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What is the PB Report?

The PB Report is a twelve-month summary on priaitin activity in the

enlarged European Union. It aims to monitor the tmesent trends, to
analyze aggregate data on revenues and transactodsto provide

updated statistics at the country and sector level.

The report highlights the most important privatigatdeals of the year,
focusing on the European Union but also monitotimg process around
the rest of world. It hosts contributed articles tpp international

scholars, who will make accessible to the readenibst recent results of

professional research.

Rigorous, updated, easily accessible and freetyilliged on the web, the
PB Report is an authoritative source of informatérd a vehicle for a
informed discussion on the choices and comrsegs of

more

privatization.
The Privatization Barometer was developed by Foiod&zEni Enrico
Mattei (FEEM) with the financial support from Fomitane IRI. As of

2010, KPMG Advisory S.p.A. becomes unique partrfePB®, providing
data, research skills and financial resources. fthigh joint issue of PB
Report represents the long term strategic partietsttween FEEM and

KPMG Advisory S.p.A.

www.privatizationbarometer.net
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Introduction

A major new global privatization wave is forminguiihg the three-year
period January 2012-November 2014, governmentsndrdabe world

directly or indirectly divested assets worth mohart one-half trillion

dollars ($544 billion); since January 2009, thebgloprivatization total

exceeds $1.1 trillion, far more than any comparakeléod since Margaret
Thatcher launched the modern era of privatizatrod979. Furthermore,
there is evidence that this global wave may evemdibering force, as
several important countries - China, Australia, KBy, Greece, Portugal,
Italy, and the nation that started it all, Greaitd8n - are either launching
major new divestment programs (worth A$100 billiorAustralia’s case)
or have hit full stride with programs launched earthis decade. This
Report describes global privatizations during 2848 the first 11 months
of 2014, with emphasis on those in the Europearotynt also presents
three articles contributed by outside experts thaghlight specific

national and industrial programs.

As the name implies, my article “Privatization Tdsrand Major Deals of
2013 and 2014” presents overall proceeds totalddals worldwide and
in the EU during 2013 and the first eleven month2@14, and also
describes the most important individual sales. dggregate global value
of privatizations during 2013, $193.7 billion (€12illion), is the third
highest ever—but is probably the highest annualelleof “true
privatizations” that are not weighted heavily tod&buying back share
stakes purchased by governments to bail-out faifings during the
2008-09 global financial crisis. The global totair 2014 (through
November) of $163.2 billion (€116.9 billion) impdiethat the full-year
2014 total will make this the fourth highest yearrecord. China easily
led all countries during 2013 and 2014, with aggtegrivatization deals
worth more than $40 billion (€29 billion) both ysawhereas the leading
country of 2009-10 and 2012, the United Statekeadra distant eleventh
in 2013 and seventh in 2014. Perhaps surprisirglen though share
issue privatizations (SIPs) accounted for over 86f6othe 2013-14
divestment totals, there were only eight very laf$® billion-plus) SIPs
over this entire period (four each year); the boikotal proceeds both
years came from “mid-size” sales in the $1-3 hill@nge.

In the first contributed article, Jacopo Signorifeederico Colia e Laura
Ruggeri provide a fascinating analysis of passepger privatizations in
the EU and MENA regions. They show that cruise @agsr numbers
have increased four-fold since 1994, reaching 2@ilBon passengers in
2012, with a large fraction of this industry beingncentrated in the
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Mediterranean basin. These authors describe thd gobwth in port
divestments and contracting out that regional gowents have achieved,
but also point to the many challenges that standhe way of port
privatization achieving its full long-term poteritia

Narjess Boubakri describes the economic role of 8iate in the

economies of the Gulf Cooperation Council (GCC)iarg-and shows

that it is pervasive in almost all these countri@svernments and the
investment vehicles they sponsor hold stakes irerttean one-third of all
countries in the region, with market presence ragd@iom below 20% in

Oman to as high as 45% in Bahrain. Unsurprisingfigte ownership also
varies widely by industry—ranging from majority yaie ownership of
service businesses to absolute domination of tlrelpam sector in every
country. She documents that reform and especialatzation efforts in

the region have been slow and halting, but thatetle great scope for
improvement should a vigorous privatization progréma effectively

launched.

In the third contributed article, Bo Li, Zhe Sheand Qian Sun assess
whether China’s massive share issue privatizatimgnam of the past
qguarter-century has significantly improved the fical and operating
performance of (usually partially) divested firmihey show that state-
owned enterprises (SOESs) produced about 80% ofaGh@®DP in 1978,
but that by 2013 the SOE share of GDP had falldiegs than 25%. The
authors both survey existing empirical researchlyaimeg China’s
divestment program and perform their own statistacslyses using the
recently compiled National Bureau of Statistics @Bdatabase of all
large Chinese companies. They conclude that Chimpaigatization
program has indeed significantly improved the pen@ance of divested
firms, in both statistical and economic terms.

Finally, Peter Mihalyi strikes a rather cautionamyte against
privatization triumphalism with his analysis of thre-nationalization
program that Hungarian Prime Minister Viktor Orbidas pursued since
2010 in what had theretofore been a “poster chitd” successful
privatization. The author shows that the Orban gawent has pursued a
mostly ad hoc program of undoing some of the mostroversial prior
sales, particularly those of utility companies, dras$ essentially banned
any new sales. Nonetheless, the volume of all temaizations has to
date been much smaller than the value of privatimateals implemented
during the late 1990s.

All in all, privatization as a core national econorpolicy appears to be
in rude good health. Indeed, the privatization waeems to be both
spreading and deepening around the world.

Bill Megginson
December 3, 2014
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William L. Megginson
Privatization Trends and Major Deals in 2013 and 20

This article details major privatization deals exed during 2013 and the first
eleven months of 2014 and surveys trends shapmgtivatization landscape

Abstract
worldwide. We document several important factsjuding the following: (1)
Governments raised $193.7 billion (€146.2 billidghjough privatization sales

worldwide during 2013, higher than the $189.4 billi(€145.7 billion) total for
2012 and the third largest total on record; (2) global value of privatizations

through November 2014, $163.2 billion (€116.9 bil implies that the full-
year 2014 total will make this the fourth or fittighest year on record - and the
acceleration of large deals during 4Q2014 suggestcceleration in worldwide
divestments in 2015 and beyond; (3) Share isswatprations (SIPs) accounted
for over three-fourths (77.0%) of the 2013 totald aearly 90% (89.5%) of the
2014 total, while auctions, targeted stake salemesrepurchases and asset sales
accounted for the rest; (4) China was, by far, dsling privatizing country
during both 2013 and 2014, raising over $40 bill{@bout €30 billion) both

years - almost two and a half times the next lgdbuntry during 2013 [UK, $
16.3 billion (€12.2 billion)] and over three tim#dse second leading country in

2014 [Hong Kong, $12.5 billion (€9.4 billion)]; (5)he $67.4 billion (€50.1
billion) and $59.7 billion (€43.64 billion) raisely EU governments during,
respectively, 2013 and the first eleven months @if42represented 34.8% and
36.6% of the respective global annual totals, atntesce the 19.9% of the
worldwide total EU governments accounted for du2@d.2 and much closer to
the long-run average EU share of 44.6%; (6) Thexeeva significant number of
failed, withdrawn, and cancelled privatization sal@uring 2013 and 2014
(through November), but these represented a mueterlgproportion of
attempted sales than was the case in earlier yezsgecially 2011, when over
one-fourth of all privatizations attempted werehaitawn or cancelled; and (7)
The large number (128) and value [$50.8 billionq®&3villion)] of privatizations
executed during the five-month period July-Noveml2€x4, coupled with
several massive planned sale announcements, ssidhgasta major new global

privatization wave is in process, and may be acatia.

Global Trends in Privatization, 2012-14
many years. These years yielded, respectivelyfotlmth, third, and fifth highest

total privatization revenues on record and the ésghtotal outside of the
immediate post-Crisis period of 2009-10, when bamn&purchased shares
governments had acquired through rescues. In otbeds, the years 2012-14

probably represented the three highest annuald@fétrue privatizations” ever.

The years 2012-14 (through November 2014) may geldown in history as
Figure 1 presents yearly worldwide privatizatiomenrgues, in US billions, over

the beginning period of an enormous privatizaticavevthat may well last for

the period 1988 through November 2014.
www.privatizationbarometer.net
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Since this author required such an extended pedocbmplete the 2013 PB
Annual Report, we can also describe privatizatitmst have been executed
during the first eleven months of 2014. Worldwideyernments raised $193.7
billion (€146.2 billion) through privatization salevorldwide during 2013 and
$163.2 billion (€116.9 billion) of the first elevenonths 2014. The 2013 total
was more than double 2011's anemic value [$94libbil€68.2 billion)], and
significantly higher than 2012’s much stronger $88illion (€145.7 billion).
Annualizing the global privatization total throutyjlovember 2014 implies a full-
year 2014 value roughly equal to 2012’s level.igniingly, however, neither
2013 nor 2014 saw a large number of immense prziatidin sales; whereas no
fewer than twelve transactions raised $5.0 bilbomore during 2012, only four
deals in 2013 and 2014 yielded that much. On therdtand, 40 deals during
2013 and 33 sales during January-November 2014 weréh between $1.0
billion and $5.0 billion, compared to 32 such dehising 2012.

Figure 1. Worddwide Revenues from Privatizations 1988 - 2014*

Revenues (cumrent US$ bn)
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*Estimate as of 30/11/2014. Source: Privatization Baromster

The single largest share issue privatization (SE)d the largest of all
privatization deals during 2013, was February’s snes rights offering by
Greece’s Piraeus Bank ($9.82 billion; €7.12 billion). The “troika” of
supranational bodies (the EU, the European CerBaailk, and the IMF)
handling the financial bailout of Greece insisthdttBank of Piraeus execute
such a rights issue - in which the Greek governrdehhot subscribe - in order
to regain managerial control over the bank’s opemat The second and third
largest deals of 2013 were also landmark publicesb#ferings for their home
countries of Japan and Brazil, respectively. In dthathe Japanese government
sold a one-sixth stake ifapan Tobacco raising $7.75 billion (€5.93 billion).
One month later, Banco do Brasil executed the #riO thus far in 2013 with
an equity carve-out of its insurance subsidi&@®, Seguridade Participacoes
raising $5.74 billion (€4.36 billion).

The EU also claimed the title of executing the destgprivatization during 2014
(at least thus far), with the March secondary madftering of a 6% stake in
Lloyds Banking Group by the United Kingdom, which raised $6.95 billion
(€5.00 billion). Only six months earlier (Septemb2013), the British
government launched the re-privatization of Lloydsvhich it had rescued
during the global financial crisis - with a $5.1illibn (€3.83 billion) secondary
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offering, also of a 6% stake. The second, thirdyrtfo and fifth largest
privatizations of 2014 were also share-issue gaations (SIPs). The largest of
these was the Hong Kong offering of shares in thin€se compangITIC
Pacific Ltd, which raised $6.87 billion (€5.13 billion) in Augt with a primary
share offering. The next largest deal was the Mardkate placement by

China’sBOE Technology Group which raised $6.0 billion (€4.31 billion) in
new capital. Without question, however, the mosdrasting large privatizations

of 2014 were huge secondary SIPs during Novembee. larger of these was
the pure secondary offering of 25% of Saudi ArabMational Commercial

Bank - which was executed by the government itselfi{aitt an underwriter), at

a zero discount, was massively over-subscribed raiseéd $6.00 billion (€4.30
billion). Shortly after NCB closed, the Australiggjovernment launched the

initial public offering of its entire stake iMedibank Private, which met
similarly enthusiastic domestic demand and raige8billion (€3.85 billion).

China was the leading privatizing country duringhb2013 and 2014 - in both
cases by huge margins. Chinese companies execife8IPs and private sales
(28 worth $500 million or more) raising $41.31 ioifi (€31.30 billion) during
2013, and raised $40.64 billion (€29.80 billionjaigh 124 sales (22 worth at
least $500 million) during January-November 2014. i8 often the case, the

bulk of China’s privatization proceeds came fronblpuand private-placement

offerings of newly-issued (primary) shares by Chnetate-owned enterprises
(SOEs) that reduced the state’s equity ownershifzestonly indirectly, by

increasing the total number of shares outstandiihg. largest Chinese SIP of

2013 - but only the 12th largest globally - was thaeital-raising February SEO
of the national oil compan$inopec Corp which was offered at a 10% discount
to the current share price and raised $3.10 bil(€28 billion). The largest
Chinese deal of 2014, and the second largest d¢vaftek the March 2014
Lloyd’s Banking Group offering, was the CITIC Pacifoffering discussed

above.

The second largest privatizer of 2013, the Unitéthom, raised $16.27 billion
(€12.2 billion) through twelve sales, the largebtwhich was the September
secondary offering of 6% of Lloyd’s Bankig Group ialn, as described above,

raised $5.11 billion (€3.83 billion). 2013’s thirdnked privatizer, Turkey raised
$12.40 billion (€9.50 billion) through a seriesaxfset sales and auctions - only

two of which we were able to identify separatelye&e ranked fourth thanks to
the largest of all privatization deals during 20B&ank of Piraeus) with total
privatization revenues of $11.19 billion (€8.13libit). India was the fifth
largest privatizing state of 2013, with no fewearth49 deals raising $10.69
billion (€8.04 billion), and was followed by Russja6 deals raising $10.54
billion (€8.06 billion)]; Australia [9 deals raigin$9.73 billion (€7.48 billion)];
Japan [3 deals raising $8.04 billion (€7.15 biljlprSweden [9 deals raising
$7.48 billion (€5.61 billion)]; and Brazil [12 deataising $6.79 billion (€5.16
billion)]. The United States - which was the leafprivatizing country of 2012,
as well as 2009 and 2010 - raised a mere $6.4&rb{€4.90 billion) through 10
sales during 2013; the largest of these was the S&O of 50 millionGeneral
Motors (GM) shares by the US federal government and tinéed Auto
Workers union that netted $1.72 billion (€1.33ibil).

The second largest privatizer of 2014, after Chimas Hong kong - which of
course really increases China’s overall dominanneesmany of these sales
were HK offerings by mainland-based state companiesluding the

aforeentioned August primary offering of CITIC Haxltd shares. The second

largest Hong Kong deal, however, was truly “don@dstthe January mixed
www.privatizationbarometer.net
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primary and secondary share offeringHi Electric Investments Ltd, which
raised $3.11 billion. The next five largest prizatis of January-November 2014,
after China and Hong Kong, were the United Kingdd deals; $11.65 billion;
€8.45 billion); Greece (4 deals; $11.48 billion;.ZB billion); Australia (17
deals; $10.30 hillion; €7.86 billion); Turkey (miple auctions; $10.0 billion;
€7.33 billion); and United States which ranked s#ivevorlwide during 2014,
with 6 deals raising $7.48 billion (€5.56 billion).

Privatization Deals in the European Union during 203 and 2014

Figure 2 describes the evolution of total privaima revenues (in current €
millions) and transactions in the enlarged Européhmon over the entire
privatization era 1977-2014 (as of November). Tdiesarly illustrates that the
number of EU privatizations peaked in the mid-199ffore beginning a long
but mostly steady decline though 2012, and them&iog back sharply during
2013 and 2014. Sale revenues peaked during thel@&oa of 1998-2000, with
€206 billion being raised just during these threarg, dropped sharply during
the recession of 2001-2003, and then fluctuatedid®t €41 billion and €68
billion between 2004 and 2008. Proceeds then d=tlaimost monotonically
from 2008 to 2012, falling to only €28.5 billion3%.6 billion) in 2012. The EU
total then rose sharply to a five-year peak of €3Billion ($67.41 billion) in
2013 and €43.62 billion ($59.66 billion) during trst eleven months of 2014.

Figure 2. Privatization in the Enlarged Europe: Total Revenues and Transactions 1977 - 2014
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*Estimate as of 30/11/2014. Source: Privatization Baromster

Continuing a trend that has been emerging for s¢years, the 27 countries of
the European Union accounted for a minority of tihteal number and value of
privatization deals worldwide during 2013 and 20I4ble 1 presents the total
proceeds, in US$ billions, raised by European Urama non-EU countries
between 1988 and 2014 (through November). This shtve fraction of

privatization revenues raised by EU governmentsemgmted 34.8% and 36.6%
of the worldwide totals during 2013 and 2014, resipely. This is lower than

the long-run average EU share of about 44.6%, andofver than the 68.2%
share of total global divestments that the EU aotamlifor as recently as 2008,
but is up substantially from the all-time low of.2% recorded in 2012. The
recent upturn in EU privatizations indicates thavesal governments have
finally launched serious divestment programs. bg#ngly, Chinese buyers
(often state-owned enterprises and investment juhdge emerged as major

N

A

“"':

¢
D! i

iy
8
& privatiza
<

izationbarometer

7 www.privatizationbarometer.net



The PB Report 2013-14 Trends

buyers of the power, transportation, banking, agdl restate assets being
divested by Spain, Italy and, especially, Portagea Greece.

Table 1. Privatization Revenues. Worldwide and Eurcpean Union, US$ billions, 1988-2014%

Year world EU25 (2;":35'5'1) % EU25

1988 39.00 7.82 79.9% 20.1%
1989 28.00 14 .21 49 2% 50.8%
1990 24.00 12.58 47 6% 52.4%
1991 46.00 28.02 39.1% 60.9%
1992 39.00 12.68 67.5% 32.5%
1993 60.00 2711 54 8% 45 2%
1994 76.00 39.60 47 9% 52.1%
1995 80.00 43.80 45 2% 54 8%
1996 100.00 51.40 48.6% 51.4%
1997 162.00 63.46 60.8% 39.2%
1998 140.00 66.12 52.8% 47.2%
1999 140.00 75.10 46.4% 53.6%
2000 180.00 70.87 60.6% 39.4%
2001 43.80 27.07 38.2% 61.8%
2002 69.20 22.53 67.4% 32.6%
2003 46.60 29.40 36.9% 63.1%
2004 94.00 68.14 27.5% 72.5%
2005 140.00 84 52 39.6% 60.4%
2006 116.00 5145 55.6% 44 4%
2007 138.00 54 43 60.5% 39.58%
2008 110.88 75.64 31.8% 65.2%
2009 26517 5L 88 78.9% 21.1%
2010 213.64 46.83 78.1% 21.9%
2011 94.40 26.37 72.1% 27.9%
2012 189.37 37.63 80.1% 19.9%
2013 193.72 67.41 65 2% 34.8%
2014 163.17 59.66 63.4% 36.6%
TOT 2,991.94 1,219.79 55.4% 44.6%

“estimate as of 30112014

Sources: Privatization Barometer, Securities Data Corporation (50C) New Issues and Mergers and
Acquisitions files, and author’s search of various news media (principally
Financial Times ).

Details of EU Privatization Deals during 2013

Table 2 details the largest privatization saleodgghyielding at least €100
million) during 2013. The United Kingdom was easlhe leading EU privatizer
of 2013, with 12 sales yielding €12.2 billion ($28.billion). The largest UK
deal of 2013 was the aforementioned September €3IB3n ($5.11 billion)
secondary offering of a 6% stakeliloyd’s Banking Group, which marked the
first significant partial re-privatization of a Bsh bank rescued during the 2008-
09 global financial crisis. The second largestigitsale of 2013 was the April
sale of 100% ofAlly Financial’'s European operations to General Motors
Financial Company for €3.05 billion ($3.98 billigriyonically, Ally Financial
was split off from General Motors during the lageaescue from bankruptcy by
the US and Canadian governments in 2009, so GMisirchase of these
operations represents a full-circle turn. Howewsrfar the most intriguing and
controversial British rivatization of 2013 was tlomg-awaited - and massively
over-subscribed - initial public offering of a 308take inRoyal Mail, which
raised €2.38 billion ($3.25 billion) and rose ménan 52% above its offer price
of 330p during the first day of trading. The Goveant was roundly criticized
for under-pricing Royal Mail so much, seeminglyieg over €1 billion “on the
table”, but within a year the stock price had re&d to the original offering
price. The fourth and fifth largest UK sales of 30tvere the September
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secondary offering by Royal Bank of Scotland (RBSa 20% stake ilirect
Line Insurance Group plc, which raised €687 million ($916 million) aride
June secondary offering tifternational Consolidated Airlines (the successor-
owner of British Airways and Iberia) that raisedb8amillion ($862 billion). The
final large 2013 British sale was actually thetfsale by RBS, in March, of a
16% stake irDirect Line Insurance, that raised €499 million ($688 million) in
a secondary market offering.

Table 2. EU Deals*, 2013

Date Company Name Nation Sector % for Sale Value Direct/ Method of Sale

(€ mil) Indirect

Sale®**

02/04/13 Bank of Pirasus Greece Finance & Real Estate n.a. 7,121.31 Direct Sale Market Follow-on
09/17/13 Lloyds Banking Group PLC United Kingdem Finance & Real Estate 6.00 3,826.57 Direct Sale Market Follow-on
11/13/13 BNP Paribas Fortis SA/MNV Belgium Finance & Real Estate 25.00 3,179.45 Direct Sale Private Placement
04/02/13 Ally Financial Inc-European United Kingdom Finance & Real Estate 100.00 3,045.47 Direct Sale Private Placement
09/17/13 ANA Aeroportos de Portugal Portugal Transportation 100.00  2,955.33 Direct Sale  Private Placement
10/10/13 Rovyal Mail Plc United Kingdom Transportation 30.00 2,379.56 Direct Sale IPO
05/27/13 GBW AG Germany Finance & Real Estate 91.93 2,315.41 Indirect Sale Private Placement
06/15/13 Nordea Bank AB Sweden Finance & Real Estate 6.40 2,189.83 Direct Sale  Market Follow-on
09/25/13 Nordea Bank AB Sweden Finance & Real Estate 7.00  2,189.83 Indirect Sale Market Follow-on
11/25/13 DONG Energy A/S Denmark Petroleum Industry n.a. 1,410.99 Direct Sale Market Follow-on
07/18/13 Irish Life Group Ltd Ireland Finance & Real Estate 100.00  1,300.73 Direct Sale Private Placement
01/23/13 PKO Bank Polski 54 Poland Finance & Real Estate 11.75 1,213.84 Direct Sale Market Follow-on
12/18/13 MNCG Banco SA Spain Finance & Real Estate 88.33 994,78 Direct Sale Private Placement
09/25/13 Mapfre 5S4 Spain Finance & Real Estate 12.00 991.07 Indirect Sale Market Follow-on
11/14/13 Safran France Manufacturing 4.70 937.00 Direct Sale Market Follow-on
06/20/13 Bpost NV Belgium Transportation 23.50 778.77 Direct Sale  Market Follow-on
06/13/13 Aeroports de Paris France Transportation 9.45 712.78 Direct Sale Private Placement
09/20/13 Direct Line Insurance Grp PLC United Kingdem Finance & Real Estate 20.00 686.53 Indirect Sale Accel Book-built
04/26/13 European Aeronautic Defense & Space Co (EADS) France Manufacturing 2.10 668.55 Direct Sale Market Follow-on
06/27/13 Intl Consolidated Airlines United Kingdem Transportation n.a. 655.00 Direct Sale Market Follow-on
10/11/13 Greek Organisation Of Football {OPAR) Greece Services Industry 33.00 631.22 Direct Sale Private Placement
05/15/13 Commerzbank AG Germany Finance & Real Estate n.a. 583.71 Indirect Sale Market Follow-on
12/05/13 CTT-Correios de Portugal SA Portugal Transportation n.a. 520.68 Direct Sale IPO
12/03/13 Energa SA Poland Utilities 438.48 509.55 Direct Sale IPO
03/13/13 Direct Line Insurance Group United Kingdem Finance & Real Estate 16.00 498.68 Direct Sale  Market Follow-on
06/27/13 Kraftgarden AB Sweden Utilities 25.67 484.49 Indirect Sale Private Placement
03/27/13 Safran France Manufacturing 3.12 448,50 Direct Sale  Market Follow-on
04/17/13 European Aercnautic Defense & Space Co (EADS) France Manufacturing 1.56 379.23 Direct Sale Private Placement
06/27/13 Desfa Greece Utilities n.a. 377.78 Direct Sale  Private Placement
06/30/13 Aeroports de Paris SA France Transportation 4,81 373.30 Indirect Sale Private Placement
07/18/13 "Lendeon City," a financial district in London United Kingdem Finance & Real Estate 100.00 369.88 Direct Sale Private Placement
07/01/13 Aeroports de Paris SA France Transportation 4.69 364.70 Indirect Sale Private Placement
09/05/13 TeliaSonera AB Sweden Tl 1.60 358.44 Direct Sale  Market Follow-on
04/04/13 European Aercnautic Defense & Space Co (EADS) Spain Manufacturing 1.15 356.41 Direct Sale Market Follow-on
10/23/13 PKP Cargo SA Poland Utilities 50.00 347.97 Direct Sale IPO
02/14/13 EDP Portugal Utilities 4,14 344.98 Direct Sale Market Follow-on
01/18/13 Zaklady Azotowe Pulawy SA Poland Manufacturing 73.41 268.81 Direct Sale Private Placement
11/27/13 Veolia Environnement SA France Utilities n.a. 263.95 Indirect Sale Market Follow-on
04/05/13 Talvivaaran Kaivososakeyhtio Finland Natural Resources n.a. 259.65 Indirect Sale Market Follow-on
07/18/13 Flasma Resources UK Ltd United Kingdom Manufacturing 80.00 253.95 Direct Sale Private Flacement
10/08/13 Arrow Global Group Plc United Kingdem Finance & Real Estate n.a. 225.12 Direct Sale IPO
10/24/13 Portugal Telecom 54 Portugal Tle 6.11 194.95 Direct Sale  Market Follow-on
08/09/13 Ivima-Apartments(3000) Spain Finance & Real Estate 100.00 194.49 Direct Sale  Private Placement
11/06/13 Tessenderlo Chemie NV Belgium Manufacturing 27.52 185.24 Indirect Sale Private Placement
02/15/13 Hemso Fastigheter-Properties(1 Sweden Finance & Real Estate 100.00 173.84 Direct Sale Private Placement
04/18/13 Azoty Tarnow Poland Manufacturing 12.10 151.73 Direct Sale  Private Placement
03/25/13 Samsonite International SA& United Kingdem Manufacturing 5.29 141.31 Indirect Sale Private Placement
01/15/13 Deutsche Lufthansa AG Germany Transportation n.a. 127.19 Direct Sale  Market Follow-on
11/06/13 Bolsas y Mercados Espanoles Spain Finance & Real Estate 5.34 122.32 Direct Sale  Market Follow-on
07/24/13 Madrid City Council-Housing Spain Finance & Real Estate 100.00 120.13 Direct Sale  Private Placement
07/31/13 Vectura Consulting AB Sweden Services Industry 100.00 104.02 Direct Sale  Private Placement
Total 1H2013 41 Transactions 24,052.09
Total 2H2013 43 Transactions 26,075.55
Total 2013 84 Transactions 50,127.64

* In this table we reported only deals greater than €100 million

** Direct Privatizations refer to the sale of government's direct stakes. Indirect Privatizations include spin-offs and transfer of shares from government owned companies.
Parenteses report the Parent/Seller Company name.

Source: Privatization Barometer, Securities Data Corporation (5DC) New Issues and Mergers and Acquisitions database and author’s search of various news media (principally
Financial Times).
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Table 3 presents the ranking of EU countries bwltealue of privatizations
during 2013 and the first eleven months of 2014.aamgly enough, Greece
was the EU’s second largest privatizer of 2013hwitdeals yielding €8.13
billion ($11.19 billion), mostly due to the aforentned €7.12 billion ($9.82
billion) Bank of Piraeus capital-raising in Febmand the successful (after
multiple failed attempts) sale by auction of thete's 33% stake in the gambling
monopolyOPAP to the Cyprus-based consortium Emma Delta for €68lion
($862 million).

The third largest privatizing EU state of 2013 w&aseden, with nine deals
raising €5.61 billion ($7.48 billion). The most sificant individual Swedish
deals involved the center-right government’s digppo®f its remaining 13.4%
stake inNordea Bank in two successful secondary share offerings. Tist f
sale, in June, was of a 6.4% stake that raised®4€llion ($2.92 billion), while
the final 7% stake was sold three months laterafeirtually identical amount.
€2.19 billion ($2.93 billion). The only other largkeal from the two countries
was the June disposal of a 25.67% stake in theesgate grougKraftgarden
AB by DONG Energy to three Finnish energy comparoe€484 million ($645
million).

Table 3. Ranking EU Countries by Total Privatization Revenues, 2013 and 2014%

2013 # Deals Value Value 2014* # Deals Value Value

Country (€ mil) (5 mil) Country (€ mil) (& mil)

United Kingdam 12 12,199 16,277 United Kingdom 11 3,452 11,650
Greece 4 8,133 11,150 Greece 4 8,314 11,482
Sweden g 5,612 7,480 Spain 5 5,272 7,189
France 10 4,204 5,664  Italy 4 4,984 g,711
Belgium 4 4,185 5,543 France 13 4,206 5,729
Fortugal B 4,080 5,445 Finland 4 3,830 5,290
Germany 5 3,030 4,074  Metherlands 2 1,627 2,204
Spain 11 2,865 3,861 Portugal 3 1,534 2,075
Foland 13 2,677 3,648 Denmark 1 1,466 2,007
Denmark 2 1,492 2,008 Cyprus 1 1,083 1,469
Ireland 1 1,301 1,738 Paland 7 825 1,097
& other countries 7 369 488 6 other countries 8 2,024 2,757
Total EU 2013 84 50,128 67,414 Total EU 2014* 63 43,618 59,659

*estimate as of 30/11/2014

Source: Privatization Barometer, Securities Data Corporation (5DC) New Issues and Mergers and Acquisitions database
and author’s search of various news media (principally Financial Times).

France ranked fourth among EU privatizing statesndu2013, raising €4.20
billion ($5.66 billion) through ten deals. Francéesgest deal of 2013 was the
November disposal of a 4.7% stake $afran in an accelerated bookbuilt
offering that raised €937 million ($1.22 billion)he French state was also
involved in the April disposal of a 2.1% stakestlire European Aeronautic
Defense and Space Company (EAD$hat raised a total of €669 million ($922
million). Only days before, the French media grauggardere and the German
carmaker Daimler Benz sold large EADS blocks, paotl the open market and
partly directly to EADS - as the government alsd. ddther large French and
Portuguese deals include the June sale of a 9.48Ré B1Aeroports de Paris
to Credit Agricole (4.8%) and Vinci (4.7%) for €7f8llion ($949 million).

1y

& privatizationbarometer

10 www.privatizationbarometer.net



Trends

The fifth most important EU privatizer of 2013 wislgium, which raised €4.19

billion ($5.54 billion) in four deals. The bulk tiis total was accounted for by
the November sale of the Belgian state’s 25% sialBNP Paribas Fortis SA,

The PB Report 2013-14
acquired as part of the bank’'s rescue during tlebadl financial crisis, to
France’'s BNP for €3.18 billion ($4.29 billion). Bhiale yielded the Belgian

government a €900 million capital gain on its resawvestment. Finally, the
Belgian government’s June IPO of its postal opempmst NV was priced near

the top of its indicative price range and raised%Dillion (€778.8 million).
EU privatizing governments ranking six through elevor total proceeds during
2013 are Portugal [6 deals worth €4.06 billion 4&billion)]; Germany [5 deals
worth €3.03 billion ($4.07 billion)]; Spain [11 deawvorth €2.87 billion ($3.86
billion)]; Poland [13 deals worth €2.68 billion (5 billion)]; Denmark [2 deals

worth €1.49 billion ($2.01 billion)]; and IrelandL [deal worth €1.30 billion
($1.74 billion)]. The most important deal by anytleése countries was the April

sale of Portugal's 100% stake ANA Aeroportos de Portugal to France’s
Vinci construction company (95% of shares) and dA%S employees (5% of
shares) for €2.96 billion ($3.95 billion). The otharge Portuguese deal of 2013
was the December IPO &@TT-Correios de Portugal SA that raised €521
million ($716 million). The second largest 2013 ldeathese countries was the
May sale by state-owned Bayern LB of its 92% stakeéhe real estate firm

GBW AB to an investor syndicate for €2.32 billion ($3HBion), and the third
largest was Denmark’s secondary offering of a stakBONG Energy A/Sin

November that raised €1.41 billion ($1.74 billiofihe fifth, sixth, and seventh
largest deals from these countries were Irelandebriary sale of the

government’s controlling stake in the nationalireslrerlrish Life to Canada’s
Great West Life Company for €1.30 billion ($1.63libn); Poland’s January
secondary offering of 11.75% &KO Bank Polski, which raised €1.21 billion

($1.67 billion); and Spain’s sale by auction of 88.33% stake - acquired
through rescue in 2011 - iINCG Banco to Venezuela’'s Banesco Grupo

Financiero Internacional for €995 million ($1.38libn). The last three large
2013 deals from these countries were Spain’s sexgrulfering of a 12% stake

in Mapfre SA during September that raised €991 million ($1.3%oh);
Germany’s May secondary offering G@ommerzbank AG, which raised €584
million ($806 million); and December’s IPO of a 48% stake in Poland’s

Energa SAthat raised €510 million ($701 million).
Details of EU Privatization Deals during 2014 (thraigh November)
Table 4 lists the 42 EU privatization transactiais2014 that raised at least

€100 million. The United Kingdom was once againtfae largest EU privatizer
during the first eleven months of 2014, with 1lesayielding €8.45 billion
($11.65 billion). The largest UK (and EU) privatimem of 2014 was the

aforementioned March secondary of a 6% stakdaypd’s Banking Group that
raised €5.00 billion ($6.95 billion). The next thargest British deals were the

February sale by the partially-natonalized RoyahiBaf Scotland of another
stake (28%) irDirect Line Insurance that riased €1.36 billion ($1.86 billion)
and the June secondary market saleMafkit Ltd for €949 million ($1.28
billion). Other signifant UK deals of 2014 includeo secondary offerings of
stakes in thd.ondon Stock Exchange Group- in July, raising €329 million
($446 million), and in September, raising €215 imill ($280 million) - and the
July secondary offering o/ TTI Energy Partners for €271 million ($368

million).
www.privatizationbarometer.net
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Table 4. EU Deals*, 2014*%*

Date Company Name Mation Sector Value Value Type of Method of Sale
(€ mil) (% mil) Sale
03/26/14 Lloyds Banking Group PLC United Kingdom Finance & Real Estate 4,996.40 5,954.21 SEO Secondary offer
04/15/14 Eurobank Greece Finance & Real Estate 2,864.00 3,954.00 SEO Capital-raising
03/24/14 Fortum-Electricity Dist Bus Finland Utilities 2,567.43 3,573.00 AS Asset sale
05/15/14 Mational Bank of Greece Greece Finance & Real Estate 2,500.00 3,428.00 SEO Primary offer
07/15/14 CDF Reti Italy Utilities 2,160.00 2,856.00 AS Aszet zale
06/04/14 Repsol SA Spain Petroleum Industry 2,104.10 2,845.26 SEO Secondary offer
02/15/14 EnifEMEL Italy Petroleum Industry/Utilities 2,000.00 2,738.00 AS Acset sale
05/14/14 PS4 Peugect Citroen SA France Manufacturing 1,853.50 2,678.90 SEO Primary offer
03/15/14 Piraeus Bank Greece Finance & Real Estate 1,750.00 2,430.00 Rights Capital-raising
07/01/14 MN Group NV MNetherlands Finance & Real Estate 1,552.20 2,106.70 IFO Frimary offer
04/10/14 Iberdrola SA Spain Utilities 1,536.20 2,121.12 S5EO Secondary offer
06/25/14 GDF Suez SA France Utilities 1,525.60 2,063.11 S5EO Secondary offer
02/20/14 DONG Energy A/S Denmark Petroleumn Industry 1,466.42 2,007.00 3EQ Private placement
02/27/14 Direct Line Insurance Grp PLC United Kingdom Finance & Real Estate 1,356.50 1,857.21 SEO Secondary offer
02/28/14 Bankia 54 Spain Finance & Real Estate 1,315.00 1,800.33 IPO Capital-raising
03/15/14  Alpha Bank Greece Finance & Real Estate 1,200.00 1,670.00 Rights Capital-raising
a7/28/14 Bank of Cyprus PCL Cyprus Finance & Real Estate 1,082.50 1,469.40 5EO Frivate placement
05/15/14 Caixa-Insurance Businesses Portugal Finance & Real Estate 1,033.87 1,418.00 AS Aszet sale
06/18/14 Markit Ltd United Kingdom Finance & Real Estate g943.80 1,283.34 IFO Secondary offer
06/30/14 Bord Gais Energy-wind Project Ireland Utilities 708.68 959.00 AS Aszet sale
07/08/14  Assicurazioni Generali SpA Italy Finance & Real Estate 468.90 636.50 SEQ Secondary offer
02/25/14  Sampo Oyj Finland Petroleum Industry 451.80 618.64 5EQ Secondary offer
01/15/14  Airbus Group NV France Manufacturing 451.60 614.44 S5EQ Secondary offer
06/27/14  Electrica SA Romania Utilities 448.20 606.11 PS Private placement
06/09/14  Citycon Oyj Finland Finance & Real Estate 406.00 549,00 5EQ Primary offer
07/02/14  Citycon Oyj Finland Finance & Real Estate 404,50 549,00 5EQ Primary offer
03/19/14  Hemfosa Fastigheter AB Sweden Finance & Real Estate 359.90 501.29 IPO Mixed prim/secdy
06/30/14  Fincantieri SpA Italy Manufacturing 355.50 480.69 IPO Primary offer
09/05/14 CTT-Caorreios de Portugal SA Portugal Services Industry 342.70 443.83 PS Private placement
07/02/14 PGE Polska Grupa Energetyczna Poland Utilities 337.00 436.45 SEO Secondary offer
07/10/14 London Stock Exchange Grp PLC United Kingdom Finance & Real Estate 328.70 446.13 SEO Secondary offer
07/31/14  VTTI Energy Partners LP United Kingdom Utilities 270.80 367.50 PO Secondary offer
09/05/14 London Stock Exchange Grp PLC United Kingdom Finance & Real Estate 215.43 280.28 SEO Secondary offer
05/30/14 Ciech SA Poland Manufacturing 201.04 276.00 SEC Private placement
06/24/14 FACC AG Austria Manufacturing 154.90 263.64 IPO Mixed prim/secdy
01/17/14 MH Hoteles SA Spain Services Industry 191.00 2558.81 SEO Secondary offer
06/13/14 Redes Energeticas Nacicnais Portugal Utilities 157.80 213.20 PS Private placement
06/17/14 SNGN Romgaz 5S4 Romania Utilities 146.90 158.63 P53 Private placement
06/18/14 PKP Cargo SA Poland Transportation 142.20 192.33 SEO Secondary offer
09/09/14  Amadeus IT Holding 54 Spain Services Industry 125.30 162.17 SEO Secondary offer
05/02/14 Rovyal Bank of Scotland Group United Kingdom Finance & Real Estate 123.00 168.67 SEO Secondary offer
03/19/14  Arrow Global Group Plc United Kingdom Finance & Real Estate 113.98 158.64 SEO Secondary offer
Total 2014** 63 Transactions 43,617.95 59,658.87

* In this table we reported only deals greater than €100 million.
** The total value is an estimate as of 30/11/2014.

Source: Privatization Barometer, Securities Data Corporation (5DC) New Issues and Mergers and Acquisitions database and suthor's search of various news
media (principally Financial Times).

Greece was again the second largest EU privatizéamuary-November 2014,
based on four capital-raising share offerings by far partially-nationalized
Greek banks that cumulatively raised €8.31 bill{11.48 billion). The two
largest of these were the April share sal&ebyobank that raised €2.86 billion
($3.95 billion) and the May sale lyational Bank of Greecethat raised €2.50
billion ($3.43 billion). The two smaller deals weleth rights issues launched
during March - byPiraeus Bank and Alpha Bank - that raised €1.75 billion
($2.43 billion) and €1.20 billion ($1.67 billiomespectively.

The third and fourth largest privatizing EU statd2014 (through November)
were Spain and ltaly, which raised €5.27 billiod.(® billion) in five deals and
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€4.98 billion ($6.71 billion) in four deals, respieely. The largest deal from
either country, and the fifth largest EU sale o1£20was the July sale of a 35%
stake in Italy’'sCDP Reti electrical grid operator to China State Grid f@r 6
billion ($2.86 billion), while the second largestad was the secondary offering
of a 9.2% stake in SpainRepsolthat raised for €2.10 billion ($2.85 billion).
Italy disposed of 2% stakes Eni and ENEL in asset sales during February,
raising a combined total of for €2.00 billion ($2.Gillion). The next two largest
2014 deals from these countries were both Spanigbrif's secondary market
sale of a stake inberdrola, raising for €5.27 billion ($7.19 billion), and
February’'s secondary market offering of a 7.5% estakBankia, which was
rescued in 2011. The final two material disposalafthese countries were both
Italian: July’s secondary market offering thorugbnBo Strategico Italiano of
1.91% share ofssicuazioni Generali SA which raised €469 million ($636
million) and the June IPO and primary share ofigriof the shipbuilder
Fincantieri SpA that raised €356 million ($481 million).

France ranked fifth among EU privatizing statesrdythe first eleven months
of 2014, raising €4.21 billion ($5.73 billion) thrgh 13 deals. France’s largest
deal of 2014 was the May primary (capital-raisinffering of a 14% stake in
PSA Peugeot Citroen SAhat raised €1.95 billion ($2.68 billion). The sad
largest French sale was secondary market dispbsaBd% stake ilGDF Suez
SAthat raised a total of €1.53 billion ($2.06 biljo The other large French deal
was the January secondary market sale of a stakiebins Group NV for €452
million ($614 million).

Finland and the Netherlands were the sixth andrgbhvarest EU privatizers of
2014 (through November) with, respectively, fouraldeworth €3.83 billion
($5.29 billion) and two deals that raised €1.63dil ($2.20 billion). The most
important deal by either country - and the EU’sdHargest deal of 2014 - was
Finland’'s March asset sale of its 100% stake in Hwgtum-Electricity
distribution businessto Suomi Power Networks Oy, owned by a consortaim
Finnish and international investors for €2.57 billi($3.57 billion). Four months
later, the Netherlands executed its one large 2@k with an IPO of the 26%
stake inNN Group NV the government acquired when it rescued ING duttieg
financial crisis, raising €1.55 billion ($2.11 Ikwih). There were three other
Finnish offerings during the first eleven month26f.4: the February secondary
offering of Sampo Oyj, that arised €452 million {®6miillion) and two primary
share sales by Citycon Oyj that raised €406 mill{649 million) and €405
million ($549 million) during June and July, respeely.

EU privatizing governments ranking eight througrelive for total proceeds
during the first eleven months of 2014 Portugaldgals worth €1.53 billion
($2.08 hillion)]; Denmark [1 deal worth €1.47 kaii ($2.01 billion)]; Cyprus [1
deal worth €1.08 billion ($1.47 billion)]; Poland [deals worth €825 million
($1.10 billion)]; and Ireland [1 deal worth €7091lion ($959 million)]. The
three largest deals from this group of countriegewthe February private
placement of a 26% stake in Denmark's DONG Enerd$, Aaising €1.47
billion ($2.01 billion); the July capital-raisingrigate placement and open
offering of Bank of Cyprus, raising €1.08 billio81(47 billion); and the May
private placement of 80% of Portugal’'s Caixa insge business that raised
€1.03 billion ($1.42 billion). The final largestlsaby these countries during
January-November 2014 was Ireland’s June salesadntire 100% stake in the
Bord Gais Energy-Wind project for €709 million (£8&illion).
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Sales Outside of Europe during 2013 and 2014

Table 5 presents the ranking of non-EU countrietolsl value of privatizations

during 2013 and the first eleven months of 2014veéboments outside of
Europe raised an impressive $126.30 billion (€960®n) during 2013 and

$103.51 billion (€73.27 billion) during 2014. Asted above, China was by far
the world’s leading privatizer in both years - nags $41.31 billion (€31.30

billion) through 115 deals in 2013 and $40.64 0illi(€29.80 billion) through

124 deals in 2014 (through November). If Hong Keng@014 second place
ranking in privatization, 13 deals worth $12.51libil (€9.28 billion), is also

included then Greater China’s pre-eminence amoabaglprivatizers becomes
even more apparent. The second leading privatiz2013, remarkably, was the
United Kingdom (discussed above), while Greeceedrikurth globally.

Turkey was the top non-EU privatizing nations dgr013, after China, with
reported total proceeds of $12.40 billion (€9.50idyi). We only identify four
specific deals that raised far less than this, sgresent the officially reported
totals for both 2013 and the first two-thirds of120[$10.00 billion (€7.86
billion)], with the caveat that this is an aggregaather than a summation of
individually identified sales. After China and Tesk the next ten leading non-
EU privatizers of 2013 were India [49 deals worthO$9 billion (€8.04
billion)]; Russia [26 deals worth $10.54 billion8#®©6 billion)]; Australia [9
deals worth $9.73 billion (€7.48 billion)]; Japa® fleals worth $8.04 billion
(€7.15 billion)]; Brazil [12 deals worth $6.79 lilh (€5.16 billion)]; the United
States, which led the world in 2009-10 and 2012d&@ls worth $6.42 billion
(€4.90 billion)]; Singapore [10 deals worth $3.28lidn (€4.36 billion)];
Malaysia [11 deals worth $3.72 billion (€3.10 liil)]; New Zealand [3 deals
worth $3.27 billion (€2.49 billion)]; and South Kea [14 deals worth $2.75
billion (€2.07 billion)].

Table 5. Ranking Non-EU Countries by Total Privatization Revenues, 2013 and 2014*

2013 # Deals Value Value 2014* # Deals Value value
Country (€ mil) (& mil) Country (€ mil) (% mil)
China 115 31,301 41,308 China 124 29,795 40,640
Turkey 4+ 9,496 12,400 Hong Kong 13 9,275 12,514
India 49 38,037 10,685  Australia 17 7,857 10,304
Russian Fed 26 8,057 10,543  Turkey 4+ 7,332 10,000
Australia g 7,479 9,731 United States & 5,557 7,478
Japan 3 7,152 8,044 Russian Fed 17 4,751 6,474
Brazil 12 5,159 6,793  Saudi Arabia 3 4,909 6,125
United States 10 4,897 6,415 India 18 2,843 3,893
Singapore 10 3,238 4,636 Japan 3 2,705 3,525
Malaysia 11 3,087 3,715 South Korea 7 1,509 2,004
New Zealand 3 2,486 3,267 Malaysia 8 1,335 1,821
South Korea 14 2,071 2,748 Canada 8 1,096 1,459
Migeria 1 1,911 2,500 New Zealand 2 629 871
Hong Kong 13 1,802 2,378 13 others 25 1,902 2,602
Indonesia 1 998 1,304

Iraq 1 978 1,277

Philippines 3 859 1,125

12 others 37 1,760 2,329

Total Non-EU 2013 322 96,032 126,301 Total Non-EU 2014% 255 73,269 103,512
Total World 2013 406 146,160 193,715 Total World 2014% 318 115,886 163,171

*estimate as of 30/11/2014
Source: Privatization Barometer, Securities Dats Corporation (SDC) New Issues and Mergers and Acquisitions database and
author'’s search of various news media (principally Financial Times).
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After China and Hong Kong, the next two leading -kt privatizers of the first
eleven months of 2014 were Australia, with repottietdl proceeds of $10.30
billion (€7.86 billion) from 17 deals, and Turkeywith the aforementioned

official tally of $10.00 billion (€7.86 billion). fie next nine leading non-EU
privatizers of 2014 were the United States [6 deaisth $7.48 billion (€5.56
billion)]; Russia [17 deals worth $6.47 billion (€% billion)]; Saudi Arabia [3
deals worth $6.13 billion (€4.91 billion)]; Indid§ deals worth $3.89 billion
(€2.84 billion)]; Japan [3 deals worth $3.53 bitli¢€2.71 billion)]; South Korea
[7 deals worth $2.00 billion (€1.51 billion)]; Malsia [8 deals worth $1.82

The PB Report 2013-14
billion (€1.34 billion)]; Canada [8 deals worth 8&.billion (€1.10 billion)]; and

New Zealand [2 deals worth $871 million (€629 roifi)].
Table 6 lists the 67 non-EU privatization transawsi of 2013 that raised at least

Details of Individual Sales outside Europe in 2013
$500 million. There are an additional 255 smalldes that raised less than $500
million each. The two largest non-EU deals werediaark public share
offerings for their home countries of Japan andzBraespectively. In March,
the Japanese government sold a one-sixth stalapan Tobaccg raising $7.75
billion (€5.93 billion). One month later, Banco @wasil executed the largest
IPO thus far in 2013 with an equity carve-out af ihlsurance subsidiardB
Seguridade Participacoegraising $5.74 billion (€4.36 billion).
The third, fourth and fifth largest non-EU privatiions of 2013 were all private
sales. The first was April's asset sale - actuallle of a lease concession - of

rights to operate Australia’®ort Botany and Port Kembla, which yielded
$5.02 billion (€3.83 billion) to the New South Walstate government. March’s

auction of four Turkistregional electricity distributors raised $3.46 billion
(€2.65 bhillion), and this was followed two montladdr by the Russian central
bank’s private sale of a 14% stake (bringing tdtaldings to 61%) iBank

VTB to international institutional investors. Evenubb three sovereign wealth
funds purchased two-thirds of this offering, it otaias a privatization sale

because the transaction reduced the Russian dtatdiag in VTB.
As noted above, China executed no fewer than 1Rtmations during 2013,

and eight of these raised $1 billion or more. Tdrgést Chinese privatization of

this year’s first semester - and the sixth largest-EU sale overall - was the
capital-raising February SEO of the national oiinpanySinopec Corp which

was offered at a 10% discount to the current space and raised $3.10 billion
(€2.28 billion). The next two largest Chinese dexl£013 (ranking 7 and &'

overall) were both December capital-raising IP@$tina Everbright Bank
raised $3.00 billion (€2.18 billion) an€hina Cinda Asset Management

Company (the former state-owned “bad bank”) raised $2.46ob (€1.79
billion). Two other large Chinese deals - the cogatfourth and eighth largest
deals of 2013 - shared three things in common; botlirred in May, both were
IPOs, and both went public in Hong Kong rather tB&anghai. The larger was
the offering ofSinopec Engineering raising $1.80 billion (€1.40 billion), and
the smaller wasChina Galaxy Securities which raised $1.07 billion (€832
million). The remaining three $1 billion-plus Chgeedeals of 2013 were also
primary share offerings; September’s IPOQIfina Huishan Dairy Holdings
raised $1.30 billion (€977 million); January’s semed offering ofGansu Jiu
Steel Group Hongxingraised a nearly identical $1.30 billion (€971 ioif);
and November’'s IPO oHuishang Bank Corp yielded $1.19 billion (€882

million) in new capital.
www.privatizationbarometer.net
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largest non-EU privatizationsre both asset

The seventh and ninth

Australia’s sale of rights to operate tBgdney Desalination Plantfor $2.27
billion (€1.77 billion). This sale was widely citzed ex post, since the plant has

sale/auctions of key infrastructure assets, beg@imm April with the much-
never actually operated commercially because ofeatly plentiful potable

delayed sale af5 Nigerian electricity generating and distributioncompanies
that raised $2.50 billion (€1.91 billion). This waslowed one month later by

The PB Report 2013-14

water supplies.

India executed three $1 billion-plus privatizatiodaring 2013. The Indian
companyNTPC Ltd ($2.14 billion; €1.57 billion) was the year’s terlirgest
non-EU privatization. The other two deals were bptimary stock offerings:

government’s February secondary offering of a 9.58ake in the power

December’s share sale by Power Grid Corporatioimdaif raised $1.13 billion
(€822 million), while the January capital-raising Bxis Bank yielded $1.03

billion (€772 million).
Greater China ($2.00 billion €1.53 billion) and the divestmentthe sovereign

wealth fund GIC of its stake iBlobal Logistic Properties which raised $1.25
billion (€981 million). The United States also samo $1 billion-plus American

privatizations during 2013, the larger of which vias June SEO of 50 million
General Motors (GM) shares by the US federal government and thietd
Auto Workers union that netted the sellers $1.7Rohi (€1.33 billion). The
second US deal was the June private placement dyfetheral government
shares of a 10% stake Wlly Financial, which raised $1.30 billion (€964
million). This reduced the government’s holdingity to 64%.

Russia accounted for three large privatizationsingu2013, all during the
second half. The largest was the complicated Octséle by VTB Bank of its

Singapore witnessed two $1 billion-plus privatiaas during 2013, and both
sales occurred in February. These were the IPQogfepty managefMapletree

50% stake inTele2 Russiato a group of local tycoons for $1.70 billion (26.
billion) in total value [$1.20 billion in cash, @uassumption of $500 million of
debt]. October also saw the third large Russian-dea IPO of the diamond
monopoly AK Alrosa that raised $1.70 billion (€1.26 billion)—and thisas
followed two months later by a $1.51 billion (€1.6@ion) primary offering in

The next largest deals of 2013 were the openingssaf New Zealand's

the utility RusGidro.
landmark privatization program by the center-rightvernment elected in 2011.
Mighty River Power Ltd’s May IPO—which raised $1.42 billion (€1.11
billion)--came first, and was followed five montteter by the even larger IPO

of Meridian Energy Ltd which raised $1.54 billiog1(14 billion).

The March SEO of Indonesialahatari Department Store ($1.30 billion;
€998 million) was the 20 largest non-EU deal of 2013. The year's two
remaining undiscussed $1 billion-plus privatizatiowere February’s highly
successful initial offering afAsiacell Telecommunicationg$1.28 billion; €978
million) and May's primary share offering fdMalaysian Airline Sytem that

raised $1.42 billion (€1.11 billion) for the troell carrier. Asiacell's IPO was
remarkable for being Iraq’s first large post-ocdigrapublic equity offering and

for attracting several regional telecom operat@sachor investors. This IPO

also gave initial investors a 5% first day return.
www.privatizationbarometer.net

16

1
& privatizationbarometer
<



The PB Report 2013-14

Trends

Table 6. Non-EU Deals*, 2013

Date Company Name Mation Sector Value Value Type of Method of Sale
(€ mil) (5 mil) Sale
03/11/13  Japan Tobacco Japan Manufacturing 5,931.00 7,753.00 SEQ Secondary offer
04/25/13 BB Seguridade Participacoes Brazil Finance 4,359.00 5,740.00 IPO Secondary offer
04/15/13 Botany Port, Port Kembla Australia Transportation 3,830.00 5,0159.00 AS Aszet zale
03/15/13 Regional Electric Distributors Turkey Utilities 2,647.00 3,460.00 AS Azzet zale
05/24/13 Bank VTB Russian Fed Finance 2,647.00 3,272.00 5EO Primary offer
02/04/13 Sinopec Corp China Petroleum 2,283.00 3,101.00 SEOQ Primary offer
12/13/13 China Everbright Bank Co Ltd China Finance 2,180.00 2,998.75 IPO Primary offer
04/13/13 Electric Distributions Cos (15) Nigeria Utilities 1,911.00 2,500.00 AS Azzet sale
12/05/13 China Cinda Asset Mgmt Co Ltd China Finance 1,785.00 2,455.81 IPO Primary offer
05/15/13 Sydney Desalination Plant Australia Utilities 1,769.00 2,274.00 AS Aszet zale
02/06/13 NTPC Ltd India Utilities 1,573.00 2,137.00 SEOQ Secondary offer
02/27/13 Mapletree Greater China Singapore Finance 1,531.00 2,002.00 IPO Primary offer
05/16/13 Sinopec Engineering Group China Engineering 1,397.00 1,796.00 IPO Primary offer
06/06/13 General Motors Co United States Manufacturing 1,326.00 1,721.00 SEO Secondary offer
10/15/13 Tele2 Russia Russia Tle 1,260.00 1,700.00 AS Aszet zale
10/23/13 Meridian Energy Ltd New Zealand Utilities 1,144.00 1,543.31 IPO Secondary offer
12/02/13 RusGidro Russian Fed Utilities 1,094.00 1,505.48 SEO Primary offer
05/08/13 Mighty River Power Ltd New Zealand Utilities 1,111.00 1,418.00 IPO Secondary offer
05/19/13 China Huishan Dairy Hldgs Co L China Manufacturing 577.00 1,304.30 IPO Primary offer
03/22/13 Matahari Department Store Indonesia Retailing 998.00 1,304.00 No Secondary offer
11/15/13 Ally Financial United States Finance 964.00 1,300.00 PP Secondary offer
01/23/13 Gansu Jiu Steel Grp Hongxing China Manufacturing 971.00 1,295.98 SEO Primary offer
10/28/13  AK Alrosa Russian Fed Manufacturing 962.00 1,2585.52 IPO Secondary offer
02/02/13  Asiacell Telecommunication Irag Tl 978.00 1,277.00 IPO Secondary offer
02/25/13 Global Logistic Properties Singapore Transportation 981.00 1,250.00 SEO Secondary offer
11/06/13 Huishang Bank Corp Ltd China Finance 882.00 1,189.84 IPO Primary offer
12/10/13 Power Grid Corp of India Ltd India Utilities 822.00 1,131.36 S5EO Primary offer
05/15/13 China Galaxy Securities Co China Finance 832.00 1,070.00 IPC Mixed prim/sec
05/08/13 Malaysian Airline System Bhd Malaysia Transportation 807.00 1,038.08 SEO Primary offer
01/29/13 Axis Bank Ltd India Finance 772.00 1,030.03 SEO Primary offer
08/15/13 Kangal Thermal Plant Turkey Utilities 743.00 9585.00 AS Aszset sale
01/25/13 Inner Mongolia Bacotou Steel China Manufacturing 965.00 965.00 SEO Primary offer
05/08/13 Quintiles Transnational United States Pharmaceutical 737.00 947.37 IPO Mixed prim/sec
05/26/13 City Bank of Florida United States Finance 591.00 883.00 SEO Secondary offer
12/17/13 Hunan TV & Broadcast China Services 534.00 872.59 SEO Primary offer
02/12/13 Kuban'energo Russian Fed Utilities 553.00 871.75 SEO Primary offer
05/13/13 Soochow Securities Co Ltd China Finance 564.00 847.00 PP Private placemt
03/16/13 Aurizon Heldings Ltd Australia Transportation 542.00 838.97 SEO Secondary offer
04/23/13 AVIC Capital Co Ltd China Finance 519.00 809.00 P3 Private placemt
01/04/13 Inner Mangalia Yili Indl Grp China Manufacturing 540.00 809.00 SEO Primary offer
09/27/13 Sino-Ocean Land Holdings Ltd China Real Estate 506.00 808.51 SEO Primary offer
04/17/13 LT Group Inc Philippines Manufacturing 509.00 796.12 SEO Primary offer
04/28/13 COFCO Tunhe Co Ltd China Manufacturing 591.00 773.92 SEO Primary offer
10/18/13 UMW Oil & Gas Corp Bhd Malaysia Petroleum 554.00 747.83 IPO Primary offer
02/18/13 Qatar Insurance Co SAQ Qatar Finance 514.00 686.00 PP Rights issue
10/22/13 KOGAS South Korea Utilities 497.00 670.62 SEO Secondary offer
03/29/13 Top Energy Co China Manufacturing 483.00 645.00 SEO Primary offer
04/20/13 Huclinhe Opencut Coal China Mining 483.00 631.00 SEO Primary offer
10/01/13 Westports Holdings Bhd Malaysia Logistics 466.00 529.02 IPO Secondary offer
11/26/13 Sinochem International Corp China Manufacturing 455.00 613.38 SEO Primary offer
11/25/13 Hong Kong Parkview Group Ltd Hong Kong Real Estate 444.00 598.58 SEO Primary offer
04/11/13 China Estn Airlines Corp Ltd China Transportation 443.00 579.00 SEO Primary offer
04/11/13 Yunan Chiheng Zinc China Mining 440.00 576.00 SEO Primary offer
01/31/13 Qil India Ltd India Petroleum 442.00 576.00 SEO Secondary offer
09/27/13 Offshore Qil Engineering Co China Engineering 428.00 572.08 SEO Primary offer
01/18/13 IDBI Bank Ltd India Finance 445.00 569.00 SEO Secondary offer
12/05/13 Qinhuangdao Port Co Lid China Transportation 408.00 561.90 IPO Mixed prim/sec
11/27/13 BIMB Heldings Bhd Malaysia Finance 416.00 561.64 SEO Primary offer
03/18/13 State Bank of India India Finance 425.00 555.55 SEO Primary offer
10/30/13 Bank of Chongging Co Ltd China Finance 406.00 547.53 IPO Mixed prim/sec
12/12/13  AES Corp United States Utilities 391.00 538.00 SEO Secondary offer
11/22/13 Sealand Securities Co Ltd China Finance 396.00 534.28 SEO Primary offer
05/09/13 Apollo Global Management LLC United States Finance 411.00 527.78 SEO Primary offer
11/19/13 Xinxing Ductile Iron Pipes Co China Manufacturing 389.00 525.24 SEO Primary offer
03/28/13 Sinopharm Group Co Ltd China Manufacturing 393.00 525.00 SEO Primary offer
06/15/13 Xi'an Aero-Engine PLC China Manufacturing 413.00 521.00 PP Primary offer
02/15/13 Moscow Stock Exchange Russia Finance 382.00 500.00 IPO Secondary offer
Total 1H2013 156 Transactions 63,198 82,155
Total 2H2013 166 Transactions 32,834 44,146
Total 2013 322 Transactions 96,032 126,301

* In this table we reported only deals greater than $500 million.

Source: Privatization Barometer, Securities Data Corporation (SDC) New Issues and Mergers and Acquisitions database and author’s search of various news

media (principally Financial Times).
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Details of Individual Sales outside Europe in 201&hrough November)
Table 7 lists the 46 non-EU privatization transatsi of the first eleven months
of 2014 that raised at least $500 million. Thesd 209 smaller sales raised

almost $103.51 billion (€73.27 billion), while eiglen offers raised at least $1

The PB Report 2013-14
billion. The five largest non-EU privatization 0024 were all discussed in the
introduction, and so will only be briefly reprisdégtre. These were the $6.87

billion (€5.13 billion) August recapitalization angfimary share offering of
China’s CITIC Pacific Ltd , that was executed in Hong Kong and so counts
towards the HK total; the $6.00 billion (€4.82 initt) November IPO of a 25%
stake in Saudi Arabia’®ational Commercial Bank, March’s $6.00 billion
(€4.31 billion) private placement of ChinaBOE Technology Groug the
$4.80 billion (€3.85 billion) secondary market IR® Australia’s Medibank
Private in November; and January’s primary share IPOH# Electrical
Investments Ltd that raised $3.11 billion (€2.29 billion).
The sixth largest non-EU privatization of 2014 ¢ingh November) was the
mixed primary and secondary share IPO of 59% ocaddpisplay Inc that raised

$3.08 billion (€2.38 billion) in March. This wasetlonly large Japanese deal of
2014, though as we will discuss in the section Wwelloe country is teeing up

several large-to-enormous privatizations in conyiegrs.
Three $1 billion-plus privatizations were executedhe United States during
the first eleven months of 2014. The largest os¢heas September’s sale of a
25% stake irCitizens Financial Group owned by Royal Bank of Scotland that
yielded $3.01 billion (€2.32 billion) to the parthationalized British bank. April
saw the secondary market IPO Alify Financial (the 2013 sale was a private
placement), wherein the US government sold 20%efcompany’s shares for
$2.38 billion (€1.72 billion) and dropping its retad holdings from 37% to
17%. Finally,IMS Health Holdings raised $1.30 billion (€942 million) through

a primary share IPO in April.
January-November 2014 that raised a reported $@illion (€7.33 billion),
though as was the case for 2013 we only identifbed sales totaling much less
than this. The only large Turkish privatization weuld identify was the July
auction of a concession to operate the nationaingetompanyMilli Piyango

Turkey executed several auctions of infrastrucamd other companies during
that was won by the Turkish consortium Net Sansyitwhich paid $2.76

billion (€2.03 billion).
Russia witnessed two large privatizations durinf2@hrough November), the
larger of which was the May primary offering of sé® in the aerospace
company OAO llyushin, which raised $2.59 billion (€1.89 billion). Three
months earlier, there was a secondary share IR@@ediood retailet.enta Ltd
that raised $952 million (€696 million).
Australia’'s new center-right government headed loynyT Abbott, elected in
September 2013, lost little time in announcing aeping privatization program
designed to raise up to A$100 billion for re-invesht in the country’s
infrastructure. As already discussed, the most napb expression of this
program thus far was November 2014’s IPO of Medib@rivate, but this was

preceded by two other large deals—the April primahare offering of the

transportation companyransurban Group, which raised $2.54 billion (€1.84
billion), and the February asset saleMdcquarie Generationto AGL Energy
by the News South Wales state government thatdabie35 billion (€988

www.privatizationbarometer.net
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The 18 largest non-EU privatization of the first elevemnths of 2014 was
India’s only large sale this year: January’s disapiing capital-raising offering
of a 7.8% stake in th8tate Bank of India Although this sale raised a non-
trivial $1.28 billion (€943 million), this was onlyhree-quarters of what the
government had hoped to raise, and representedintiecial sawn song for
India’s Congress party government—which was swephfoffice by Narendra

Modi's BJP party during the summer.

Table 7. Non-EU Deals™, 2014%*

Date Company Name Nation Sector value Value Type of Method of Sale
(€ mil) (& mil) Sale
08/25/14  CITIC Pacific Ltd Hong Kang Finance 5,133.60 6,874.12 SEQ Primary offer
03/25/14  BOE Technology Group Co Ltd China Services 4,308.00 6,000.00 SEQ Primary offer
11/06/14  National Commercial Bank (NCB) Saudi Arabia Finance 4,300.00 6,000.00 IPO Secondary offer
11/06/14  Medibank Private Australia Insurance 3,850.00 4,800.00 IPO Secondary offer
01/22/14  HK Electric Investments Ltd Hong Kang Finance 2,286.10 3,1059.87 IPO Primary offer
03/10/14  lapan Display Inc Japan Manufacturing 2,381.50 3,084.13 IPO Mixed prim/sec
09/23/14  Citizens Financial Group Inc United States Finance 2,324.30 3,010.00 IPO Secondary offer
07/15/14 Milli Piyango Turkey Services 2,034.00 2,760.00 AS Aszet zale
05/30/14 OAO IL Russian Fed Manufacturing 1,886.40 2,587.01 SEO Primary offer
04/24/14  Transurban Group Australia Transportation 1,838.60 2,538.42 SEO Primary offer
04/09/14  Ally Financial Inc United States Finance 1,720.20 2,375.00 IPO Secondary offer
05/22/14 China Merchants Securities Co China Finance 1,304.00 1,788.22 SEOQ Primary offer
01/21/14 China Shipbuilding Ind Co Ltd China Manufacturing 1,030.30 1,401.58 SEOQ Primary offer
02/15/14  Macquarie Generation Australia Utilities 988.00 1,353.00 AS Asset sale
04/03/14  IMS Health Holdings Inc United States Services 941.60 1,300.00 IPO Mixed prim/sec
01/30/14  State Bank of India India Finance 943.80 1,283.86 SEO Capital raising
05/16/14  China CNR Corp Ltd China Transportation 885.70 1,214.58 IPO Primary offer
03/25/14  Harbin Bank Co Ltd China Finance 812.30 1,130.48 IPO Capital raising
059/15/14 i lin Ji En Nickel Industry China Mining 754.40 976.96 SEQ Primary offer
02/28/14  Lenta Ltd Russian Fed Retailing 695.60 952.38 IPO Secondary offer
03/21/14  Axis Bank Ltd India Finance 654.80 911.40 SEQ Secondary offer
06/17/14  Tsinghua Tongfang Co Ltd China Manufacturing 653.30 883.35 SEQ Primary offer
05/16/14 Sichuan Chengfei Integration China Manufacturing £519.80 850.00 SEOQ Primary offer
07/30/14 Soochow Securities Co Ltd China Finance 612.60 831.40 5EOQ Primary offer
03/12/14  AVIC Capital Co Ltd China Finance 584.60 813.70 SEO Primary offer
10/24/14 KEPCO South Korea Utilities 633.10 809.00 SEO Primary offer
10/16/14 Entra ASA Norway Real Estate 624.90 799.00 IPO Mixed prim/sec
10/06/14  ASZ Russian Fed Manufacturing 509.20 798.70 SEQ Primary offer
03/12/14 Quintiles Transnational United States Pharmaceutical 560.40 780.00 SEQ Secondary offer
07/03/14  Luye Pharma Group Ltd China Pharmaceutical 562.60 763.60 IPO Mixed prim/sec
01/07/14  China Qilfield Services Ltd China Services 557.80 758.90 SEO Primary offer
09/25/14  Teongling Nonferrous Metals Grp China Manufacturing 564.50 732.30 SEO Primary offer
02/20/14  Southwest Securities Co Ltd China Finance 517.50 708.50 SEOQ Primary offer
09/02/14  Crescent Point Energy Corp Canada Petroleum 530.30 686.70 SEQ Primary offer
04/04/14  NPO Saturn Russian Fed Manufacturing 492.20 679.60 SEQ Primary offer
02/27/14  0Oil Search Ltd Australia Petroleum 486.70 666.40 SEQ Primary offer
01/15/14  Shaanxi Coal Industry Co Ltd China Mining 486.30 661.60 IPO Primary offer
03/28/14  Genesis Energy Ltd New Zealand Utilities 472.50 657.60 IPO Secondary offer
03/01/14 Beijing San Yuan Foods Co Ltd China Manufacturing 467.70 651.00 SEOQ Primary offer
08/13/14 Songliao Automobile Co Ltd China Manufacturing 479.10 641.60 SEO Primary offer
08/15/14 Beijing Urban Constr Invest China Finance 473.80 634.50 SEO Primary offer
07/14/14 Huadian Power International China Utilities 395.30 536.50 SEOQ Primary offer
09/05/14 Beijing Zhongchuang Telecom China Tlc 409.20 529.50 SEQ Primary offer
04/13/14 Oman Telecommunications Co Cman Tlc 383.50 529.50 IPO Primary offer
06/05/14 Xi'an Aero-Engine PLC China Manufacturing 377.10 510.00 SEQ Primary offer
09/24/14  Bank of Ningbo Co Ltd China Finance 389.30 504.20 SEQ Primary offer
Total 2014** 255 Transactions 73,269 103,512

* In thic table we reported only deals greater than $500 million.

** The total value is an estimate as of 30/11/2014.
Source: Privatization Baremeter, Securities Data Corporation (5DC) New Issues and Mergers and Acguisitions database and author’s search of

various news media (principally Financial Times).
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The last four large ($1 billion+) privatizations #hnuary-November 2014 were
all primary share offerings by three Chinese congsmmand one bank. The

company offerings were May’s $1.79 billion (€1.30idn) seasoned share sale

The PB Report 2013-14

by China Merchant Securities January’s $1.40 billion (€1.03 billion) seasoned
offering by China Shipbuilding Industries; and May's IPO ofChina CNR
Corp Ltd (formerly Central National Railways), that raiskti21 billion (€886

million). Finally, Harbin Bank raised $1.13 billion (€812 million) in new

capital with its March IPO.
Failed and Canceled Privatizations during 2013 an@014

In sharp contrast with 2011, 2013 and 2014 will litass be remembered as a
great year for completed privatizations, rathentf@ the number and value of

privatization sales that failed, were cancelledyere withdrawn.
The first half of 2013 saw four large and rathemrdatic cancellations of deals
that had either been executed the year before e wary far along in the sale
process. The largest and most dramatic such catioalloccurred in February,
when Turkish Prime Minister Recep Erdogan unildkerajected the completed
$5.70 billion sale--to a consortium led by Turkeiec Holdings and UEM, a
subsidiary of the Malaysian sovereign wealth furah&zanah--of concessions to
operatetwo Bosporus bridges and 1,750 km of existing Turkih roadsfor 25
years. Erdogan asserted that the price offerednga#ficient, and proposed that
the bridges and roads be divested through a pafiicing. In March 2013, the
Virginia Port Authority also rejected as insuffiotethe $1.1-1.3 billion (€870-
1,020 million) bid from Denmark’s AP Mgller-Maers& purchase the 40-year
right to operate and improve tiampton Roads port facilities and an inland
railroad terminal that other state officials hadbeaced so enthusiastically the
previous June. The bid had resulted from a quirkinginia state law allowing

private companies to make unsolicited offers tauaegassets or operating rights
to state-owned facilities. Another bizarre exanufl@ completed contract being

revoked happened in February 2013, when US-basé \Energy failed to
make a €170 million, 20% down payment Albpetrol, the Albanian state oil

company. This resulted in cancellation of what teldlays been a very
controversial privatization from 2012. The fourthajor failed divestment of

1H2013 occurred, perhaps unsurprisingly, in Gre@des state privatization
agency, Taiped, announced in June that Russia’pr@azhad pulled out of the
bidding for Depa, the state-owned natural gas supplier. Taiped Hagubd to

raise up to €600 million from the sale of Depa, #md failure capped a rather
dismal period of failed and troubled Greek salestshing back nearly two

Second half of 2013 saw three significant dealscelsad. In August, Korean
President Park Geun-hye canceled the planned dieast of Korea

years.
Development Bank so that KDB could continue performing the market
intervention/credit allocation role the bank haketa on aggressively after the

global financial crisis. Two deals fell throughbecember, one in Spain and the
other in Japan. The Spanish case was the failureghef government to

successfully auctiofatalunya Bank, in contrast to its successful saleNiEG
Banescoto Venezuela’'s Banesco Grupo Financiero Intermedidor €995
million ($1.38 billion), described above. The Jagsa case was much stranger,
and involved the prefectural government of Osaker-durning, by a vote of 54
of 104 legislators, the results of an auction thed awarded Japanese railway
assets in the region to the US private equity grbope Star, whose $760
million bid easily topped the Japanese bidder, [daBkectric Railway.

www.privatizationbarometer.net
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Even though 2014 was a very good year for sucdgsstatizations, there were
also a rather large number of deals that were ddlaganceled, or failed

outright. The British government suffered this oty twice, first in July when
it dropped plans to privatize Land Registry follagiconflicts between Tory and

The PB Report 2013-14
Liberal Democrat members f the governing coalitiand again in December
when the Dutch and German governments vetoed tigegtanned sale sale of

the UK’s 33% stake in the uranium enrichment corgddrenco. Ironically, this
sale had only become feasible when the Dutch gawvenh earlier dropped its
veto regarding sale of the company to private taiyér full privatization of
Urenco could raise up to €10 billion ($12.5 billjon
The largest failed privatization of 2014 was théagse of the planned IPO of a
28% stake in the Spanish airports operatena in November that resulted from

the governmemt’s decision to allow PWC to contiragethe firm's auditor,
rather than hold a separate bid for the auditingdate. The €8 billion ($13

billion) offering had already been priced by theuis's underwriters, and so

delay was hugely embarassing (and costly) for toeegqiment. Equally
embarassing, though perhaps more widely anticipatst the decision by

Italy’s new Prime Minister Matteo Renzi in the waliethe poor June market
debut for Financantieri (see above) to delay pldnsaes of stakes in the air

traffic controllerEnav, the export agenc8$ACE and, most importantly, 40% of
Poste Italiane The postal sale was expected to net the governarennd €4

billion ($5 billion).
Central and Southers Europe also saw their shadgelafyed and/or canceled
privatizations during the first eleven months 0f20A planned auction of rights
to operate the port in the Turkish province of Kelafailed in January, when no
bidder stepped up to meet the minimum startingepd€ $516 million. Five
months later. Local opposition torpedoed a $1 dnll(€736 million) bid by
Russia’s Rosneft for a controlling stake in Kyrggrss main international
airport. Then in July, the newly elected Slovengovernment of Miro Cerar
postponed plans to privatize Telekom Slovenije #radLjubljana airport. One
month previously, the outgoing prime minister hadzén a privatization
program taegeting 15 companies—even though twahaddy been sold.
The final three significant failed/delayed/cancetidgestments of 2014 occurred
in the United States, India, and Pakistan. In M&@h4, the largest municipally-
owned electric utility in the U.Shiladelphia Gas Works was sold through
auction (with 33 bidders!) to UIL Holdings for amexpectedly high $1.86
billion (€1.33 billion). All that was required taomplete the sale was approval

by the Philadelphia City Council before July 141 this date passed without an
approving vote and the deal remains in limbo toddne two aborted sales from

Pakistan and India both occurred in November, b@gmwith the new Indian

government of Narendra Modi delaying (yet agaire sd another tranche of
Steel Authority of India (SAIL) shares due to vehement trade union oppusiti

A much worse fate befell the newly re-elected Rakisgovernment of Nawaz
Sharif, which had already organized set a minimuioepfor the international

sale of a 7.5% stake @il and Gas Development Ltd(OGDCL), also due to
trade union opposition. Besides raising around $8dlon (€995 million) for

the cash-strapped government a successful offeviogld have marked
Pakistan’s return to international capital markets.

Planned Sales in 2015 and Beyond

www.privatizationbarometer.net

We conclude this survey of privatization trends amgjor deals by describing

sales that seem likely to be completed during 20r1fater years. Five national
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programs - Australia, Turkey, Greece, India andid®ak - stand out due to
either aggregate size, scope, or both. A sixttonatiprogram, Russia’s, still has

ambitious goals, but these seem highly unlikelystame to fruition as that
country plunges into recession following the latevBmber 2014 plunge in oil

The PB Report 2013-14

prices and the accumulating force of western sansti
As noted above, Australia has announced plansge wp to A$100 billion [$85
billion; €64 billion] through sales of existing nalstructure and financial assets
over the next few years, and to recycle these paxénto new infrastructure
has made clear it many

government

The Abbott

investments.
billion [[$85 billion; €64 billion] by privatizing“poles and wires” (electricity
distribution networks); similarly to the nationad\@rnment. NSW also plans to

pronouncements that Chinese buyers are quite weldonparticipate in these
recycle the proceeds of these sales into new infictare investments.

sales. The New South Wales state government ptarsse an additional A$20

Turkey continues to pursue an aggressive, mulli-ymévatization program
focused on divesting its electricity, port, and gagrassets. The country raised a
record $12.4 billion (€9.7 billion) during 2013,ugl an additional $10 billion
(€7.6 billion) during the first three quarters 0012, by divesting mostly
electricity generation plants and the country’saral gambling company Milli
Piyango (see above). The 2013 record will likely ifa2015 since the planned

sales ofSpor Toto andHorse Racing Authority are themselves expected to

raise $10 billion (€7.5 billion). Also planned aaeditional sales of stakes in
Turksat's cable TV network, 49% of the public stake ifiurkish Electricty
Distribution Company, the Haydarpasa projectin Istanbul, and th&ti mine

works and boric acid facilities.

The conservative Greek government elected in 201R push on with its
surprisingly successful divestment program that $een the government raise
€9.5 billion ($12.6 illion) over the past three y&#hrough sales of various state

assets. Chinese state and private buyers have rdedofor 45% of these
proceeds, and seem likely to continue being thegmal investor for Greek
(and, as discussed below, Italian and Portuguesesiructure and financial
industry privatizations. Specific assets slateddieestment include thAthens

International Airport , the remaing 67% of thBort of Piraeus still in state
hands, and a concession to build and operate a8d@wmillion airport on

Crete, Greece’s most popular tourist destination.
There are many things in life that can be takergfanted: the sun will rise each
day, we all grow older, and each fiscal year theegoment of India will
announce an ambitious target for privatizationsatand end up actually raising
only a fraction of this. The new government of Nah&a Modi is hoping to
break thus cycle, and succeed where the previongré€ss government largely
failed by actually divesting sizeable stakes inesal of the nation’s “crown

jewels” and raising as much as $10 billion (€7.Bidm). Perhaps wisely, the
government is beginning slowly, with a planned Deloer 2014 of a 5% stake

in the energy compan®NGC that could be worth $2.9 billion (€2.2 billion}. |
this is successful, plans call for additional stalikes of the electric power group
NHPC and a 10% stake in the huge but troubled coal pogpCoal India,
which alone could raise $3.8 billion (€2.85 billjorOther sacred cows could

then follow.
Pakistan has a rather chequered history with pzatons, but the Sharif
www.privatizationbarometer.net
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OGDCL sale that was aborted in November 2014. Followthgt, the
government hopes to raise up to $2 billion throwgh international share

offering in Pakistan International Airlines by March 2015 and up to $1.2
billion (€900 million) by diesting its residual &&in Habib Bank, also by the

end of 1Q2015. If these deals are successful, sdl@s$ least nine electricity

The PB Report 2013-14
companies and six generating companies could faflering 2015 or 2016.

Russia--always Russia--has grand plans for comigniis long-term divestment
program, though as noted these plans are in sgdgapsrdy as the evonomy and
the rouble both seem in free fall. In February 20Rdssian Prime Minister

Dmitry Medvedev announced plans to raise Rbs 2Di@rbi(worth $5.7 billion
at the time, but worth only $3.8 billion in late 22) by 2016 through sales of

Rostelecomand the state shipping compa@gvcomoflotas well as stakes in
United Grain Company and Novoroossiyk Commercial Port During 2013
and 2014, Russia raised $11.52 billion (€9.93dmliby selling stakes iBank
VTB, Sherbank, Freight One, VSMPO-Avisma, and other companies, and in
most of these cases the government retains stite rstock that can be sold
during 2015, if markets allow sales to be execwttdeasonable prices. The
government has also announced plans to sell off,r#il container group,
Transcontainer, and perhaps more of the stock it holdRimssian Railways
On balance, however, one must conclude that Rggsia/atization program has
(like India) usually fallen well short of its stdtejoals, due mostly to political
infighting among top policy-makers, and unless ploditical issues—and the
looming recession--are successfully resolved tiseems little prospect of the

state selling off a controlling interest Rosneft Gazprom, or any of the other

massive state enterprises that dominate Russiaimety.
Several eurozone countries--including Italy, PoatudCyprus, and Ireland—
have significant though not massive divestment fm 2015 and 2016. The

sales being contemlated are frequently for asssismalized through bailouts
during the financial crises of 2008-09 or 2012. mted in the delayed/failed

deal discussions above, Italy’s Renzi governmentemepostponed several

large divestments, and did not cancel these outrigbsides stakes iBnav,
SACE and Poste Italiang the government ight try to sell some or all & it
residual 4% stakes iEni and ENEL, its 13% stake in the semiconductor

manufactureST Microelectronics train station operatdérandi Stazioni, and
its indirect holdings (throuugh CDP) i8nam and Terna, respectively the

national oil and gas and electricity grids. Portygans to sell all or part of the
gas and energy provid&alp, the railway freight service provid&P Cargo,

theCTT postal service, the state airliM&P, parts of the water utilitpAguas de
Portugal, and the country’s largest bankaixa Geral de Depositos Cyprus

has passed legislation authorizing sale of thrdiieg by 2018, which could
raise up to €1.4 billion ($1.75 billion): the elecity authority EAC; the

telecoms provide€Yta, andCyprus Port Authority , which manages the ports
of Larnaca and Limassol. Ireland has announcedsglamaise up to €3 billion
by selling off its 25% stake iAer Lingus, the state forestry bodgoillte, and

the gas companord Gais—but has thus far shied away from any plans to
privatize ESB Group, the Electricity Supply Board, due to strong union

opposition.

The major European eurozone outlier, the Unitedglam, also plan to push
forward with significant divestment programs lauedhduring 2013-14, though

Briatin’s continuation as a privatizer hinges on etifer the center-right

Conservative-Liberal democrat government wins tewicin the May 2015
general election. The government still holds a 2&%ke inLloyds Banking

www.privatizationbarometer.net
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Group and 81% ofRoyal Bank of Scotland (RBS), both of which it would
dearly likely to sell at a price at or above thatdpfor their rescues during the
fiancial crisis of 2008-09. A returning Tory-Libérdemocratic coalition

The PB Report 2013-14
government would also try to privatize tBast Coast Main Linerail linking
London, Leeds, and Edinburgh—but the shadow Labm@msport minister has
ruled this out if Labour wins the election. Eitteéde that wins would be likely
to eventually choose to sell more of the statefsaiaing 70% stake ifRRoyal
Mail , though memories of the October 2013 IPO are a@oand recent for this

to become an immediate priority.
small number of immensely large sales, spacedulagly over time, and this
seems likely to continue. The national governmercessfully executed very

Japan’s privatization “program” has long been ctimrzed by a relatively
large divestments afapan Airlines ($8.47 billion; €6.46 billion) in 2012 and
Japan Tobacco ($7.75 billion; €5.93 billion) in March 2013, aratiditional
stakes in these companies could well be offere20it6 or 2016. However, in
October 2014, the government of Shizo Abe annouaaeshewed plan for what
could become one of the largest single privatiretim history. This is the oft-
mooted, oft-canceled sale of a two-thirds stak@apan Postin three tranches
beginning in March 2015, which could raise up t@ $8lion based on current
market comparables. Japan’s government might &t lmst also follow through
on plans first mooted in September 2011 to divestes in the oil company
Inpex and the exploration and development compaagex together valued at
¥566 billion ($7.41 billion; €5.38 billion). Fingll the Japanese (city)
government hopes to raise $7-15 billion by fullyvatizing theOsaka Airport

in 2015.

In contrast to the initiations of major privatizati program detailed above, the
United States and Poland are in the odd positiédrsaeing nearly completed
major divestment programs initiated after the Fai@rCrisis ended in 2009, but

the US still has valuable stakesGeneral Motors, Citigroup, and a few other
companies that will likely be divested piecemearahe next two years.
Two other fairly small, but nonetheless interesfatgnned national divestment
programs deserve explicit mention before we coreludth a discussion of
industry-specific planned sales. In July 2014, neg/ly-elected Serbian Prime
Minister, Aleksandar Vucic, unveiled plans for timass sale or liquidation of
loss-making SOEs. 584 of the companies includedhis plan are already
registered with the privatization agency, amdlekom Srbija, Belgrade’s
Nikola Tesla Airport, and a major insurer among the firms most likelybe
successfully divested. Also in July 2014, but oa tither side of the world, the
Vietnamese government announced yet another patain plan—termed
“equitisation” for local consumption—that will begiwith sale of a 3.5% (!!)
stake inVietnam Airlines that would value the company at $1.5 billion (€5.3
billion). Whether this will be any more successfioan previous attempts to
divest the airline (when a strategic buyer oncereffl twice this value for a
controlling stake) and more than 430 other SOEsamsnunclear. Whereas the
government claims to be willing to tolerate up t@%l private ownership in
“equitized” firms, foreign strategic holdings wpkobably remain capped at 20-

25%, severely reducing potential demand.
Several countries plan to divest state-owned anand aerospace assets during
2015. As noted above, Greece, Japan, and Seflbiad to fully or partially
privatize major international airports, while Pagal, Japan, Ireland, and

Vietnam all plan to divest some or all of theirioaal airline. In addition, Spain
www.privatizationbarometer.net
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hopes to re-launch the sale of 28%A&a, its airport operator, for €8 billion
($13 hillion), and Korea plans to divest timeheon Airport in the near future.
The Brazilian government hopes to reprise the fir@drwindfall it enjoyed with

The PB Report 2013-14
the 2012 sale of concessions to operate the Sdo Bad three other airports
when it auctions a similar concession to opefasdedo Airport, Rio’s main
international access point. Additional plannedirzérland aerospace company
sale include Poland’s ongoing (but heretofore uosssful) attempt to divest its

stake inLOT, while the Korean government hopes to revive thie Korea
Aerospace Industriesthat collapsed in December 2012.
Sales of financial assets and companies shouldpats@ popular during 2015.
Besides the divestments already discussed abovieastt four countries are
planning multi-billion dollar privatizations sooKorea is hoping that its fourth
attempt to sell a 57% stake Woori Financial Group will ultimately succeed
and raise as much s $3.9 billion. The Netherlasddanning a 2015 IPO of up
to 40% of ABN Amro, which it rescued with a €30 billion capital injien in
2009, that might raise up to €6 billion ($7.25 ibil). Finally, the previous
center-right Swedish government announced plasgltdhe state’s holdings in
mortgage lendeBBAB, though it is unclear whether the center-left goweent
elected in September 2014 will follow through.
We conclude this discussion by describing threaifiigaint planned sales in
2015: two in oil and gas sector and one telecoragdivent. Easily the largest of
these is the announced plan by Chin&isopecto sell up to 30% of the
company’s holdings in its string of petrol statiofascash-cow business), that
could yield up to $20 billion (€15 billion) that elal be channeled into Sinopec’s
other investment programs. The Preuvian governralat plans to sell up to
49% of its holdings ifPetroPeru on the local stock market, in order to clear the
way for the company itself to raise up to $3.5idillin private apital for its
ambitious exploration and production program andipgrade its refineries to
better handle the heavy crude oil it is now prodgcFinally, the government of
Chad is re-launching the attempt to sell 80% &fociété des
Telecommunications du Tchad(Sotel-Tchad). The previous attempt collapsed
in 2010, during the country’s civil war.
To summarize, the total value of global privatiea during 2013 rose

significantly from the previous year’s level to bewe the third largest sum ever,
and this pace continued during the first eleven ttof 2014. Additionally,

Conclusions
governments have announced major divestment pletsate likely to continue
for at least the next two years, so the immediatigré looks very bright. Longer
term, the continuing fiscal challenges facing betstern and emerging market
countries suggests that privatization programs wethain a central issue for

global finance and economics for many years to come
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Port terminal privatizations, long term strategies versus urgent needs

Passenger terminal management and cruise industryshapshot”

The passenger port terminal management industryesthaconstant demand
growth over the last 20 years worldwide, with ceuipassenger numbers
increasing fourfold, reaching 20 million passenger2012.

During the last five years, the average growth ra&e been around 5%, with
European market share moving from 25% to more 8@, balanced by an
equal decrease in Northern American market share.

Over the past two years (2012-2014) an inversiothefpreviously described
trend has taken place: the European market, m#ielyMediterranean segment,
has seen its upward trend (in terms of growth ratl@y down, losing ground
against developing and emerging countries and rtsagteh as the Asiatic and

Australian ones.

Global cruise industry from 1994 to 2012

Evolution of the number of passengers

Costa
Concordia’s
Disaster
25 4 Lehman Brothers'
bpankruptcy
209
Speculative
Bubble due to the
crisis generated
by the dot Com
era

20 4

o+
1954 1985 1996 1997 1995 1989 2000 2001 2002 2003 2004 2005 2006 2007 2005 2009 200 201 2012

Source: elaboration on CLIA data

The industrial competitive environment is affect®d exogenous variables for
port terminal managers: mainly demographical trebds$ also gross domestic
product evolutions. These two factors, with th&iutry specific aspects, could
be sufficient to determine whether a given port bé successful or not, because
of the strong direct relationship with average cwner expenditure. After all, a
cruise is still a product partially perceived a8uxury experience”, and overall
a tourist service, that is affected by “willingness pay” dynamics and
constraints
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Global cruise industry from 2007 to 2012
Evolution of the number of passengers
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This recent market trend generates a number oésskr the main shareholders
of port terminal management firms. These are uguathte-owned port
authorities - especially in the EU and EMEA - ahége public bodies exert

strong influence as majority shareholders.
Because of the public nature of its majority shateér, port terminals have
encountered significant difficulties in addressttegreasing growth rates and, in

turn, declining profitability. Public shareholdersften find it difficult to

implement corrective actions aimed at:
Revamping or investing in infrastructure (termindlagers, dredging,

Improving efficiency;
Promoting and managing agreements with main carrier become

etc);
“home port” and increase tourism’s indirect bergefit
Generally supporting, protecting, and increasingirttactual market

L]
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As in every mature industry, what is happeninghi@ European cruise industry
is a partial transition to price competition, withstomers becoming more price
sensitive and carriers trying to differentiate. Boimpanies often are forced to
compete on low prices, and ports rates are onkeofrtain cost elements about
which they are concerned.

Price competition could exclude strongly “differatéd” countries, intended as
a “unique” experience by customers. Many countagsre for this status, but to
gain and keep such a position there must be inwagtin infrastructure, strong

transportation and logistical integration on thekside of ports, and a constant
marketing effort.

Maikickchans Due to enduring financial crises, EU
(2018F) countries and their Port Authorities are
: often incapable of supporting this transition
process to become stronger competitors in
the cruise industry. Public shareholders
might be more willing to proceed with
privatizations of the service, keeping the
public ownership of the port infrastructure
through a concession arrangement, but
enhancing investment perspectives through
private involvement.

Other
countries
14%

Source: elaboration on CLIA and
Cruise market watch data

Infrastructure management is one of the main issué® taken into account in
an industry where elasticity of demand is hugelpdontiant. This is due to the
fact that the four main carrier groups in the watitount for more than 80% of
passengers and around 75% of revenues.

Market share
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Liverno

Development Perspective

Palma de Maliorca

Source: elaboration on CLIA data

Focus on EMEA: Two “blocks”, emerging countries vs‘'Old Europe”
Europe and the Middle East and Africa (EMEA) regicare not expanding
overall, so in this context we can try to identififferent clusters of Ports:

1. Champions defending their “title”: As Barcelona (&pe’s biggest) and
other big ports (Civitavecchia, Venice) should avdineighbors’
competition” by increasing service levels and kegpilong term
relationships with the main carriers;

2. Mid-sizers: For example, European ports with justier 1 million
passengers, with no short-term growth prospects,witlh economic
stability granted by stable streams of passengactuding Palma de
Mallorca, Dubrovnik, and Santorini);

3. Small players with high potential: Ports that hati# not reached their
full potential capacity, but that are now confrogtia strategic evolution
issue about their growth, like “now or never”;

4. Fast growing “Hares”: Ports with growth rates deutie EU average
because of country peculiarities (as, for examiginbul Salazari) or
new routes tracking.

European Ports by cluster

Positioning matrix european ports

Salipazari

Barcelona "
Pireus Trieste

Naples Marsiglia

Santorini pubrovnik

ivitavecchi :
Civitavecchia enite

Growth rate

In this complex framework, port privatizations adude an opportunity to face
both public budget constraints and make indusimgrovements. A successful
privatization could represent an effective longnteindustrial policy action
under certain specific conditions, that could berg{ summarized as: (i) a long-
term industrial perspective, meaning a concessngth of at least 15 years; (ii)
a growing tourist sector, a background as a magoridt destination, or with
major tourist transit routes and itineraries; (@) attractiveness for the main
worldwide carriers or with existing carriers (hopart), and integration with the
commercial industry.

The core point, with amplified effects on indudtré@untry background and
entrepreneurial structure, is that privatizatioitiatives should be planned and
implemented with a strategic long term view. Theh®uld also be a strong
industrial driver (mainly a competitive strategydamontext), even if the
divestment is being driven only by an emergencyreggh related to urgent
needs of public finance rather than spending clangbe absence of a long

N
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term industrial perspective is a complementary fésitor also for the economic
results of the privatization.

In port service management, the trade-off betweelnstrial development and
maximizing public finance revenues could be mowskyrithan usual, as its
effects could affect not only the business as c¢dyfi intended, but have

unintended impacts on other businesses and indsistfhese relationships are
often estimated by econometric analyses.

Accordingly, the design of such initiatives shoh&linformed by a strategic
long term view, which is often neglected in favéuogent fiscal needs subject
to spending review initiatives. It is possible @ldnce spending review and
public finance aims without being careless of tigustrial perspective? This
paper will try identify common transaction elemetatielp answer this
guestion.

We will analyze most relevant recent transactioné EMEA port industry
with specific reference to passenger terminals.r€levance of this case study
relies on its peculiarity as passenger terminale lzdways been on the margins
of private operators’ intervention in European Boand just recently they have
been identified as a relevant driver for landsidiepreneurial development.
Passenger terminals are now being reconsidered anu=wv approach by
private investors, in line with market trends.

Emerging country privatizations “enhancing growth”: the Turkey case.
Emerging countries are relevant players in the EMBE#ket, both on the “sell
side” with important privatizations in terms of uohe of passengers and
economic size of the deals, and also on the “badg’sas headquarters of several
main buyers (Dogus Marina Group, Global Ports Hajdetc...) in the terminal
management market.

The most relevant case study is in Turkey, wheeeShlipazari Istanbul cruise
port terminal privatization took place in 2013. Tdeal took place in an
economic context where GDP had been growing fastTumkey, cruise
passengers arriving in Turkish ports had increadextound 20% in the last 10
years, and the number of cruise ships had riseardynd 8%.

Istanbul Salipazari is one of the top European spowith around 500,000
passengers, it is the sole cruise port of Istardnd, has achieved a growth rate
of more than 10% in the last 5 years. It has bectiraesecond cruise port in
Turkey (after Kusadasi), with a strong touristickground. By articulating the
positive conditions related to the Salipazari pprivatization, we have to
highlight also that the structure of the deal idelsi a 30 years concession and,
by the time of privatization, three (Carnival, Rbgaribbean, MSC) of the four
main carriers already have itineraries that incl8dépazari.

Salipazari's privatization also includes investmentnfrastructure (mainly for
guays) and for the restoration of historical buifgfi linked to the just approved
Zoning Plan. As explicitly said by representativad Privatization
Administration, It is targeted to makéstanbul Salipazari Cruise Port one of
the most important destinations by improving thevises to international

2 As for example in the input-output models gengrafied with regards to ports and airports
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standards and to increase the number of tourissging our country and to

increase the contribution of the Port to tourismomes.
by Turkis Privatization Administoa) when the

The PB Report 2013-14

The Port was owned by the public sector througtkiyarDenizcilik Isletmeleri

privatization planning started in 2010. It was daded in 2013, with
submission of the highest bid (at the contemporasexchange rate, more than

A.S. (owned 100%
€ 500 million) by Dogus Marina Holding that finallgonsummated the
agreement to transfer operating rights in Febri20%4, after a long-lasting
period to receive all the necessaries adminisgativhorities’ permissions.
2012
Land area 100.280 m2
Construction area 131.821 ni2
Long quay 1.115
Karakoy quay 515
Salipazari quay 600
9
5
4
294
451.327

Buildings
Karakoy quay
Murrber of cruise ships visiting the Port (@ 9 M 2012)

Salipazari quay
Murrber of passengers visting the Port { @ 9 M 2012 )

Source: Republic of Turkey Prime Ministry Privatization Administration, "Privatization of Istanbul Salipazari

Cruise Port - A brief Overview", February 2013
The Salipazari Port privatization was an internarket transaction, as were
several of the deals concluded in last five yearBurkey. But Turkish investors
international deals when thegntify business

opportunities, as seen in the cross border actouisiif K&G Mediterranea

can also take part in
Marina Management in Greece by Dogus Marina Group.
Turkey is becoming one of the main “buyers”, withfew conglomerate
transportation and logistical players being invdlue around 30% of recent port
transactions, including one of the most recent ratel/ant. This is the disposal

of a 20% stake by Creuers del Port de Barceloma whs purchased by Global

Ports Holding, which already had a 23% stake.
Regarding the Turkish privatization program, thev&ament has set up a
specific department called “Privatization Admington” that reports directly to
the Prime Minister. This department has concludedrad 40 deals with foreign
investors, including the disposal of other two majorts (Kusadasi in 2003, and

Mersin in 2007).

Turkey’s Privatization Administration has begunvptizating its portfolio (that
includes a lot of public assets) by applying sevealernative methods,
including: (i) direct sales (including public offiegs, block sales, and sales to

employees, investment funds, securities investnpartnerships, etc..); (ii)
leases; (iii) grants of operational rights (as &uplto Salipazari Port); (iv)
31 www.privatizationbarometer.net
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establishment of property rights (other than owm@)s (v) profit sharing
models and other PPP approaches.

The port privatizations cluster related to fastvgrg emerging markets could

also include the purchase of the Port of Algierd ahDjen Djen. These are

mainly commercial ports, with low cruise passengieisdence, but have many

common elements with the Salipazari deals. Thelaiities can be summarized
as follows: (i) long term concessions (30 yeans);a( corporation as the buyer
(DP World, from Dubai); (iii) relevant investmenps to develop new assets of
the Port to increase traffic; (iv) a position thaltows competition on the

Mediterranean market; and (v) deals regarding shlentrol stakes to private

investors, with a continuous involvement of the ljukector.

Overview of the transaction played by Turkish bidde rs

Date

Target Company

County of the
Target Company

Bidder Company

County of the
Bidder Company

Deal Description b stakes | Privatization

30/12/2013

Creuers del Port de
Barcelona, S.A.

Spain

Global Ports Holding

Global Ports Holding, a 100% subsidiary of Global Investment Holdings, initially
acquired 23% of Creuers del Port de Barcelona, S.A. (Creuers) through Barcelona
Port Investments in partnership w ith Royal Caribbean Cruises Ltd., one the w orld's
leading cruise operators. In December 2013, Global Ports Holding acquired an
additional 20% of Creuers del Port de Barcelona, thus increased its stake to 43%.
Creuers is the leading international cruise terminal operator in Europe and offers the
international expertise and connection netw ork w ith the key cruise line players.

Turkey

20% X

16/05/2013

Istanbul Salipazari
Kruvaziyer Limani /
Istanbul Salipazari Cruise
Port (Galataport)

Turkey

Dogus Holding A.S.

Dogus Holding AS, the Turkey based holding company engaged in diversified
businesses, has won a privatization auction to acquire Istanbul Salipazari
Kruvaziyer Limani/ Istanbul Salipazari Cruise Port (Galataport), the Turkey based
commercial port, for a consideration of USD 702m.

Galataport is one of the largest ports in Turkey w ith 420 ships and 627,897
passengers usage in 2011.

w | v

Turkey

31/12/2012

K&G Mediterranean
Marinas Management
SA.

Greece

Dogus Marinas Group

Dogus Marinas Group, the Turkey based company engaged in marina developments
and management, consultancy services in marina projects and also a subsidiary of
Dogus Holding A.S, the Turkey based conglomerate engaged in financial services,
automotive, construction, media, tourism, real estate and energy sectors, has
acquired 51% stake in K&G Mediterranean Marinas Management, the Greece based
company engaged in marina developments, management and consultancy services
in marina projects, from Kiriacoulis Mediterranean Cruises Shipping S.A., the
Greece based company engaged in professional sea tourism w ith yachts, marinas
management and real estate and constructions, for an undisclosed consideration.

51% X

Turkey

29/07/2010

Ortadogu Antalya Port
Management

Turkey

Global Liman Isletmeleri

Global Liman Isletmeleri, the Turkey based port management company and a
subsidiary of Global Y atirim Holding AS, the listed Turkey based diversified
investment holding company active in infrastructure, energy and financial services
sectors, has agreed to acquire the remaining 60% stake in Middle East Antalya Port
Management Inc, the Turkey based company holding management rights of Antalya
Port, from Celebi Holding AS, the Turkey based holding company active in civil
aviation, tourism, transportation and fast food sectors, and Antmarin AS, the
Turkey based port manager, for a consideration of EUR 47m.

60% X

As. Turkey

30/06/2008

Bodrum Liman Isletmeleri

Turkey

Global Investment

Global Y atirim Holding AS, the listed Turkey based investment holding company w ith
interests in infrastructure, energy and financial services sectors, has acquired a
60% stake in Bodrum Yolcu Limani, the Turkish operator of passenger terminals,
from ERS Insaat Sanayi ve Ticaret AS, the Turkey based investment holding
company having interests in infrastructure sector, for total consideration of Y TL
10m (EUR 5.85m).

60% X

Holdings Tty

Source: elaboration on information providers’ data

“Old Europe” port privatizations: Greece and Italy.

Old, “traditional” Europe is in a completely diffsrt situation from the
emerging countries in the EMEA region, which hawe their main goal
development of passenger traffic and the touridtistry. European, and mainly
Mediterranean countries instead have to face tesuplblic finance situations
and simultaneously address declining cruise maytatth.

In this context, we can analyze the experiencevof ‘poster countries” of the
recent financial crisis, Greece and Italy. Greasce ia real emergency, and Italy
has announced, more than once, privatization pnogrand incentives to
strengthen debt reduction policies and to reduce tublic role in
entrepreneurial service management.

Greece in 2009 closed the disposal of the managemgéits of a part of the port
of Piraeus. This was acquired by Cosco Pacificha&se conglomerate, that
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was awarded a 35 years concession. Nowadays tlek Gevernment, through
the Hellenic Republic Asset Development Fund (HRADas adopted new
procedures aimed at privatizing other ports.

The portfolio of HRADF contains twelve (12) pdttaamely the ports of Piraeus
(OLP), Thessaloniki (OLTh), Volos, Rafina, Igoumtsai Patras,

Alexandroupoli, Iraklio, Elefsina, Lavrio, Corfu @dikavala. HRADF owns 74%

of OLP and OLTH shares (listed on the Athens Stexkhange) and 100% of
the share capital of the rest of the above mentiqmarts. Due to the recent
reform of related legislation, Greece can now pedosith further disposafs.

Currently, several expression of interests haven lmédmitted for the tender
processes for the sale of 67% of the shares dfTthessaloniki Port Authority"
and for the sale of 67% of the shares of the "Bsd®ort Authority". Greece has
put on the table these so called “family jewels’mtaximize the positive effects
on public finance, and has also partially refornitsdegislative framework to
enhance the sale process. The main way the Greekri@oent is trying to keep
a strong link among industrial and commercial depelent of the landside and
the tourist business is by structuring the saleadsng term concession and
negotiation of specific industrial development paig. The disposal of Piraeus
port is expected to be concluded by the end of 20d# early 2015.

Italy has a different background for port privatiaas. Port Authorities are
formally independent from the central State, aslipudmtities with their own

juridical personalities, and PA are (among othesksy entrusted with
commitment and control functions of port servidesspite their independence,
PAs are expected to consider central governmerntecos on spending reviews
(including reduction of PA numbers and other refgvalements). In this
context, even respecting the economical (balaneetslindependence of PAs,
privatizations of these state-owned firms is a goal

Italy has experienced in the recent past a “statidarivatization through a
tender process for a majority stake in Trieste TeainPasseggeri (2010). In
2013, Royal Caribbean became a 30% shareholdea &dezia Cruise Facility
(LSCF), along with a consortium of local entrepransethat won public tender
for passenger terminal concession in 2005 in thedr'g port management
privatization process.

Trieste Terminal Passeggeri (TTP) is not a ‘bige’'sideal but has relevant
industrial elements to be tracked and noted, inotud(i) disposal of 60% of
stakes — a majority stake, but not giving extramady shareholders assembly
control (67%); (ii) selection of an important carrias part of the awarded
consortium (Costa Crociere) and a local industrigrtner (Giuliana
Bunkeraggi); (iii) a long term concession (2032)ated to investment and
business plans. Trieste Terminal Passeggeri, imstesf passengers could be
intended as a “start up” initiative, with around0J®0 passengers in 2013, but
represents an important opportunity for a carngending to develop it as its
Home Port (in this case Cost&)ld, “traditional” Europe is in a completely
different situation from the emerging countrieglie EMEA region, which have
as their main goal development of passenger traffid the tourist industry.

%in the form of Societe Anonyme.

“In 2012, the obligatory possession of 51% of th&®@hare capital by the Greek State, which wasigeavby the
legislation previously in force, was abolished thgb the legislative act dated 7.9.2012 and law A9

® As defined in law 84/1994 article 23 point 5.
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European, and mainly Mediterranean countries idsteave to face troubled
public finance situations and simultaneously adslrdsclining cruise market
growth.

In this context, we can analyze the experiencevof ‘poster countries” of the
recent financial crisis, Greece and Italy. Greaci ia real emergency, and Italy
has announced, more than once, privatization pnogrand incentives to
strengthen debt reduction policies and to reduce fublic role in
entrepreneurial service management.

Greece in 2009 closed the disposal of the managemgéits of a part of the port
of Piraeus. This was acquired by Cosco Pacifichané&se conglomerate, that
was awarded a 35 years concession. Nowadays tlek Gevernment, through
the Hellenic Republic Asset Development Fund (HRADas adopted new
procedures aimed at privatizing other ports.

The portfolio of HRADF contains twelve (12) pdttaamely the ports of Piraeus
(OLP), Thessaloniki (OLTh), Volos, Rafina, Igoumisai Patras,

Alexandroupoli, Iraklio, Elefsina, Lavrio, Corfu @ikavala. HRADF owns 74%

of OLP and OLTH shares (listed on the Athens Stexkhange) and 100% of
the share capital of the rest of the above mentiqmarts. Due to the recent
reform of related legislation, Greece can now pedosith further disposals.

Currently, several expression of interests haven lmémitted for the tender
processes for the sale of 67% of the shares dfTthessaloniki Port Authority"
and for the sale of 67% of the shares of the "Bsd®ort Authority". Greece has
put on the table these so called “family jewels’mtaximize the positive effects
on public finance, and has also partially reforntsdegislative framework to
enhance the sale process. The main way the Greekri@oent is trying to keep
a strong link among industrial and commercial depelent of the landside and
the tourist business is by structuring the saleadsng term concession and
negotiation of specific industrial development paig. The disposal of Piraeus
port is expected to be concluded by the end of 20di early 2015.

Italy has a different background for port privatiaas. Port Authorities are
formally independent from the central State, aslipudmtities with their own

juridical personalities, and PA are (among othesksy entrusted with

commitment and control functions of port servidesspite their independence,
PAs are expected to consider central governmentecos on spending reviews
(including reduction of PA numbers and other refdvalements). In this
context, even respecting the economical (balaneetslndependence of PAs,
privatizations of these state-owned firms is a §oal

Italy has experienced in the recent past a “statidarivatization through a
tender process for a majority stake in Trieste TeaimPasseggeri (2010). In
2013, Royal Caribbean became a 30% shareholdea &dezia Cruise Facility
(LSCF), along with a consortium of local entrepnansethat won public tender
for passenger terminal concession in 2005 in tlewr'y port management
privatization process.

®in the form of Societe Anonyme.

"In 2012, the obligatory possession of 51% of th&®@hare capital by the Greek State, which wasigeavby the
legislation previously in force, was abolished thgb the legislative act dated 7.9.2012 and law A9

8 As defined in law 84/1994 article 23 point 5.
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Trieste Terminal Passeggeri (TTP) is not a ‘bige’sideal but has relevant
industrial elements to be tracked and noted, inotud(i) disposal of 60% of
stakes — a majority stake, but not giving extramadj shareholders assembly
control (67%); (ii) selection of an important carrias part of the awarded
consortium (Costa Crociere) and a local industrigrtner (Giuliana
Bunkeraggi); (iii) a long term concession (2032)ated to investment and
business plans. Trieste Terminal Passeggeri, imstesf passengers could be
intended as a “start up” initiative, with aroundd]®0 passengers in 2013, but
represents an important opportunity for a carngending to develop it as its
Home Port (in this case Costa).

La Spezia was a concession of service, not a pgatain as usually intended
with the sale of a firm's stake, but the “secondgst of the deal” (Royal
Caribbean’s entrance) can be compared with Triestause it was based on the
same competitive strategy in the cruise market) wittential growth depending
mainly on the policies of the shareholding carfiRoyal Caribbean).

Trieste and La Spezia, even in an adverse econolmate, have been two

deals modelled on the basis of designing and imgigimg a port development
in terms of traffic, and not exclusively relatedpablic finance constraints. But
from their privatization dates until now La Spearad Trieste have had different
evolutions. La Spezia experienced fast growth riygeinom less than 50,000 in

2012 to more than 200,000 by the end of 2013, ooimg growth in 2014, and

expectations of around 500,000 per year in theréutlihat shows the effect of
the entry of one of the main worldwide carriershia shareholding structure, but
the effect was not reached with the initial prization through concession.

TTP is experiencing an alternate evolution of pagsetraffic, without reaching
the supposed growth, even if a relevant carriepimes part of the consortium
selected by public tender. This is because theiecamust depend upon
commercial development that has been problematichan Italian market

recently. To complete and re-launch the strategt@tive not yet fully realized

by the private consortium managing TTP, the PA dk&te is setting up a
second stage of privatization that envisages thpogal of the remaining 40%
public stakes with a tender procedure to be pptane by the end of 2014.

Can a successful port privatization reach both pubit budget and industrial
development objectives?

Passenger terminal management has a significamtimdmproving the overall
commercial port management potential. The priva@ygr's role in port
terminal management is increasing fast, not ormgyugh service concessions but
increasingly thanks to privatizations of publiaris , and the trend of enhancing
private management is confirmed in 2014.

Privatizations could allow governments to pursudtiple objectives, including

both public budget balance sheet restoration ardusiny and landside
development in terms of industrial and touristiaffic. As reported for other

industries, the public finance crisis period hagl lthe indirect effect of

stimulating privatizations. Privatizations strategfould be strictly linked to the
competitive strategy of the Port, and privatizasieould be effective on both the
industrial and financial sides, or could be inefifex on both.

What emerges clearly from a comparison of differamintries’ strategies and
context is:
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» Privatization strategy: a port privatization stgpteand the following
business plan, should be evaluated on the bassnabetition context in
the region; carriers’ plans and routes and neadsispdevelopment are
determinant issues to be considered,

* Public finance effects: ports are important assatgl national public
finances (see Turkey and Greece) could benefit fiterdisposal of the
service. But these effects could be limited if stiongly linked to a
long-term industrial perspective because econoruwsf are direct
function of the length of service management.

Privatizations could allow governments to pursueltiple objectives,
including both public budget balance sheet restmraand industry and
landside development in terms of industrial andistig traffic. As reported
for other industries, the public finance crisisipdrhas had the indirect
effect of stimulating privatizations. Privatizat®strategy should be strictly
linked to the competitive strategy of the Port, gmilatizations could be
effective on both the industrial and financial sider could be ineffective on
both.

In order to have direct effects on central govemiraebt reduction, port
privatizations need a centrally managed procesgeld significant results,

possibly through extraordinary law initiatives atmbls (e.g. Turkish and
Greek state dedicated entities). In this case tipesoutcomes are strongly
related to the “size does matter” rule.

Private is better?This used to be the main question underlying pi@géon
choices. Although there isn’'t an absolute answédras to be acknowledged
that managing a port in adverse economic situatimight require the
private features of efficiency and strong compesitkills®

« Development success is guaranteed by private mamagt® No, of
course, but private management could activate iahmesources to be
invested in terminal infrastructure necessary tqpsat carriers’
strategies. These center on growing the dimengbrsuise ships, and
transportation integration with local tourist baakgnds. The public
sector is not yet able to provide full funding tovéstment needs.
Implementing a business plan and business stratakgs time, so
effective industrial privatizations, even if relewaeffects could be
reached in the short term, should focus on a mediunfong term
horizon.

* Does the regulatory framework affect result&®s, a complex regulation
could directly affect deals effectiveness and s$tmg determining
articulate and long lasting procedures, enhancasgid auctions risk and
correlated risk of missing related public finantjeatives;

* Policy-makers should always aim for regulatory “noyement,” usually
meaning simplification of procedures (big dealsldaake more than a
year, including multiple administrative levels afntrols) and extension
of concession length directly linked to investmdatals.

« Time is a relevant issu€erhis depends on the alternatives on the supply
side, as in this period there are a significant lnemof ports to be put on
the market, and on the differentiation featureparts and their potential

°"| think privately managed companies can be mafieiefit and more aggressive in the market. We waeiploit
Greece's geographical position. The goal, howeigampt just to raise money, it is to attract moresimess investment.”
Minister of Shipping and the Aegean in Greek Goweznt, public interviews on Piraeus privatization.
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unigueness, which could reduce the competitivecesfef over-supply.
As often reported, the recent crisis period hagmritated sale pressures,
but this could be affected by low price realizatioimat could prove
challenging for long term involvement.

Final remarks

Reforms have opened port terminal operations irardety of global markets
where terminal operators have been able to seconeessions, undertake
acquisitions or be involved in shareholding. Sitkce large majority of port
infrastructure remains public, the level of PPRvégthas increased jointly with
global trade and economic liberalization. The emecg of a wide array of
global terminal operators coming from different kgrounds (e.g. port
operations, financial, maritime shipping) has ledat differentiation in entry
mode choices since each has its own strategy gedtinies. Overall, the entry
strategies of international terminal operators ha&en very aggressive in most
markets, reflecting the appeal of terminal fa@hktias revenue generators and
prime assets.

Firm-specific factors underline notable differendestween global terminal
operators coming from a port operations or maritishgpping background,
which prefer direct PPPs, and financial actors Wwhgrefer indirect PPPs.
Financial operators thus clearly prefer acquisgtjagither for single or multiple
terminals. External factors underline that the raarkpenness of the host
country is associated with the building of new dirféPPs, since the national and
transactional environment is conducive to the dineeolvement of the firm in
terminal building and expansion projects.

Alternatively, the level of market concentrationtefminal operators in the host
country is pushing towards indirect PPPs, sincewa entrant is challenged by
the market power of the established operator.

The present work aims at providing a structureésssent of the drivers behind
the privatization entry modes: supported by emgirimutcomes it provides a
better understanding of the strategic decisiondirnfs entering privatization
transactions arrangements. Such insights are ajs@ctical relevance to public
authorities, market players and other stakeholdedved in PPP arrangements
in the port industry.

Public authorities are typically seeking guidancehow to attract investors in
the most effective way, while the investing ternhioperators can benefit from
the research outcomes when evaluating their own @mdpetitors’ entry
strategies in port regions around the world. Finakmpirical evidence
underlines some other managerial implications, Isofiporting practitioners in
conceptualizingex-ante the determinants which could affect the strategy
formulation process and the success of the selectey mode, and providing a
managerial tool for shaping and understanding ctitopg strategies.
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The role of the State and SWFs in the GCC Economies

In recent years the rise of state capitalism haadirt to the forefront the role of
the state in the economy. In the Gulf Cooperationr@il (GCC that comprises
Saudi Arabia, Kuwait, Oman, Bahrain, Qatar, and Wimited Arab Emirates),
the state is considered as a typical allocatiote stther than a productive state
(Martin Hvidt, 2013): indeed, the state’s main role is to distributd affocate
in the economy the large windfalls from oil and gaports. Such a state is not
pressured to tax the local economy in order tonfiesits activities, as a typical
productive state would do.

The natural resource endowments in the oil-rich G00ntries have decisively
impacted the level of state ownership there. Haetver oil industry is not the
only sector characterized by state dominance. Statmership in fact
encompasses nearly all other productive activitesch as real estate,
telecommunication, construction, manufacturing, cteleity, transport,
agribusiness, education, and health services.

Governments and government-owned entities play »x@ra@dinary role as

investors in the region. Governments and the imvest vehicles they sponsor
hold stakes in more than one-third of all compaimethe region, with market

presence ranging from below 20% in Oman to as hg)45% in Bahrain. In

terms of market value held by public authoritiggareholdings range from 13%
in Kuwait to 35% in Saudi Arabia, and average 29%.

Despite the fact that GCC state owned enterpriSEE) are generally
considered to be dynamic, profitable and rapidlgpwgng, more economic

diversification in the region has been called féwr this to happen, it is argued
that there should be less involvement of the Statthe economy and more
contribution by the private sector, with signifitafficiency gains expected to
be achieved through privatization. In particulagreninvolvement by the private
sector is expected to create a productive base withre employment

opportunities: “under the current allocation statedel, only a relatively small
part of the local population is involved in econonactivities” (Hvindt, 2013).

Additionally, to attract FDI flows and foreign knemow that are typically

targeted towards private firms, the private sedtorGCC needs to more
developed and play a larger role in the economy.

In this debate on economic diversification of G@Qyotable player other
than SOEs is GCC Sovereign Wealth Funds (SWFs)sellhends are
presented in the local press as tools that prignanvest the oil and

! Economic Diversification in GCC Countries: Past&e and Future Trends,MARTIN HVIDT, Deutshbank 201
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natural resources windfalls to provide for futurengrations: There is
now more than one SWF per country in the GCC redioa largest (in
the region and the world) being the Abu Dhabi Inrest Authority,

The PB Report 2013-14

which alone held assets worth US$ 627 billion id20Taken together,
GCC SWFs manage today an asset base worth US$4i/668. In this
note, we aim to describe the privatization agendthracord in GCC and
the role played by SWFs in the economic landscépleearegion.

Privatization in GCC: A Snapshot

Privatization in the GCC has been on the polit@génda for more than 15
including telecommunications, water and energy Begp banking and
insurance, seems to be gaining increased momerfom.instance, several

in Bahraihrough the Supreme

years. We note in this regard that privatizationsefected public institutions,

privatization initiatives are observed

Privatization Council, in Abu Dhabi through privadtion of utilities, and
Kuwait with its energy sector privatizations. Omhas even put in place a
regulation that provides the government with thegjality to keep a “golden
share” in privatized entities. In Kuwait, the tedat sector which is the largest
source of revenue after the state’s oil sector,ldeen partially privatized, with
the government maintaining significant minorityergsts in all three companies:

Mobile Telecommunications Company (known as ZainNational
Telecommunications Company (known as Wataniya), ®iMA. In Saudi
Arabia, in 2007, privatization contracts for a n@ntof port facilities were
completed, including the general cargo and the lgudin terminals at King
Fahd Industrial Port, and the container terminad @argo berths at Jubalil
Commercial Port. Currently, privatization plans 8audi Arabian Airlines are

being finalized.
investment in generation, transmission and didtidbu
The privatization process is primarily hinderedthg lack of pre-conditions to
the reform that are slow to materialize. For instara successful privatization
program requires a functioning stock market, a slagive infrastructure,
sophisticated financial services and a functionagal framework, among other
things. One case in point is the continuously dedapgrivatization of Kuwait
Airways which was announced in 2008, and is ydte@chieved, due to the fact
that by law, the firm has first to be transformetbia shareholding company.
The new law that allows such a transformation heenkthrough two rounds of
deliberations at the National Assembly in 2012 28d3, and was only ratified

Nevertheless, to date, the overall progress renwuiits slow. Reform efforts in
most of the GCC countries are limited to openinghgpower sector for private

Another illustration pertains to the situation dw tstocks markets: The limited

in January 2014.

capacity of absorption of local stock markets amartlack of liquidity tends to
undermine privatization transactions through steskies. Some countries have

undertaken the task to reform their securities lewfcilitate reform, including
the UAE and Saudi Arabia, resulting in a 40% insecia the total amount raised
by IPOs in GCC markets between 2006 and 2007, rigliore the crisis.
However, building investors’ confidence in the #tocarkets or in privatization
transactions remains challenging. Indeed, sincédméing crisis of 2008, GCC
stock markets indices have fallen significantlyy dme fifth in Oman; one third
in Bahrain, Kuwait, and Abu Dhabi; as much as 5&&audi Arabia, and two
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thirds in Dubai. Stock markets also reacted neghtito the debt problems of
SOEs in Dubai and Saudi Arabia during the crisis.

Another obstacle to privatization is the selectioh potential SOEs for
privatization. For instance, certain governmentcfioms and social services,
which represent the traditional target of privatiima polices, are politically and
socially entrenched. SOEs are used as vehiclestigbdte wealth to nationals
who receive salaries unmatched by the private sethas situation is particular
to the GCC societies where traditional forms of gyowment, characterized by
patron-client relationships, coexist side by sidéhwnodern forms of public
administration (Mansour, 2008)in these societies there is no clear borderline
between private and government ownership. It threcoimes difficult to target
government owned companies or jobs in the sakdfiofemcy gains when these
are primarily occupied by nationals.

The Role of GCC SWFs

SWFs typically function somewhere in between a mutwnd (risk-averse

passive investor) and a private equity firm (highiesk-tolerance investor)
[Boston consulting, 2012]. More specifically, SWEsver a large spectrum of
investment strategies, from a more classical passigset management
approach--with few, selected active investmenie-lAbu Dhabi Investment
Authority (ADIA) to an active management of compmin the portfolio like

Singapore's SWF Temasek.3 The GCC SWFs have bdabligsed as (i)

stabilization tools (to reduce the vulnerabilitytbé economy to excess volatility
in revenues), (ii) future generation savings funded (iii) as government
investment funds whose objectives are to finanam@wnic development and
diversification.

According to an article in Khaleej Times (March Z%13), and based on a
report by Moody’s rating services, GCC SWFs accdanB2.6 per cent of the
global SWF assets which are valued at $5.2 trillibey also account for 110%
of the region’s GDP. In the latest 2012 rankingtloé top SWFs around the
world, the Abu Dhabi Investment Authority tops thist at $627 bhillion,
followed by Norway's Government Pension Fund-Glof#811 billion) and
China’s SAFE Investment Company ($568 billion). Mani the world’s largest
SWFs are financed via oil revenue, such as in #ee of the Abu Dhabi
Investment Authority and Norway's Government Pengtand—Global.

The collective assets of GCC SWFs have surged 13 20 an all-time high of
around $1.7 trillion from around $700 billion attiend of 2007. In all, GCC
countries’ SWFs assets now largely exceed the alegtvernments liabilities,
putting even less pressure to embark on privatimatEven in those countries
with government debt, the massive SWFs are abidtigate the situation.

Sovereign investors in the Middle East are nowerathe financial crisis of
2007-08, increasingly seeking alternative investsdike private equity and
hedge funds (which account for 9% of the investsierithe remaining 91% of
the SWFs’ money is invested in traditional assess#s. The investments in
alternatives have increased by an average of 692018 (Figure 1: source:

2 Mansour, A., 2008, The Impact of Privatizationtba United Arab Emirates Federal Public Sectoerhmtional Public
Management Review, vol 9, issue 2.

% Mobilizing the potential of GCC Sovereign Wealthriéls for Mediterranean Partner Countries, Europeasstment
Bank, 2012, Boston consulting group report, 22 p
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Invesco Middle East Report, 2013, reported in thall\8treet Journal of Sept

30, 2013].
domestic economic development objectives — werkngito take a lower return

Since the financial crisis, SWFs in the GCC havenbender pressure to invest
compared to their target of 11.6% if an investmaido filled a social

domestically. As a result, sovereign developmemd$u— those which have

M Traditional
I Alternatives

development need.
Fig 13. Allocations and demand for alternatives
and traditional asset classes by region (%)
S5 increase 10 alermadive?
aisets in last 12 months®

Agstt atiocations - total assets by region

Thi Wit

ARermnativg iIncludes mlernationsl and lochl privide oguity, real elate, heoge funds, Infrastructure and
QOmmOties, Awirdpe JHOCations alrdss egmints, resulls not wisghted by FUM. *Net retpondent view,

The Road Ahead
been actively implemented, several regulatory athdimistrative barriers have

been eliminated to foster non—oil industries, tha tole of the State in the

economy remains significant. Given the welfare miehe state, the windfalls
from oil and gas exports, and the accumulated aisseBWFs, privatization is

Angiysis showm 10 NOMCRYRIoOrment SOvennigns oty
To diversify their economies, GCC countries havebarked on an economic
not considered as a necessity nor regarded asoamiebut rather as a mere

reform process that aims at encouraging privateos@o/olvement while trying
to reduce that of the state. Legal reforms partgito securities markets have

restructuring of some specific firms at some pairtime.

www.privatizationbarometer.net

4 WSJ, “Shifting Focus for Middle East Sovereign Funds, Report Says”, September 30 2013.
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€ Department of Finance, School of Management, Fudan University

Does China’s Share Issue Privatization (SIP) Progra

Performance?
China announced its initiative for further privation in the third plenum of the

18" Communist Party Congress, which was held in Noven?@l3. The
government has decided to continue reducing treeabttate-owned enterprises
(SOEs), promoting a mixed economy. SOEs produceditaB0% of China'’s
GDP back in 1978 when the economic reform statiatinow the SOE share of
GDP has declined to less than 25%. Most large Stds® been partially
privatized although the government is still theteolling shareholder.
The main purpose for the privatization is to rdiza SOEs and improve their

profitability. However, most empirical studies dotrfind supporting evidence
that Chinese privatizations, especially those imgleted through share-issuing

privatization (SIP), have improved the profitalyiliof privatized firms. This is

puzzling as it is inconsistent with theoreticalgicions and empirical evidence
It is also difficult to explavhy the Chinese

government keeps privatizing its large SOEs in Wy if SIPs do not help to

documented elsewhere.
Megginson and Netter (2001) survey 38 empiricatlists which focus on the

improve firm profitability.
effect of privatization in the 1980s and 1990s. yrhenclude that privatization
is associated with performance improvements. Mecemtly, Estrin, Hanousek,

Kocenda, and Svejnar(2009) evaluate the privatinatexperience in the
transition economies over the past twenty yearsyTonclude that the effect of

privatization is mostly positive in Central Europgkhough such positive effect
becomes less and less pronounced over time.
China’s SIP experience presents a different pictusing a sample of 634 early
SIPs over the 1994-1998 period, Sun and Tong (2608)that the success of
SIP in China is limited. Although the SIP boostsalbte earnings and real sales,

it does not improve profitability in terms of retuon sales (ROS). In addition,

the market-to-book (MTB) ratio does not improvetagive years after the SIP.
Jiang, Yue, and Zhao (2009) focus on a more resamiple of 149 SIP firms
over the 1998-2003 period and find similar evidenitet performance

improvement due to SIP is limited. They find thales revenue and EBIT
increase significantly after a SIP, but there isignificant decline in average

ROS from 18.5% for the three-year period before t8I1P% for the three-year

period afterwards.
nature of partial privatization may be the cause tfie lack of significant

Why is China’s SIP experience not as successfutlsrs elsewhere? A few
improvement of profitability ratio for SIP firms.oF most SIP firms, the
government is still the controlling shareholder.nf®o argue such partial

possible reasons have been put forward to exptésnunusual result. First, the
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privatization is “nothing but logo”. However, thevidence found by Gupta
(2005) shows even a mere average 8% privatizatidndia helps to improve
the profitability of SIP firms significantly. Secdnall SIP (in fact, all IPO) firms
in China went through a restructuring process leelisting which offers a good
opportunity for firms to manage their earnings upvéor the IPO (financial
packaging). Since the inflated earnings cannot fastlong, a decline in
profitability after listing should be observed. Abay, Lee, and Wong (2000)
examine 83 SOE firms that issue B-shares in domestick exchanges or H-
shares in the Hong Kong Stock Exchange and dodiridence of significant
“financial packaging” by Chinese SOEs slated fobljmu listing. However,
earnings management for IPO is not unique for Chiie®h, Welch, and Wong
(21998) find similar evidence for US firms. Thirdsing a sample of US IPOs
issued over the 1975-1984 period, Ritter (1991pnspevidence that IPO stocks
underperform relative to their matching firms frahe first day of trading to
their three-year anniversaries. This finding hasnbeonfirmed by subsequent
studies using data outside the US, including Chinseems there is a negative
long-term listing effect on firm performance.

The above arguments suggest that either there issigwificant positive
privatization effect in China or the positive ptiization effect is overwhelmed
by the negative listing effect, including the ficgal packaging effect. Due to
data availability, previous studies mostly comp8ite firm performance with
their own past resultsand thus cannot distinguish the privatization dffeam
the above-mentioned confounding effects. This shoot affect the conclusion
arrived in the existing literature that privatizatiimproves profitability in most
countries as the confounding effects would onlybiEessed against finding a
positive privatization effect. However, in the cageChina, no solid conclusion
can be made without disentangling the privatizatiefiect from these
confounding effects. Using a recently availableadase compiled by China’s
National Bureau of Statistics (NBS) and a diffenc-differences-in-
differences (DDD) methodology, we try to teasethetpure privatization effect
and see if it generates a positive impact on @bility for SIP firms.

The NBS Database includes financial and non-fireniciformation for 430
thousand industrial (mainly manufacturing) firmgtwannual sales greater than
500 million RMB (about 81 million USD) over the 182009 period. Among
them, about 77 thousand are SOEs and the restiaa¢epfirms, collectives, and
foreign firms. Following previous authors, we comg@pahe 3-year median
average profitability rate before and after thé¢iflg to gauge the performance
change. First, we identify 225 SIP firms that weuablic during the period 2001-
2006 and also construct a control sample of 225sSh&t did not go through
privatization during the same period. The contarhple firms are matched to
the SIP firms based on industry, sales, and phility three years before the
SIP. We compute the profitability rate changes fédégnces) for these two
sample firms before and after the listing, and tddeedifference again between
the change in profitability of SIP firms and theanlye in profitability of the
matched SOEs (difference-in-differences or DD).sThives “the SIP effect”.
Second, we identify 225 private firms went throwgh IPO during 2001-2006
and 225 private firms that stayed unlisted forghme period. In addition, these
firms are also matched to the SIP firms by indyslisting year, sales, and
profitability. The DD estimation of the two privafem samples gives the pure
listing effect as there is no privatization invadve=inally, we use DDD to get
the “pure privatization effect”, by subtracting thisting effect from the SIP
effect.
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Table. This table shows the DDD in median profitability meazures. Wilcoxon Z-statistice are reported in the parenthesez to
examine if the various differences are statistically significant. ***, **, and * denote the =ignificance at the 1%, 5% and 10%

level, respectively.

Improvement = 3-year after the SIP - 3-year before the SIP

ARDA AROE AROS A(EBIT/Sales)
SIP firms -0.045 -0.127 -0.044 -0.059
(-12.167)%** (-12.682)%** (-10.321)%** (-10.371)%**
Comparable SOEs -0.027 -0.063 -0.034 -0.035
(-6.858)%** (-7.062)%** (-8.025)%** (-7.404)%**
DD1 = ASIP=s -ASOEs -0.018 -0.063 -0.010 -0.023
(-5.213)*** (-7.966)%** (-1.814)* (-2.710)%**
Private IPOs firms -0.055 -0.160 -0.056 -0.073
(-12.727)%%* (-13.005)%** (-11.622)%%* (-11.448)%**
Comparable private firms -0.030 -0.036 -0.026 -0.030
(-4.442)%** (-4.480)%** (-5.9g5)*** (-5.233)***
DD2 = AIPO=s -APrivate -0.025 -0.124 -0.030 -0.043
(-5.258)*** (-8.530)*** (-5.705)=** (-6.474)%**
ooDr = DD1 - DD2 0.015 0.039 0.031 0.029
-1.604 [2.545)%** [2.965)%** (2.558)%**

Our DDD analysis results are shown in the tablens&tent with prior authors,
we find the profitability change for SIP firms isgative and statistically
significant across profitability measures. ROA, RGOS, and EBIT/Sales all
drop after SIP. While the profitability measures éomparable SOEs also drop
during the same period, they drop much less. Hetioe, SIP effect on
profitability is significantly negative as indicatéoy DD1. If we stopped here,
we would conclude that SIP decreases the profitalasis do previous authors.
However, when further examining the profitabilityamges for private IPO firms
and their comparable peers staying unlisted, we thiat the profitability of IPO
firms also drop much more than that of unlistedvate firms as indicated by
DD2. As pointed out earlier, these IPOs have ngthando with privatization.
Therefore, DD2 is a measure for the pure listifgatf By subtracting the listing
effect from the SIP effect, we can estimate thee privatization effect. That is
the DDD. As shown in the table, it is positive astdtistically significant for all
four profitability measures, implying that privadimon improves rather than
reduces firm performance after its SIP.

The results shown in the table are robust acrofswaalternative matching

criteria set for control groups. Therefore, we dode that the privatization

effect on profitability is actually positive in Gfd. However, it is overshadowed
by the large negative listing effect so that a tiggaSIP effect is observed.
However, with more rigorous listing regulations aamatditing system in place,
which will more effectively curb earnings managemesnd with the new

government privatization initiative, we expect thlisting effect will be less

negative and the privatization effect more positi@mbined, these steps
should lead to a positive overall SIP effect inr@hin the future.
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Head, Department of Finance, University of Pannonia (Veszprém), Visiting Professor of the Central European
University (Budapest) and Editor-in-Chief of Acta Oeconomica.

Re-nationalization in post-communist Hungary, 2010

— 2013

In 1990, Hungary became a Parliamentary democraayhich private property
was enshrined in the constitution and strong um#bihs upheld a sophisticated
network of checks and balances. The country wasagproximately a decade,
the pioneer of the post-communist transformationcess. Compared to the
annual GDP, the privatization revenues were mudaphdri than elsewhere
(Figure 1).

Figure 1: The cumulative size of privatization newes in some Central and Eastern European coufasea % of GDP),

1990 - 2012
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Source:OECD, based on World Bank Privatization Databas®2008, World Development Indicators, IMF Artid\é
reports and CESIFO DICE database.

This policy brought a record amount of private Fi2b the country and secured
an early accession to NATO and the European Uniorl999 and 2004,

respectively. To the great surprise of the outsideld, the elections in 2010
brought a complete reversal in the transformati@tgss in general, and in the
privatizations drive in particular. Hungary embeatkupon a re-nationalizations

! See e.g. Mihalyi (1992, 1993, 2000/2001 and 2010).
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campaign, which is likely to continue since the ggonment was re-elected in
April 2014.

In the 1990-2010 period, occasional re-nationdbrat did happen in Hungary,
like in many other countries. Most of the timee tleason was trivial. In the
hands of a hew owner, be it a foreign or a Hungairiaestor, the former SOE
converged towards bankruptcy, but for some reafwnauthorities wanted to
rescue it. There were various forms of bail outd ane option was the
restoration of state ownership. In the majoritytled cases, these transactions
were followed by a quick re-sale, or reprivatizatioln other cases, the planned
re-sale never materialized. This happened — famgke — with the M1/M15
motorways which were developed in a Public-Priv@artnership (PPP)
framework between 1994-1998. These motorways tdlénsstate hands. By
contrast, the M5 motorway, also built as a PPP, wesold after re-
nationalization practically to the same Austriamestor (Strabag). The common
feature of these parallel stories — both the foreigd the Hungarian examples
before 2010 — was that they were never amalgamateda coherent, anti-
capitalist narrative.

By contrast, the post-2010 nationalization drivédPdfme Minister Viktor Orban

was presented to the public as a cognizant cooredfi the allegedly “mistaken”

privatization policies of six (!) previous Hungariagovernments. Two

assertions have been repeatedly made by him:ilify tompanies should not
have been privatized at all, because they arealanonopolies; (ii) the national
interest requires that the share of Hungarian osvebould rise and that of the
foreign multinationals should go down in other &ggc sectors like banking and
media as well. This note will present the mosesdltransactions and will offer
the author's opinion on the most likely cause o tle-nationalization. In

closing, it will be shown that in quantitative tesmthe volume of all re-

nationalization transactions were (so far) muchllemahen compared to the
privatization deals implemented in the second biathe 1990s.

Centralization and direct state control.

The re-nationalization campaign was only one elémeh Mr. Orban’s
autocratic, one-person rule. Right after the 28lg&tion, he initiated a new
constitution, which was quickly adopted. The tejpnivate ownership” was
removed from the text. This new Basic Law (as ibfficially called) took away
a lot of discretionary power and property from thenicipalities and shifted
them to the central government (e.g. schools, trepahealthcare facilities, fire
brigades, museums and archiveshmong the several hundred laws passed by
Parliament between 2010 and 2013, many were dekigmdimit the free
conduct of businesses. The most important prabitstand limitations were as
follows:

1. The so-called cafeteria system: meal tickets atiddotickets used for
paying tourism services.

2. Possession and use of passenger cars with foiegsé plate.

3. Construction of new shopping malls for 2 %2 years.

4. Mobile payment systems (e.g. car parking).

2 The history of MALEV, the Hungarian airline, isgaod illustration. This firm was partially privaéd in 1992, but later it
was renationalised two times (1997, 2010), bulfn it went into liquidation in 2013. The newrtginals of Budapest
Airport were renationalised in 2001, but then tiagyre resold for a much larger sum of money in 2005.

3 For a detailed analysis of the first two year&imglish language, see Kornai (2011, 2012).
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5. In waste collection companies, private ownerships waaximized at
49%.

6. The market for company liquidation service was ethsthere is no

possibility to enter during the next four years.

Pharmacies must be majority owned by a pharmacist.

Selling tobacco product to the public is a stateopoly, subject to the

concession law.

9. The operation of gambling machines in cateringsuwre first banned,
and then the concession licenses were redistritiatedw firms.

10. The operation of DNA forensic laboratories was dexd a state
monopoly.

11. The involvement of private engineering firms in tbesign of EU-
financed state investment projects was forbidden.

12. Higher entry conditions were introduced for privaehools teaching
foreign languages.

© N

Regulatory taking.

At first glance, these re-nationalizations lookcgial, especially if and when
foreign owners were affected. After all, Hungasyniot only a UN and EU
member, but she is bound by bilateral investmezaties (BITs) some of which
preceded the 1989 regime change. However, afobvs@r inspection, we can
see that what happened was “regulatory takingh@language of Anglo-Saxon
jurisprudence (Table 1). This is a policy with wlnithe government regulates
the use of a property to such a degree that thdatgn effectively amounts to
an exercise of the government's eminent domain gowéhout actually
divesting the property's owner of title to the pdp. In everyday parlance, this
is indirect coercion, as a result of which most evgrfind it more advantageous
for themselves to sell their property to the statéer than to absorb the losses
arising from the new regulatory rules.

The fiscal implications.

Intuitively, one would think that state money uded buying equity would —
ceteris paribus— directly increase the government’s fiscal defighich was
above 3% Maastricht ceiling anyway for most of tihee since 1990. But this is
not the case. According to the Eurostat rulesfidggal balance is reported on
accrual basis (rather than cash basis). Thusytdda costs of nationalization
do not appear as a negative item, just as it haggpeluring the heydays of
privatization, when privatization revenues did marease budgetary revenues.
Furthermore it is important to note that the repdrtHUF figures of the re-
nationalization transactions in Table 1, are sonawitisleading due to the rapid
inflation of the Hungarian currency. If the privzation deals of the 1990s and
the recent re-nationalization deals are calculaged % of GDP (Figure 2), it is
clearly visible that the sums involved in renatiizeion are lot smaller than the
privatization revenues were.

* In many countries, the reference to the state’memnt domain power is simply called “public intefesin line with new
Constitution, the Constitution Court rejected eackl every complaint pertaining to the renationaliraprocedure (e.qg.
cooperative banks, tobacco shops) with a direereeice to the ,public interest” which now trumps grinciple of ,private
ownership”.
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Table 1. A selected list of Hungarian re-nationalization transactions, 2010 - 2013

| Undermining profitability | | Targeted legal actionsl
Mame of the company, Mandatory cost- Mandatory price| Punitive taxes Switch Limitation |Criminal Populist Size of the re] Price paid by
nature of the increases freeze or cut from free of charges blame game |nationalizatio the
transaction (year) market to | shareholde (targeted or | n transaction| government
state rs’ rights general)
monopoly through
legislation
"The pension
20 private pension funds 059% success funds lost the |HUF 3000 bn (= 0
(2010/2011) ° people’s shirt in| 10% of GDF)
the casino.”
22.1% of the shares of
Mol from Russian ® X HUF 500 bn
Surgutneftegaz (2011)
100% of E.ON wholesale "Hungarian
natural gas trading " " " " energy prices HUF 281 bn
company and storage are the highest
facilities (2013) in the EU™
MOL gas storage facility
(2013) * ® ® X HUF 140 bn
jigsifilsﬂi,:zc;n:';zfjsof ® ® ® HUF 41 bn
| \ 1] d
Budapest (2013) (closing was postponed)
100% Bakony power
generating company ® ® HUF 3-5 bn
(2011)
"It was too
25% of Budapest Water profitable for
Works (2012) x x x x the foreign HUF 14 bn
owners.”
38.5% of shares of the
(central) Cooperative
bank from the German x x HUF 5 bn
DZ Bank (2013)
100% of 128 cooperative N ‘ IEEE an':lks HUF 800 bn 0
banks (2013) P 2’ deposit
managed.
100% of MAL bauxite- " .
N Managers
alumina company from Lo
- - ® ® criminal - 0
Hungarian private owners negligence.”
(2013) ghgence.
100% of Water works in rivIan;:E;SiE:;co
Pécs from the French ® ® ® P noession HUF 3 bn
company SUEZ (2012) contract.”
100% of Pro - M Zrt., a
mobile "A matter of
telecommunication ® ® national HUF 20 bn
company from Deutsche security.”
Telekom (2012)
83% of shares Réba
Holding, an automotive & matter of
manufacturing company, national HUF 6.3 bn
listed on Budapest Stock security.”
Exchange (2011)
Three b_ankrupt megt- "The protection
processing companies of jobs.” HUF 5.3 bn
(2013) .
100% of FTC football club SN e
from a Scottish private e Tjresk'g'ot's' ur‘t HUF 5 bn
investor (2011/2012) ankrupt spo
club.
Cca. 5 000 tobacco shops The protection
® X of minors from 0
- 2013 -
smoking

* Source: Author's compilations. Note: Average exchange rate between 2010-2013: 300 HUF = 1 £.

Transitory nationalization?

If we accept the official statements at face valoenost cases, at least outside
of the utility sector, the state does not intendwmn the acquired companies for
long. Rather, it wants to change the ownershipcgira of a particular business
sector: in plain language, to take away from someyrder to give to others.
Some of these deals have already materializedk-asithe chain of cooperative
banks — but most of the firms are still in a statémbo.

® In the view of many respected and influential gsts, this is the main driver of Mr. Orban — thealization of assets to
his own cronies with mafia-type methods [See Madgar4)]. In my view, however, the motives of Ombgre far more
multi-faceted and the mafia analogy is misdirected.
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Figure 2: The macro-balance of privatization anda#onalization, 1990 — 2013 (as % of GDP)
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