
 

Avoiding pitfalls while exploring opportunities in distressed EU 
economies  

After several years of financial distress the worst affected European 
economies now appear to be recovering and have once more become both 
credible trading partners and favoured investment destinations. 

The main economies affected are Portugal, Ireland, Greece and Spain but other countries, such 
as Italy and Cyprus, were also adversely affected without having to resort to official help from the 
IMF or the EU in every case.  

The types of opportunity that are likely to present are: 

1. Investment into retail funds - this should be a matter for recommendation by independent 
investment advisers, rather than lawyers; 

2. Direct investment into enterprises in the relevant jurisdiction either by 100 per cent 
acquisition or by the formation of a joint venture; and 

3. The development of trading relationships such as supply, manufacturing, distribution or 
agency agreements.  

The positive trend is clear from the performance of the stock markets in all of the relevant 
countries and also by the gradual reduction in bond yields in those countries. However, the 
temptation for exuberance again should be tempered with some consideration for the relevant 
risks. These include: 

Political risk  

These risks vary from country to country but are present in several of the countries which have 
been mentioned. For example, there appears to have been a dramatic loss of confidence in 
Greece in the traditional political parties and other parties have emerged, some of them tending 
towards a more extreme position on the right or the left. There is even a risk that the adverse 
results in the European elections for the established parties may cause the Greek government to 
fall.  

Equally, the austerity programmes invoked to reduce deficits have been fiercely criticised in Italy, 
Portugal, and to some extent Spain, and there is a danger of a movement away from the 
programmes which have been agreed with the IMF and EU. These factors inevitably have an 
effect upon the economic environment and the predictability which is a part of all good business 
relationships. 

Business risks  

These remain but are considerably subdued and no investment or business transaction is without 
risk. What is important is that in assessing risk and reward one behaves as rationally and as 
carefully as one would with any other investment. It remains the case that one should be careful 
in choosing business partners or companies in which to invest and that appropriate due diligence 
is carried out to ensure that the right person or company has been chosen. 
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Be alert  

There are things which could happen to the UK which may, for instance, cause another set of 
significant fluctuations in the exchange rate between sterling and the euro. One must be mindful 
of an impending General Election in the UK next year, possible steps by the Bank of England to 
ensure that the UK economy does not overheat and the promise by at least one major UK 
political party to hold a referendum on EU after 2015. 

Legal risks  

Where one is making a substantial direct investment or setting up a trading relationship in any of 
the countries mentioned, all the considerations which apply when making an investment 
elsewhere in Europe will apply equally; these include: 

 recognising that different systems of law, some of which are based on civil law principles 
(e.g. Portugal, Spain and Italy) and others of which are based on a common law system 
more akin to that applicable in the UK (e.g. Ireland and to some extent Cyprus), apply in 
each country. Greece is somewhat unique in terms of the sources of its law; 

 although EU law seeks to harmonise laws across different jurisdictions, there is as yet no 
single European contract law and other harmonisation programmes often offer 
alternatives. Whilst all EU jurisdictions should have implemented legislation equivalent to 
the Commercial Agents Regulations, in some countries such legislation only applies to 
agency contracts relating to goods. In other countries the protections afforded by the 
legislation extend to agencies in respect of services; 

 company and other laws will differ much from country to country and, while contracts can 
normally be made subject to English law and jurisdiction with local courts respecting 
those choices, mandatory provisions of company law cannot be ignored. So local lawyers 
have to be consulted; 

 accounting standards may vary; and 

 there will be nuances between investment regulations from country to country even in the 
EU and the same is true of insolvency laws. 

So, the watchword as always remains to take advice from your UK lawyers and accountants and 
ensure that you or they consult with foreign lawyers and accountants in the country where your 
trading partner or the proposed investment is based before doing anything which involves legally 
binding commitments. 
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