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ForeWord'

- This report discusses the forergn drrect investment pohcres of Greece It is

based on an examination by an OECD Workmg Group made up of representa- |

tives of the Commlttee on Capital Movements and Invisible Transacttons (CMIT)
and the Committee on International Investment and Multinational Enterprises
(CIME) The role of these Commrttees, whose members are officials from minis-
~ tries of ﬁnance, commerce, trade and mdustry, and from central banks, is to
'promote liberal, non-drscrrmmatory forelgn investment pohcnes through the
- OECD’s Code of Lrberahsatron of Caprtal Movements and its National Treat-; "

~ ment Instrument

" The substantive mformatron in thrs document reﬂects the situation over the |
period up to December 1993, ‘when. the aforementloned Committees completed
~the exammatron Some factual updatmg has been made thmugh February 1994.

Thrs report was revrewed and adopwd by both Commrttees and derestncwd
by the OECD Councrl on2 June 1994 Factual updatmg has been made through
February 1994 . : ,
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~ Introduction and summary

© Over the: 25 years leadtng up to l980 real economtc growth in Greece was
the second’ htghest in the OECD area, after that i in Japan But in the early 1980s,

the fundamentals favounng foreign investment in Greece have been affected by

macroeconomic instability, as well as the global declme of foretgn dtrect invest-
‘ment; Greek: economrc growth has fallen well below the OECD average dunng
--~the past decade W g S e SRR ,

Spurred by the drtve toward European mtegratron however Greece has
been posmomng ltself as‘a more attractive prospect for forergn investors. The
authorities ‘have been pursumg broad economic stabxlxsatxon polncnes to curb
inflation and the governrnent deficit. Reforms undertaken since 1986 in the area
of financial liberalisation have consnderably changed the structure of financial
markets ‘and ‘contributed to their fast development Moreover, reforms of the
~ labour ‘and- product markets have 1mproved the’ functxomng of these markets.
Corporate taxation was lowered Prtvate investment has been’ promoted through a
‘wide range of - financial -incentives: for investment 'in’ priority industrial and
regional-areas.: A prlvatrsauon programme was 1mplemented ‘Foreign' investors
directly benefit- from the liberalisaticn of. ‘exchange ‘controls, which has recently
~enabled: Greece..to' accept the- obltgatrons under Artxcle VIII of the' IMF Agree-
ment. The attractron of forergn capttal parttcularly in‘the’ form' of FDI, has been-
tdenttﬁed as:an; 1mportant aspect of: development pohcy Forengn investors ‘can
also. seek to protect rnghts over: thetr capltal through specral constrtutronally"
guaranteed legislation. ,

 This Report suggests nonetheless that Greece can and should do more. On

the regulatory front, Greece could do away with administrative red tape and

remove remaining discrimination agamst non-EC investors — parttcularly regard-
~ ing foreign ownership in the banking, mining, broadcasting, and transport sectors



and in Greek border regions. Foreign and national investors alike would respond
favourably to further efforts to improve the financial market infrastructure and
the introduction of more flexibility in labour and product markets, which would
build on the progress achieved over the past years. Consideration for simplifying
and facilitating the use of the existing system of investment incentives by all
investors is also well-advised. o

Certainly, if Greece wishes to attract more foreign direct investment, it
should not stray from its macroeconomic adjustment. An important contribution

to such adjustment can be made by cOntinuing the privatisation of inefficient

public enterprises. More liberal foreign in_vesnngpt. policies should facilitate such
privatisation, as would removal of ‘the remaining monopolies and concessions

arrangements that protect these enterprises. Those policies will instil competitive

discipline into thcse»former:l'")_'_riglosed sectors. .

- Provided that the recent momentum can be képt up, the fundamentals

favouring investment in Greece should continue to improve. Bordering on East-
ern Europe to the north, Turkey to the east and open to the Mediterranean sea to
the south-west, Greece sits at the commercial crossroads of both Western and
Eastern Europe, the Middle East and Northern Africa. Greece is also relatively
rich in minerals, notably lignite, bauxite and magnesium, but also oil and gas.
Greece also retains a competitive labour cost structure, which can be helpful in
exploiting newly emerging manufacturing and service sector opportunities.
Indeed, foreign direct investment offers Greece a means to catch up with other
OECD countries (Table 1). . = ST e
The present report is organised as follows: Chapter 1 analyses Greek FDI
trends and the role of these flows in Greece's economy: Chapter 2 examines
Greece’s FDI policies and its position. under the Code and the NTI. Chapter 3
contains preliminary conclusions. Chapter 3 reproduces Greece's current position
under the instruments. Annex 1 details Greece’s current position under these two
instruments. Annex -2 contains general statistics concerning foreign direct invest-

ment in the OECD area.
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Chapter 1

The economy and forelgn dnrect 1nvestment
o o in Greece o

1. Introdu.c'tion%" ’

e *'-:"T_The share.r of the manufacturmg sector in Greek GDP is’ less than 20 per .
‘cent ‘and’'the’ sector aczounts for! around ‘c '_A_half of: export revenue. The main
’export products are processed food'and beverages, clothmg and textiles, cement,
- and’s some other: manufacturmo goods' stortcally, however, Greece s reliance on
'Vforergn caprtal goods and energy ‘has entalled that it 1mports more goods than it
f;exports The, balance has tradrtlonall ’heen made up -by. a strong invisibles -
{posrtton, reﬂectmg revenue from the'i ey* sectors of tounsm and shtppmg as well
©.as. emrgrant i) -and’ net_ income, transfers from the European

BRA : =W ar penod .and relatwely hrgh ﬁscal deﬁcrts in

;the 1970s and l980sv caused Greece to shp economlcally relattve to many :of its -
L_EOECD partners Inefﬁcrencres in’ the mdustry Were: sustamed by trade: protectlon
‘and: govemment subsrdres, budget deﬁcrts fuelled mﬂatmn and:made it necessary
to devalue the currency Domesttc and forergn 1nvestor conndence bemg under-

sl f EC rmtegratxon, Greek authorrtres have set out to
-undertake maJor reform The: apphcatlon of - the first .stabilisation programme
--'.(October 1985) and the'p__ogramme for the: .rberahsatton of. the financial system
<and:of’ mternatlonal commercral transactrons led to an applecmble improvement
~of the prospects for economtc development However, the. pohncal mstabrhty in
1989 and 1990 affected. publxc finances and economic’ development seriously. In
1991, the Govemment launched a}“Medlum~Term Adjustment Programme”’

1n



designed to clamp down on the budget deficit and inflation over three years. The
Programme was revised in August 1992 to reinforce its effectiveness in shrinking
the budget deficit and curbing inflation. Tight monetary policy and wage restraint
in the public and private sector have been actively pursued under the Programme.
In the first months of 1993, the Convergence Programme 1993-1998 was
approved by the Community; it was aimed at achieving all the Maastricht criteria
for full participation in the Economié_ and Monetary Union. Further, major
progress in the liberalisation of capital movements has beea made in 1993, and
privatisation and deregulation policies have been pursued to boost competition in
the economy. - |

As the 1993 OECD Economic Survey of Greece indicates, the structural and
macroeconomic adjustment policies initiated in 1991 are gradually bearing fruit.
GDP-grew at 0.9 per cent in real terms over 1992, mainly supported by a surge in
productive investment. Moreover, the inflation rate as measured by the GDP price
deflator fell to 12.8 per cent in 1993. ‘According to the OECD. projections, the

inflation rate may fall below the 10 per cent mark before the end of 1995. The

public sector borrowing requirement (PSBR).incmased fmm _9,2 per cent of GDP

in 1992 to 14.0 per cent of GDP in 1993. . .. L
By OECD standards, Greece has historically attracted a relatively high level
of inward foreign direct investment (FDI) (Charts 1 and 2), which is undoubtedly
a reflection of the relatively small size and openness of its economy. Over the
course of the 1980s, however, Greece’s relative ranking slipped. The FDI
remained relatively steady as a percentage of GDP, while the importance of FDI
to most other OECD economies increased notably. Most FDI into Greece comes
from the European Community, with the larger countries (Germany, France and
the United Kingdom), as well as the Netherlands (the home base of many large
multinationals), accounting for the lion’s share. - - L e e
Underpinned by foreign interest in the food and beverage industry, manufac-
turing appears to have accounted: for around one-half of FDI in the late 1980s
— more than twice the manufacturing share of domestic production. Other impor-
tant sectors for foreign investment have been catering and hotels (tourism) and,
increasingly, finance and insurance. Most industrial FDI into Greece appears to
consist of mergers and acquisitions; de novo establishment in the industrial sector
comprises a relatively small share, but has recently been much higher in the
commercial and services sectors. o oo '
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