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International investors: Where do we stand? 

• International investors forego Greece in this decade (due to 
debt crisis and the sixth year of recession) after large net 
inflows of private capital in previous decade.  

• Yield-seeking investors need confidence and good business 
prospects (a story). True for both FDI and portfolio investment! 

• FDI associated with entrepreneurial aims comprise expansion 
of existing facilities, M & A and Greenfield Investment  

• Portfolio investments include private „passive“ investments in 
securities of another country such as stocks and bonds. 

• Both types of investors urgently needed in process of 
privatization and to be addressed by authorities in Greece and 
the relevant international institutions (EU, EIB, IMF etc.)    

Dr. Werner Becker, January 24, 2013 
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 Corruption Perception Index (Transparency International) for 
Greece slumped from 80th to a problematic 94th rank in 2012 out of 
183 states, similar to Columbia, India and Senegal   

 Regarding conditions for business start-ups (Index 
NationMaster.com) Greece ranks 146, well behind all other EU 
members but ahead of China.   

 In World Bank’s investor protection index Greece ranks 117 (e.g. 
measuring strength of minority shareholder protections)  

 Yet, there is also some hope as the substantial structural reforms 
and budget consolidation start bearing fruits: 

 

 Greece improved ranking in World Bank‘s Ease of Doing 
Business Index 2013 by 22 positions to 78th position (for SMEs) 

 Competitiveness is improving: unit-labour-cost-based Real 
Effective Exchange Rate has depreciated strongly (20%) since 
2009; current account deficit fell to 4.2% of GDP in 2012 from 
peak of 15% in 2008     

 The pace of structural reforms has been accelerated in 2012 

International investors: Where do we stand? 

A glance at indices and indicators 

Dr. Werner Becker, January 24, 2013 
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Main areas of action to restore confidence 

• The message to foreign investors should be: Coordinated 
action is under way in many key areas to attract investors 
and pave the way to a new export-led growth model: 
1. Macroeconomic policies: Budget consolidation (aiming at a primary 

surplus), implementing structural reforms to spur competitiveness 

2. Monetary and financial policies: staying in EMU, recapitalisation of 
the banking sector (which is key to finance growth), haircut on public 
debt towards public creditors (aiming at a sustainable debt position); 
regaining Greek government‘s access to international capital markets   

3. Microeconomic policies, especially emphasis on privatization 

• Much has been achieved in the reform process so far. 

• Yet, there is a long way to go to strengthen market forces, 
reduce red tape and markedly improve investment climate.  

Dr. Werner Becker, January 24, 2013 
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Focus on privatization: Why privatization? 

 Greek government sector in GDP is too big, the private sector 
corridor too small and too weak. Privatization is an important 
contribution to step up private sector’s share. Arguments pro: 

1. Privatization is expected to boost competition and efficiency paving the 
way for the creation of productivity-based (sustainable) jobs 

2. Privatization is to spur entrepreneurial spirit and competitiveness given 
the rising impact of globalisation on corporate structures 

3. Privatization key to attract foreign capital, technical and management 
know how for promising corporate investments (e.g. solar industry) 

4. Privatization revenues are welcome to reduce budget deficits or public 
debt as well as to fund expenditures or avoid a tax increase.  

5. Selling real estate is providing land for building for foreign enterprises 
interested in Greenfield Investments.     

Dr. Werner Becker, January 24, 2013 
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Similarities and differences in privatization 

between East Germany after 1990 and Greece  

Mammoth task similar regarding the dimension and time frame  

• A special state-owned privatization agency (Treuhandanstalt, THA) founded 
in 1990 in charge of rapid privatization of 12 363 GDR state-run firms aiming 
at the creation of autonomous and competitive companies; THA also 
managed 30,000 retail businesses, hotels and restaurants; also real estate; 
THA covers 4 m. employees = 40% of labour force; dissolved end of 1994 

• Hellenic Republic Asset Development Fund (HRADF), created 2011 under 
medium-term fiscal strategy has mission is to privatize numerous assets 
incl. company shares, rights and real estate by 2016: e.g. 35 real state 
buildings, shares of Athens International Airport S.A., Hellenic Petroleum, 
Hellenic Post, ALPHA Bank, National Bank and Piraeus Bank, economic 
rights of Hellenic Motorways, rights of regional airports and of 10 ports. 
HRADF covers 25% of labour force. „The Hellenic Republic privatization 
scheme is the largest declared divestment programme in the world“  

• Also similar: time pressure and missing acceptance of employees.  

Mammoth task similar regarding the dimension and time frame  

• A special state-owned privatization agency (Treuhandanstalt, THA) founded 
in 1990 in charge of rapid privatization of 12 363 GDR state-run firms aiming 
at the creation of autonomous and competitive companies; THA also 
managed 30,000 retail businesses, hotels and restaurants; also real estate; 
THA covers 4 m. employees = 40% of labour force; dissolved end of 1994. 

• Hellenic Republic Asset Development Fund (HRADF), created 2011 under 
medium-term fiscal strategy has mission is to privatize numerous assets 
incl. company shares, rights and real estate by 2016: e.g. 35 real state 
buildings, shares of Athens International Airport S.A., Hellenic Petroleum, 
Hellenic Post, ALPHA Bank, National Bank and Piraeus Bank, economic 
rights of Hellenic Motorways, rights of regional airports and of 10 ports. 
HRADF covers 25% of labour force. „The Hellenic Republic privatization 
scheme is the largest declared divestment programme in the world“ 

Dr. Werner Becker, January 24, 2013 
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Similarities and differences in privatization 

between East Germany after 1990 and Greece  
 

There are, however, also considerable differences:  
 

• Sole and overambitious aim of HRADF (determined by Troika) is to 
maximize proceeds of privatization to reduce public debt: originally € 50 
bn. by 2015, revised to €10 bn. by 2016 (due to weak market conditions)  

 THA had two aims: good proceeds but also emphasis on creating a critical 
mass of competitive firms. Privatization formed a nucleus of an efficient 
private sector. Creating a broad-based private sector took another decade. 

• THA took stock at end-1994: it privatized (or reprivatized) 65% and 
liquidated 30% out of 12 363 firms under management. Buyers agree to 
invest an extra amount totalling €100 bn. Foreign investors got only 13% of 
firms. There were proceeds of € 30 bn. compared with a debt of €100 bn.  

 Why does Greece not emphasis the creation of competitive enterprises?  
 

• Privatization in East Germany went along with numerous business start-
ups also including failures and learning effects. 
 

 

Dr. Werner Becker, January 24, 2013 



Page 9 

Problems and risks of privatization  
• Performance so far: Privatization largely missed targets so far, fiscal 

adjustment lengthened by two years to 2016, recession period extended.  

• Political obstacles: It is argued (like in East Germany) that privatization 
would destroy jobs (which are not sustainable under market conditions 
anyway) and government sells the family silver. This causes strong political 
resistance against privatization. How can political resistance be overcome? 

• Macroeconomic obstacles:  

– General lack of confidence hampers the privatization process  

– Replacing of a public monopoly by private monopoly (e.g. Post) leaves 
problem of price setting misuse. Problem: how to create competition?  

• Obstacles to privatization also on microeconomic level:  

– If state of the art of a public enterprise is missing HRADF‘s dilemma is: 
Sell it at a low price now and let buyer invest in modern technology or 
innovate it first and sell it later at a higher price. Advantage of the latter: 
better sale argument. Disadvantage: High costs, lost time, and 
uncertain outcome as investors are likely to have own market strategy.  

 THA used both strategies or liquidated it, depending on special case.  

 

Dr. Werner Becker, January 24, 2013 
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Problems and risks of privatization 

• Problem in East Germany in 1990: most state enterprises were 
overstaffed. Investors often only stood ready to buy a firm on condition 
that lay-offs were made beforehand. Are there similarities in Greece?  

• In East Germany fraud and embezzlement could not be ruled out 
despite careful selection of investors. Numerous SMEs were bought by 
dubious investors who disaggregated a firm, sold the components and 
let it go bankrupt. In 180 cases an offence to the police was reported. 
Damage of criminal activities estimated to total up to €5bn by 1996.  

• Locust behaviour: in such a case investors use to take up a loan to buy 
a firm and burden the balance sheet of the firm with that debt. The aim 
is to restructure the firm and resell it with a profit within about 5 years. 

• Infrastructure projects (e.g. road networks) were not covered by THA in 
east Germany but modernized by government. They are frequently not 
profitable but public goods which are nevertheless a sine qua non for 
stimulating growth. Privatization of infrastructure projects is a sensitive 
issue. What about the role of PPP as well as role of the EIB in this field? 

Dr. Werner Becker, January 24, 2013 
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The tasks ahead: some examples 
• Continuing consolidation and reform process essential to restore confidence 

and improve market conditions for privatization! Professional advisers and 
investment bankers cannot perform magic in case of a lack of confidence! 

• Creating a sustainable debt position is sine qua non for restoring confidence. 
An urgent step is a big haircut in public debt vis-à-vis public creditors. Why? 

 Damocles sword of state insolvency and Treasury’s strong appetite for tax 
revenues make virtually all investments in Greece incalculable for investors.  

• Recapitalisation of banks (= part of both the support packages for Greece 
and privatization) key to finance enterprises and growth. Process of bank 
recapitalisation has advanced. Privatization in this field is also crucial.   

• According to the Action Plan 2013 the Ministry of Development will 

– complete all privatizations related with the ministry in first quarter 2013. 
What can be expected here? 

– implement an agreement with EIB, offering another €400 m. to SMEs 
and guarantees to importers and exporters, worth €1.5 bn. Better use of 
EIB funds desirable. What about local content and absorption capacity? 

Dr. Werner Becker, January 24, 2013 
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Concluding message: Privatization offers 

a window of opportunity!  

Key question: Is privatization a blessing or a curse?  
• Many argue that privatization is a mixed bag putting jobs 

at stake. Privatization is certainly no panacea. There are 
risks. The long-lasting recession is far from being helpful.  

• Nevertheless, privatization offers a window of opportunity 
to restructure the corporate sector putting the economy on 
a sound competitive footing and back on a growth path.  

• Privatization is part and parcel of the fundamental change 
of the growth model from the failed government-deficit-
driven domestic demand approach to an export-led 
economy. Here substantial structural change is involved. 
The more severe the problem the more time is needed.  

 

Dr. Werner Becker, January 24, 2013 



 Yet, there is some light at the end of the tunnel. Some relevant 

indicators show an increasing competitiveness due to the 

considerable progress in the consolidation and reform 

process. It will contribute to better market conditions over time 

and help regaining confidence of international investors. 

  Given the challenges still ahead, a continued optimal interplay 

of action in all abovementioned areas including privatization is 

essential to cut the Gordian knot of the crisis and allow the 

economy to embark on a sustainable new growth path.  
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Thank you very much for your attention!  
 

Dr. Werner Becker 

E-Mail: werner_karl_becker@t-online.de  



Annex 

• Supplementary transparencies  



Inflows of FDI in Greece (million €) 



Financial Account Balance, FDI and Portfolio Investments (% of GDP 2011) 
European Commission, Eurostat 

•   

http://epp.eurostat.ec.europa.eu/statistics_explained/images/4/42/Selected_items_of_the_financial_account_balance,_2011_(1)_(%_of_GDP).png
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Quote of the German Council of Economic Experts on 

privatization of Treuhandanstalt 

 

 The German Council of Economic Experts (= Sachverständigenrat) 
commented on the performance and the role of the Treuhandanstalt in 
the Annual Economic Report 1994/95 as follows:  

 „Primarily thanks to the Treuhandanstalt the east German economy is 
not characterized by ailing enterprises kept alive by expensive 
government subsidies, but by autonomously operating market-oriented 
firms which successfully strengthen their market position“ and embark 
on creating jobs.     

 [„Der Treuhandanstalt ist es in erster Linie zu verdanken, dass das Bild 
der Wirtschaft in den neuen Bundesländern heute nicht von 
notleidenden und nur durch ständige Finanzspritzen am Leben 
gehaltenen Staatsbetrieben geprägt wird, sondern von selbständigen 
Unternehmen, die beharrlich und zunehmend auch mit Erfolg auf die 
Festigung ihrer Marktposition hinarbeiten“ und Arbeitsplätze schaffen.]  

Dr. Werner Becker, January 24, 2013 




