investment, increasing America’s reliance on
others and running up mounting deficits that need to be controlled because it means a
growing share of interest payments are sent abroad.

“Countries that have gone down this path invariably run into trouble, and so would
we,” he said. “Eventually, the current account deficit will have to be restrained,” he
said.

“Because of the near certainty of a major rise in the retiree-to-worker ratio in the
next few decades, we now face the pressing need to set policies for the enhanced
productivity growth that will be necessary,” Greenspan said.

Boosting savings is essential even though it does not affect the number of people
in the workforce. “But it surely affects capital investment, which it finances, and the
productivity that it engenders,” Greenspan noted.




Now, everybody likes to criticize the euro at the moment and blame it for all
the problems in the world. However, I would like to step back and ask if it
has actually delivered for Europe. Let me try to defend the euro. For me, it
has been a dream come true. I live in three European countries and I travel
throughout Europe. Two of the countries I live in, Belgium and Spain, are
members of the eurozone. The third, Denmark, is attached to it but it has its
own currency. You cannot imagine how much easier life has been for me to
travel between two countries with the same currency. Not only is it easier to
compare prices when we trade on the internet, but it’s also wonderful that we
do not have to carry the extra exchange costs. On a larger scale, for companies
you will see that the savings are much bigger. More importantly, if you are
a German exporter that exports to European countries, you do not have to
calculate the risk of currency fluctuation for a large portion of your market.
During the financial crisis in Europe when southern European countries,
Ireland, and others, were undervalued against Germany, there was a lot of
uncertainty in the markets which drove interest rates up.

Obviously, it also meant that you had to insure yourself from potential losses
from currency fluctuations. In some ways, this has been good for consumers
and business but it has not been good for banks because a portion of their
income was made up of the extra risk insurance and exchange costs. That
may be one reason why they are not particularly keen on the euro. It has also
delivered consistently low inflation in Europe. Since the introduction of the
euro we have maintained a stable inflation rate of around 2 percent which is
the target of the European Central Bank. Before the introduction of the euro,
we had enormous fluctuations in inflation. I am not trying to pretend that
there are no problems. We do have enormous internal imbalances which I
will come back to later.

Look at the public deficits for example (Figure 9). Though Italy is criticized
for its poor fiscal management, it actually has a rather prudent fiscal policy.
Likewise, though the graph shows that Italy has a small deficit, if you take out
the interest paid on the old debr, it actually has a surplus. Similarly, despite
the fact that Ireland has a larger deficit than the US and UK, I do not think
that its problems are as alarming as the IMF and the press make them out to

be.
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[Figure 9] Public Budget Deficits 2012
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Looking at the graph, you see that Greece obviously has a huge debt and
that Spain’s deficit is around 5 percent of GDP. 5 percent is not terrible, and
Spain’s economy is not doing as bad as people think. Granted, Spain’s debt
is over 80 percent of GDP, but again, it is much smaller than that of the UK
(Figure 9). Still, we are talking about crises in Spain and in the eurozone and
not about a pound-sterling crisis. I am struggling to understand why.

[Figure 10] Public Debt 2012
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Now, let’s look at the different countries in Figure 10. Greece entered the
eurozone three years after the others did. Everybody cautioned at the time
to be very careful with Greece. The response was: “Yes, but we have to let
them in for political reasons. And the economy is so small and such a small
proportion of the total eurozone that even if there are problems, nobody will
notice.” That was rational to say at the time, but it is not the way things have
played out. I think the Greek economy is around 2.5 percent of the total euro
economy but sometimes we have a feeling that whatever happens in Greece is
determining what happens in the whole of the eurozone. As you saw before,
Greece is running a deficit and has a huge debt. Its political system is quite
bad, and its economic growth prospects are at negative 5 or 6 percent. Greece
owes its slow growth rate to its dependence on agriculture and traditional
industries and to the fact that it has done very little to modernize.

[Figure 11] Different Countries, Different Problems

Country Deficit Debt Politics Growth Other
Greece Bad Bad Bad Bad
Italy Small Large, but Bad, but better now Bad Most debt national
stable
Spain Large Medium Good Bad Public finances fine.
Private debt bad
Ireland Bad Bad Good Medium Overexposure to
banks
Portugal Medium Medium Good Bad

Moving on to Italy, it doesnt have much deficit, but its debt is huge, at 120
percent of GDP. It has always been like this. Sometimes I joke that this
has to do with their genetics or their constitution, dictating that they must
always have debt around 120 percent of their GDP. Fortunately, however,
the deficit now is smaller and they are working on reducing it. As for politics,
Italy probably has the world’s best prime minister today. Mario Monti, Super
Mario, is a clever politician and economist but he is not elected by the Italian
people. He took over from one of the worst politicians in the world, Mr.
Berlusconi, not by election but because it was unreasonable to let Berlusconi

continue wreaking havoc. At the moment, they have a fabulous government,
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if not stable politics. Monti’s administration is making great reforms and
stabilizing the government, but for democratic reasons they cannot continue.

The biggest worry for Italy is whether it will return to the bad politics of
yesterday. By bad politics I mean partially Mr. Berlusconi himself but also
that there is no real alternative to him. Another issue is that Italy has a huge
variety of political orientations and parties, so it is very difficult to create a
stable government. The real problem for Italy is that like everybody else they
have bad growth. When you see that the debt at 120 percent of GDD, it is
important to know that most of the debt is national. It is not very difficult to

finance.

As for Spain, the deficit, again, is very large. However, I also have to tell you
that the public finances and public financial management in Spain are among
the best in Europe. You saw before how well Spain was doing compared to
Germany and France. After the introduction of the euro, Spain actually had
a program of fiscal consolidation. They had big surpluses on public finances
and they reduced their debt to a very low level. The real problem here is that
the housing bubble that I talked about before led to a complete disaster in the
construction industry and thereafter in the mortgage industry, which in Spain
is mostly comprised of banks. It was the loss of jobs in the construction sector
and the need to support the private banks that had been making irresponsible
loans that led Spain to the problems they now face. It was not the public
financial management or the politics which are very strongly established in
Spain.

Ireland, likewise, is in a bad situation. It is a small country and it proudly said
that it was going to grow through the financial sector. It brought in banks
that are so much bigger than its GDP. A bad wind hit the country from the
US and you saw what happened. I have never seen a country have such a
bailout of banks per capita as Ireland had. It will take time to get out but it
is moving in the right direction because it has a good political system and
growth is beginning to pick up.

Finally, Portugal has a strong political system but is old fashioned just as I said

of Greece. It needs tremendous help to restructure its economy to become

more competitive rather than restructuring its debt.
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Let me return to some points that I have talked a little bit about but not gone
into any detail. I would like to turn your attention to the role of the financial
sector in all of this and what the euro has done to the different member
countries. I said before that Italy has had a 120 percent debt forever. This
is actually a smaller problem today than it used to be. However, sometimes
because the markets all run in one direction and establish particular rules that
then become self-fulfilling prophecies, it is still a concern. For example, has
anybody heard of the 7 percent rule? This rule states that whenever a country
has to pay 7 percent of its government debt, it will go bust. This rule has
been established because when Portugal and Ireland reached that level, they
asked for bailouts from their European colleagues. I have been trying to find
a textbook where this was written or the arguments that are behind this rule
but there is no text book and there are no arguments. It is just something that
somebody once said and has been repeated by journalists.

Let’s take a look at this graph here (Figure 12). It basically shows how big a
portion of GDP is spent to service the debt. I am not talking about the 7
percent on the government bonds but about the share of GDP. Look at Italy
and Greece here. Before the introduction of the euro, because of the high
interest rates Italy annually used 11 percent of its total GDP to service its
debt. The burden on servicing the debt is much smaller today simply because

interest rates are lower.

[Figure 12] Net Debt Interest Payments (percent of GDP)
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I do not give much credence to the 7 percent rule and one of the problems
when financial markets set those kinds of rules is that they sometimes cause
the negative predictions to come true. Suppose an investment guru in the
US proposes the prospects of Spanish interest rates becoming 7 percent.
Everybody will start talking about it, and the rates will actually become 7
percent simply because people take positions in order to prepare for that. I
wonder if sometimes through this kind of discussion we create the worries

that we try to avoid.

I have certainly been part of the negative spiral that we have. Everything
is negative, so politicians and experts react negatively. I have had several
journalists call me and say: “Mr. Martens, we just want you to confirm that
everything is really bad and that it will get worse.” If I say: “No, I actually
think there is hope at the end of the tunnel,” then they don't want to hear
that message. Now almost everything is about reinforcing ourselves into a
dark hole. However, I think that we need to break this cycle by looking for
and sending some positive signals. I am thinking of changing the name of the
EPC from The European Policy Centre to The European Positive Centre. I
think we need to send some positive messages to each other before we get too

depressed.

Another thing everybody talks about is the weakness of the euro. You can see
how the exchange rate of the euro has fluctuated since it was introduced (Figure
13). First, there was a drop followed by a period of stabilization. Then, there
was a fantastic reevaluation from about 0.8 to 1.6 over a period of 4 years.
We can explain that the value of the euro doubled in relation to the dollar
partially because of concerns over the stability of the US economy. Strangely,
however, the positive reevaluation of the euro didn’t hurt European exports or
help American exports.

After the crisis, if you put in a trend line, it is more or less flat. The 1.2 that
we see today is pretty close to the historical trend. Not too high and not too
low. I think this is a reasonable exchange rate. My question to you is if people
did not think the euro would be there tomorrow, would we still see the value
at 1.2 to the dollar? Wouldn it sink to around zero? There are ups and downs
but there is also stability.
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[Figure 13] Currency in Crisis?
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To me, one of the problems we have had in Europe is that our exchange
rate was far too high compared to that of the rest of the world. Before the
crisis in 2008, it made no sense to have a currency that was 60 percent more
expensive than the dollar considering the relative competitiveness of the two.
If you ask me, I would say that a currency rate that is around parity to the
dollar would be better for European competitiveness and this would also
allow Europe to push a bit of the burden onto somebody else. In this regard,
I do not really think that we have a weak euro.

Next, I just want to talk about the role of the European Central Bank (ECB).
I think we could probably say that their role in the crisis is fairly limited.
Our treaty is very clear. It basically says the ECB must keep its hands out
of politics and matters surrounding unemployment and growth and just
maintain stable prices. To understand why, you will have to think back to
the 1920s and 30s when the German government was just printing money.
Inflation was sky high and we know what political consequences that had. In
Europe, we agree that there should be a focus on price stability.

Maintaining price stability also means that there is no quantitative easing.
We have not seen in Europe the programs that we see in the UK and the US
where they are printing money it is now called quantitative easing but it is the
same thing. I watched a discussion last night on CNN about whether the Fed
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should start a new program. The responses were mostly against this because
such a program would build up an inflation to come over the next few years.
I agree with this, but the question is whether the quantitative easing had
any effect on the real markets. This is a big question. Did it have an effect
on the financial markets? Yes. If people worried about their investments and
the government says that whatever happens they’ll print the money that is
needed, then markets certainly will be affected.

At the ECB there is another ‘Super Mario” running the Bank, Mario Draghi.
He has been out in the markets and intervened from time to time. He is
basically saying: “Now is the end of it. I will not do it because I do not have
the obligation and as long as I do that, the politicians don’t do their job of
making structural reform.” You can say that they are faitly inactive but that is
deliberate and treaty-based.

Now, I am coming to my main conclusion. I want you to concentrate on
the trend lines in this graph (Figure 14). They actually paint a picture that is
very worrying. The lines are of the eurozone, the US, and the total of OECD
countries. The trend before 2000 shows that we had 3-4 percent economic
growth per year. This 3-4 percent growth meant new jobs and small payments
for unemployment benefits. It also meant that the debt and deficit problems
were not easy to see because they were overshadowed by the economic

growth.

[Figure 14] Western World Growth Cirisis (GDP growth percent)
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The problem now is that the trend line is approaching zero or very low
growth. I am talking about all of the OECD. Of course I know there are
some exceptions like Korea. I think you can expect a growth of 1-2 percent
in the US and 0-1 percent in Europe next year. This is where the problems
appear. This is when unemployment starts rising because new jobs are not
being created. This is when the debt and deficit problems really come out
into the open. This is when people do not see tangible improvements and
therefore become unhappy with their politicians. Low growth is toxic for the
economy and for the political system and it is exactly what we need to be

working on.

We have an enormous problem balancing austerity with growth and job
creation. There are people who are clearly Keynesianists who always say: “If
the growth is too slow, just give stimulus to the economy.” That is easy to
say. But where is the stimulus going to come from? It cannot come from the
ECB and it certainly cannot come from the national budgets because we have
debt and deficit problems. So, how are we going to get that stimulus? One
of the things that the European Policy Centre has been suggesting is that if
we cannot do this on the national level, we should try to do it together at the
European level. At the last summit level meeting we had in June there was a

breakthrough in that direction.

One of the things we can do is to actually ask the financial markets to
contribute. There are plans that are slowly being developed for making
new investment for growth through market based instruments with the so-
called euro project bonds. I do not want anybody to confuse these with the
euro bonds. What we are talking about here are pure project bonds. These
are bonds for investments that have payback capacity such as broadband,
toll roads, toll bridges, and, in particular, electricity infrastructure. Then,
guarantee for the issuing of bonds will be done by the European Investment
Bank. These bonds will be sold to the market because I am sure these will
be more than AAA rated. This way we can finance growth projects that can
actually bring people back to work and at the same time improve future
competitiveness. I think this is one way to go.

What the markets, the press, and others have been forcing Europe to do is
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to create an enormous patchwork of fiscal discipline measures (Figure 15). T
think the one message the German Chancellor, Angela Merkel, picked up
all the time is the one of austerity. Imagine you're sitting in Berlin which is
a bit out of the center of Europe and away from everything. You'll look out
over Europe and say: “These guys in the south are complaining. What’s the
problem? When I look out from Betlin, I see Germany performing quite well,
unemployment is not too bad, growth is good. We must be doing something
right here in Germany so the Greeks just need to learn the lesson and do the
same kind of thing.” That is where the austerity measures were coming from.
There is now a guy in France, Francois Hollande, the new president, who
basically said: “No. We have to focus on the stimulus side to create growth
and jobs.” That is where the new balance in European policy is lying.

[Figure 15] Patchwork of Fiscal Discipline Measures

Euro Plus Pact European semester Six-pack Financial compact
Maich 2011 July 2011 November 2011 February 2012
European Financial European Stability
Stability Facility (EFSF) |——> Mechanism (ESM)
May 2010 €780 bill 20137 €700 bill

Direct recapitalization of banks
Intervention in secondary markets

Even I cannot understand all the aspects of this patcchwork and I wonder if
anybody can. But what it is basically trying to do is improve competitiveness
and fiscal discipline. The financial compact actually tightens the Stability and
Growth Pact very much but it also requires countries to undergo a number
of structural reforms such as having more flexible labor markets and pension

reform.
The European semester sounds very nice, like a half year at university, but it

is not. It is about budget control. It actually places the eurozone countries
national budgets under peer review and institutional review before they go to
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their respective parliaments. I am not saying we are tampering with limits of
democracy but I am saying that we are getting very close here.

At the top of Figure 15 is the political pact and I think enough has been
done there. At the bottom of Figure 14 are the bailout funds, which I do not
think we are officially allowed to call them. The European Financial Stability
Facility (EFSF) is the one that works at the moment. It has given money to
Portugal and Greece. It loans and gets its money from the markets with about
€780 billion in government guarantees. The EFSF will be phased out and a
new more treaty-based institution, the European Stability Mechanism (ESM),

will start next year.

One of the new things that came out of this was that at the last summit in
Brussels in June, it was decided to go in the direction of letting the funds
directly recapitalize the banks. This is important. If, for example, you need
to recapitalize the Spanish banks and that goes to the Spanish government,
the Spanish government will increase its debt because they are responsible for
the debt that they receive from the European institution and then relend it to
the banks. If you cut the Spanish government out, then it will not affect the
public debt. But it does mean that somebody at the European level has to be
able to decide if a certain bank in Spain should be recapitalized or not. That,
therefore, requires that we set up a European banking supervising agency
which is currently being created.

‘Super Mario’ at the ECB does not want to support the markets, so the
question was whether it would be possible for these funds to go directly into
the secondary markets and support government bonds if the interest rates get
too high. It was decided that it would be possible. This is important because
it will work in the markets if there is an invisible hand out there buying up
Portuguese or Spanish bonds. It will be a good business because they have a
higher yield and relatively high security. But it will also mean that Germany
does not have to do it on its own. Germany cannot go back to its voters and
say that they need the tax payers to support our brothers in the South. There
are huge political risks in doing that. They will not have to do that if the
interventions are limited to the EFSF and the ESM. I hope that you can see
that this is a win-win game and something that could be important for the
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future.

As for the next steps, I already mentioned the banking supervision which is
being set up. The next step in creating a banking union is to put together
a depositor guarantee scheme. In Europe all depositors are guaranteed that
the first 100,000 euro of their investments are covered if the banks go down.
My prediction is that in the next couple of years there will be a full banking

union in the eurozone.

The next problem is the issue about the fiscal union. A lot of people are now
recommending us to go in that direction. However, I have my doubts and I
think it is a very dangerous path. A fiscal union would mean that the total
debt of European countries would be a common responsibility. We would
not be able to do that without having common fiscal policies and we could
not do that without having a common European finance minister. We would
probably have to accept what is called a transfer union.

I think many countries around the world are used to the concept that they
have poor brothers and sisters that they take care of. If you look at the US,
there are states like West Virginia which are always in deficit. If you look
at the UK, Wales is constantly in deficit to the rest of the UK. What is the
condition for making Greece part of a transfer union? It is that you have the
power and authority to govern the country’s economic development. We
can bail Greece out and transfer money every year but only on the condition
that we also control how that money is spent. That requires a supranational
federal fiscal policy and that can only been done by changing the EU treaty.
That means that we would have to have discussions in every member state
and I do not believe that it could get democratic legitimacy. It is so easy for
the popular press to send a message by asking: “Do we really want to support
these lazy guys in the South?” It is so easy to bring up antidotal evidence
about how the money is spent.

What I am afraid of is that this could lead us into a position where the
nationalistic, right wing, xenophobic, and anti-European forces would begin
to dominate. This is not an unjustified fear. If you look at the country like
Austria, J6rg Haider’s party is more popular than it was when he was alive. In
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the Netherlands it is impossible to form a government today simply because
of the existence of such an extremist populist party.

My point is that we need to be very careful about going in that direction. The
reason I'm saying this is that the President of the European Council Herman
Van Rompuy, the President of the European Commission José Manuel
Barroso, the President of the ECB Mario Draghi, and the President of the
Euro Group Jean-Claude Juncker have actually written a paper where they
recommend that Europe quickly moves to a real fiscal union with a federal
fiscal system in the EU.

My heart is not in that. I think the EU has had enough changes and
structures in place. It should be able to work. I really think that the next big
step should not focus on going in that direction, but we should focus all the
energy on getting Europe back on a growth track.

I know that a lot of you want me to talk about somebody leaving the
eurozone. It will not happen. There will be no ‘Grexit.” The Greeks, when
they were pushed hard recently, made the choice to stay in the eurozone
because they know the problems of leaving are too big. Could Italy ever leave
the eurozone? Well, not for economic reasons. But I cannot guarantee at this
point that the Italians will not elect a stupid government that would be stupid
enough to do so. It is more about political risks than anything else.

If you look at the sensible people that are running policy at the moment,
there is no speculation at exiting. I know that the Greek exit has been
mentioned and discussed at Brussels. Incidentally, it would not have had
an enormous effect outside of Greece. However, I do not think that this is
something that you have to speculate about very much.

As for other countries entering, there are a number of countries that wanted
to join the eurozone such as Poland and others in Eastern Europe. But I think
now everybody wants to wait and see what kind of union is emerging before

they make a final decision.

I want to emphasize that the real threat is political rather than economic or
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financial. I will end by giving you four scenarios. First, growth returns and we
are all happy. This one is my hope because the moment we get back to 3-4
percent growth, all these problems will disappear and we will all be happy. I
can guarantee it because I have seen it happen before. Crisis, crisis, crisis, then
growth picks up and it all disappears. Jobs are created, unemployment deficits
decrease, and debt and deficit relative to GDP become smaller. Growth is
what we should be concentrating on. This is not likely to happen because as
we know, the growth prospects are not good.

The second scenario is the ambitious muddle through. Muddling through is
just dealing with the challenges of the day but also being a little bit ambitious.
This is the European way: “Don’t deal with it before it’s absolutely necessary.
When it’s necessary, deal with it.”

The third scenario is the fully fledged fiscal union which I just talked about. I
have my doubts about this. The final scenario is the collapse of the eurozone
with serious political consequences. The collapse of the eurozone also means
the collapse of Europe. It will only happen under the condition that extremist
right wing parties gain a majority not only in Holland and Austria but also
in Germany and France. If that happens, this would basically be a return to
totalitarianism and, of course, some not very nice prospects.

The likely scenario is to ambitiously muddle through. We will have to
struggle with low growth for some time in Europe. I am afraid that this will

also continue to have a negative effect on the rest of the world.

Finally, let me say that you have seen a lot of pictures of protests and social
unrest in Europe and there will probably be more of that in the coming years.
There is one thing that I must explain to you. The European welfare state is
something uniquely European. I am part of the problem because I am part
of the baby boomer generation in Europe. The babies born out of happiness
after the Second World War are the biggest cohort ever in Europe. We have
the best education, are the best paid, and have the highest tax payments
ever. And in 65 years we have not had a major war in Europe. So, we have
been making money, paying taxes and we have increased the welfare pot in
Europe. It has developed in such a way that people think of early retirement,
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cheap childcare and all the other things that are part of a welfare society as an
acquired good. It is difficult to take this away from people. It is easy to be a
politician when the economy is good and you can give more away. But it is
enormously difficult to reform.

The problem is that we have to get used to a challenge other than the
immediate one. It is a challenge that we share with Korea, China and a lot
of other countries. It is the challenge of reverse demographics that we are
going to see. Fertility is very low in Europe and now the baby boomers will
start drawing their pensions very soon and we expect to live until we are 90.
The combination of an increased life span, early retirement schemes, and low
fertility could put Europe on permanent crisis mode for many years. That is
another good reason why we need to work on the growth issues.

Connected to this, we have a very big problem. Europe has a neighbor that
has been in turmoil with the Arab Spring. This is an area that has a very
young population and that is one of the reasons why they had the revolutions
there. This is one of the political problems that Europe has been poor in
tackling although it could be something that could give us better growth
prospects in the future.

In conclusion, there are big problems facing Europe. We have created the
patchwork needed on the formal side and on debt restriction. Now, it is
about growing out of it. Growing out of it means growing out of it together. I
see that as the only option for Europe. We need to use the private sector and
the markets to finance that. We also need to do it by keeping close contacts
and increasing trading relations with the rest of the world. In that respect, the
free trade agreement with Korea is one bright example of what we can do.
I think more will come this year with Mexico, Japan and others. But once
again Korea was the beacon, the lighting star and an inspiring example for all

of us.
I know this is not exactly what you had expected or exactly what you read

in the papers. But I hope it has been of some interest to you to get the
perspective of somebody actually living and working in Europe.
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Thank you very much for a very comprehensive overview of the
Q European problems, current status, and possible scenarios. For
clarification, let me ask you a question regarding what you call
ambitious muddling through. What is the time span you are talking about?

How long will it take? Will it be years or months?

The demographic issues will require drastic changes in allowances

A given by the state to various people. It will require a dramatic
change in the way we retire people in Europe. If that process is

going on in the climate of austerity, this could last for a very long time. To
answer your question more precisely, if we can get growth rates to pick up
and the news stories were about growth picking up, this will be forgotten in
a very short time. It could actually be going on because the financial markets
will keep going this way as long as we don’t have a new favorite subject. I
want to emphasize this message. If the positive views about job creation,
growth and investment increase, it can be over soon. I don’t think this will
happen. I think the growth injection could only come from the European
scheme that I talked about. However, longer term growth can only come if

Europe improves its competitiveness. Europe is old-fashioned.

The question is if it will come or not. The basic problem for
Q Europe is the leadership. In my view, muddling through is because

of a lack of leadership. There is no strong leadership to lead Europe
and take proper action. If Europe had taken the measures that they are now
taking six months ago, most of the problems would have disappeared by now.
But because of this muddling through they persist.

I do agree that we need leadership but I do think you need to show

A a bit of understanding about Europe. Europe has its own history.
We have been fighting everybody. This would be like we try to put

Japan, South Korea, North Korea and China under common leadership. Its
not very easy. We are in an experimental phase and it needs to be respected
that we cannot just overrule each other because of that long history. Of

Note: All questions were answered by Dr. Hans Martens.
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course, we need strong leadership, but I am afraid that you are pointing in a
different direction because you are running with the financial markets and all
of the hysteria. We need strong leadership not to muddle through better or to
make better financial solutions but to enact growth in Europe.

Recently, I heard that UK’s prime minister stated that his country

will not join the euro. Of course, everything changes over time. If

the UK does change its view and join the eurozone, what will be
some of the positive and negative things from the EU’s perspective?

For different reasons, I have been looking into UK’s relationship

A with Europe. There is a very famous speech that Winston Churchill

made in 1946 at Zurich where he recommended that Europe

become a federal state. However, he never said that the UK should be part of

it. There is a very interesting academic article that came out recently that tries

to describe the relationship between the UK and Europe. It has always been ‘us’

and ‘them.” Mentally, the UK has never been part of Europe. Out of necessity
in its internal market, it is a part of Europe.

There is a real issue in what you are raising. The discussion of the euro started
just a few years after what we call ‘Black Wednesday’. This was the time when
George Soros pressed the pound to devalue and get out of the exchange rate
mechanism. This put the political and monetary systems in terrible shock.
It took them a long time to get over it because it showed them that if the
market or Mr. Soros wanted to do something, they can actually do it, even to

a national currency.

The UK really missed the boat on the euro. If the UK would have been in it
from the beginning, it would have helped France create it and it would have
allowed the City of London to be a real good quality financial center. It didn’t
happen. If something was created by France and Germany, then from the
UK’s perspective it had to be bad.

The problem now is with the banking union that I talked about. It is very

important for the City of London that the UK is in the single market of
finance. On the other hand, it does not want to be in the euro. That is why

90



we see David Cameron saying one thing and Nick Clegg saying another.
They disagree fundamentally on this. Additionally, Mr. Cameron is talking
about a new referendum to renegotiate the UK’s whole relationship with the
EU. We have to see that in context. This is a political game in context with
the Scottish referendum which will probably lead to Scottish independence.
This means that we might see a situation where the UK pulls out of the EU
and Scotland rejoins after their referendum.

It is a very complicated game but at the moment if you ask what good news
the UK could bring to Europe, I would say basically none. They are just so
obstructive at the moment that I think everyone just wants them to go away.

In the long run, where do you foresee the debate over the banking
Q and fiscal unions going? In the long run, coordination may be

unavoidable.

Let me first distinguish between the banking union and the fiscal

A union because the banking union is not so difficult to accomplish.

If they really agreed on setting up a European banking supervising

agency that will decide whether to use funds to intervene to save a bank, it

doesn’t require a treaty change or anything like it. Putting together the bank

depository schemes is not really a problem, either. We already have all the
internal market legislation in place. This could be done fairly easily.

The fiscal union is something different. I want to say loud and clear that
a fiscal union cannot be created without a treaty change. The German
constitution says that they cannot go further along this road unless they make
a treaty change. If any of you have followed European politics, you know how
traumatic the latest changes to the treaty were. We might be able to agree
that this is the only way forward but it is very difficult to get the population
on board and it is getting more difficult. That is where I see the real danger.
Additionally, even if we had a real fiscal union where we have common fiscal
policies, what would prevent an independent state from actually pulling out?

The risk would still be there.
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There has been some talk about the IMF involvement in helping
solve the EU crisis. In that sense, capitalization will be required
from the side of big emerging countries like Brazil and China but
those countries are insisting on more reform of governance of the IMF and
international financing. As far as I know, the US is strongly against this. How

do you see the involvement of emerging countries in solving this crisis?

This is a sensitive issue because the situation has changed. It is now

Brazil, Korea, the oil rich countries, and others that put the money

into the IMF and the ones that need the bailout are the old rulers
of the world, Europe and the US. There have been changes in the power
structure and obviously, we have to let this be reflected in the governance.
Europe cannot claim to be a eurozone and then have France, Germany
and other countries represented on the board. There needs to be only one
EU representation. I absolutely agree with you that it is the strong growing
countries and resource-rich countries in the world that are basically bailing
everybody out and that need to be reflected. It will take some time partially
because of US resistance, and they don’t bring that up in an election year
because they will not be able to talk about it.

The world has been reversed. Asia has the growth economies and the
innovative part of the world. I represent the stagnating old part of the world.
Sometimes I wonder if Europe was only able to survive because they had their
colonies. They used to be able to get whatever they needed for free. If we were
to meet in a thousand years, we would say that the period after the Second
World War was the declining period for Europe. Now, the aging period is
hitting Europe. This needs to be better reflected. You are the people who run
the IMF and have the money. You need to have the influence.

Among the four scenarios you shared regarding how the crisis will
play out, you believe muddling through is the most likely. The
whole world is interdependent and it seems that you do not trust
the discretionary policies such as quantitative easing. If everybody behaves
that way, the whole world is going to be pessimistic and there will be a
downturn. Can we not generate an economic or political environment that

will be conducive to future investment more quickly?
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I think you are indicating that we should just start some

A quantitative easing. I would really like to say that your opinion is
out there because for investors that lend money and are worried

about getting their money back, quantitative easing is a beautiful thing. But
I am absolutely convinced that it is the way to self destruction because it will
lead to inflation. The UK inflation is double that of the rest of Europe. It is a
dangerous path to take. I think the reason that the US has not been punished
by inflation is because of the very low demand there. I think they will be
punished later on. I would much rather tap into a lot of that free capital
that is so abundant around the world and channel that into securitization
and productive investments. | am very much in favor of the public-private
partnership (PPP) solution to incurring growth with real money, not printed

money.

You have laid out four scenarios. I am wondering if there is not a

fifth scenario. Growth, of course, is an ideal solution. However, we

all know that history proves that we cannot always grow. In your
first scenario, when there is a downturn, there is a problem. So, it cannot
be a solution. Muddling through which is your most likely scenario is not a
permanent solution and it only postpones the problem as the problem grows
bigger and bigger. I think you have correctly dismissed a strong political
union which would be the ultimate solution as not politically feasible. This
leads to your fourth scenario which is a collapse. My fifth scenario is to
center the original economies which are more homogenous where a political
union becomes more realistic. This will form a strong economy with a strong

political entity to back it up. In your opinion, is this a possible fifth scenario?

That could certainly be a fifth scenario. That would bring us back

A to the Germany zone in Europe. The thing is that we could easily
have a very strong union if we cut off Greece, Portugal, and maybe

Spain and Italy. Then it would basically be the Deutschmark zone. That is
something that might happen in the end but it is very difficult to do because
we now have the euro. They cannot just tell the others to leave because that
is not what they want. I would exclude this solution and it is something that
we discuss quite a lot but I would like to see the present solution go on if it
can. However, it does require an enormous effort, not from Greece because it
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is a lost cause, but from the others to regain competitiveness. A more diverse

Europe could also be a stronger Europe.

Can we agree to meet again in ten years? At that time, I will probably tell you
that Spain is one of the most competitive countries in Europe because it is
being forced to reform its public sector and public expenditures. I think the
ground is there. Don't throw them out yet.
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Epilogue

Il SaKong: In ten years time, I hope to have the opportunity to invite
you back but I think we are all interested in this year and next year. I hope
that some action is taken, so that growth will come forward. The question is
who will provide the source of growth. Of course, Korea and this part of the
world can contribute to providing some of the sources of growth but I think
Europeans themselves have to do more. I am not in a position to blame
Europe but I think we all have to work together. Unless Europeans do more,
I do not think that public-private partnership (PPP) will be feasible because
investors will not be interested in investing in Europe. There is still a lot to be
done in Europe.

I know quantitative easing is not desirable but if you are against this and
a fiscal union is not feasible, then where will the growth come from? I
think that we have to be realistic about the immediate future. If muddling
through continues for the next couple of years, I think the global economy
will be in a miserable situation because of the political muddling through
no major economic policy actions can be taken. However, I am actually on
the optimistic side. I do not think that there is much chance for a collapse
because the Europeans and whole world know what the consequences of that
would be. I think this muddling through will last at least a couple of years.
We all have a vested interest and we all have to work together. Maybe next
time you come here, perhaps in a year’s time, we can enjoy the newly initiated
prosperity rather than worrying about the economic situation.
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Federal Reserve Chairman Alan Greenspan 13.03.2002:

Greenspan noted that over the past six years, about 40 percent of growth in U.S.
capital stock has been financed by foreign investment, increasing America’s reliance on
others and running up mounting deficits that need to be controlled because it means a
growing share of interest payments are sent abroad.

“Countries that have gone down this path invariably run into trouble, and so would
we,” he said. “Eventually, the current account deficit will have to be restrained,” he
said.

“Because of the near certainty of a major rise in the retiree-to-worker ratio in the
next few decades, we now face the pressing need to set policies for the enhanced
productivity growth that will be necessary,” Greenspan said.

Boosting savings is essential even though it does not affect the number of people
in the workforce. “But it surely affects capital investment, which it finances, and the
productivity that it engenders,” Greenspan noted.
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Country Deficit Debt Politics Growth Other
Greece Bad Bad Bad Bad
Italy Small Large, but Bad, but better now Bad Most debt national
stable
Spain Large Medium Good Bad Public finances fine.
Private debt bad
Ireland Bad Bad Good Medium Overexposure to
banks
Portugal Medium Medium Good Bad
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Reference for Lecture
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Euro Crises or Growth Crises?

Hans Martens

Chief Executive
European Policy Centre

July 17, 2012
at the IGE/Prudential Global Lecture Forum, Seoul

FA349500 #4503 F SIS '1'1‘;‘1‘)’1.9{)'1.9']

Where did it come from?

An old dream, but building on the momentum of the
Single Market

Based on the Growth and Stability Pact as access and
permanent criteria — mostly on public debt and deficit levels

Launched in 1999 — with commeon currency by 2002




F4d40300 PAIMIF J3NIAI 'JU'J')'J'I.':’,'J'J;QU

Whois in the Euro?

17 countries = 326 million
people
3 countries tied to Euro.

Also currency in
Montenegro,Kosovo,
Andorra, Monaco, San
Marino, Vatican State and
overseas territories.

150 million in Africa use
currency pegged to Euro

F4d40300 PAIMIY :UFN wvﬂvﬂjapgnau

What happened to the Growth and Stability Pact ?

T il
o oo/ o N 5 3 s s s o

‘—Gern]any —— France —— Netherlands —Spain|

OECD Economic Outloak no 91
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The advice given at the time of start of the Euro

No more devaluations
Work on improving competitiveness via
Structural reforms

It did not happen, but why did it go well for 10 years?

F4049300 P ALMIY !\l'il www‘apg.gu

Because of interest rates
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And then

The US triple deficit punctured the world economy, and the
feast was over.

Now the ”West” is struggling with the same problems: Deficit,
debt, unemployment and very low growth

FUFOPT R IFOTICY TR TFT Wi pUEN

Public budgets

%0 of GDP
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GECD Economic Cutiook No 91
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Public budgets

% of GDP

OECD Economic Gutiook Mo 91

US — Euro — UK — Jap — Kor|
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Public debt

% of GDP
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US and EU current account 1995 — 2012 - % of GDP
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US current account 1889 — 2009 - % of GDP
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Federal Reserve Chairman Alan Greenspan 13.03.2002:

Greenspan noted that over the past six years, about 40 percent of growth in U.S.
capital stock has been financed by foreign investment, increasing America’s reliance on
others and running up mounting deficits that need to be controlled because it means a
growing share of interest payments are sent abroad.

“Countries that have gone down this path invariably run into trouble, and so would
we,” he said. “Eventually, the current account deficit will have to be restrained,” he
said.

“Because of the near certainty of a major rise in the retiree-to-worker ratio in the
next few decades, we now face the pressing need to set policies for the enhanced
productivity growth that will be necessary,” Greenspan said.

Boosting savings is essential even though it does not affect the number of people
in the workforce. “But it surely affects capital investment, which it finances, and the
productivity that it engenders,” Greenspan noted.

F4040500 43037 S5d1AA I‘I‘w!ﬂ‘gpc‘gu

Has the Euro delivered?

It has been a dream come through:
No more exchange costs

Full price transparency

Low inflation

Currency stability

But although Euro is not part of global imbalances
it has large internal imbalances
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Public budget deficits 2012

%0 of GDP
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OECD Economic Qutiook No 91
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Public debt 2012

%0 of GDP
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Different countries — different problems

North — South divide, especially on economic growth

Country Deficit Debt Politics Growth Other
Greece Bad Bad Bad Bad
Italy Small Large, but Bad. but better now Bad Most debt national
stable
Spain Large Medium Good Bad Public finances fine.
Private debt bad
Ireland Bad Bad Good Medium Overexposure to
banks
Portugal Medium Medium Good Bad

F4849300 #4037 SIS www‘apgau

Net debt interest payments % of GDP
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A currency in crises?

Exchange rate of the Euro with regard to US dollar (USD)
Units per 1 EUR
15990

s ﬂw‘m » N% /e‘{ W w MN

o82s52 - - !
01-01 06-00 23.05 o2-02 o510 18.06 25.02 o311 09-07
1999 2000 2002 2003 2008 2007 2009 2010 2012
10

O De Nederlandsche Bank
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The role of the ECB

Price stability
No QE!

Moderate periodic bond market interventions
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We have a Western World Growth crises cor crowm oo

—Eyin —_— B Y
——Linear (Euro) ——Linear (US) —— Linear (OECD)

OECD E conomic Outlook 89
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A delicate balance




FAQ 405 P ALY SHdNGS 5'1&'1‘1’1,9;)'}.3!]

What has happened
Euro Plus Pact European semester Six-pack Financial compact
March 2011 July 2011 November 2011 February 2012
European Financial European Stability
Stability Facility (EFSF) | —— Mechanism (ESM)
May 2010 €780 bill 20137 €700 bill

Direct recapitalisation of banks
Intervention in secondary markets

P OP TR roTyey :uru 'l'ﬂ'J‘flij;)'j.aU

Next steps

Banking Union:
EU banking supervision
EU depositor guarantee scheme consolidated

Fiscal Union/Transfer Union:
Can it get democratic legitimacy?

Do we really need dramatic changes?
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Next steps

Anybody exiting?
Anybody entering?

The real threat is political, not economical

F4040300 4037 SadIaY '1'1‘1‘1‘;’1,3;)'1.9'.1

Four scenarios

Growth returns and we are all happy
Ambitious muddle-through
Fully-fledged fiscal union

Collapse with serious political consequences
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Political and social pressure

Austerity angst spreads to
Britain

Source : Internaionsl Werald Trébune n°40517 Panule 1 Jullel

Résumd :
Soining a growing wave of unestin Europe agains! stingent

austary measures, tens af Mousanas of Brssh teachers and

public-
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The people we need

EUROPE, NORTH AFRICA AND WEST ASIA: REGIONS
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