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Executive Summary

European Economic Environment
after the Introduction of the Euro:
Recent Developments and Prospects

Chedl-Won Lee Hoo-Young Chung

Two years have passed since the hirth of the sngle European currency. Before its
birth, many andyses and predictions were published about the posshility and the
future impact of the Euro on the EU and the world econamy. Therefare, a tharough
andysis is needed to campare the current developments dfter the launch of the Euro
and the forecasts made before its launch. Before the launch of the Euro, predictions
ebout it can be broady summarized into four types. Frdt, the Euro will become a
grong currency. Second, it will become an international currency chalenging the rde
of the US dollar. Third, the integration of Europeen financid markets will accelerate.
Fourth, the actua Europesn economy will become moare effective. Now, the dgective
of this repot is to review and evduae thee predictions by andysng the
achievements of the Euro during the pagt two years.

Through an intermediate evduation of the four predictions mede ebove, the
integration of Europeen finencid markets has indeed accderated and the actud
European economy has become more effective after the launch of the Euro. However,
the vaue of the Euro has continuoudy fdlen and its internationd role, except in the
bond markets, has not become srong as much as predicted. It is expected that the
internetiondization of the Euro will take place only dowly, before its vaue



drengthens and the red currency is introduced in 2002. Therefore, the transtion
period until June 2002 should be taken as a time to observe the develgpment of the
internetiondization of the Euro and its exchange rate. This period could be used to
caefully chose the amount and the right time to enlarge the share of invesment
asats denominated in Euros and the share of Euros in foreign exchange resarves. To
derse the exchange risks, it will not be late to condder enlarging the shae of the
asats denominated in Euros once the Euro gppreciates.

On the other hend, enterprises investing or trading with the EU should be
completdy prepared to cope with the rapid changes taking place in the European
markets with the introduction of the Euro. As it is predicted tha the EU companies'
competitiveness will incresse with the diminaion of exchange riks and the
intensification of competition, Korean companies exporting to the EU should modify
thelr export strategy and concentrate on products which are not in direct competition
with EU products. Koreen companies in the caegory of busness where, by the
introduction of the single currency, increased competitiveness in the EU markets is
expected should increase their competitiveness through technology innovations and
oodt redudtions. They dso should edablish a new maket entry strategy comprising
marketing, production management, finandng and rik manegement, teking into
condderation the changes of the Eurgpean economic  environment dfter  the
introduction of the Euro.
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